


The FDI-driven economy?
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VietNamNet Bridge – “FDI-driven economy” is the phrase used by many economists at recent business forums, meaning that foreign direct investment (FDI) is the major motive power for the national economy.
FIEs leading in production and export
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Samsung Electronics Vietnam, a South Korean-invested company, reportedly exported $23 billion worth of products in 2013, putting phone and phone accessories into the Number 1 position among the major export  items.
A report of the General Department of Customs showed that foreign-invested enterprises (FIEs) year after year make up a higher value of xports than the domestic-invested enterprises. In 2013, the export revenue earned by FIEs accounted for 67 percent of total export revenue.

The report also pointed out that the export growth rate created by FIEs has been continually higher than domestic enterprises, 22.4 percent vs 3.5 percent in 2013.

While domestic enterprises cannot earn big money from exports, they spend much money to import materials for domestic production.  This largely explains why Vietnam had a continual excess of imports over exports in past years. The trade surplus over the last two years has been realized only thanks to the big export volumes of FIEs.
Meanwhile, according to the General Statistics Office (GSO), in 2005-2012, FIEs were responsible for 44.2 percent of industrial production, while the private sector made up 36.2 percent. State-owned enterprises accounted for the remaining 19.6 percent.

The poor performance of domestic enterprises is evidenced in the fact that the number of the enterprises ceasing operation in 2013 alone was 15 times higher than in that of 2008-2009.

What does Vietnam expect from FDI?
When attracting FDI, Vietnam not only hopes to expand domestic production and create more jobs, but also wants the economic sector to have pervasive influences throughout tthe whole national economy through technology transfer and the development of supporting industries.
However, Vietnam has failed to reach that goal. While some giant manufacturers like Samsung or Intel have set up production bases in Vietnam, they have been using parts and equipment supplied by other FIEs instead of domestic enterprises.
As of yet, Vietnamese enterprises have not been able to produce the high-value products in the giant groups’ global supply chains because of weak competitiveness. FIEs are believed to have little motivation to develop production linkages with domestic enterprises.
Of the 60 “satellite enterprises” which provide phone parts and accessories to Samsung’s factory in the Yen Phong Industrial Zone in Bac Ninh Province, only five are Vietnamese, in charge of providing simple and low-added value items like packs or plastics.
There are two opposite viewpoints about what Vietnam should look for when seeking FDI. Some argue that the country should attract small and medium FIEs, which would allow Vietnamese businesses to be the recipients of technology transfer through cooperation with the foreign partners.
Others, however, believe that the country should focus on attracting giant global economic groups at any cost, which can rapidly help foster the local economies.

The latter is the path being followed by many localities in Vietnam. The FIEs which have set up production bases in the localities have created jobs and paid taxes to the state’s coffers. However, they do not help create the driving force to develop the private economic sector.
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Philippines has lowest FDI percentage among Asean members
By Matikas Santos |INQUIRER.net
 Wednesday, August 20th, 2014

MANILA, Philippines—The Philippines has the lowest Foreign Direct Investments (FDI) among the countries in Association of Southeast Asian Nations (Asean), according to 2014 United Nations Human Development Report released Wednesday.

Only 1.12 percent of the Philippines’ gross domestic product (GDP) came from FDI compared to 2.26 percent in Indonesia, 2.35 percent in Thailand, 3.66 percent in Laos, 4.17 percent in Malaysia, 6 percent in Vietnam, 7.03 in Cambodia, 7.39 percent in Brunei, and 20.62 percent in Singapore. Myanmar has no data.

Socio-economic Planning Secretary and Director-General of the National Economic and Development Authority (NEDA) Arsenio Balisacan said in an interview with reporters that it is not surprising for the Philippines to have low FDI compared to neighbor Asean countries.

“If you look at our neighbors in Asean through the last 30 years, these countries have consistently been growing at a rate of 6 to 8 percent annually,” he said.

“But for us, when did we start growing consistently at the same rate? Only in the last three years,” he said.
Balisacan said that businessmen will think twice about investing in a developing country that has an unstable growth. They would prefer the countries which have achieved sustained growth.

“If a country is known for corruption, power shortages, lousy infrastructure, these will reduce the productivity of capital and therefore the profitability and earnings of businesses,” Balisacan said.

“[Other Asean countries] have been growing long enough and they are already magnets of FDIs. The challenges for us is to make sure that our growth is sustainable, and eventually we will be attracting more and more FDIs,” he said.
Balisacan cited the six percent average economic growth of the Philippines in the past three years as reason for what will soon be an increase in the FDIs going into the Philippines.

“Rome was not built in a day. There are no miracles, we are talking about the real world here,” he said.
Aside from FDIs, the Philippines also ranked as the second lowest in international trade with 64.79 percent of GDP.
The lowest ranked is Indonesia with 50.07 percent, then Philippines, followed by Laos with 82.27 percent.
The remaining countries in the Asean have international trade percentages above 100, such as Brunei with 112.54 percent, Cambodia with 113.58 percent, Thailand with 148.83 percent, Malaysia with 163 percent, Vietnam with 179.98 percent, and Singapore with 379.14 percent.
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Philippines continued to rank highest in Asean in foreign remittance inflows with 10.25 percent of GDP.
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