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The Need For An Economic Strategy

A Vietnam has experienced an impressive growth over the last two
decades

A However, reforms so far are insufficient to move Vietnam to a middle
Income economy

A The next several years will determine whether Vietnam will follow the
experience of Korea, or the Philippines

AVietnamds r ef macemed and eeachve e n

Al mproving Vietnamds st atodgaerrd o f
economic strategy

I A set of interrelated policy changes, institutional structures, and
rigorous implementation mechanisms
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Prosperity Performance
Selected Countries

PPP-adjusted GDP
per Capita, 2007
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Labor Force
Participation Rate, 2007
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Labor Force Utilization
Participation Rates, Selected Countries
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GDP per employee
(PPP adjusted USS$),

2007
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Decomposition of Viethamese Growth

Contribution to
Annual GDP
growth (%)
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Domestic Fixed Investment Rates
Selected Countries

Gross Fixed Investment
as % of GDP (2007)
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Inward FDI Stocks as % of

Inbound Foreign Investment Performance
Stocks and Flows, Selected Countries

GDP, Average 2003 - 2007

80% : Netherlands@ Estonia @ /‘
1
! Singapore
20% ! (160.1%, 64.7%)
:
. 1
Vietham ! @Hungary echile
60% [~="""""TpTTTTTmmooooossoommoooooo- *---------
' SWltzerIand
1
New Zealanfi s’iwede ®siovakia
50% :Czech Republic
Denmark @ :
1
1
! .
40% @ortugal Cambodia @ oUK
. _Spaing Thallan g Philippines
,}A;usftrall. CanadI o pEatwa.P land lceland (46.7%) ®
South Africa @ olan celan T%
30% Finland 'Ifm;i:]éi France eColombia ®israel
Norway @ Laos® ﬁ? JQAustria
Slovenia@ Brazil ® @Russia
0, |
20% Germany @ Turkey :
Greece ltaly ® @Mala S|a
South Horea @ o U SA.'.Ch?/na ¢ g ® Saudi
10% Indonesia ® ® Pak|31a Arabia
® Indi !
@Japan a '
0% T T A T T T T
-5% 0% 5% 10% 15% 20% 25% 30% 35% 40%

FDI Inflows as % of Gross Fixed Capital Formation, Average 2003 - 2007

Source: UNCTAD, World Investment Report (2007)

9



Exports as Share of
GDP (in %, 2007)

Export Performance
Selected Countries
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Viet namods

World Export Market
Share (current USD)
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What is Competitiveness?

A Competitiveness depends on the productivity with which a nation uses
Its human, capital, and natural resources.

I Productivity sets the sustainable standard of living (wages, returns on
capital, returns on natural resources)

I Itis not what industries a nation competes in that matters for prosperity, but
how productively it competes in those industries

i Productivity in a national economy arises from a combination of domestic
and foreign firms

i The productivityof il ocal o0 or do meisfandamentaltod u st r i
competitiveness, not just that of export industries

$

A Nations compete to offer the most productive environment for business

A The public and private sectors play different but interrelated roles in
creating a productive economy
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Determinants of Competitiveness

Microeconomic Competitiveness

Quality of the Sophistication
National State of Cluster of Company
Business Development Operations and

Environment Strategy

Macroeconomic Competitiveness

Macroeconomic
Policies

Natural Endowments

A Macroeconomic competitiveness creates the potential for high productivity, but is
not sufficient

A Productivity ultimately depends on improving the microeconomic capability of
the economy and the sophistication of local competition
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Wage Level Comparison
Selected Countries

Monthly Minimum Wage

USD, log scale, 2008
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Rate of Competitiveness Improvement
Low Income Countries, 2002 - 2007

BCI Value, 2007
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Macroeconomic Competitiveness

Macroeconomic
Policies

A Basic human capacity
i Basic education
i Health system

A Political institutions

i Political freedom

i Voice and accountability
i Political stability
|
|

Centralization of economic policymaking

Government effectiveness

A Rule of law
T Judicial independence
i Efficiency of legal framework
i Civil rights
i Business costs of corruption
i Reliability of police
I Prevalence and costs of crime

A Fiscal policy
I Government surplus/deficit
i Government debt
T Savings / Investment rates

A Monetary policy
T Inflation
T Interest rate spread
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Macroeconomic Competitiveness
Vietnamdés Position

Macroeconomic

Policies
Basic health and education Fiscal policy
+ Solid provision of basic services + Government budget and debt at acceptable
I Increasing concerns about the quality of these | = levels
public services | Government budget still reliant on foreign aid
Political institutions Monetary Policy
+ High levels of political stability I High levels of inflation

+ Increasing decentralization of economic
policy responsibilities
I Little effective policy dialogue

[_Corruption remains a significant challenge

Rule of law
+ Quality of laws tends to be good

I Effectiveness of implementation remains
weak
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Governance Indicators
Selected Countries
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Low
corruption

Rank in
Global
Corruption
Index,
2007

High
corruption
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Corruption Perception Index, 2007
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Microeconomic Competitiveness: Quality of the
Business Environment

Context for
Firm

Strategy
and Rivalry

. Localrules and incentives that
encourage investment and

productivity
Factor i e.g. incentives for capital
(Input) — investments, intellectual property, [ISREIERTE
Conditions protection conditions
., Vigorous local competition
. Access to high quality I Opennessto foreignandlocal ggphistication of local
competition

customers and needs
T e.g., strict quality, safety,
and environmental
standards

business inputs

T Human resources

i Capital availability

T Physical infrastructure
|

' Administrative infrastructure
(e.g. registration, permitting)

Related and
Supporting
Industries

i Information and transparency  Availability of suppliers and
infrastructure

A Many things matter for competitiveness

A Successful economic development is a process of successive upgrading, in which the business

environment improves to enable increasingly sophisticated ways of competing
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Viethamese Business Environment
Vietnambs Rel ati ve Positi o

Competitive Advantages

Competitive Disadvantages

A Communications infrastructure
(rank 72)
i E.g., quality of the telephone
infrastructure
ALocal competition (rank 75)
i E.g., intensity of local
competition

A Government intervention (rank 119)
i E.g., SOE market dominance

ATrade barriers (rank 113)
i E.g., level of import tariffs

Note:  Rank versus 130 countries; overall, Vietnam ranks 102" in 2008 PPP adjusted GDP per capita and 76" in New Global Competitiveness

Source: Institute for Strategy and Competitiveness, Harvard University (2008)
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Openness to Trade
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Viethamese Business Environment
Vietnambs Rel ati ve Positi o

Competitive Advantages Competitive Disadvantages
A Communications infrastructure A Government intervention (rank 119)
(rank 72) i E.g., SOE market dominance
i E.g., quality of the telephone
infrastructure
ALocal competition (rank 75) ATrade barriers (rank 113)
i E.g., intensity of local i E.g., level of import tariffs
competition

AEnergy infrastructure (rank 109)
I E.g., quality of electricity supply

A Access to finance (rank 109)
I E.g., financial market sophistication

Alnnovation infrastructure (rank 99)
i E.g., patents per capita

ALogistical infrastructure (rank 96)
i E.g., quality of roads

Note:  Rank versus 130 countries; overall, Vietnam ranks 102" in 2008 PPP adjusted GDP per capita and 76" in New Global Competitiveness

Source: Institute for Strateav and Competitiveness, Harvard University (2008)
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Cost of Doing Business

Ranking, 2008 Vietnam, 2008
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A Especially in land ownership in rural areas significant problems remain

Source: World Bank Report, Doing Business (2008)
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State-Owned Enterprises (SOEs) in Vietham

A SOEs continue to play a dominant role in the Vietnamese economy,
despite the commitment to privatization

A Government oversight of these companies and their spending is
limited and largely reactive

A The costs of slow progresson pri vatization ar e
competitiveness

I Retards entry of new private companies
I Creates risks of corruption

I Can exacerbate economic volatility through excessive investment
financed through soft credit

A An effective privatization program strategy for Vietnam must shift
economic structure, not just change ownership

I Privatization must go hand-in-hand with market opening and policies to
curtail anti-competitive practices

I Owners are needed that contribute new capital and skills
I Minority stakes can distribute ownership more widely
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State of Cluster Development
Tourism Cluster in Cairns, Australia

Local retall,

Public Relations &
Market Research

: Travel agents | | Tour operators .| health care, and
Services :

other services

Food Local
+— Transportation

Suppliers Attractions and

Restaurants Activities
e.g., theme parks,

casinos, sports

Property
Services

Souvenirs,
Duty Free

Hotels Airlines, Bank
. - g anks,
Maintenance Cruise Ships Foreian
Services g
Exchange
Government agencies Educational Institutions Industry Groups
e.g. Australian Tourism Commission, e.g. James Cook University, e.g. Queensland Tourism
Great Barrier Reef Authority Cairns College of TAFE Industry Council

Sources: HBS student team research (2003) - Peter Tynan, Chai McConnell, Alexandra West, Jean Hayden
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Not reported Share of World Exports by Cluster

<0.07% Vietnam, 2000

0.0771 0.15%
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directions.
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Not reported Share of World Exports by Cluster

<0.07% Vietnam, 2006
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Note: Clusters with overlapping borders have at least 20% overlap (by number of industries) in both

directions.
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Geographic Levels and Competitiveness

World Economy WTO

Broad Economic Areas Asia

A The business environment at a given
location is the cumulative outcome of
Groups of Southeast Asia

Neighboring Nations policy at all geographic levels

A Many competitiveness drivers occur
at the regional and local level

Nations Vietham A The allocation of competitiveness
responsibilities across geographic
levels is a crucial policy challenge

States, Provinces Vietnamese provinces

Metropolitan and Rural Areas Ho Chi Minh City
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