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ABSTRACT

Vietnam is growing rapidly as it transitions from a state-planned
economy to a hybrid economy with an expanded private sector. Besides
broadening its international trade relationships, in recent years Vietnam
has committed to liberalizing its industries and strengthening its
intellectual property laws through bilateral treaties, regional associations,
and accession to the World Trade Organization.

Service industries account for a growing share of Vietnam's
economy, as new bhusinesses seek services like banking and logistics
while consumers with rising income demand education, retail, and
telecommunication services.

Liberalization and foreign investment have increased the supply of
services in Vietnam, but many industries are still hampered by shortages
of skilled workers and good infrastructure, and by a weak business
environment in which regulations impede commerce and state-owned
enterprises have many advantages.
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Services are a vital part of Vietham’s plan to become a modern economy

Industries, August 2012.

by 2020. The service sector is forecast to grow by 8-8.5 percent per year and
to account for 42-43 percent of Vietnam’s GDP during 2016-20," and the
Vietnamese government is implementing aggressive policies intended to

“ This Working Paper was released by the U.S. International Trade Commission, Office of
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accelerate the development of high-value-added services. Vietnam is
increasing its presence in the global services market through its membership in
the Association of Southeast Asian Nations (ASEAN) and through the
commitments it made upon acceding to the World Trade Organization (WTO)
in 2007. Vietnam also has a significant services trade relationship with the
United States and is the recipient of increasing U.S. foreign direct investment
(FDI), in part because the large Vietnamese American population in the United
States provides economic and cultural ties.? Industry reforms and international
integration are happening in the context of rapid growth after decades of war
and political isolation, as the country is transitioning from a planned
centralized economy to a hybrid economy (mixing private ownership and state
influence) while maintaining one-party socialist governance.

This paper is the third in a series on service markets in emerging
economies.® The balance of this introductory section examines supply and
demand factors in the Vietnamese services market. The following section
discusses Vietham’s services trade with the world. The paper then analyzes
five key services industries in Vietnam: banking, education, logistics, retail,
and telecommunications. The paper concludes with an examination of
intellectual property rights in Vietnam, a cross-cutting issue affecting many
services industries.

Overview of Services in Vietnam

In Vietnam, a lower-middle-income country with a population of 87
million, the service sector grew by 7.5 percent in 2010 and accounted for 38.3
percent of the country’s $103 billion gross domestic product (GDP) that year.*
In 2012, the service sector is forecast to grow by 6.2 percent, which surpasses
agricultural growth (3.0 percent) but lags slightly behind forecasted growth in
manufacturing (6.5 percent).” The number of registered enterprises in the trade
and services sector grew by an average annual rate of 22.9 percent from 2000
to 2009, and this sector constituted 60.1 percent of total registered enterprises
at the end of the period.® Currently, Vietnam’s largest service industries are
tourism, wholesale and retail services, repair of vehicles and personal goods,
hotel and restaurants, transport and storage, and telecommunications.” By
number of enterprises, the fastest-growing services industries between 2000
and 2009 were electricity, gas, and water; post and telecommunications;
computers and related activities; and services supporting financial and
monetary activities.?
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Factors Affecting the Supply of Services in Vietnam

A number of factors affect the supply of services in Vietnam, with some
fostering and others inhibiting the growth of service providers.

Support for Small and Medium-Sized Enterprises (SMES)
In an effort to encourage the growth of SMEs, the government of Vietnam

has sought assistance from international donors such as the Asian
Development Bank (ADB). Through an assistance program launched in 2004,
the ADB funded various policy reforms, including a nationwide credit-
guarantee system to support commercial bank lending to SMEs, as well as
initiatives reducing the time needed to register a business and giving technical
help to entrepreneurs. The $80 million program was correlated with a 20
percent compound annual growth rate in new SME registrations, with trade
and services SMEs showing the fastest growth.? In 2007, 96,095 of Vietnam’s
151,780 registered SMEs were involved with services.'

Liberalization

In some cases, loosening restrictions on services industries can increase
efficiency, accessibility, innovativeness, and predictability. As part of its
accession to the WTO, Vietnam took steps towards liberalizing services trade
and allowed foreign ownership in most service industries. In 2010, disbursed
FDI totaled $11 billion, up 10 percent from 2009 levels,** and in 2011 an
estimated 3,190 out of 12,776 FDI projects were in services industries.*
Construction accounted for the largest share of these projects (with a total of
738), followed by information and communication (661 projects) and
wholesale retail and repair (556 projects)."* However, while many services
industries have been liberalized in recent years, the Vietnamese government is
still heavily involved in production and investment throughout the economy,
particularly in finance and telecommunications where state-owned enterprises
(SOES) are predominant (see the “Banking Services” section). Additionally, in
some industries the country maintains trade barriers that insulate domestic
suppliers from foreign competition (see the “Retail Services” section).

Skill Shortages
Services supply in Vietnam is held back by relatively low worker skill

levels (see the “Education Services” section). In 2009, Vietnam’s labor force
of 47 million earned an average monthly wage of $84, compared to average
monthly wages in the Philippines, Thailand, and China of $127, $253, and
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$393, respectively.'* While access to cheap labor can increase the
competitiveness of certain services industries, low wages can also reflect low
levels of productivity and a limited ability to supply skill-intensive services.
Post-secondary education in Vietnam is seen as subpar, and a recent survey by
the World Economic Forum cited an inadequately educated workforce as a
significant barrier to doing business in Vietnam." Private firms such as
General Electric and Intel have had to compensate for skill shortages among
Vietnamese college graduates by setting up their own training facilities.™

Weak Business Environment

Transparency International’s 2011 Corruption Perception Index ranked
Vietnam 112 out of 183 countries,'” and the 2009 Global Integrity Report gave
Vietnam a score of 44 out of 100.*® The latter report noted that the legal
system offered little defense against actions of the government, in part because
judiciary independence is limited.”® The Vietnamese government recognizes
that corruption has stunted economic development and has sought
international aid in curbing the problem.?’ Even in the absence of corruption,
vague and ill-designed regulations obstruct the operations of Vietnamese
businesses and deter foreign businesses from entering the country. In its 2012
Doing Business report, the World Bank ranked Vietham 98 (out of 183) in
terms of its business environment, down from 90 in 2011. While recent
reforms have raised standards of accountability for company directors, the
country still scored poorly on investor protections.?*

Lack of Infrastructure

Vietham’s ports, roads, and railways are inefficient, and the linkages
among transport modes act as bottlenecks. Vietnamese ports have limited
capacity, and businesses as well as Vietnamese officials have cited the ports’
inadequacy as an obstacle to business development and trade (see the
“Logistics Services” section).?

Factors Affecting the Demand for Services in Vietnam

Demand for services in Vietnam has increased for a variety of reasons,
driving growth in key service industries.
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Rising Wages

While average Vietnamese wages are lower than in neighboring nations,
they have steadily risen at a compound annual growth rate of 6 percent from
2000 to 2009,% providing Vietnamese workers with more disposable income.
By one estimate, Vietnamese disposable income reached $84 million in 2011,
up from $64 million in 2008.** Growing disposable income has boosted
demand for consumer services such as education and telecommunications; for
example, mobile phone subscriptions increased to 154 million users in 2010,
up from 110 million users in 2009 (see the “Telecommunications Services”
section).”

Business Development
Businesses rely on intermediary services such as logistics, banking, and

telecommunications to conduct day-to-day operations. Private businesses have
flourished in Vietnam: the number of registered non-state-owned enterprises
increased from 35,004 in 2000 to 196,776 in 2007.%° A 2009 survey of over
2,000 Vietnamese businesses found that 98 percent of them regularly used the
Internet and 36 percent sold goods and services online, suggesting that further
private sector growth will continue to drive demand for computer services.?’

Urbanization

Migration to the cities has concentrated businesses and made them more
accessible to Vietnamese consumers, increasing demand for the services that
these firms provide. In 2010, 30 percent of the Viethamese population lived in
urban areas, and the urbanization rate is expected to grow by 3 percent
annually between 2010 and 2015.%% Furthermore, 70 percent of all registered
businesses were located in urban areas, particularly Hanoi and Ho Chi Minh
City, in 2009.%°

Besides health and education, urbanization has directly spurred demand
for municipal transportation, electricity, and sanitation services. The
government recognizes the importance of an efficient urban transportation
system, and Vietnam’s modernization plan emphasizes the need to overhaul
infrastructure over the next decade.®

Comparison to Other ASEAN Countries

While the performance of Vietnam’s services sector lags behind that of
most other ASEAN members, its growth prospects are promising. Among
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ASEAN countries,®! the average percentage of GDP dedicated to services
industries in 2010 was 45.1 percent. Services accounted for 71.7 percent of
Singapore’s GDP, 55.1 percent of Philippines’s GDP, 43.0 percent of
Thailand’s GDP, and 38.3 percent of Vietnam’s GDP.*? Vietnam’s expected
2012 service industry growth of 6.2 percent is on par with the expected growth
of services in Thailand (6.6 percent)®® and exceeds the Philippines’ forecasted
growth (2.0 percent),® but falls short of Indonesia’s (8.2 percent).®® Vietnam’s
labor productivity, while starting from a low base, is expected to grow by 3.8
percent between 2011 and 2020 as the private sector grows and adopts new
technologies,® compared to 3.9 percent for Thailand,®” 3.2 percent in
Singapore,® and 3.0 percent in Philippines.®* ASEAN countries are planning
to establish an economic community by 2015 which will allow unrestricted
flows of services and investment between member countries. This will help
Vietnam’s services industries to further liberalize and integrate into the
international economy.
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INTERNATIONAL TRADE IN SERVICES

Although Vietnam accounts for a small share of global trade in services,
its total services trade volume (imports plus exports) has tripled since 1999.%
From 1999 to 2008, both imports and exports increased at double-digit average
annual rates. While exports dropped substantially in 2009 in the wake of the
global economic downturn, in 2010, Vietnam’s services trade recovered and
resumed its growth trajectory, with a 21 percent increase in imports and 30
percent growth in exports (figure 1).*

Nonetheless, Vietham remains a net importer of services with a growing
services trade deficit. Service exports have risen over the past decade, as
Vietnam’s competitive advantages—strategic location, low costs, political
stability, and a large workforce—have benefited manufacturing and service
firms alike.” However, while profitable opportunities to support
manufacturing industries have driven growth in some service industries, the
country still relies heavily on imports of trade-related services. This is
especially true of transportation services, which accounted for two-thirds of
Vietnam’s service imports in 2010 (figure 2).%?

In 2010, tourism was Vietnam’s largest commercial Service export,
accounting for almost two-thirds of all such exports.** Vietnam hosted over 5
million foreign visitors in 2010, more than double its 1.8 million visitors in
1999; most were leisure tourists.*® Vietnam is a desirable tourist destination
due to its unique natural resources and historical sites, particularly the seven
destinations granted status as UNESCO World Heritage sites.*® Vietnam’s
tourism industry has also benefited from the economic development and
growing discretionary incomes of its regional neighbors, particularly China.*’
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The government has supported the industry*® by prioritizing development of
the aviation sector and by recently ratifying an aviation agreement with
Australia which will increase the number of flights between the two
countries.*®

. Exports C—=almports =& Surplus/deficit
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Billion $
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Source: WTO, International Trade Statistics 2011, 2011, 189-94, tables A8 and A9;
International Trade Statistics 2010, 2010, 189-94, tables A8 and A9.

Figure 1. During 1999-2010, Vietnam's imports and exports of services more than
doubled, and the country incurred a growing services trade deficit.

Outbound tourism from Vietnam has also increased in recent years, and
travel services are Vietnam’s second-largest services import. The majority of
outbound tourists from Vietnam travel within the Southeast Asian region;
however, a growing number of tourists travel to the United States and
Europe.® Increasing English fluency, greater Internet access, growing comfort
with independent travel, and the presence of budget airlines have given
Vietnamese tourists greater control over their travel plans and reduced the
need for travel agencies, particularly for destinations that do not require visas,
such as the ASEAN member countries.™
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Exports

Other services 3%
Insurance 1%

Government services
1%
Postal and
telecomunication 2%

Finance 2%

Total = $7.5 billion

Imports

Other services 10%

Postal and
telecomunication 1%

Government services

Finance 2% 1%

Insurance 5%

Total = $9.9 billion
Source: Government of Vietnam, General Statistics Office, “Exports and Imports of
Services, 2005-2010,” n.d. (accessed November 16, 2011).
Note: Totals are preliminary 2010 estimates by the General Statistics Office of
Vietnam and may differ from thowe found in other sources.

Figure 2. Travel and transportation accounted for the bulk of Vietnam's exports and
imports of services in 2010.
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With the exception of tourism and travel, Vietnam trades few services
other than those involved in the manufacture and movement of goods.*
However, over the past decade, Vietnam’s participation in a growing number
of trade agreements has driven modernization and pro-market reforms that
support the development of services sectors.”® The U.S-Vietnam bilateral trade
agreement (BTA) and Vietnam’s WTO membership both required Vietnam to
make legal reforms addressing foreign exchange regulations, SOEs,
discriminatory price controls, and intellectual property, among other issues.>
These reforms have facilitated trade in services by improving transparency and
increasing regulatory certainty for domestic and foreign firms.*

Within Asia, the Republic of Korea (Korea) reports the largest volume of
services trade with Vietnam.”® Over the past five years trade in services
between the two countries has grown rapidly: Korea imported $1.58 billion in
services from Vietnam in 2009, more than double the $770 million in services
Korea imported in 2005 and just under the $1.62 billion in services imported
from Vietnam by all European Union (EU) countries in that year.”” Services
trade between the two countries is expected to continue to grow. Further,
Korean firms already established in Vietnam will boost services trade by
demanding more services for their operations.® Cultural and historical
similarities are frequently cited as driving forces for the cooperation and
strong trade relationship between Vietnam and Korea.>® The two countries
have launched a joint committee to study the benefits of formalizing their trade
relationship through a bilateral free trade agreement (FTA).

Several factors have contributed to Vietnam’s increasing role in regional
services trade. Investors in Japan, Australia, and Hong Kong are attracted by
Vietnam’s low wages, geographic location, stable political regime, and
growing domestic market, among other competitive advantages.® In
particular, Vietnam’s services trade has benefited from rising labor costs in
China and a preference among regional manufacturers to diversify their
production base beyond China.

Multinationals from Japan, Korea, Hong Kong, and Taiwan, as well as
some from mainland China, have moved production to Vietnam, which has
raised demand for supporting services such as transportation, warehousing,
and trade-related financial services.”® As a result, Vietnam is increasingly
viewed as a gateway to both the ASEAN and Chinese markets.®

However, several factors inhibit Vietnam’s service sector growth, many
stemming from government policies. Among other challenges, SOEs continue
to operate in a number of Vietnam’s service sectors.®
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The continued presence of SOEs impedes growth and competitiveness by
introducing market distortions, as these enterprises frequently receive
government investment and other forms of preferential treatment. SOEs are
the leading recipients of Viethamese government investment, and by one
estimate state capital is roughly half as productive as private capital in
Vietnam.** In 2007, the government announced its intentions to reduce the role
of SOEs by privatizing most, excepting those in “strategic sectors.”®
However, SOEs continue to operate in key service industries—aviation, travel,
telecommunication, banking, electricity, marine transportation, and
insurance®®*—and in 2009 they accounted for roughly 38 percent of Vietnam’s
GDP.%’

Service firms also face challenging and time-consuming regulations.®® For
example, Vietham’s tourism industry remains smaller than its regional
competitors (figure 3) and attracts fewer return visitors® in part because of a
lengthy and confusing visa application process.”” A representative of the
tourism lobby in Vietnam reported that the country was recently passed over
for the filming of a major motion picture due to the perceived difficulty of
obtaining visas, licensing, and approval to film, as well as the logistics of
moving around the country.”

Although the industry has called for reforms to the visa process and the
country wants to promote and support its largest exporting service industry,
Vietham’s government also wants to maintain strict control over entry into the
country—in part, reportedly, as a response to other countries’ strict entry
requirements for Vietnamese citizens.”> Further, unlike the Malaysian
government’s award-winning “Malaysia: Truly Asia” marketing drive,
Vietnam’s government has yet to launch a successful international tourism
campaign.”® In 2010, Hanoi marked its 1,000-year anniversary as the nation’s
capital with a week-long celebration, but the national tourism authority did
little to promote the event.”

Despite these challenges, Vietham’s government has made progress in its
transition toward a market economy over the past 15 years, promoting growth
in services and implementing reforms needed to establish normal economic
relationships with all major powers for the first time.”” The government
recognizes the importance of competitiveness and global integration in its
services industries, and continues to improve the business environment. For
example, in 2010, the government simplified over 250 administrative
procedures across multiple ministries.”

Vietnam continues to focus on international integration by participating in
bilateral and multilateral trade organizations and agreements.
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Sources: Singapore Tourism Board, Annual Report on Tourism Statistics 2009,
October 2010; Singapore Tourism Board, “Fact Sheet,” February 10, 2011;
Tourism Malaysia, “Tourist Arrivals and Receipts to Malaysia,” 1998-2010
(n.d.); Tourism Authority of Thailand, “Tourism Statistics in Thailand 1998—
2007,” May 6, 2008; Baden Pusad Statistic (Statistics Indonesia), “Number of
Foreign Visitor Arrivals by Port of Entry 2008-September 2011,” and “Number of
Foreign Visitor Arrivals by Port of Entry 1997-2008;” GSO, “Number of Foreign
Visitors to Vietnam, 1995—pre 2010,” n.d . (accessed November 16, 2011).

Figure 3. Vietnam hosted fewer visitors than its neighbors during 2006—10.

Vietnam Has Rapidly Developed International
Trade Relationships

Since the mid-1990s, Vietnam has sought to create a competitive, globally
integrated economy by participating in a growing number of trade agreements.
Initially focused on Asian markets, Vietnam has become more independent
and sophisticated in pursuing relationships with countries further afield. This
engagement has led to stronger diplomatic relations with a number of
countries, including the United States (box 1).

Many of Vietnam’s first formal trade relationships occurred via regional
trade organizations, particularly ASEAN (which Vietnam joined in 1995) and
the Asia-Pacific Economic Partnership (joined in 1998).”" Vietnam’s

www.manaraa.com



300 U.S. International Trade Commission

membership in ASEAN—particularly its participation in the 2006 ASEAN
Free Trade Agreement—substantially deepened its regional economic
relationships. In the past few years, ASEAN has entered into trade agreements
with a number of significant markets, including Korea, India, Australia, New
Zealand, and China.”

Box 1. U.S.-Vietnam Relations in the Shadow of China

China’s rise and increasing dominance in Asia has been a defining
factor in U.S.-Vietnam relations. After more than 15 years of having no
economic or diplomatic ties, the United States normalized relations with
Vietnam in 1995 and signed a bilateral trade agreement in 2000.% Since
then, economic links between the two countries have grown progressively
stronger.

This deepening strategic relationship has allowed both countries to
achieve leverage with China.” The 2007 Trade and Investment Framework
Agreement with Vietnam offers U.S. firms a regional alternative to China,
diversifying the U.S. presence in Asia and reducing reliance on China for
manufacturing and production.® It also limits the extent to which U.S.
firms operating abroad could face negative consequences as a result of
U.S. pressure on China concerning trade issues and currency reform.? In
turn, Vietnam’s strengthened relationship with the United States has
reduced its economic vulnerability resulting from an entrenched trade
deficit with China. China is Vietnam’s largest trading partner and the
source of most of its imports; in 2010 China accounted for $11.6 billion of
Vietnam’s total trade deficit of $12.4 billion.® (Vietnam largely imports
high-value finished goods and technology from China, while primarily
exporting raw materials; many industries in Vietnam do not have the scale
or efficiency to compete with China on price, so Vietnam’s exports have
not achieved significant market penetration there.) Vietnam’s relationship
with the United States has also provided leverage in military and political
discussions with China. In 2010, with U.S. support, Vietnam forced China
to address ongoing territorial disputes in the South China Sea (where
conflicting territorial claims have persisted for decades) in open
multilateral negotiations for the first time."

Despite mutual economic and strategic benefits, important issues
continue to complicate the U.S.-Vietnam relationship, illustrating the
challenge Vietnam faces in striking a balance between socialism and
capitalism, and between regionalism and internationalism.
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Although Vietnam has embraced a market-based economic policy, its
one-party political system continues to suppress political and religious
dissent and censor social networking sites. This has ignited concerns in the
United States regarding human rights, resulting in public reprimands that
are a source of tension in the bilateral relationship.

For example, during a 2010 event commemorating 15 years of normal
trade relations between the United States and Vietnam, U.S. Secretary of
State Hillary Clinton called on Vietnam to reform and improve its human
rights record.? Further, the Vietnamese government continues to seek
deeper relations with China, a goal that is necessary given Vietnam’s
economic and geographic realities, but one that is complicated by and
possiblhy contradictory to strengthening its relationship with the United
States.

# Manyin, “U.S.-Vietnam Relations in 2010,” August 6, 2010, 10.

b EIU, “Vietnam,” September 2011, 5.

¢ VentureOutsource.com, “U.S., Vietnam: Trade Ties and a China Buffer,” June

22, 2007.
¢ Ibid.
¢ Ha and Do, “Vietnam-China Trade, FDI, and ODA Relations,” 2009, 375—76;
Bland, “Chinese ‘iPhones’ for Sale,” September 15, 2011; Le, “Vietnam’s
State Capitalism and the Rise of Southeast Asia,” February 16, 2011.
In addition to China and Vietnam, Brunei, Indonesia, Malaysia, and the
Philippines all claim ownership over some portion of the disputed area, which
includes oceans and islands and has strategic and economic importance due to
nearby shipping lanes and energy deposits. The very existence of the talks
marked a success for Vietnam, as China asserted that its claim to the territory
gave it authority to resolve all disputes in private bilateral negotiations.
Landler, “Offering to Aid Talks,” July 23, 2010; Manyin, “U.S.-Vietnam
Relations in 2011,” July 26, 2011, 8.
% Landler, “In Visit, Clinton Criticizes Vietnam on Rights,” July 22, 2010; EIU,
“Vietnam,” September 2011, 5.

h EIU, “Vietnam,” September 2011, 5; Le, “Vietnam’s State Capitalism and the
Rise of Southeast Asia,” February 16, 2011; Manyin, “U.S.-Vietnam
Relations in 2010,” August 6, 2010, 8.

f

Vietnam has also strengthened trade relationships with the United States
and Europe. The 2001 U.S.-Vietnam BTA normalized economic relations with
the United States and speeded Vietnam’s WTO accession by committing
Vietnam to the legal, regulatory, and administrative reforms necessary to meet
WTO standards.” Although neither the United States nor Vietnam report data
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on bilateral trade in services, it is likely that services trade between the two
countries grew as the United States rose from one of Vietnam’s smallest to its
largest export market for goods following the BTA.® The increased regulatory
transparency and strengthened legal system associated with this agreement
also led to growth in services trade with the EU: EU service exports to
Vietnam more than doubled from 2006 to 2009.*"

Vietham’s accession to the WTO in 2007 was the culmination of its
efforts to enter the global market. Following its accession, Vietnam signed a
Trade and Investment Framework Agreement with the United States in 2007
and completed negotiations for an FTA with Chile.? It also joined the Trans-
Pacific Partnership, a group of 10 countries currently negotiating an Asia-
Pacific trade agreement,®® and plans to start FTA negotiations with the EU.%*
Compared to past trade agreements which largely happened under the
umbrella of ASEAN, Vietnam has had an increasingly global focus in its trade
engagement.
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BANKING SERVICES

Since the early 1990s, Vietnam’s banking sector has evolved from a
largely closed state-run industry to a more modern market-oriented system,
and the number of private and foreign participants continues to grow steadily.
The banking and financial sector has grown at twice the rate of Vietnam’s
GDP in recent years,” and the number of bank accounts has increased rapidly,
though most Vietnamese still lack bank accounts. Despite this growth, the
continued domination of the sector by state-owned commercial banks
(SOCBs), which provide a large amount of (often nonperforming) loans to
SOEs, poses a challenge to banking sector development. The increasing
prosperity of the middle class will likely drive demand for more sophisticated
banking services in the near future.
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Vietnam’s Banking Sector is Growing Quickly

Commercial banks are a vital source of credit for individuals and
businesses in Vietnam.®® Assets in the Vietnamese banking sector grew from
$52.4 billion in 2007 to $128.7 billion in 2010, and were projected to reach
$175.4 billion by the end of 2012.%” Overall, the banking sector is projected to
grow by 15 percent per year through 2015.%28 The total amount of domestic
credit provided by the Vietnamese banking sector in 2010 was equal to 136
percent of the country’s GDP, up from 35 percent in 2000. While this figure is
still far less than the 204.1 percent of GDP in domestic credit provided by the
banking sectors of all Organization for Economic Co-operation and
Development (OECD) countries in 2010, it was about twice the average figure
for ASEAN countries that year (figure 4).% Most of this growth has come
from institutional banking; Vietnamese firms have demanded more
sophisticated financial services as they have grown. The greater availability of
such services has led an increasing number of foreign firms to establish
operations in Vietnam.

250 —\/ietnam ASEAN average s OECD members

200 __________ _;?'-—-—-_____ f—

8

Perc_(gnt of GDP
(o]
(=]

—

e

o
=]

0

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Source: World Bank, World Development Indicators database.

Figure 4. Domestic credit in Vietnam has tripled since 2002.

Vietnam’s retail banking market is in its infancy. While the number of
automatic teller machines per thousand adults increased from 3 in 2005 to 18
in 2010,% the use of consumer banking services remains limited, as only 20
percent of the Vietnamese population held bank accounts at the end of 2009.”
Further, foreign consumers accounted for an estimated 89 percent of all Visa
card sales transactions in Vietnam in 2006, suggesting low consumption of
credit card services among nationals.”? Most Vietnamese households rely on
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cash and trust-based informal credit networks, which comprise loans between
relatives and friends as well as rotating savings associations and shopkeepers
who sell agricultural inputs like seeds and pesticides on credit.”® (A 1998
survey of Vietnamese households estimated that informal credit accounted for
51.2 percent of total domestic credit, though that share has likely decreased
since.*®) Distrust of banks among older consumers may stem from Vietnam’s
hyperinflation in the 1980s and currency depreciation in the 1990s, which
encouraged people to use cash for transactions and store their wealth in
commodities or foreign currencies. Additionally, potential borrowers often
encounter challenges in Vietnam’s formal banking sector; many lending
institutions have stringent collateral rules (often requiring land titles, houses,
or other fixed assets) and time-consuming loan application processes.”

As household incomes continue to rise, though, more Vietnamese will
likely take advantage of savings vehicles such as pension plans and borrowing
opportunities such as home mortgage loans, which will present growth
opportunities for both Vietnamese and foreign banks. Rising demand for cars
may be a particularly strong stimulant of loan activity in Vietnam.”
Generational differences in demand for banking services also drive growth
forecasts; one survey found that Vietnamese consumers aged 21-29 were more
likely to own savings accounts and debit cards, and more willing to use
Internet-based banking, than older consumers.”’

The expansion of loans may facilitate growth in Vietnam’s broader
economy. Bank loans for short-term working capital and long-term fixed
capital are a vital resource for entrepreneurs, especially in countries where
investors and venture capitalists are scarce. As of 2010, only an estimated 30
percent of SMEs in Vietnam had had credit transactions with banks.*® Such
transactions are partly limited by the policies of Vietnamese banks; for
example, SOCBs provide unsecured lending only to private enterprises with at
least two consecutive years of profits, a rule that excludes start-up
businesses.” This suggests there may be unmet demand for credit.

However, Vietnam’s rapid expansion of credit has already resulted in
rising amounts of bad loans. Nonperforming loans held by Vietnamese banks
reportedly equaled 3.2 percent of total outstanding loans in 2011, though the
actual number may be higher given pressure on banks to roll over or
recategorize such loans.'® Business loans to SOEs are a notable contributor;
Vietnamese SOEs are often unprofitable (partly because many use outdated
management strategies designed for a centrally planned economy), but lenders
often believe that loans to SOEs are implicitly guaranteed by the government,
which reduces the incentive to evaluate borrowers rigorously. For instance,
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Vinashin, a Vietnamese shipbuilding SOE that incurred losses due to
unproductive investments, started missing loan payments in late 2010. As a
result, ratings agencies (which had erroneously expected the government to
support Vinashin) downgraded Vietnam’s sovereign credit rating as well as the
credit ratings of several Vietnamese banks, arguing that the Vinashin case
highlighted the fact that “credit risk management and supporting infrastructure
in Vietnam have not kept pace with rapid credit growth in the Vietnam
banking system.”*%*

According to one study, loans for business or consumption in Vietnam are
riskier than housing loans, while loans to urban households are riskier than
loans to rural households.**

Bank loans in foreign currencies are particularly risky, as they are exposed
to exchange rate fluctuations; by one estimate, such loans accounted for over
20 percent of Vietnam’s total loans in 2011.*% These risks are exacerbated by
weakness and unpredictability in formal institutions and legal frameworks,
which limit lenders’ recourse for recovering nonperforming loans. Too-rapid
expansion of credit and high business failure rates join high inflation and
liquidity shortages as the most serious (and interrelated) challenges to
Vietnam’s banking sector. '

One of the cross-cutting issues that weakens the banking sector and
inhibits credit transactions in Vietnam is a lack of information. The credit
histories of Vietnamese consumers and businesses are short, and as a result
many loans are reportedly motivated by personal relationships instead of
financial analysis.’®®

More generally, while banks seek out information about firms and the
overall commercial environment when assessing the viability of business
plans, the sources of such data (such as company registries kept at local
Departments of Company Registration) are reportedly not kept up to date,
partly due to the rapid growth of new businesses.® Banks often struggle to
estimate the value of collateral such as houses.'”’

Additionally, weak corporate governance norms and a shortage of
financial skills can result in inaccuracies or falsifications in the formal
financial documents provided by firms seeking loans.® (Banks have
incentives to determine the “real” financial situation of such firms, but the
formal financial data provided on forms often have a stronger legal status.)
Some banks respond to these challenges by using inefficient and elaborate
monitoring processes. One bank allows a borrowing firm to hold one key to its
inventory warehouse while the bank keeps a second key: both keys are
required to access inventory.'®
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Industry Reforms Have Increased Competition

Until the late 1980s, the State Bank of Vietnam (SBV) was the only entity
in the banking sector, acting as both central bank and primary commercial
bank. Major reforms enacted through the 1990 Ordinance on the State Bank of
Vietnam shaped a transition from this one-tier banking system to a more
competitive market-based system. The SBV became the country’s central
bank, responsible for monetary policy and regulation, and relinquished all
commercial banking functions to four newly established SOCBs—
government-controlled banks initially designed to serve the needs of SOEs in
various segments of the economy.™™® Currently the SBV controls reserve
requirements, the foreign exchange trading band, and discount, refinancing,
and base lending rates.

Vietnam enacted several additional banking reforms in the 1990s and
early 2000s. Joint-stock commercial banks (JSCBs), which have both public
and private shareholders, were established to operate more flexibly (i.e.,
without the social goals of SOCBs) and to serve SMEs. The government began
partially privatizing SOCBs in 2006, intending to reduce government
ownership to 51 percent, but this privatization process remains incomplete
partly due to a lack of investors. (The fact that the SBV both supervises
SOCBs and partially owns them raises concerns about conflicts of interest and
preferential treatment.*!) The reforms that established JSCBs also enabled
foreign banks to enter Vietnam and bring capital and experience into the
country. Foreign banks can enter the market through JSCBs, as branches, or as
representative offices providing limited services.'* In 2004, the government
amended its banking laws to comply with its commitments under the U.S.-
Vietham BTA, which required Vietnam to allow 100 percent U.S.-owned
subsidiary banks by 2010." In doing so, the country effectively opened up the
market to wholly owned subsidiary banks from any country, per Vietnam’s
obligations under its WTO accession agreement. Further, in January 2011 the
Vietnamese government granted foreign bank branches national treatment,
allowing foreign banks to provide the same range of services (and subjecting
them to the same requirements) as domestic banks. However, Vietnam
maintains a 49 percent equity cap on foreign bank holdings in joint ventures.

Vietnam’s monetary authorities (like those in other countries) face
tradeoffs in attempting to strengthen and reduce systemic risk in the banking
sector. The SBV has steadily increased supervision and prudential regulation
of Vietnamese banks, raising the minimum capital requirements for banks in
2010 to 3 trillion dong (or about $160 million), up from 2001 requirements of
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5 billion dong ($340,000) for rural commercial banks and 50-70 billion dong
($3.4-4.8 million) for urban banks."** This promoted consolidation among
smaller banks, which are more likely to fail (though larger banks cause more
damage in the event of failure).

Vietnam also struggles with inflation, which peaked as high as 28 percent
in 2008, and the SBV’s tight monetary policy has raised the cost of loans.
(Anti-inflation efforts increased the 2011 borrowing costs for one-year dong-
denominated loans to 20 percent, compared to 12 percent in 2010.)™° The
SBV’s efforts are occasionally undercut by a lack of clear guidance; for
example, in May 2011, the SBV issued a statement on the eligibility criteria of
investors in SOCBs, but did not explain whether foreign banks’ owning a
stake in other commercial banks would be a conflict of interest.*'®

Foreign Banks Are Expanding Their Presence in Vietnam

SOCBs dominate the banking sector, holding 51 percent of total assets in
2008 (table 1). However, this figure represents a steady decline from 67
percent in 1997."'" JSCBs, on the other hand, have steadily increased their
market share over the past decade, mainly at the expense of SOCBs. Just in the
three years from 2006 to 2008, JSCBs and foreign banks saw their share of
assets grow by 42 and 5 percent respectively.™® Foreign firms’ share of assets
in the Vietnamese banking sector has continued to grow since 2008 due to
further liberalization.

As mentioned earlier, SOCBs tend to hold a large amount of
nonperforming loans, a consequence of channeling credit to rural borrowers
and SOEs. In 2010, SOCBs accounted for 49 percent of Vietham’s total
lending but held an estimated 60 percent of the country’s nonperforming
loans.'*® In 2006 and 2007, the average rate of return on assets for most of the
major SOCBs were below the average for Asian banks, and their capital
adequacy ratios were below Asia-Pacific regional averages.'?

Foreign banks are eager to expand operations in Vietnam, as they
anticipate rapid growth in demand for banking services. Most foreign banks
enter the Vietnamese market as JCSBs or branches; as of 2008 only five
foreign firms had been granted licenses to operate as wholly owned foreign
banks in Vietnam.'?* In late 2011, the SBV allowed both the Commonwealth
Bank of Australia and Singapore's United Overseas Banks to increase their
holdings in Vietnam International Commercial Joint-Stock Bank and Southern
Commercial Joint-Stock Bank, respectively, to 20 percent.
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Table 1. Number of banks in Vietnam by type and assets, 2008

Type of bank Number of Share of assets
institutions (%)

State-owned commercial banks 5 51.48

Joint stock commercial banks 40 32.45

Foreign bank branches 45 10.26

Wholly foreign-owned banks 5 ®

Joint venture banks 5 1.25

Source: EU-Viethnam MUTRAP, “Comprehensive Strategy for Service Sector
Development,” December 2009, 292.

Notes: *Five wholly foreign-owned banks had been approved by 2008 but had not yet
become operational at that time.

Additionally, in 2011 Mizuho Financial Group of Japan bought a 15
percent stake in Vietcombank for $567 million, the largest purchase of its kind
in Vietnamese history.*”* However, Vietnam continues to limit the growth of
foreign banks by capping debt growth at 20 percent and requiring foreign bank
debt to be on the balance sheet of the local firm, not the parent firm.'?*

Foreign banks have largely been successful in Vietnam, due in part to
demand from multinational firms, particularly those needing trade finance and
foreign exchange services. Local banks have some advantages over foreign
banks in their ability to access inexpensive inputs, as foreign banks tend to
spend more on professional branding and marketing activities (for example, in
2008 local JSCB Lien Viet Bank spent only $10,000 on developing the bank’s
logo design and $5,000 on the bank’s slogan)."** However, foreign banks are
viewed as providing higher quality retail banking services than their
Vietnamese counterparts, and their presence in the market creates additional
pressure to modernize the domestic banking industry.’® By some accounts,
Vietnamese banks are less transparent and more likely to use risky
management practices than foreign banks are, so greater involvement from
foreign banks may make Vietnam’s banking sector more resilient."*® As rapid
growth and inflationary pressures increase demand for capital, Vietnam is
likely to seek more involvement from foreign banks.
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EDUCATION SERVICES

Vietnam, a country in which two-thirds of the population is under the age
of 30, is struggling to cope with a growing demand for higher education. The
higher education sector in Vietnam has grown rapidly, adding 39 universities
and 107 colleges since 2003"*’ for a total of 150 universities and 226 colleges
in 2009.'% Nevertheless, there are places for less than 20 percent of Vietnam’s
one million annual high school graduates in Vietnamese institutions of higher
education.

Partly for this reason, Vietnam has been actively seeking partnerships with
foreign institutions, particularly those that offer high-demand programs like
engineering and computer science.’® Today, the main challenge facing
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Vietnam’s higher education and professional education industry is
accommodating higher student enrollment while increasing educational quality
and relevance.™®

Economic Growth and Lack of High-Quality Institutions Drive
Students Abroad

As the personal income of the population rises, more Vietnamese students
are able to self-finance their higher education. However, with a shortage of
quality colleges and universities at home, these students are looking outside of
the country for better schooling options.

As of 2010, over 20,000 Vietnamese students were studying abroad,
paying about $200 million annually in tuition and fees. Most study in the
United States, United Kingdom, Australia, Canada, France, and Germany, as
well as in other Asian countries that have strong higher education programs
with a Western focus, such as Singapore and Hong Kong.

The United States has traditionally been the most desirable English-
speaking destination for Vietnamese students, followed by Australia and the
United Kingdom. However, Australia hosted more Vietnamese students than
the United States in 2009, largely due to increased marketing campaigns
funded by Australian universities and the country’s national Chamber of
Commerce.**!

According to the Institute of International Education (lIE), 13,112
Vietnamese students studied in the United States during the 2009-10 academic
year, ranking Vietnam ninth among countries sending students to the United
States."® This reflects an increase of about 2 percent over the previous year’s
enrollment numbers, a small rise compared to increases of over 45 percent in
each of the previous two academic years.

This difference can largely be attributed to the global economic downturn
and to rapid inflation in Vietnam.**® Overall, there has been a 380 percent
increase in the number of Vietnamese students studying in the United States
since the 1998-99 academic year. Vietnam ranks third among countries that
send students to U.S. community colleges.™

Over half of these students study in California, Texas, and Washington.
Most Vietnamese students that study in the United States eventually return to
Vietnam to continue family businesses, join the civil service, or become
lecturers or researchers at higher education institutions and research centers.*®
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Few Students Graduate from Vietnamese Institutions
with Job-Ready Skills

The inadequate supply of skilled labor is an urgent matter in Vietnam,
where skills development in universities has not matched employers’ needs.*
Vietnam has a high literacy rate (94 percent), largely due to near-universal
primary education and a widely held respect for higher learning inherited from
Confucianism.*” However, the relatively small number of seats at Viethamese
universities and colleges limits access to technical training and higher
education.

Further, graduates often lack practical expertise, as Vietnamese
universities are generally mandated to produce a large number of graduates
rather than achieve high educational quality or teach skills favorable to
immediate employment.**®

Current curriculum and course contents remain heavily oriented towards
political theory (which accounts for up to 25 percent of the required
coursework for undergraduates). Old Soviet approaches still exert great
influence on the educational system as a whole; for example, there is little
curricular emphasis on market economics.**

Teaching methods aimed at practical skills development, such as case
studies, software training, and group discussions, are underused.**® Many
lecturers lack competency in high-demand subjects like computer skills and
English communication.*** Consequently, communication skills, while highly
valued by employers, are reportedly given little attention in universities, and
one survey found that Vietnamese graduates tend to lack teamwork skills.**?

Weak university-industry linkages and the lack of public information on
graduate employment and labor markets also impede the ability of Vietnam’s
education sector to meet the country’s economic needs.™*® Surveys conducted
by government-linked associations found that nearly 50 percent of Vietnamese
university graduates were unable to find jobs in their area of specialization,
illustrating a disconnect between classroom and market needs.

This gap was reflected in Intel’s struggle to hire engineers to staff its
manufacturing facility in Ho Chi Minh City several years ago: when the
company administered a standardized assessment test to 2,000 Vietnamese IT
students, only 90 candidates passed, and of this group only 40 had strong
enough English skills to be hired. Intel indicated that this was the lowest pass
rate they had encountered in any country where they invest.'**
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The Government Is Heavily Involved in the Higher Education
System

Strong government influence, particularly at the national level, limits the
scope for improvements in the organization and administration of higher
education institutions. Vietnam’s Ministry of Education and Training (MOET)
controls most aspects of the higher education system, including admissions
policies, curriculum development, materials production, and student grading.
Although MOET allows university and college administrators to suggest
changes, there is no institutional recourse if their opinions are ignored.
Compounding this is a lack of accountability for government officials and
other public employees in higher education.**® Additionally, government
policies that affect private and nonprofit institutions create challenges. For
example, nonpublic education and training institutions are subject to licensing
provisions intended to guarantee minimum academic and public safety
requirements. However, according to industry representatives, licensing
procedures are slow, complicated, and inconsistent.’*® Nontraditional
educational institutions such as film academies face particularly opaque
licensing processes, as there is ambiguity about which laws apply and which
licensing bodies have authority.™*’

As gross enrollment in higher education is expected to increase three- or
fourfold by 2020, the Vietnamese government has introduced the Higher
Education Reform Agenda (HERA) 2006-20 (box 2) to address these
lingering bureaucratic inefficiencies.

Box 2. Vietnam’s Higher Education Reform Agenda 2006-20

Since 1995, the Vietnamese government has actively sought to
modernize its higher education system, which had remained largely
unchanged since it was founded in the mid-1950s under Soviet influence.
However, the government has been slow to make reforms due to a lack of
resources and a time-consuming policymaking and regulatory
environment. Vietnam’s Higher Education Reform Agenda (HERA, or
“Resolution 14”) is a strategic plan enacted in 2005 that significantly
increases the autonomy for Vietnamese universities and colleges in terms
of personnel and financing.

HERA builds on previous reforms, including a 2002 decree (Decree
10/2002) that gave Vietnamese public institutions some autonomy to
manage their own finances and seek alternative revenue sources.
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As a result of these reforms, public higher education institutions in
Vietnam can better diversify their revenue sources, collect more revenue,
minimize spending on operations, lay off redundant employees, and
increase wages for faculty and employees. HERA seeks to give education
institutions more independence while promoting research-oriented
academic planning and alignment with international standards. HERA also
recognizes the need to increase the participation of the private and
nonprofit sectors, anticipating that 40 percent of all higher education
enrollments will shift into these sectors by 2020. To achieve this goal,
Vietnam plans to further liberalize the entry requirements for private
universities.

Sources: Vallely and Wilkinson, “Vietnamese Higher Education,” November
2008, 3-6; Social Republic of Vietnam, Ministry of Education and Training,
“Report,” October 29, 2009, 19-23; Vietnam Business Forum, Position
Paper, December 2007, 2-4; Asian Development Bank, “Viet Nam,” August
2010, 16-21.

Vietnamese Universities and Colleges Are Not Internationally
Competitive

In terms of quality, Vietnamese institutions of higher learning lag behind
those of other Asian countries due to a relatively small professorate, weak
faculty credentials, and poor infrastructure.'®® Faculty at Vietnamese
universities and colleges numbered about 38,000 in 2006-07, while university
students humbered about 1.2 million, resulting in a faculty-student ratio of 32
to 1.1° With faculty salaries in Vietnam averaging about $150 per month
(compared to $220-$250 for engineers and $500 for administrative
officers),”* there is little incentive for college graduates to go into teaching.'*
Moreover, the supply of faculty is constrained by the fact that only one-third
of Vietnam’s universities offer doctoral plrograms.152 Hence, Vietnamese
universities and colleges are increasingly using non-faculty or part-time
lecturers to teach their classes.**®

Vietnam’s academics also have few publications and patents compared to
other Asian countries. For example, in 2007, Seoul National University had
5,060 publications in peer-reviewed journals, while Vietnam National
University (Hanoi and Ho Chi Minh City) and the Vietham Academy of
Science and Technology (Hanoi) published 52 and 44 papers, respectively. In
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2006, Korean academics were awarded 102,633 patents, while Vietnamese
researchers received none.™™ Further, in 2009 only about 14 percent of
Vietnamese university faculty held doctoral degrees and only 33 percent had
master’s degrees,™ with most degrees earned in Russia or other countries in
the former Eastern Bloc. An August 2006 study conducted by the Vietham
Education Foundation of the National Academies of the United States found
that Vietnamese lecturers had relatively weak research skills and academic
knowledge, taught largely through lecturing and memorization, and had little
interaction with students."*®

Many universities still use equipment and facilities from the mid-1960s or
1970s. Libraries are often small and outdated, and are not electronically linked
with a national library or central information system. Foreign literature is
mainly in Russian and often dates from the mid-1970s. Even when universities
have access to English-language literature, it is used infrequently due to the
low level of English proficiency among faculty. These inadequate resources
compound the shortcomings of teaching curricula that have been described as
old, repetitive, and lacking in innovative approaches.™’

Foreign Investment in Vietnam’s Higher Education Sector Faces
Challenges

Vietnam is seen as an attractive destination for foreign educational
services firms looking for a foothold in the region. With the saturation of
China’s market and India’s ban on foreign degree providers, a growing
number of foreign institutions have sought partnerships with Viethamese
universities and colleges. Currently, hundreds of U.S. and other foreign
institutions have signed memoranda of understanding with Viethamese
counterparts.

Dozens of these ventures offer dual-degree programs, and one pilot
program allows local universities to hire American institutions to redesign
their curricula and train their faculty members. Vietnam’s MOET has actively
encouraged these joint ventures.™®

Nevertheless, many joint degree programs have quietly closed due to lack
of returns or inertia.®® According to one U.S. official, the signing of a
cooperation agreement between a foreign education services firm and a
Vietnamese institution is often followed by months of inaction by the
Vietnamese partner, and around 80 percent of such international initiatives
eventually fail. Reportedly, rivalries among Vietnamese universities are
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intense, and in some cases universities intentionally try to block the foreign
partnerships of their competitors by limiting access to resources or sabotaging
projects. In addition, some Vietnamese partner institutions oversell their
programs to Vietnamese students and parents, which can damage the
reputation of their foreign partners.'®

However, some foreign colleges have succeeded in Vietnam. For example,
Houston Community College (HCC) closely monitors its foreign campuses
and holds frequent teaching workshops for its Vietnamese lecturers in order to
maintain high academic standards.

Despite its annual tuition of $1,500 (almost 10 times what Vietnamese
state universities charge), HCC’s associate degree program grew from 400 to
3,000 students from 2003 to 2007.*** Another example is Troy University, an
Alabama-based institution which has a joint venture with Vietnam National
University; it offers a master’s program in business with a curriculum identical
to that offered in the United States. The program costs about $4,800 a year—
four times Vietnam’s annual per capita income—but enrollment is consistently
full.*

While Vietnam’s openness to joint ventures has led to several high-quality
degree programs, less scrupulous foreign ventures in Vietnam’s education
market are also becoming more common as lax rules governing partnerships
with foreign universities allow unaccredited institutions to sell educational
services easily.'®

According to an official at IIE, the number of “rogue” or unaccredited
distance-learning courses has steadily risen over the past several years, and
little to no effort has been made by MOET to expel such providers from
Vietnam.'®

Vietnamese students who want to transfer to the United States or cite their
degree in job applications sometimes find that their qualifications are
worthless. For example, the State of Oregon’s Office of Degree Authorization
has declined to recognize degrees issued in Vietham by Northcentral
University, an online enterprise based in Arizona that offers an M.B.A.
program in cooperation with the Hanoi University of Technology.'®
Moreover, in 2010, an inspection team under the direction of the Vietnamese
National Assembly found that some universities were opening in Vietnam
without a sufficient number of professors or a single physical location. Despite
the growth of these unaccredited providers, at the time of writing the
Vietnamese government has never used its authority to close a higher
education institution.*®®
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LOGISTICS SERVICES

Logistics services comprise a range of activities that govern the end-to-
end transport of raw, intermediate, and finished goods between producers and
consumers. These services include freight forwarding, multimodal transport
(i.e., transport by air, sea, road, and rail), and warehousing and storage. They
also extend to value-added services such as customs brokerage, inventory
management, order fulfillment, and product repair.**’

Although some firms maintain in-house logistics capacity, most firms
outsource all or part of their logistics requirements to third-party logistics
providers (3PLs). The largest and most successful 3PLs offer an integrated
package of logistics services, either by using their own transportation,
information technology, and physical distribution assets, or by contracting out
certain portions of the logistics supply chain (e.g., sea transport) to specialized
firms.*® 3PL activities are organized around extensive, and often global,
transportation and supply chain networks, which provide operational and cost
efficiencies to firms that, in turn, benefit their customers.*®
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Vietnam’s Logistics Industry Is Small But Growing

Vietnam’s logistics industry, which consists of approximately 800 small-
scale firms each providing a discrete set of services, is in an early stage of
development.'”® There is little coordination among logistics service providers
in Vietnam, so the industry is less efficient and more costly than in countries
whose industries benefit from network and scale economies. Indeed, logistics
costs in Vietnam account for an estimated 20 to 25 percent of the country’s
GDP'"™ 3 large proportion compared both to developed Asian countries such
as Japan, South Korea, and Taiwan (9 percent each) and to nearby emerging
markets such as China (18 percent), Malaysia (13 percent), and Thailand (16
percent) (table 2).}"?

Table 2. Comparison of logistics costs among selected Asian economies,

2009

GDP Logistics costs Logistics costs
Country (8 billion) (@ billion) (% GDP)
China 4,814 869 18.1
Hong Kong 211 19 9
India 1,095 142.8 13
Japan 5,108 444 .4 8.7
Malaysia 193 25 13
Singapore 165 14.9 9
South Korea 810 72.7 9
Taiwan 362 324 9
Thailand 264 42.200 16
Vietnam 93 18-23 20-25

Source: Armstrong & Associates, Inc., “Global 3PL Market Size Estimates,” 2011;
Transport Intelligence, Vietham Logistics 2009, February 2009, 45; Bangkok Post,
“Transport Cost Cut Goal to Be Derailed,” January 27, 2011.

Notes: *Estimated by Commission staff.

Nonetheless, revenue trends in Vietham’s logistics industry reflect its
significant potential for growth. In 2005, the 3PL market in Vietham was
valued at $189 million;'" by 2008, its value had more than doubled to reach
$386 million, and it was expected to increase further to $528 million in
20121 In 2009, 1.4 million workers were employed in Vietnam’s
transportation and storage industries (which include logistics), representing 3
percent of the country’s total employment. By 2020, employment in these
industries is projected to reach 1.5 million, an increase of 7 percent from
2009.'"® Vietnam’s rapidly expanding role as a manufacturer of products for
export—ranging from computer parts to textiles—is the primary impetus for
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the development of the country’s logistics sector. The Vietnamese government
has pledged to reduce logistics costs by increasing public and private
investment in transportation infrastructure, including air and sea ports, roads,
and railways.*® Foreign investment in Vietnam’s logistics industry is growing,
particularly as large 3PLs from Asia, Europe, and the United States establish
distribution and warehousing facilities near key economic and industrial zones
in the country."”” In addition, Vietnam has scheduled WTO commitments to
fully liberalize foreign investment in the logistics industry in 2012, which will
likely lead to further FDI increases.'”

Vietnam Lacks Adequate Transportation Infrastructure

Vietnam’s logistics industry is hobbled by the country’s inadequate
transportation infrastructure. At present, Vietnam has only seven deepwater
ports and only four international airports, as well as a still-developing road and
rail network (table 3).1"° The country’s transport network is largely focused on
three industrial zones: Hanoi in the north, Da Nang in central Vietnam, and Ho
Chi Minh City in the south (figure 5).1%°

Table 3. Selected transportation infrastructure statistics for Vietnam

Number of seaports 49

Deepwater ports® 7

Largest port Saigon Port cluster (Ho Chi Minh City)
Number of airports 44

International airports 4

Largest airport Tan Son Naht (Ho Chi Minh City)

Roadways 171,392 kilometers (country comparison: 30®)
Percent paved® 47

Railways 2,347 kilometers (country comparison: 67®)

Sources: CIA, “Vietnam,” March 8, 2011; General Statistics Office of Vietnam, “Some
Main Indicators on Capacity of Transportation,” 2008; Saigon Newport Holding
Company, “Deep-water Ports and the Supporting Logistics Network,” August 2009;
Government of Vietnam, MPT, “Vietnam’s IPs, EPZs and EZs,” June 2007, 23;
Transport Intelligence, Vietnam Logistics 2009, February 2009, 23.

Notes:

%Indicates ports with a capacity of 30,000 deadweight tons (dwts) or greater.

®Denotes rank among approximately 220 countries for which the CIA’s World Factbook
data are collected.

“Indicates percentage of roads that are paved with asphalt. In addition, about 4 percent of
roads in Vietnam are paved with stone (or gravel); 22 percent are partially paved—that
is, they consist of a mixture of dirt and gravel; and 27 percent are unpaved.
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Dien Bien

Vietnam

Seaport
Airport

o Industrial zone

Source: Compiled by Commission staff.

Figure 5. Vietnam has a limited number of major air-and seaports, and most are
clustered around industrial zones.

Sea transport is the primary mode of conveyance for Viethamese exports
and imports.”® However, most of Vietnam’s ports are not deep enough to
accommodate large container ships; as a result, containerized cargo traveling
between Vietnam and other countries is often transshipped via ports in Hong
Kong, Singapore, and Taiwan, causing delays and increasing costs. In
addition, even the largest and most sophisticated ports in Vietnam have too
few container terminals, which leads to congestion."® Vietnam’s
underdeveloped port resources have kept the country from becoming a
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regional logistics hub, despite the increased activity of its manufacturing
sector.'®

Growing foreign investment, however, is helping to fill gaps in Vietnam’s
port infrastructure. Large international port operators DP World (United Arab
Emirates) and Hutchison Port Holdings (Hong Kong) have partnered with the
Vietnamese government to build and operate container terminals at Vietnam’s
largest port in Ho Chi Minh City.*® Elsewhere, APM Terminals, a subsidiary
of the Danish shipping firm A.P. Moller-Maersk, has constructed a container
terminal outside of Hanoi in a joint venture with Vietnam’s Vinashin Group.'®
APM Terminals has also invested in a series of container terminals near Ho
Chi Minh City, scheduled to begin operating by 2013.*%

Although air freight transport currently lags behind sea freight transport,
the volume of air freight traffic in Vietnam is growing as more companies
establish Vietnamese production facilities and Vietnam deepens transportation
links with its neighbors.™®’ Investment in Vietnamese airport infrastructure has
increased in recent years, led principally by projects in the south. The largest
project is the construction of Long Thanh International Airport near Ho Chi
Minh City, slated to become Vietnam’s largest international air hub in 2015, at
which time 10 airports in Vietnam will serve international markets.*® At
present, Vietnam hosts more than 40 foreign airlines, including large logistics
service providers such as DHL, FedEx, and UPS.™ Improved airport
infrastructure in Vietnam, together with further liberalization of the country’s
aviation market," will likely increase the number of foreign airlines serving
the Vietnamese market.

Finally, road and rail networks provide the critical link between airports,
seaports, and markets for goods and services. Within the past 20 years, the
Vietnamese government has invested heavily in roads, and to a more limited
extent in railways."®* However, many roads are still unpaved, and there are not
enough highways to expedite the movement of passengers and freight."* In
addition, Vietnam’s rail network suffers from inadequate tracking and
outdated rail equipment.’®® Currently, less than 2 percent of freight is
transported by rail in Vietnam (compared to 70 percent by road), though this
proportion is rising quickly.**

The government is planning major highway projects linking the northern
city of Hanoi to Ho Chi Minh City in the south, as well as the northern town of
Haiphong to nearby cities in China. In addition, in January 2011, the
Vietnamese government began approving public-private partnerships (PPPSs)
to complete certain road and rail infrastructure projects, bringing in needed
expertise and financial support.*®
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Customs Delays Hamper the Activities of Logistics Firms
in Vietnam

The customs environment in Vietnam limits the supply of logistics
services. Although the average customs clearance time for imports is four
days—not unusual for a developing economy—rules and regulations are
applied inconsistently, and customs inefficiencies are compounded by
excessive paperwork, the lack of automated systems for customs processing,
and fees.'® In many developing countries, good customs administration
practices are an important element in lowering the costs of trade. According to
a recent World Bank Doing Business survey, Vietnam ranks 63rd among 183
countries in terms of its trading environment—below Singapore, Thailand,
Malaysia, Indonesia, and the Philippines.®” It takes an estimated 21 to 22 days
to export and import goods from Vietnam, which makes it difficult for
logistics firms to manage time-sensitive supply chains.*®

Multinational Firms Drive Demand for Comprehensive
Logistics Services

While local Vietnamese firms prefer to use small 3PLs for individual
services such as freight transportation and customs clearance,'* multinational
firms, such as those in the high-tech, textiles, and apparel sectors, increasingly
seek comprehensive, end-to-end logistics services.”

Many of these firms are located in one of Vietnam’s nearly 150 industrial
parks and export processing zones, which are designed to attract foreign
manufacturing operations.”* For example, in 2006, U.S.-based Intel invested
$1 billion in a semiconductor assembly and testing plant in Saigon Hi-Tech
Park near Ho Chi Minh City.?%? Other large firms, such as Japan-based Nidec
and Singapore-based Jabil, are also located in the industrial park, increasing
the need for supply chain service providers with expertise in the high tech and
computer industries.?*®

Separately, the emergence of Vietnam as a leading exporter of fashion and
apparel in Southeast Asia recently motivated Germany-based DHL to establish
the first “fashion logistics” center serving the Vietnamese garment industry.”**
Logistics service providers, such as Switzerland-based Kuehne + Nagel, have
also met the increasing demand for the movement of heavy equipment and
construction materials in Vietham as the government promotes infrastructure
development.”®
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Several Large Global 3PL Firms Provide Logistics Services
in Vietnam

As noted, several large logistics firms currently operate in Vietnam,
including global providers DHL, FedEx, TNT, and UPS. Other well-known
firms that have established a presence in Vietnam include APL Logistics
(Singapore), DB Schenker Logistics (Germany), Kuehne + Nagel, Maersk
Logistics (Denmark), Nippon Express (Japan), and Panalpina (Switzerland).
At least two government-owned entities also provide logistics services in
Vietnam: Vinatrans, an integrated logistics services provider, and Vietnam
Post and Telecommunications Group (VNPT), which serves the express
delivery market.?® Among global logistics firms, DHL has the most extensive
operations in Vietnam, with 30 facilities around the country.?®” In 2009, DHL
announced plans to invest an additional $10 million in Vietnam and create a
joint venture with Vietnamese provider Oriental Logistics. The new firm, DHL
Global Forwarding (Vietnam), will offer end-to-end logistics services,
including freight forwarding, multimodal transport, warehousing and storage,
and customs clearance.’®® Other global logistics firms in Vietnam have
focused on niche markets. For example, in 2009, Panalpina opened a satellite
office in southern Vietnam to serve the oil and gas industry.”®® Also in 2009,
German firm DB Schenker opened a new logistics center near Ho Chi Minh
City to provide services to original equipment manufacturers and contract
manufacturers located in a nearby industrial park.?® APL Logistics and
Maersk Logistics, both affiliated with global maritime shipping firms, operate
container storage and warehousing facilities at Vietnamese ports and provide
freight forwarding and supply chain management services to customers in
Vietnam.?* In contrast to foreign 3PLs, the operations of domestic logistics
firms are limited in scope and often focus on discrete areas of the logistics
supply chain. For instance, while Vietnamese firm Ngoc Quang Services
supplies air freight transport, another firm, Overseas Transport Company,
functions primarily as a freight forwarder, and another, Cuchi Shipping,
specializes in warehousing and in moving heavy freight.>*> The increasing
number of partnerships between Vietnamese and foreign logistics firms may
be one way for the former to build expertise in providing integrated logistics
services. For example, UPS has formed a joint venture with Vietnamese
logistics firm P&T Express, a subsidiary of VNPT. The new firm, UPS
Vietnam, will expand the number of locations where UPS, working with its
joint venture partner, can supply a full range of transportation and logistics
services.”*
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Vietnam’s Participation in the Global Logistics Market
is Expanding

Vietnam has a limited but growing role in the international trade in
logistics services. In 2008, Vietnam exported $7 billion in transportation
services (used here as a proxy for logistics services) and imported $8 billion in
such services.”® These numbers represented 3 percent and 2 percent,
respectively, of total Asian exports and imports of transportation services
during that year, and less than 1 percent each of global exports and imports.?*®
However, in 2008, Vietnamese exports in this sector increased by 25 percent
over the previous year (compared to 15 percent for all Asian countries
combined), while imports grew by 22 percent (compared to 18 percent for
Asia). Overall, between 2005 and 2008, Vietnamese transportation services
exports grew at a robust average annual rate of 18 percent, while imports rose
by 21 percent.?’® Trade in freight transportation and logistics services is driven
principally by merchandise trade. Hence the countries with which Vietnam
conducts the most goods trade are the leading markets for Vietnamese exports
and imports of transportation services (mainly air and maritime transport
services).?!” In 2008, Vietnam’s top three export markets for transportation
services were the United States (which accounted for 19 percent of such
exports), Japan (14 percent), and China (8 percent).*® Within the Association
of Southeast Asian Nations (ASEAN), Singapore, Malaysia, and the
Philippines were the top markets for Vietnamese transportation services
exports, collectively accounting for 10 percent of such exports in 2008.2*°

By contrast, 80 percent of Vietnamese transportation services imports
come from neighboring Asian countries, including ASEAN members. A high
volume of Vietnam’s merchandise imports from Asian countries are reportedly
transported by ship, spurring demand for Vietnamese imports of ocean freight
services.””

Vietnam Has Significantly Liberalized Its Logistics
Services Sector

The Vietnamese government has launched several initiatives to widen
access to its logistics sector and enhance its participation in the global logistics
market. Under the General Agreement on Trade in Services (GATS) following
its accession to the WTO in 2007, Vietnam made commitments in several
areas related to logistics services, including courier services; express delivery
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services; and air, sea, road, and rail transportation services. For courier
services, including express delivery, Vietnam currently caps foreign ownership
in joint ventures at 51 percent. However, joint venture requirements in courier
services are scheduled to be phased out by 2012, at which time 100 percent
foreign ownership of Vietnamese courier and express delivery firms will be
permitted.”?!

Vietnam’s present commitments on air,??? sea, road, and rail transportation
services similarly place joint venture requirements on foreign providers, but
for certain services such requirements will be eliminated after four to seven
years from the date of Vietnam’s WTO accession. Those include sea, road,
and rail freight services; customs clearance services; container station and
depot services; maintenance and repair of aircraft; and storage and
warehousing.?

Vietnam is currently involved in an ASEAN-wide plan to integrate certain
strategic sectors, including logistics. The plan recognizes logistics as an
important driver of economic growth in the ASEAN region, and calls for the
development of a single customs window among ASEAN countries as well as
policies that will encourage private sector investment in logistics.”* Vietnam
intends to complete its part of the single customs window in 2012.2%

Separately, Vietnam is one of six countries in the Greater Mekong
Subregion participating in a program to improve cross-border transportation
connectivity. The strengthening of transportation linkages among member
countries is expected to increase cross-border trade and investment within the
region. Among other outcomes, this program aims to improve rail connectivity
between Vietnam, Cambodia, China, and Laos.”*®

Additionally, Vietnam has opened its aviation market to greater foreign
participation, most recently by signing the ASEAN Multilateral Agreement on
the Full Liberalization of Air Freight Services, which took effect in 2010.%
This agreement, together with a similar one on air passenger services,
establishes an open aviation area?® in which airlines from signatory countries
are permitted to provide unlimited service to, from, and within each other’s
markets.”*

Overall, Vietnam has concluded more than 70 bilateral air service
agreements with foreign countries, including an “open skies,” or fully
liberalized, agreement on air cargo services with the United States in 2008.%*°
This agreement allowed U.S. logistics firms such as FedEx to expand air
freight services between Vietnam and its trading partners.?*
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RETAIL SERVICES

Retailing is the final step in the distribution of merchandise to consumers.
Retailers purchase their products from manufacturers, agricultural producers,
or wholesalers, then sell these goods in small quantities to consumers.
Retailers may use fixed points of sale (i.e., physical stores), or nonstore
channels (such as catalogs, Web sites, and door-to-door solicitation). In
addition to selling merchandise, retailers may offer services associated with
the merchandise (for example, appliance installation and repair).%*

Vietnam’s retail industry is growing rapidly and is an important source of
jobs and output in the Vietnamese economy. Retail sales totaled $45.7 billion
in 2010, up from $27.1 billion in 2006. Together with wholesale trading and
repair services, it accounted for 11.0 percent of employment and 14.8 percent
of gross domestic product in 2009.%

Before the Péi Mdi economic reforms that began in 1986,2* food was
distributed by the state via a ration coupon system and most private retail
trading was banned (though it never disappeared entirely).”® After the
reforms, small, family-owned shops and traditional bazaars quickly multiplied
and became the dominant channels for retail trade. Today, Vietnam has nearly
one million family-owned shops, over 8,000 bazaars, and a large informal
retail industry. More than 85 percent of product distribution in Vietnam occurs
through such traditional retail channels.”®® Modern outlets such as
supermarkets, department stores, and similar outlets are becoming increasingly
numerous, but it is unclear whether these outlets will supplant traditional
retailers.”’

Vietnam’s Consumers Are Spending More and Buying More
Discretionary Items

Vietham’s consumers have spent more as they have grown wealthier.
Between 2006 and 2010, annual consumer spending per capita increased from
$446 to $741, an increase of 66.1 percent.”*® Over the same period, the share
of spending on groceries dropped from 46.1 percent to 43.0 percent, while the
share devoted to electronics, entertainment, and personal office supplies grew
from 6.4 percent to 7.0 percent.”® These data suggest that Vietnamese
shoppers are gradually devoting a smaller share of their spending to essentials
and more to discretionary items. While this pattern is not uncommon in
developing countries, observers have described an unusually rapid
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“leapfrogging” by Vietnamese consumers into sophisticated products. For
example, one foreign-owned distributor of laundry detergents noted that the
firm’s largest-selling item was powdered soaps for traditional, labor-intensive
hand washing, but the fastest-growing item was fabric softener (a product that
generally requires a washing machine or dryer).* Sales of luxury goods are
also increasing rapidly, albeit from a small base.?**

Demand for Modern Retail Formats Is Increasing

Vietnam’s increasingly affluent consumers value the cleanliness,
relatively broad product ranges, environmental amenities (such as air
conditioning), and fixed prices that are characteristic of modern stores.**? In
1995, there were 10 supermarkets and two modern shopping centers in
Vietnam; by 2010, there were an estimated 750 supermarkets and
hypermarkets and 150 shopping centers and department stores.”*®* Over the
same period, modern grocery sales increased from $1.6 billion to $6.7
billion.***

Despite this growth, modern retailers continue to face significant
competition from traditional merchants. Vietham’s poor rarely shop at
supermarkets because they perceive them as inaccessible and expensive, and
because the stores are not as likely as traditional merchants to let them buy on
credit.* While poverty has declined rapidly in recent years, the poor are still a
large segment of Vietnam’s consumers—as recently as 2008 almost 40 percent
of Vietnamese lived on incomes of less than $2 per day.**® Furthermore, even
wealthier Vietnamese often prefer to buy certain types of merchandise from
traditional markets, especially fresh produce. Consumers view the produce at
traditional markets as fresher than that in modern supermarkets, and they
consider traditional markets convenient and competitively priced.?’

Complex Regulations Slow the Entry of Foreign Firms

When Vietnam acceded to the WTO in January 2007, it committed to
phase out equity caps for retailing by January 2008 and joint venture
requirements by January 2009, and to allow foreign firms to trade in “all
legally imported and domestically produced products” beginning in January
2010.%® However, Vietnam kept a requirement that foreign-owned retailers
pass an economic needs test (ENT) in order to set up outlets beyond their first

www.manaraa.com



336 U.S. International Trade Commission

store.”® Vietnam’s GATS schedule states that the ENT should be administered
following “pre-established publicly available procedures” using objective
criteria.”® Vietnam has passed two regulations that list the ENT criteria, but
the regulations do not explain how regulators will apply them. For example,
one of the criteria is “market stability,” but the regulations do not define
market stability or explain how regulators will decide whether a market is
stable. Moreover, the regulations assign most license-issuing responsibilities to
provincial authorities, but these authorities may not issue the licenses without
approval from the Ministry of Industry and Trade (MOIT), and the regulations
do not state whether MOIT imposes conditions for such approvals beyond the
ENT criteria.?™"

The ENT is regularly described as an instrument to shield domestic
retailers from foreign competition.?*? For example, in January 2009, an official
of the MOIT sought to assuage domestic retailers’ fear of foreign competition
by noting the difficulty of satisfying the ENT.®® Some observers have
suggested that the opaque nature of the ENT procedures discourages major
foreign retailers, including U.S. firms, from pursuing investments in
Vietnam,®* and that it affects the operations and growth of foreign-invested
firms already in Vietnam. For example, South Korea’s Lotte Shopping, which
operates in Vietnam via a joint venture, saw its plan for a second shopping
center in Ho Chi Minh City rejected by the city’s Department of Planning and
Investment in 2009. This rejection has affected the company’s plans for rapid
expansion within Vietnam.?*®

Poor Logistics Are Hobbling the Development
of Distribution Networks

Efficient customs procedures, sound transport infrastructure, and
competitive logistic services enable retailers to move their merchandise
reliably and cost-effectively. Vietham has improved in these areas in recent
years®® but continues to face challenges. Out of 155 countries included in the
World Bank’s 2010 Logistics Performance Index, Vietnam ranked 51st in
competence and quality of logistics service providers, 53rd in efficiency of
customs clearance, and 66th in quality of trade and transport related
infrastructure (see the “Logistics Services” section).”’ Infrastructure tends to
be better in cities than in rural areas,®® which has contributed to the

concentration of modern retail outlets in the major urban centers. Ho Chi Minh
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City has led growth in modern retail, followed by Hanoi. Danang and Can
Tho, two other large cities, have also seen substantial retail development.?

Firms Face a Shortage of Talented Managers

Vietnam has a shortage of local personnel trained for middle or upper
management positions, which impacts retailing as well as other industries.?®
One government official notes that education relating to distribution systems is
not commonly provided by Vietnam’s education system: “Nobody has been
trained in how to operate a warehouse, how to merchandise, how to operate a
store, how to manage logistics, or how to manage chain stores.””®* Vietnam
has asked international organizations and developed countries for help with
training in these areas (see the “Education Services” sec‘[ion).262

This scarcity of skilled retail managers makes it difficult for retailers to
apply cutting-edge operational and management practices, such as using point-
of-sale data to fine-tune their inventory, marketing, and pricing strategies. The
shortage of management skills is particularly acute for domestically owned
retailers, who do not have the built-in access to foreign expertise that foreign-
invested retailers enjoy.?*

High Real Estate Prices Affect the Pace of Retail Development

In Vietnam, where the state owns all land and property for store locations
must be leased, real estate is among retailers’ highest costs.?®® Prices in the
central business districts of Ho Chi Minh City and Hanoi are especially high:
at the most expensive shopping location in Ho Chi Minh City, yearly rent was
$323 per square foot in 2010, higher than the most expensive locations in
Singapore ($317), Toronto ($295), and Amsterdam ($261).”

These prices reflect the shortage of high-quality retail space in Hanoi and
Ho Chi Minh City.?®® However, supply is expanding in response to growing
demand; for example, in Hanoi the supply of retail floor space quadrupled
from 2005 to 2010.

Several new shopping centers in Hanoi were nearing completion in 2011,
and operators of some shopping centers were offering substantial discounts to
attract and retain tenants.?®’
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Half of Vietnam’s Top 10 Retailers Are Foreign-Owned

Among Vietnam’s top 10 retailers, all but 2 derive the majority of their
sales from groceries, and 5 of the 10 are foreign-owned (table 4). Such
dominance of the retail market by grocers is common in many countries.
Supermarkets and other stores selling everyday goods (e.g., hypermarkets and
superstores) tend to be high-volume businesses, and the list of leading retailers
worldwide is topped by such firms.

Table 4. Top 10 retailers in Vietnam, 2010

Grocery® share | Number of
Company Country Sales ($ million) of sales (%) establishments
Saigon Co-op Vietnam 622.6 66.9 60
Metro Group Germany 596.3 66.4 13
Casino France 3374 51.8 14
LVMH France 177.5 28.3 6
Fivimart Vietnam 141.0 84.4 15
G7 Vietnam 89.9 88.4 460
Maximark Vietnam 83.2 66.8 6
Citimart Vietnam 64.8 84.4 21
Lotte Shopping |South Korea |52.2 51.0 2
Parkson Corp Malaysia 39.8 12.8 8

Source: Planet Retail database (accessed April 11, 2011)

Notes: *Planet Retail defines groceries as "virtually everything one would find in a
standard supermarket, comprising fruit & vegetables, chilled, frozen, ambient,
alcoholic drinks, non-alcoholic drinks, tobacco, pet care and household care."”

The world’s two leading foreign-invested retailers entered Vietham before
the country’s 2007 accession to the WTO: France’s Groupe Bourbon (now
Groupe Casino) entered via a joint venture with local partners in 1998,2%
while Germany’s Metro Group established a wholly owned subsidiary in
2002.%° Foreign-owned firms once focused almost exclusively on serving
Vietnam’s main urban centers, but a few have recently ventured into less
populated areas.?”® Their motivation to enter these areas is twofold: demand
for modern retail is underserved in these areas, and it is becoming more
difficult to expand in large cities due to regulatory hurdles and the scarcity of
suitable real estate.””* A number of other foreign retailers have recently
launched joint ventures with Vietnamese companies to serve the Viethamese
market. For example, in December 2010, Japan’s Ministop entered a joint
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venture with G7 to create a convenience store chain,?’? and Singapore’s NTUC
Fair Price established a joint venture with Saigon Co-op to create a new chain
of hypermarkets.

The Vietnamese government owns the two leading domestically owned
retailers, Saigon Co-op and Fivimart.?”® No Vietnam-owned retailers currently
operate outside of Vietnam, although Saigon Coop has announced its intention
to enter Cambodia in the near future.”
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TELECOMMUNICATIONS SERVICES

Over the past several years, strong economic growth in Vietnam and
liberalization efforts by the government have led to rapid growth in the
country’s telecommunication services market.

Between 2000 and 2009, the total number of telephone subscriptions grew
from 2.4 million to roughly 116 million,?”® for a compound annual growth rate
of 47 percent.

Growth in total telecommunication subscribers was driven by both mobile
services, which grew at an annual rate of 77 percent, and fixed-line services,
which grew at an annual rate of 24 percent.?’®

The number of telecommunication subscribers is expected to continue to
grow over the next five years, albeit at declining rates due to the increasing
saturation of both fixed-line and mobile markets.”’”

The Vietnamese telecommunication services market, measured by
revenues of fixed-line, mobile, and Internet services, was valued at $4.7 billion
at the end of 2009, reflecting an annual growth rate of 28 percent since 2006.
Mobile services were by far the largest segment, accounting for 86 percent of
total revenues; the fixed-line and Internet markets accounted for 6 and 8
percent respectively.

Driven by strong subscriber growth, revenues in the mobile segment grew
by 38 percent annually during 2006-09 and were the primary driver of growth
in the overall telecommunication services market.

Although revenues in the Internet market grew at an annual rate of 49
percent during this period, they accounted for a small share of total revenues
and thus had a relatively small influence on overall growth rates. Revenues in
the fixed-line market declined 51 percent, from $600 million in 2006 to $290
million by the end of 2009.%"

www.manaraa.com



An Overview and Examination of the Vietnamese Service Sector 343

Telecommunications Have Been Liberalized
But Remain Heavily Regulated

The Vietnamese telecommunication services market has experienced
substantial liberalization over the past 10 years, though it remains heavily
regulated by the state. This liberalization has been steady but slow, often
including public announcements supporting reform followed by ineffective
action.””® This ambivalent approach stems from the fact that Vietnam’s
centralized government remains focused on maintaining control over strategic
parts of the economy, including telecommunication services. While reformers
in Vietnam support liberalization and deregulation, opposing constituencies
are concerned about the social, political, and financial consequences of
liberalization.”®

Vietnam’s telecommunication services market is regulated by the Ministry
of Information and Communications (MIC), which replaced the Ministry of
Posts and Telematics as the country’s main telecommunication services
regulator in 2007.%" The MIC has numerous and broad responsibilities: it is
the policy-making and regulatory body for telecommunication and Internet
services; data transmission; information, technology, and electronics; network
infrastructure; and radio frequency management.”® The MIC’s main functions
include drafting laws, ordinances, regulations, strategies, and development
plans pertaining to telecommunications and information technologies. Other
responsibilities include regulating investment in the telecommunications
sector; granting and revoking telecommunication licenses; regulating
numbering resources, codes, domain names, and Internet addresses; and
guiding and planning activities related to national radio frequency spectrum.?

In November 2009, the National Assembly passed the Law on
Telecommunications (Telecom Law) and the Law on Radiofrequency, which
overhauled telecommunication regulation to promote investment and bring
Vietnam in line with its WTO accession commitments.?®* The Telecom Law
encouraged networks to share infrastructure, established access and
interconnection obligations on companies owning essential network facilities,
reduced restrictions on private ownership in facilities-based service providers,
and set up an open and transparent process for granting telecommunication
licenses.”® The Telecom Law also created a new regulatory body, the Vietnam
Telecommunications Authority (VNTA), an assisting agency to the MIC.?*° In
June 2011, implementing legislation tasked the VNTA with regulating
telecommunication infrastructure, interconnection, tariffs, promotions, and
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service quality; promoting competition; facilitating universal service
obligations; and settling disputes between carriers.?®’

Vietnam’s telecom and radio frequency laws, which came into effect in
July 2010 and are currently being implemented, clarify business conditions in
the country’s telecommunication sector. For example, Decree 25°% provides
guidelines for the cross-ownership and foreign investment provisions of the
Telecom Law. Among other issues, it stipulates that any enterprise owning
more than 20 percent of the charter capital or shares in one telecommunication
enterprise cannot concurrently own more than 20 percent of the charter capital
or shares in another enterprise that provides the same service in the same
market.”®® Decree 25 also establishes capital and investment requirements for
fixed-line, mobile, and satellite networks, ranging from $250,000 to $24
million (depending on network type, coverage, and subscriber numbers).
Within three years of licensing, all networks require a minimum investment of
three times the required capital. Services using radio spectrum require higher
commitments, ranging from $48 million to $360 million over 15 years. Decree
25 also covers licensing and investment procedures, dispute settlements,
infrastructure sharing, and treatment of subscriber information.?*

Vietnam’s Telecommunication Sector Has Gradually
Become More Open to Foreign Investors

For many vyears, regulations disadvantaged foreign operators and
discouraged foreign investment in Vietnam’s telecommunications sector.?
Until 2005, there was a total prohibition on foreign ownership of
telecommunications companies and networks. Foreign companies that wanted
to enter the telecommunication services market were required to use a legal
structure called a business cooperation contract (BCC). Under the terms of a
typical BCC, a foreign operator would partner with a government-controlled
telecommunication operator, with the foreign operator providing equipment,
financing, and technical services, and the incumbent managing network
operations. BCC partners would share revenues based upon a negotiated
formula for 5 to 15 years.®®® Most of the foreign operators currently in
Vietnam, including France Telecom, Korea Telecom, NTT (Japan), and
Telestra (Australia), entered the market via BCC arrangements.**

Over time, foreign companies became dissatisfied with their lack of
operational control under BCCs, and many argued that the limited lifespan of a
typical BCC encouraged short-term decision-making. As a result, foreign
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telecommunication companies began to lobby the Vietnamese government for
better alternatives. Concerned about the country’s ability to attract foreign
investment in the telecommunication sector, the government passed legislation
in 2005 that allowed foreign companies to convert their BCCs into joint
ventures.®* Currently, foreign carriers are allowed to enter into two types of
joint ventures with Vietnamese operators: joint stock companies and multi-
member limited liability corporations.?®® Although such arrangements increase
the autonomy of foreign firms, some observers note that the legal mechanisms
for converting BCCs to joint ventures are incomplete; for example, it is not
clear whether a BCC’s telecommunication service license automatically
transfers to a new joint venture entity.**®

International agreements have also facilitated foreign investment in the
Vietnamese telecom sector. Under the 2001 U.S.-Vietnam BTA, Vietnam
agreed to observe the principles of the WTO’s Basic Telecommunications
Reference Paper and accepted additional commitments on basic and value-
added services. For example, U.S. companies were allowed to form joint
ventures with Vietnamese telecommunication service companies after a grace
period of two to six years, although foreign equity was capped at 49 percent in
voice telephone services?®’ and basic telecommunication services,**® and at 50
percent in value-added services.”® Vietnam undertook similar commitments
on telecommunication services as part of its accession to the WTO in 2007.3%

The Fixed-Line Market in Vietnam Has Gained Subscribers
While Losing Revenue

Unlike in many countries, the number of fixed-line subscribers in Vietnam
has grown robustly over the past few years.*** From 2006 through 2009,
subscribers grew by 27 percent annually. By the end of 2009, Vietnam had
more than 17 million fixed-line subscribers, representing a penetration rate of
20 percent, with most lines concentrated in Hanoi and Ho Chi Minh City.**
By comparison, the average fixed-line penetration in economically comparable
countries was only 8.6 percent in 2009.% Rapid growth over the past few
years is attributable both to a low starting base and to the growth of broadband
services (mainly in urban areas), which are delivered almost exclusively using
fixed-line-based digital subscriber line (DSL) technologies. Vietnam’s fixed-
line infrastructure was so underdeveloped that ongoing construction has been
necessary to connect thousands of rural communities throughout the
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country.®®* However, despite growth in subscribers, fixed-line revenue fell
from 2006 to 2009 as competition with mobile services drove down prices.*®

In October 2011, there were eight fixed-line telecommunication service
providers licensed to operate in Vietnam, all which were either directly or
indirectly controlled by government ministries. Nearly 100 percent of the
fixed-line market is dominated by just four operators. The leading fixed-line
operator is the state-owned incumbent, Vietham Posts and
Telecommunications (VNPT), which had 11 million fixed-line subscribers in
2009 (representing 63 percent of the market).*®® The other leading fixed-line
operators are the Vietnamese Army-backed Viettel (with 22 percent market
share), EVN Telecom (14 percent)®*” and Saigon Post and
Telecommunications (1 percent).®® Hanoi Telecom, the Corporation for
Financing and Promoting Technology,**® CMC Telecom, and GTel hold fixed-
line licenses but have not achieved meaningful market share.’® VNPT,
Viettel, FPT, and EVN Telecom also hold licenses to offer international
services.*™* Voice telephone services delivered using voice-over-Internet-
protocol (VolP) technologies are allowed in Vietnam and encouraged by the
government. As of August 2011, eight companies held concessions to offer
long-distance and international \VoIP services.**?

The Government Retains Ownership Stakes
in All Mobile Services Providers

As in many developing countries, the Vietnamese mobile telephone
services market has grown very rapidly in recent years. From 2006 through
2009, the number of mobile subscribers grew from about 19 million to 98
million, representing an annual growth rate of 73 percent. By the end of 2010,
the mobile penetration rate stood at 113 percent, compared to 22.4 percent in
2006.*"® By contrast, the mobile penetration rate in countries of similar
economic development was 57.3 percent.*** While the Vietnamese mobile
services sector has undoubtedly exhibited strong growth, subscriber numbers
are likely inflated due to the fact that many Vietnamese consumers buy
multiple subscriber identity module (SIM) cards®*® and quickly dispose of
them after the credits are consumed. Indeed, in 2010, MIC estimated that only
75 percent of the nation’s reported wireless subscribers were active
subscribers. Given the competitiveness of the market, SIM card turnover is
likely to remain high. In an effort to better calculate subscriber numbers, MIC
announced in 2009 that consumers may own no more than three SIM cards
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from each operator.®'® The Vietnamese government owns direct or indirect
stakes in all mobile service providers. Although eight mobile carriers are
currently operating in Vietnam, nearly 90 percent of the market is controlled
by three operators: Vietnamese Army-controlled Viettel (with a 34 percent
market share in 2009) and two competing subsidiaries of VNPT, Vinafone (27
percent) and Mobifone (27 percent). Other companies offering mobile services
in Vietnam include S-Telecom (5 percent market share),®*” Hanoi Telecom Co.
(4 percent),**® GTel Mobile (2 percent),®*® and EVN Telecom (1 percent).*?
The government of Vietnam has also licensed two mobile virtual network
operators®*! to offer services in Vietnam: Indochina Telecom and Vietnam
Multimedia Corporation. As of October 2011, neither firm had launched
commercial services.*” As part of its WTO commitments, the Vietnamese
government plans to sell up to 49 percent of its various telecommunication
holdings. Progress has been slow, however, and the government’s efforts to
privatize MobiFone and EVN Telecom were unsuccessful. Privatization
activities are not expected to resume until 2013 at the earliest.*?®

There are many mobile services providers trying to gain share in a near-
saturated market, driving fierce competition that largely revolves around
prices. For example, in response to the entry of GTel in 2009, Viettel reduced
its prices by one-third, prompting its rivals to also cut prices. In 2010, Viettel
cut its per-minute prices by another 10-15 percent, and its competitors again
cut prices in response. In an effort to end such price wars, Viettel, Vinaphone,
and MobiFone agreed to refrain from cutting prices in 2011 and instead
compete by focusing on niche markets and high-bandwidth third generation
(3G) mobile services.***

Licenses for 3G mobile services were first issued in April 2009, and are
held by Viettel, Vinaphone, and MobiFone as well as a Hanoi Telecom/EVN
Telecom consortium.*® By the end of 2010, approximately 7 percent of
Vietnam’s users had subscribed to 3G services.*® The MIC recently awarded
test licenses to build fourth generation (4G) networks to VNPT, FPT Telecom,
VTC, CMC, and Viettel.**” Commercial LTE services are expected to be
launched in 2015, when spectrum currently used by television broadcasters is
scheduled to be vacated.*®

The Number of Internet Users Has Grown Rapidly

The number of Internet users in Vietnam rose dramatically from 200,000
in 2000 to 23 million in 2009, representing nearly 70 percent annual growth.**°
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Despite this growth, Internet penetration stood at only 27 percent at the end of
2009; constraints include limited network infrastructure outside urban areas
and low per capita income, which makes it difficult for consumers to afford
Internet service subscriptions and personal computers.*® At the end of 2009,
only about 20 percent of total Internet users received highspeed Internet
services via DSL, cable television, leased-line, or fiber-to-the-home
technologies.®*

Vietnam has issued three types of licenses to companies offering Internet
services: (1) the Internet Service Provider (ISP) license for providing retail
Internet services; (2) the Internet Exchange Provider (IXP) license for
providing wholesale bandwidth to ISPs; and (3) the Online Service Provider
(OSP) license for providing Internet application services. As of August 2011,
the MIC had issued 54 ISP licenses,** although more than 90 percent of the
market is controlled by three companies: VNPT (69 percent market share in
2009), FPT (14 percent), and Viettel (9 percent).*** The MIC had also licensed
11 IXP operators and issued 80 OSP concessions as of late 2010.%*
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INTELLECTUAL PROPERTY RIGHTS

Vietnam’s legal framework for intellectual property rights (IPR)**® was
overhauled during the last decade, partly to comply with its obligations under
the WTO’s Trade-Related Aspects of Intellectual Property Rights (TRIPS)
Agreement.**® As part of its WTO accession, the government of Vietnam
restructured its IPR laws with a 2005 Civil Code and 2005 Intellectual
Property Law.*’ Vietnam has implemented regulations and issued decrees to
strengthen its IPR framework further in the years since this initial
restructuring. For example, in 2009 the government increased fines and added
criminal penalties for certain types of infringement.>®

In addition to the TRIPS Agreement, Vietnam is a signatory to most major
IPR conventions and treaties organized under the World Intellectual Property
Organization (WIPO).**® These include the Berne Convention for mutual
recognition of copyrights (joined in 2004), the Madrid Protocol for mutual
recognition of trademarks (2006), the Paris Union for industrial property
protection (1949), and the Patent Cooperation Treaty for unified patent filing
procedures (1993).3*° Outside the WIPO framework, Vietnam is a signatory to
the International Convention for the Protection of New Varieties of Plants
(2006).3*" Vietnam also made IPR commitments as part of the 2001 U.S.-
Vietnam BTA.**

Three Vietnamese government ministries are responsible for IPR as
defined in Vietnam’s Intellectual Property Law.**® The National Office of
Intellectual Property (NOIP) manages patents and trademarks; the Copyright
Office of Vietham oversees copyrights and other creative IP; and the Office of
New Plant Varieties Protection regulates new plant varieties (figure 6). These
offices were created or changed in concert with Vietnam’s preparation for its
WTO accession.**
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Figure 6. IP administration in Vietnam is handled by several government agencies.

The Use of IPR in Vietnam Has Increased Substantially
Since 2000

The number of patent and trademark applications submitted to Vietnam’s
NOIP increased by 189 percent during 2000-10. Patent applications totaled
over 3,500 in 2010, with over 85 percent filed by foreigners (figure 7). The
United States was the leading source of patent applications (832) followed
closely by Japan (823) (figure 8). The large share of developed-country patent
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filings in part reflects the large pre-existing stock of patents in developed
countries, as well as the generally low level of innovative capacity in
Vietnam.>** The small number of domestic patent applications is consistent
with other developing countries that have low levels of research and
development expenditures and few science and engineering graduates (see the
“Education Services” section).**® In addition, the patent application process is
expensive and time consuming, and requires complex technical information;
these costs may be more easily absorbed by large foreign companies.

The strong upward trend in trademark applications during the last decade
reflects growth in Vietnam’s business sector (figure 9). Trademark
applications filed in Vietnam increased by nearly 400 percent during 2000-10,
to nearly 28,000. Compared to patents, trademarks are easier and less costly to
file, requiring less paperwork and technical documentation. Entities with a
presence in the Viethnamese market accounted for over three-quarters of total
applications filed in Vietnam in 2010. Many of these filers may be Vietnamese
affiliates of foreign firms registering foreign trademarks, not indigenous
Vietnamese companies, but available data do not distinguish between the two
types.®*” However, an increasing number of indigenous Vietnamese trademark
owners are reportedly being harmed by counterfeits, suggesting that some
applications are from domestic businesses seeking protection.>*®
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Figure 7. Patent applications by foreigners increased rapidly during 2000—2010.
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Figure 8. U.S. and Japanese firms accounted for the largest share of patent applications
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Figure 9. Applications for trademarks increased substantially during 2000-10.
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Despite Stronger IPR Laws, Infringement Is Prevalent
Due to Weak Enforcement

IPR infringement in Vietnam is reportedly widespread, posing a
“significant market access barrier” to foreign firms in IP-intensive
industries.®*® According to USTR, enforcement has not kept pace with the
increase in infringement activities, and enforcement measures are not a
significant deterrent to infringement.*® Vietnam is designated as a “Watch
List” country in USTR’s 2011 Special 301 report, an annual review of IPR
protection and enforcement. The report notes that there are high levels of
copyright piracy in Vietnam, including increasing trade in online copyrighted
files. ™ According to one source, 99 percent of the CD and DVD shops in
major Vietnamese cities sell pirated goods.*? Satellite and cable piracy is also
common, and counterfeit goods (especially cosmetics, apparel,
pharmaceuticals, and spirits) are reportedly ubiquitous in Vietnam’s major
cities.**® Many of these products, along with other counterfeit products such as
computers, software, watches, electronics, motorcycle parts, and food
products, are smuggled in from China through Vietnam’s northern border.***

Enforcement of IPR is usually handled administratively, which is
reportedly straightforward and inexpensive compared to civil proceedings.**
However, administrative remedies may fail to deter misbehavior, because
remedial actions are infrequent and penalties are relatively small.**® Moreover,
administrative procedures are hampered by unclear areas of responsibility and
a lack of coordination among enforcement agencies:*’ IP owners often do not
know which agency to contact to address their IPR concerns.**® Moreover,
there is a shortage of trained personnel, technology, and other resources to
process and oversee the rapidly increasing IP in Vietnam.***

Civil courts can provide preliminary injunctions and award damages, but
filing court cases is relatively expensive and time consuming,** and IP owners
are reluctant to spend time and money on civil cases when outcomes are
uncertain.*** Moreover, judges reportedly lack training in IP issues and there
are few dedicated IP courts, which can add to the uncertainty of the civil court
process.

In theory, criminal prosecution can be brought by government authorities,
with penalties including fines and jail terms.*** However, as of the time of
writing, no criminal infringement cases have been prosecuted in Vietnamese
courts, in part because the implementing decrees and regulations regarding
criminal laws have not yet been published.***
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Vietnam Has Benefited from Both IPR Reforms
and Infringement

There is a complex link between IPR and development, with both benefits
and costs associated with strengthened IPR.**® Economic theory suggests that
countries that are climbing up the “technology ladder” have an incentive to
improve IP protection in order to attract and create high technology and spur
domestic innovation.*® Conversely, countries at a lower stage of industrial
growth with relatively weak innovative capacity have incentives to limit IPR
in order to acquire and imitate technology inexpensively.*®’ In terms of
development, Vietnam may benefit both from a strengthened IPR framework
and from relatively weak enforcement in certain areas of IP.

IPR reforms are generally associated with increased levels of trade,
foreign direct investment (FDI), technology transfer, and innovation.**® Since
Vietnam instituted market and IPR reforms in preparation for its 2006 WTO
accession, it has experienced substantial gains in most of these measures.
Trade in services increased by 72 percent during 2005-08, reaching $15
billion before falling to $13 billion in 2009, and merchandise trade more than
doubled to $143 billion in 2008 before declining in 2009.%° Similarly,
inbound FDI stocks increased from $31 billion in 2005 to $66 billion in
2010, with a portion of this FDI in technology-intensive sectors such as
communications, electronics, and chemicals, and in patent-intensive high-tech
manufacturing and research and development.®* An example of recent U.S.
high-tech FDI in Vietnam includes Intel’s $1 billion chip-testing facility,
which opened in 2010.32

Vietnam’s success in attracting FDI, however, may be based on factors
other than strengthened IPR. Firms are interested in investing in Vietham in
order to access certain resources and competitive advantages.®” For example,
Intel may have been attracted by Vietnam’s inexpensive labor, tax benefits,
and proximity to China.** Moreover, for developing countries such as
Vietnam, it is not clear whether strengthened IPR protections stimulate
domestic innovation. There may be little impact for countries with limited
technological capacity,”® particularly when key complements to IPR, such as
a quality education system, well-developed infrastructure, and a strong legal
system, are lacking.*"

For net importers of IP goods, such as Vietnam, there are some benefits
associated with infringement. The use of pirated business software generates
productivity gains for Vietnamese businesses, and consumer welfare rises
from access to pirated sound and film recordings.*”” Moreover, producing and
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selling pirated and counterfeit goods can generate economic activity and
employment.®”®

Vietnam’s IPR regime is evolving. The Vietnamese public reportedly does
not currently view infringement negatively, and sees little harm in using
pirated products such as business software, CDs, and DVDs, or in purchasing
counterfeit goods. However, the public is more sensitive to the dangers of
counterfeit pharmaceuticals and food products, which can compromise health
and safety.*”> Among domestic creators and owners of IP, there is a growing
effort to reduce infringement. Vietnamese writers and musicians are forming
organizations to advocate for increased protections and promote educational
programs on copyright violations;** for example, Vietnamese music artists
have established the Vietnam Center for Protection of Music Copyright to
protect their artistic works.*®! Vietnamese trademark owners are also raising
concerns as their goods and services are increasingly counterfeited. As
Vietnam’s economy continues to develop, there likely will be increased
pressure from indigenous IP stakeholders to strengthen enforcement of IPR.
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2% Planet Retail Database (accessed April 12, 2011). These figures are in current dollars. The
increase was not as dramatic in real terms because consumer prices increased by 55.4
percent over the same period (IMF, World Economic Outlook Database, April 2011).

9 planet Retail database (accessed April 12, 2011).

%0 Company representative, quoted in McKinsey & Company, “Understanding the New
Vietnam,” June 2010; Breu, Salsberg, and Tt, “Growing Up Fast,” August 2010, 3.
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1 Breu, Salsberg, and Tu, “Growing Up Fast,” August 2010, 4.

%42 Planet Retail, “Country Report: Vietnam,” April 6, 2011, 21. Bargaining (“haggling”) is
common in traditional markets in Vietnam and many other developing countries.
Bargaining enables sellers to extract greater margins from those customers willing to pay
the most, and enables buyers to purchase goods at prices that more finely reflect their
willingness to pay. However, bargaining takes time—a cost for the buyer and seller alike.
Fixed prices thus appeal to both buyers and sellers as their earning power—and the
opportunity cost of their time—increases. Fixed prices also become more common as chain
stores take an increasing share of a retail market, as such prices enable a chain’s leaders to
exert control over margins despite having dispersed points of sale. Cason, Friedman, and
Milam, “Bargaining versus Posted Price Competition,” February 2003, 225.

Maruyama and Trung, “Modern Retailers in Transition Economies,” March 10, 2011, 42. A
hypermarket is a very large store carrying both food and non-food items.

24 planet Retail database (accessed April 12, 2011). For all countries, modern grocery
distribution is divided by Planet Retail into several categories: “modern retail formats
predominantly selling food” (e.g., supermarkets, superstores, and convenience stores);
“mixed merchandise retail formats operated by grocery retail groups... predominately
selling non-food,” such as department and variety stores; “non-food retail banners operated
by grocery retail groups;” and “modern wholesale formats,” such as warehouse clubs.
Because cash-and-carry and delivered wholesale sales are included, these data are not
directly comparable to the overall retail sales cited above.

Figuié¢ and Moustier, “Market Appeal in an Emerging Economy,” April 2009. The authors
surveyed households in a working-class neighborhood of Hanoi and found that less than 3
percent of low-income households shopped regularly at supermarkets. The authors quote a
2006 study which found that 10 percent of the poor in Ho Chi Minh City shopped regularly
in supermarkets (Phan Thi, “Poor Consumers’ Access,” 2006).

26 World Bank, World Development Indicators database. The quoted figure is in 2005
international purchasing power parity prices (i.e., it is based on how much money is needed
to purchase the same goods and services in different countries).

#7 Maruyama and Trung, “Traditional Bazaar or Supermarkets,” July 2007, 248. Prices in
supermarkets are often higher than in traditional markets in the early stages of supermarket
penetration, but as chains expand and achieve economies of scale, those prices fall (Figuié
and Moustier, “Market Appeal in an Emerging Economy,” 2009, 2). A study published in
2008 suggested that prices for fresh fruits and vegetables generally remained higher in
supermarkets than in traditional outlets in the countries of the authors’ “third wave of
supermarket diffusion,” of which Vietnam is a member (Reardon and Gulati, “The
Supermarket Revolution,” June 2008, 1).

248 WTO, “Viet Nam,” March 19, 2007. Tobacco, print media, video, precious stones,
pharmaceuticals, explosives, oil, rice, and sugar were excluded from the commitments.

9 Vietnam’s regulations also require the Ministry of Industry and Trade (MOIT) to approve a
foreign retailer’s initial outlet, but the regulations do not specify the criteria that MOIT uses
for such approvals. This may violate Article V1.5 of the GATS, which requires licenses to
be issued based on “objective and transparent criteria.”

BOWTO, “Viet Nam,” March 19, 2007.

B Circular 09/2007/QD-BTM (Amended by Circular 05/2008/TT-BCT) and Decision
10/2007/QD-BTM. At the time of the writing of this study, Vietnam was drafting a new
retail decree to supersede the present ENT regulations. Early drafts that were released
publicly in fall 2010 did not resolve the concerns noted above.
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252 Representatives of donor-funded technical assistance programs, interview by USITC staff,
Hanoi, Vietnam, December 7, 2010.

%3 According to a media report, the official, Hoang Tho Xuan of the MOIT’s Domestic Market
Department, said “under current regulations, foreign retail distributors are still required to
sell through a single retail outlet, and it isn’t easy to set up a second outlet.” VNS,
“Domestic Distributors Need Not Be Afraid,” January 3, 2009.

254 Representatives of donor-funded technical assistance programs, interview by USITC staff,
Hanoi, Vietnam, December7, 2010.

%5 A media report about the decision speculated on the reasons for the rejection (such as the
presence of other large retail outlets in the proposed shopping center’s neighborhood), but
gave no indication that a clear explanation accompanied the decision. Hung, “Plan for
Second Lotte Mart in City Rejected,” May 6, 2009.

Nguyen and Dapice, “Vietnam’s Infrastructure Constraints,” February 2009, 2.

BT \World Bank, “2010 Logistics Performance Index,” 2010.

%8 YSAID and VNCI, “Vietnam Provincial Competitiveness Index 2009,” 2009, 26.

2 planet Retail, “Country Report: Vietnam,” April 6, 2011, 21.

%0 The authors heard about this problem from the business community repeatedly during field
research in Vietnam for a separate study in March 2010.

Maruyama and Trung, “Modern Retailers in Transition Economies,” March 10, 2011, 26.

%2\/jetnam government official, correspondence with USITC staff, September 26, 2011.

23 Maruyama and Trung, “Modern Retailers in Transition Economies,” March 10, 2011, 20, 50—
51.

%4 World Bank, Investing Across Borders Database.

%5 Cushman & Wakefield, Main Streets across the World 2010, 2010, 8-9.

%% Ipid., 15.

%7 Cushman & Wakefield, “Hanoi Retail Report,” April 12, 2011, 2.

268 planet Retail, “New Dawn for Vietnam’s Retail Sector,” January 9, 2009.

%9 planet Retail database (accessed April 13, 2011); Metro Cash & Carry Vietnam, “Background
and History,” n.d. (accessed September 12, 2011).

210 For example, in 2010, Casino entered the provinces of Nam Dinh, Vinh Phuc, and Nghe An,
while Metro entered Binh Dinh, An Giang, and Binh Duong.

71 vietNamNet Bridge, “Retailers Following ‘Expansionism’ in Vietnam’s Market,” March 4,
2011.

272 |bid.; Planet Retail database (accessed April 13, 2011).

3 The ownership structure of many Vietnamese companies is opaque. For example, Saigon Co-
op’s Web site describes the company as “an economic co-operative organization owned by
the community.” Planet Retail acknowledges the role of cooperatives in its ownership but
also characterizes it as “state-owned.” It is possible that the Vietnamese state holds
significant ownership stakes in other leading domestic retailers, but the extent of its stakes
is not clear from publicly available information. Planet Retail database (accessed April 13,
2011); Saigon Co-op Mart, “History” (accessed April 13, 2011).

274 VietNamNet Bridge, “Saigon Co.op Touches on Shopping Mall,” March 9, 2010.

28 The 2009 population was about 86 million; many Vietnamese subscribe to multiple telephone
lines, as discussed below.

278 ITU, World Telecommunication/ICT Indicators 2010 database.

" Hot Telecom, Country Profile, May 2011, 10.

218 Government of Vietnam, MIC, Viet Nam Information and Communication Technology White
Book 2010, 2010, 39.
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2% paul Budde Communication, Vietnam, August 3, 2011, 9.

%0 pid., 8.

%1 The creation of the MIC was driven in large part by Vietham’s WTO accession commitments
in telecommunication services. In 2002, the Ministry of Posts and Telematics replaced an
older regulatory body, the Directorate General of Posts and Telecommunications. Important
units within MIC related to telecommunication services include the Department of
Telecommunications (DOT); the Radio Frequency Department (RFD); and the Vietnam
Internet Network Information Center.

22 Government of Vietnam, MIC, “Main Functions,” n.d. (accessed September 12, 2011). The
MIC is also responsible for functions pertaining to press, publishing, postal, and related
public services.

%8 |bid.

%4 From 2002 through 2010, the Vietnamese telecommunication services industry had been
governed by P&T Ordinance No. 43/2002/PL-UBTVQH10 of May 2002. LookAtVietnam,
“Five Bills Adopted at NA Session,” November 24, 2009.

%5 TeleGeography, Vietnam, 2011, 5.

%8 |bid., 6. The VNTA was formed by merging two agencies within the MIC, the Department of
Telecommunications and the Authority of Information and Communication Technology
Quality Control.

%7 |bid., 6.

%88 Decree No. 25/2011/ND-CP of April 6, 2011.

%% Baker & McKenzie, Client Alert, April 2011, 1. This restriction applies only to
telecommunication services found in a specific list to be issued by the MIC.

20 Indochine Counsel, Client Alert, April-May 2011, 5-7; Baker & McKenzie, Client Alert,
April 2011, 2-4.

1 paul Budde Communication, Vietnam, August 3, 2011, 13.

22 At the time of writing, seven BCC agreements have been signed in Vietnam’s
telecommunication services sector, three of which have lapsed. TeleGeography, Vietnam,
2011, 7.

293 paul Budde Communication, Vietnam, August 3, 2011, 13.

% Ibid., 13-14.

% Industry representative, interview with USITC staff, July 12, 2011. Joint venture arrangements
are subject to foreign equity caps.

2% |ndustry representative, interview with USITC staff, July 12, 2011.

27 | ocal, long-distance, and international telephone calls.

%8 For example, facsimile, mobile telephone, and satellite services.

2% S.-Vietnam Bilateral Trade Agreement, Annex G, Vietnam, 2001. Examples of value-added
services include Internet, e-mail, and voice mail services.

%0 \WTO, “Working Party on the Accession of Viet Nam,” October 27, 2006.

¥ TeleGeography, Vietnam, 2011, 67-68. Fixed-line voice services in Vietnam are delivered
over both wire-line networks and wireless in the local loop networks.

%2 Hot Telecom, Country Profile, May 2011, 13; Government of Vietnam, MIC, Viet Nam
Information and Communication Technology White Book 2010, 2010, 29. By contrast, in
2006, fixed-line penetration was approximately 10 percent. Throughout this section,
penetration is determined by calculating the number of telephone lines or subscribers per
100 inhabitants.

%03 \world Bank, World Development Indicators database. Economies of similar economic
development to Vietnam are defined as countries categorized by the World Bank as lower-
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middle-income countries, with the average fixed-line penetration rate calculated using 53
(of 56) countries. Countries not included were Vietnam (as the comparison country) as well
as Kosovo and Timor-Leste, due to missing data.

%04 EJU, Vietnam, June 16, 2011.

35 Government of Vietnam, MIC, Viet Nam Information and Communication Technology White
Book 2010, 2010, 39.

Ibid., 29. VNPT was formed in 1995 when it was separated from the Directorate General of
Posts and Telecommunications. In 2003, the Ministry of Posts and Telecommunications
(MPT), the regulatory predecessor to MIC, restructured VNPT with the aim of privatizing
VNPT’s various subsidiaries. Using a “parent-subsidiary” model, in 2005 the MPT created
the Vietnam Post and Telecommunications Group and spun off three communications
subsidiaries: Telecommunications Corporations I, I, and Ill, to serve the northern, central,
and southern parts of Vietnam, respectively. As part of this restructuring, the MPT also
created a postal subsidiary, which was divested from VNPT in 2007, forming Vietnam Post.
TeleGeography, Vietnam, 2010, 6-7.

%7 TeleGeography, Vietnam, 2011, 41. EVN Telecom is a wholly owned subsidiary of another

government-controlled utility, Electricity of Vietnam.

%% Government of Vietnam, MIC, Viet Nam Information and Communications Technology White
Book 2010, 2010, 41. At the end of 2010, several state-owned enterprises, including VNPT,
maintained equity stakes in Saigon Post and Telecommunications. TeleGeography,
Vietnam, 2011, 76.

%9 TeleGeography, Vietnam, 2011, 77. The FPT, a private telecommunications and software
company, owns 43.1 percent of FPT Telecom. Remaining shares are owned by the
government (50.2 percent) and miscellaneous shareholders (6.7 percent).

810 As of October 2011, only domestically owned companies offered fixed-line services in
Vietnam.

1 TeleGeography, Vietnam, 2011, 67.

®12 |bid., 12-18. Companies allowed to offer VoIP services in Vietnam include VNPT, EVN
Telecom, Viettel, SPT, Hanoi Telecom Company, Vietnam Maritime Communications and
Electrics Company, and Indochina Telecom Company.

313 Government of Vietnam, MIC, Viet Nam Information and Communication Technology White
Book 2010, 2010, 29.

#14 Economies of similar economic development to Vietnam are defined as countries categorized
by the World Bank as lower-middle-income countries, with the average fixed-line
penetration rate calculated using 52 (of 56) countries. Countries not included were Vietnam
(as the comparison country) as well as Guyana, Kosovo, and Timor-Leste, due to missing
data.

®5 SIM cards are portable memory chips that authenticate the identity of the mobile phone
subscriber and hold data such as contacts and text messages.

%16 TeleGeography, Vietnam, 2011, 12-19. Other efforts by the government to reduce the number
of SIM cards include requiring customers to register prepaid SIM cards and restricting
marketing and promotional campaigns.

*17 TeleGeography, Vietnam, 2011, 39-40. S-Telecom was formed in 2001 when government-
owned Saigon Postal and two Korean companies, SK Telecom (SKT) and LG Electronics,
received approval to form a 15-year BCC. In December 2009, SKT stopped investing in S-
Telecom due to low profits and subscriptions. In 2010, the government of Vietnam
approved the transformation of S-Telecom from a BCC to a joint venture, with Saigon
Postal and SKT taking stakes of 80 percent and 20 percent, respectively. Saigon Postal
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subsequently announced plans to purchase SKT’s stake and then sell 20-30 percent of the
company to new partners.

Ibid., 37-38. Hanoi Telecom operates in Vietnam under the brand name Vietnamobile. In
2005, Hanoi Telecom received government approval for a 15-year business BCC with Hong
Kong-based Hutchinson Telecommunications International Limited (Hutchinson). As of
May 2001, Hutchinson had invested more than one billion dollars in Vietnamobile.

Ibid., 43. Vimplecom, a mobile services company based in Russia, owns 49 percent of GTel,
giving it management control of the company. Remaining shares are owned by the
government-owned Global Telecommunications Corporation. Vimplecom has initiated a
two-year financing plan which is scheduled to increase its ownership share to 65 percent by
the end of 2013.

0 Government of Vietnam, MIC, Viet Nam Information and Communication Technology White
Book 2010, 2010, 39-41. An eighth company, Cityphone, operated exclusively in Hanoi
and Ho Chi Minh City. By August 2010, Cityphone had attracted only 30,000 customers,
largely due to geographic restrictions and reliance on outdated technology (iPAS). In 2010,
parent company VNPT ceased operations in Ho Chi Minh City and announced plans to end
the service in Hanoi. TeleGeography, Vietnam, 2011, 43-44.

! Mobile virtual network operators offer mobile telecommunication services by purchasing
wholesale voice minutes and/or leasing network capacity from mobile service providers that
own and operate physical network infrastructure.

%22 Government of Vietnam, MIC, Viet Nam Information and Communication Technology White
Book 2010, 2010, 39, 41; TeleGeography, Vietnam, 2011, 21.

%23 TeleGeography, Vietnam, 2011, 9-10.

4 |bid., 21. As of August 2011, Viettel, Vinaphone, and MobiFone had not requested permission

from MIC to reduce prices.

Ibid., 11. GTel and S-Fone are permitted to offer 3G services over the networks of the four
license winners.

®6 Government of Vietnam, MIC, Viet Nam Information and Communication Technology White
Book 2010, 2010, 29.

7 Although concessions were awarded on a technology-neutral basis, Long Term Evolution is
expected to be the 4G technology of choice.

%28 TeleGeography, Vietnam, 2011, 11.

9 1TU, World Telecommunication/ICT Indicators 2010 database.

0 Government of Vietnam, MIC, Viet Nam Information and Communications Technology White
Book 2010, 2010, 31; Hot Telecom, Country Profile, May 2011, 10. According to MIC,
there were approximately 4.8 million computers in Vietnam at the end of 2009, representing
a penetration rate of approximately 5 percent.

! Government of Vietnam, MIC, Viet Nam Information and Communications Technology White
Book 2010, 2010, 31.

¥2 TeleGeography, Vietnam, 2011, 14-15. In 2010, MIC revoked seven ISP licenses, largely
because Internet services had not been initiated in the two years after the licenses were
issued.

333 Government of Vietnam, MIC, Viet Nam Information and Communications Technology White
Book 2010, 2010, 41.

¥4 TeleGeography, Vietnam, 2011, 15.

5 Intellectual property refers to creations of the mind and is broadly categorized into two types:
industrial property, such as inventions, trademarks, and industrial designs, and artistic
products, such as novels, films, and music. WIPO, “What Is Intellectual Property?” n.d.

318

319

325

www.manaraa.com



An Overview and Examination of the Vietnamese Service Sector 373

(accessed September 12, 2011). Both IPR and IP (intellectual property) are discussed in this
analysis. IP refers to the property itself and IPR to the rights associated with the property.
USITC, China, 2010, 1-2.

8 All WTO members are signatories to the TRIPS agreement. For additional information on the
TRIPS agreement within the WTO Framework, see Hunter Rodwell Consulting,
“Intellectual Property Rights Primer for Vietnam,” June 2008, 13.

37 Government of Vietnam, Inspectorate of Science and Technology, “Introduction to the IP
Administration System of Vietnam,” March 25, 2008, 3.

8 For example, criminal penalties were established for “commercial scale” infringements.
USDOC, Doing Business in Vietnam, 2011; EIU, Country Commerce, 2010, 90. However,
as of the time of writing the implementing decrees and regulations have not yet been
enacted. U.S. government official, telephone interview by USITC staff, July 27, 2010.

*° The WIPO is an agency of the United Nations that “is dedicated to developing a balanced and
accessible international  intellectual  property  system.” WIPO Web site.
http://www.wipo.int//about-wipo/en/what_is_wipo.html (accessed September 12, 2011).

0 |bid.

3! International Convention for the Protection of New Varieties of Plants, “Members of the
International Union for the Protection of New Varieties of Plants,”
http://www.upov.int/export/sites/upov/members/en/pdf/pub423.pdf (accessed August 13,
2012).

2 For a summary of obligations under the BTA, see U.S.-Vietnam Trade Council, “Summary of
the Agreement between the U.S. and Vietnam on Trade Relations,” May 10, 2004.
According to the International Intellectual Property Alliance, Vietnam was not in full
compliance with its BTA commitments as of 2011. I1IPA, written submission, February 15,
2011, 141.

¥3 Government of Vietnam, Inspectorate of Science and Technology, “Introduction to the IP
Administration System of Vietnam,” March 25, 2008.

%4 For example, the Copyright Office of Vietnam was established in 2003. Government of
Vietnam, COV website.

5 U.S. government official, telephone interview by USITC staff, July 27, 2011.

6 Vietnam ranks 51st out of 123 countries for an aggregate measure of innovation, and ranks
85th in terms of human capital and research. INSEAD. “The Global Innovation Index
2011,” 2011.

*7 Government of Vietnam, Inspectorate of Science and Technology, “Introduction to the IP
Administration System of Vietnam,” March 25, 2008, 3. The data on domestic trademark
filers do not specify the origin of the trademark. Government of Vietnam, NOIP,
“Intellectual Property Activities,” April 2011.

*8 Examples of counterfeiting affecting Vietnamese trademark owners were noted in taxi
services as well as the dairy and coffee sectors. U.S. government official, telephone
interview by USITC staff, August 2, 2011.

#9 |ACC, written submission to USTR, February 15, 2011, 66; USDOC, U.S. Commercial
Service, Doing Business in Vietnam, 2011.

SO YSTR, “Vietnam,” 2011, 380.

%1 Online piracy is partly driven by improvements in Internet connectivity and capacity. USTR,
Special 301 Report, 2011, 41.

%2 USDOC, U.S. Commercial Service, “Vietnam: How to Market Products and Services”
(accessed June 13, 2011).
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353 |1pA, written submission to USTR, February 15, 2011, 140; IACC, written submission to
USTR, February 15, 2011, 66.

®4EIU, Country Commerce, 2011, 94. According to the Motion Picture Association of America
(MPAA), the majority of pirated CDs in Vietnam are imported from China. MPAA, “Trade
Barriers to Exports of U.S. Filmed Entertainment,” November 2009.

%5 Hunter Rodwell Consulting, “Intellectual Property Rights Primer for Vietnam,” June 2008, 13.

6 11PA, written submission to USTR, February 15, 2011, 137—-38.

%7 USTR, Special 301 Report, 2011, 41-42; USDOC, U.S. Commercial Service, Doing Business
in Vietnam, 2011. Several Vietnamese government ministries and sub-agencies have
enforcement responsibilities, including the Inspectorate Offices of the Ministry of Science
and Technology, the Ministry of Culture and Information, the Ministry of Trade Market
Management Bureau, the Ministry of Public Security Economic Police, the Ministry of
Finance Customs Office, and the People’s Court (Civil Court).

%8 U.S. government official, telephone interview by USITC staff, July 27, 2011. Large-scale IPR
infringements with a health or safety component are handled by the Economic Police;
copyright infringement is generally handled by the Inspectorate of Culture and Information;
and Customs monitors borders for infringing products. Hunter Rodwell Consulting,
“Intellectual Property Rights Primer for Vietnam,” June 2008, 19.

%% Government of Vietnam, Inspectorate of Science and Technology, “Introduction to the IP
Administration System of Vietnam,” March 25, 2008, 3; Hunter Rodwell Consulting,
“Intellectual Property Rights Primer for Vietnam,” June 2008, 13. U.S. government official,
telephone interview by USITC staff, August 2, 2011.

%0 | ACC, written submission to USTR, February 15, 2011, 68.

%1 .. government official, telephone interview by USITC staff, July 27, 2011.

%2 Hunter Rodwell Consulting, “Intellectual Property Rights Primer for Vietnam,” June 2008.

%3 Ibid, 20.

%4 |IPA, written submission to USTR, February 15, 2011, 137; U.S. government official,
telephone interview by USITC staff, July 27, 2011.

%5 Commission on Intellectual Property Rights, “Integrating Intellectual Property Rights and
Development Policy,” November 2002, 158.

%6 Maskus, International Property Rights in the Global Economy, 2000, 129.

%7 Strong IP rights raise the cost of IP-protected goods and decrease access to innovation.
Branstetter, Foley, and Saggi, “Has the Shift to Intellectual Property Rights Promoted
Technology Transfer?” 2010; Maskus, Intellectual Property Rights in the Global Economy,
2000, 129.

%8 Cepeda, Lippoldt, and Senft, “Policy Complements to the Strengthening of IPRs,” September
14, 2010.

%2 1n 2009, during the global recession, trade in services and goods declined for most countries.
Government of Vietnam, General Statistics Office, “Exports and Imports of Services,” and
“Export and Imports of Goods” (accessed June 1,2011).

%70 1n 2010, Vietnam ranked fifth among ASEAN countries in terms of FDI stocks, behind
Singapore, Thailand, Indonesia, and Malaysia. UN, UNCTAD STAT (accessed September
12, 2011).

*" Financial Times, FDI Markets database (accessed September 12, 2011).

%72 Nystedt, “Intel Opens $1 Billion Chip Factory in Vietnam,” October 29, 2010.

%7 park and Lippoldt, “Technology Transfer,” January 25, 2008.
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%74 Many multinational firms employ a “China plus one” investment Strategy, diversifying their
supply chains while maintaining China as a manufacturing hub. U.S. government official,
telephone interview by USITC staff, August 2, 2011.

Commission on Intellectual Property Rights, “Integrating Intellectual Property Rights and
Development Policy,” November 2002, 4.

%76 Cepeda, Lippoldt, and Sentft, “Policy Complements to the Strengthening of IPRs,” September
14, 2010.

Commission on Intellectual Property Rights, “Integrating Intellectual Property Rights and
Development Policy,” November 2002; SRRC, Media Piracy in Emerging Economies,
2011, 16-17. Business software piracy rates in Vietnam are among the highest in the world
at 83 percent. GSA, Eighth Annual BSA Global Software Piracy Report, May 2011, 3.
There are reports that pirated business software is used in government offices. U.S.
government official, interview by USITC staff, July 27, 2011.

%78 For example, in China, producing and marketing counterfeit goods is an integral part of many
local economies. USITC, hearing transcript, June 15, 2010 (testimony of Daniel Chow,
Drake University).

%% U.S. government official, telephone interview by USITC staff, July 27, 2011.

%0 y.S. government official, telephone interview by USITC staff, August 2, 2011.

%81 A number of artistic groups such as musicians and writers in Vietnam are organized as Artistic
Collective Management Organizations, which seek protection of their artistic works. U.S.
government official, telephone interview by USITC staff, August 2, 2011. The Vietnam
Center for Protection of Music Copyright (VCPMC) is a nonprofit affiliate of the
Vietnamese Musicians Association. Its mission includes protecting copyrights of
Vietnamese and international musicians by negotiating contracts, collecting fees, and
carrying out other related services. VCPMC Web site [in Vietnamese] (accessed September
12, 2011).
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