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8 Enterpridaskey playaniaconomy :
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pillars of the enterprise
sector in Vietnam:

A growth

A economic efficiency
A contribution to the
A

Good &

Services Output ST T .

-/ Domestic private
enterprises (PSES)

Legislation

) R Public goods : Publlic goods

State-owned

iii —— -
11117111 I — ’ i eeonomy
» enterprises (SOEs) iy

I_hlId Taxes Government Taxes | opportunities and
Households ! —_

\ ~ I—- . Foreign invested challenges.

Land, Iabor, Legis|ation Factors of \\e~r]t_e_r;F_)r_.l_S_e_§_(_lf!_E_S—)’/

capital production

Income:
Wage, in Resource Money
terest Market ~

@ economica



Highlights of the enterprise
sector and business
environment in Vietham




l #1.Ae number of PSEs Is increasing dramatical

The number of PSEs has soared over the last Privatization made the quantity of SOEs
- decrease
15-year period
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I #23nall and medium enterprises are in majority

Approximately 95% the total number of enterprises are SMEs

Small-scale
and scattered
business?

0%
2006 2007 2008 2009 2010 2011 2012 2013

H0% SME ®% large enterprises

SMEs constituted nearly a half of total SMEs dominated the proportion of two thirds the total number of FIEs in
SOEs in 2013 total number of PSEs in 2013 2013 are SMEs

» o

m SME = large enterprises

42%

m SME = large enterprises = SME = large enterprises
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#2. PSErsumerous workers but low productivity :

PSEs are driving force for A fall in labour productivity in the SME sector
employment generatlon
Labaur Productivity 1 LabourProductivity 2
Proportion of labor working in each type of 2011 2013 Growth 2011 2013 Growth
enterprise (%) All 773 615  095[087] 207 165  0.96[0.89
3.4% 10.2% Micro | 65.8 54.3| 0.96 | 18.0 14.1) 0.96
Small 92.2 75.8 0.95 25.4 21.7 0.94
Medium 151.3 99.6 0.96 33.4 27.0 0.98
m SOEs Urban 93.4 70.4 0.92 26.2 20.1 0.93
Rural 66.2 55.4 0.98 16.9 14.0 0.97
PSEs lm South 82.9 65.5 0.96 231 186 0.97
North 73.2 58.6 0.95 19.0 15.0 0.95
mFlES [VALUE]%

Note: Million real VND. Eanlabour productvity (LP) growth is defined &$%q13/LP>g11. Median LP
growth in brackets.

A LP1 = Real income per worker Source: John Rand and Finn Tarp. 2013. Characteristics

_ of the Vietnamese Business Environment: Evidence
A LP2 = Real value-added per worker from a SME Survey in 2013
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I #3. PSEs tend to have low and informal innovation.

Low level of techno|ogy acquisition PSEs tend to adopt or adapt existing innovations
rather than develop new ones
Innovation in Vietnamese firms is generally Adap. But no
low and tends to be informal. R&D
No adapt. But 3%
a report by CIEM, DoE and GSO (2014) on R&D Adap. and R&D

5% 1%

firm-level competitiveness and technology in
Vietnam has shown that in 2011, only 800 out
of nearly 8000 surveyed enterprises (10%)
were conducting original R&D.

v [CATEGORY
NAME]
[VALUE]

hinder PSEs to become active players in the
value chain of many FIEs.
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l #4. SEEmMaan important player in the economy

SOEs have advantages in accessing

production inputs
b

>

(5 s

Own about Be granted loans Benefit from
70% of total without collateral & price subsidies
producing  often guaranteed and special
land by the Government privileges

A gradual decline in GDP contribution
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§#4. £thanks to special

10

A few SOEs have the The Government SOEs are often
monopoly power in assigned SOEs some | rescued by the State
essential industries of | functions or missions | Budget Whegl they are
the country. in troubles.

\ V /4
Vigtnam Rubber Group vl [% ]

VINASHIN

A4 PETROLIMEX

Socialist Market
Oriented Economy

The Constitution 2013: State-Owned
enterprises assumes the leading role in the
sector socialist - oriented market economy.
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§ #4. The perception of SOE bias is growing .
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90% Confidence Interval

Firms assessment of bias
towards the SOEs

Source: PCI-FDI Survey
2014, the figure reports the
share of firms agreeing that
there is bias towards SOEs
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I #5. FDI inflows have incregsedchover 36e r i o d £

The number of new FDI projects reached record in 2014

U.S billion Projects
ASEAN entry BTA VN-USA WTO
80 1800
71.73 1.588
70 1544 1600
60 1400
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FDI flows to Vietnam are active over 2000-2013. FDI flows will
certainly benefit from actual trade agreements and some
ongoing negotiations. Most of FDI inflows to Vietham target
cheap labor and natural resources.

Top countries with largest investment capital
(USD mil.)

Korea s 37 .233
Japan . 36.891
Singapore —— 32 745
Taiwan e 28 .401
British V.| n——17.987
Hongkong m— 15463
USA s 10.937
Malaysia ms— 10.768

Top industries with largest investment capital
(USD bil.)
Manufacturing I 130.90
Real Estate I 48.12

Construction W 11.37

Accomodation andé I 11.19
electricity, gas, water, aé H 9.76
Information andée i 4.11
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I#5. FIEs are offered ma

T

Types of preferential treatments towards FIES

Location Taxes Other incentives
= -
[ 20
S3ot

Industrial Park high incentives of Projects hi-tech
(IP), Export taxes: corporate development will
Processing Zone iIncome tax, value enjoy additional
(EPZ), Economic added tax, import- iIncentives by
Zone (EZ), Hi-tech export tax. Pri me Mi
Park. regulation.

Strategy to attract large multinational corporations in technology

n

Microsoft

Incentives of Corporate Income Tax (CIT):
10% exemption for 15 years for hi-tech and IT
investment in which: free in the first 4

years, 50% in the next 9 years.

Incentives of import tax: Free import tax for
fixegl assat;freg igport tax in 5 years from
production date for materials, components
(cannot produce in local market) used for
investment projects; free import tax for
materials (cannot produce at local) for
software manufacturing.
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#5. £and t hey now becom

FI EsO export value now account
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§ #5. but other contributiamstoayrismsurate -

Vietnamese appears to fail to link up with FIEs PSEs FIES

\
-

A
-

Only one fifth of Viethnamese businessesc an Awor ko wi th FDI
businesses.

There is limited technology transfer between FIEs and domestic
enterprises. The majority of domestic enterprises are
transferring technology with each other (accounting for 66%).

Source: CIEM, DOE, GSO. 2014. Firm-level competitiveness and technology in Vietnam i
Evidence from a survey in 2013; http://bit.ly/1S84JZN

Transfer pricing (TP): the other side of the medal i Bl -& ¢ kduspected TP

tax arrears: tax arrears: 4 ol
ME TRO eyt ;0'(ea”9”am US$4.2 million @z

Cash & Carry Vietham

§ economica



