Conducting Business in Vietnam: A Brief for International Managers
Vietnam joined the World Trade Organization (WTO) to become its 150th member on January 11, 2007. The accession implied Vietnam’s willingness to enter the world’s common economic playground and its commitments to a more open domestic market, bringing new business and investment opportunities as well as challenges for foreign companies. This article examines the Vietnamese reform process and its recently developed incentives in the country’s business and investment environment. It also discusses the business and managerial practices that can help contribute to successful business endeavors in Vietnam. © 2009 Wiley Periodicals, Inc. Vietnam is becoming one of the most attractive destinations for conducting business and making an investment. The country has made remarkable achievements in terms of economic performance, sociopolitical stability, an open-door policy, marketoriented reform toward private investment development, and enhancement of its legal framework. These elements generate wide-scale business opportunities that have fueled global investors’ interest in Vietnam. However, substantial challenges are arising due to higher competition and shortcomings in the present legal, administrative, and infrastructural contexts. Foreign companies that have advantages in capital, knowledge, technology, and management skills may face difﬁculties in conducting business in Vietnam because, unlike Western countries, Vietnam is characterized by different sociopolitical, legal, and cultural aspects, as well as managerial

practices in which business is regulated and operates in its own way. In such an emerging market, we suggest two crucial factors be kept in mind by international managers for their success in conducting business in
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Vietnam. The ﬁrst factor is a profound understanding of the particular local contexts, including social, economic, and legal regulations encompassing the company. Second comes the know-how in business practices such as choice of partnership, types of company, human resource management (HRM), and cultural behavior and business tactics in dealing with institutional and legal issues or in case of conﬂicts among the company’s internal and external relationships. In other words, these two elements revolve around the two questions of “What?” and “How?”: What is the actual business context and how does one successfully conduct business in Vietnam? Accordingly, this article is structured as follows: First, we review the socioeconomic background of Vietnam. Second, we focus on the country’s recent changes and reforms that have paved the way for business environment and foreign direct investment (FDI) development. Third, we present the essential traits of Vietnamese business culture and managerial practices related to day-to-day business dealings. Finally, we conclude with practical ways of dealing with continuing deterrent to investment. Case studies and business facts are integrated in this article.

Vietnam’s Socioeconomic Background The contemporary history of Vietnam’s socioeconomic development is linked closely

to the comprehensive and effective reform policy “Renovation” (Doi Moi), introduced by the Communist Party of Vietnam in 1986. The policy included a range of reform measures that allowed the transformation of Vietnam’s centrally planned economy to a marketoriented economy.
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Exhibit 1. GDP Growth Projections (%)

Countries
Vietnam Indonesia China Malaysia Philippines Thailand India Laos

89–98
7.7 4.8 9.6 7.4 3.0 5.8 5.7 6.6

1999
4.8 0.8 7.6 6.1 3.4 4.4 6.7 7.3

2000
6.8 5.4 8.4 8.9 6.0 4.8 5.3 5.8

2001
6.9 3.6 8.3 0.3 1.8 2.2 4.1 5.7

2002
7.1 4.5 9.1 4.4 4.4 5.3 4.3 5.9

2003
7.3 4.8 10.0 5.5 4.9 7.1 7.3 6.1

2004
7.8 5.0 10.1 7.2 6.2 6.3 7.8 6.4

2005
8.4 5.7 10.4 5.2 5.0 4.5 9.2 7.1

2006
8.2 5.5 10.7 5.9 5.4 5.0 9.2 7.6

Forecast 2007
8.0 6.0 10.0 5.6 5.8 4.5 8.4 7.1

Forecast 2008
7.8 6.3 9.5 5.8 5.8 4.8 7.8 7.9

Average 2001–061
7.6 4.9 9.8 4.8 4.6 5.1 7.0 6.5

Source: World Economic Outlook, IMF. 1 Average 2001–06 calculated based on WEO data.

Before the Renovation, Vietnam, which had experienced dramatic socioeconomic and political changes from war-to-war contexts, adopted the Soviet socialist model, which focused on strong central control of the economy through ﬁve-year plans. This central planning system recognized the state as the sole owner of the country’s means of production and implemented industrialization based

on large heavy industry and collectivization of agriculture. However, contrary to the objectives of its economic plans and together with the contextual changes of the socialist system in the world in the late 1980s, Vietnam witnessed continuous failures that led to serious macroeconomic problems such as poor economic performance and stagnation, social and economic instability, a budget deﬁcit, severe inﬂation, food shortages, and widespread poverty. The introduction of the Doi Moi policy on the occasion of the Sixth National Party Congress in December 1986 ofﬁcially abandoned the central planning mechanism and shifted Vietnam to a market-oriented economy under a socialist orientation. The central elements of this new model consist of the state’s recognition of private ownership and multisector development, the decentralization of the planning process, the implementation of the sociopolitical and economic reforms, and the foreign trade liberalization.

The implementation of these reform policies had positive effects on the Vietnamese economy, which led to macroeconomic stability, the development of a private sector, foreign direct investment and trade liberalization, and improvement of the country’s standard of living. The achievements of Vietnam’s economy were seen as an “Asian miracle” after 20 years of its “transition” process. As illustrated in Exhibit 1, Vietnam’s GDP growth rates remained steadily high at about 7.7 percent for the period 1989–98 and 7.6 percent for the period 2001–2006. Compared with other Asian countries during 2001–2006, Vietnam’s average 

growth rate ranked second after China’s. Industry and services were two sectors that contributed principally to the total GDP growth of the country. For instance, growths in industry and construction ﬁelds and services reached 10.4 percent and 8.3 percent, respectively, leading to a gross domestic product (GDP) growth of 8.2 percent in 2006. Although the contribution of agriculture to GDP was not signiﬁcant as it rose merely 3.4 percent in 2006, the sector still accounted for 15.3 percent of GDP value. The other sectors that contributed considerably to the GDP value were manufacturing (21.2 percent), mining and quarrying (10.3 percent), and wholesale and retail trade (13.6 percent). According to the latest statistics released by the General Statistics Ofﬁce
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Exhibit 2. Structure of Investment at Current Prices by Ownership

1995
State Non-State FDI Total 42.0 27.6 30.4 100

1996
49.1 24.9 26.0 100

1997
49.4 22.6 28.0 100

1998
55.5 23.7 20.8 100

1999
58.7 24.0 17.3 100

2000
59.1 22.9 18.0 100

2001
59.8 22.6 17.6 100

2002
57.3 25.3 17.4 100

2003
52.9 31.1 16.0 100

2004
48.1 37.7 14.2 100

2005
47.1 38.0 14.9 100

2006
46.4 37.7 15.9 100

Source: General Statistics Ofﬁce (www.gso.gov.vn).

(GSO), Vietnam’s growth rate attained 8.16 percent within nine months of 2007, led by a robust increase in industry (17.1 percent), services (8.5 percent), and agriculture (4.2 percent). Apart from the GDP growth, the national investment has also

increased signiﬁcantly, as illustrated in Exhibit 2. The total investment volume at current prices increased, with an average growth rate of 13.2 percent per year since 2000. The state investments were dominant, accounting for an average of 53 percent of the total investment during the period 2000– 2006. The private-sector investment averaged 30.8 percent, followed by foreign investments at 16.2 percent. By evolution, there was a rise of investment in the private sector; its share in total investment rose from 22.9 percent in 2000 to 37.7 percent in 2006, leading to a relative decrease of state and foreign shares in investment structure. Other indicators such as a rise in trade and retail sales, improved living standards, poverty reduction, and ﬁnancial and stock market developments have positively contributed to the stability and development of Vietnam’s economy and business environment. The evolution of Vietnam’s business environment as well as its opportunities and challenges will be discussed in details in the following sections.

requirements of the country’s social and economic developments. The Business Monitor International (2007) considered that “Vietnam’s legal system remains undeveloped, and largely biased against foreign entities” due to its weaknesses in commercial arbitrage system, enforcement mechanism, and bureaucracy. It is still regarded as complex and inconsistent. The State of Vietnam recognized deeply these issues and has carried out necessary legislative reforms since its market-oriented and open-door policy in 1986. The state has equally understood

that it is imperative to strengthen the legal system in order to make it easier to conduct business and investment activities in accordance with its commitments under the bilateral and international conventions and agreements. As a result, during 2002–2006, Vietnam rewrote or amended almost all of its laws and regulations on commercial activities and judicial procedures, and promulgated thereafter decrees or decisions for guiding the laws’ implementation. Newly issued or amended laws such as the Land Law (2004); the New Competition Law (2004); the Civil Code (2005); the Law on Business Income Tax (2004); the Law on Accounting (2004); the Law on Corruption Prevention and Control (2005); the New Intellectual Property Law (2006); the Uniﬁed Enterprise Law (2005), and the New Investment Law (2005) are the major documents regulating business activities in Vietnam. The Uniﬁed Enterprise Law 2005 and the Investment Law 2005 are particularly critical to investors, as these laws set up rules to regulate a ﬁrm’s establishment, organizational

Recent Changes and Reforms Although the Vietnamese legal framework for business has developed considerably, it is still regarded as excessively cumbersome, being ineffective and not transparent enough to respond to the current
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management and operations, and investment activities (see Appendix A). The Uniﬁed Enterprise Law 2005 and the Investment Law 2005, which were considered more progressive with renewals and clariﬁcation, replaced a

number of previous laws on private and state sectors and investment. The issuance of these new laws represented Vietnam’s efforts in honoring international commitments. These laws eliminated the discrimination between economic sectors and toward forms of ownership, as all kinds of ﬁrms and investors became governed under uniﬁed laws for the ﬁrst time.

time saving for companies. At this point, foreigners are given more advantages than domestic investors, as they only need to acquire an Investment Certiﬁcate, which is also seen as their Business Registration Certiﬁcate under Enterprise Law 2005. Meanwhile, domestic investors need to have both Investment and Business Registration Certiﬁcates for projects with invested capital of more than 15 billion dong (nearly $1 million). One year after the application of the two abovementioned laws and their instructive documents, positive effects on the business environment and investment climate have been demonstrated by a robust growth of FDI and the private sector, a more equal treatment between economic actors, and progress in registration procedures (e.g., one-stopshop [OSS] solution for business certiﬁcation, tax code provision, and sealing). Yet, there have been shortcomings in the laws’ practice, due to the incoherence and incompetence in implementing the laws at local authority levels, the inconsistency between different laws, and the ambiguity in some areas of the two laws, which have been causing difﬁculties for enterprises and investors. Generally, the Uniﬁed Enterprise Law 2005 and the Investment Law 2005 reﬂect the present

conditions of the legal system in Vietnam. This inadequate system has been both a driving machine and a barrier for social and economic development and needs to be improved further despite the fact that its contributions to the economic and investment outcomes are undeniable. It should be highlighted that the real problem of the Vietnamese legal system lies in the enforcement of law rather than in the building of the laws itself. It is believed that the state is aware of this matter and it has mobilized all legal stakeholders to contribute to the legal system enhancement for better enforceability, consistency, and practicability of legal documents. The Vietnamese state is trying to introduce comprehensive laws in accordance with its market-oriented policy and on the basis of facts and requirements of enterprises and investors.

The Uniﬁed Enterprise Law 2005 and the Investment Law 2005, which were considered more progressive with renewals and clariﬁcation, replaced a number of previous laws on private and state sectors and investment.

The laws provisioned new features and forms of enterprise and investment as well as the state’s guarantees and incentives to investors and companies. They gave ﬂexibility and freedom to foreign investors to make decisions in setting up business and investment. For instance, the Investment Law 2005 allows investors to conduct business in all sectors not prohibited or restricted by law, and to register their activities in multiple business lines with the freedom to choose the most suitable legal form for their enterprise. Furthermore,

Investment Law 2005 allows foreign investors to do business in new service sectors such as publishing, television, radio broadcasting, advertising, air transport, maritime and airports, and petroleum exploitation, and to conduct indirect investment in company shares or bonds through intermediaries. The new laws simpliﬁed procedures by unifying the registration and licensing procedure, which results in
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The State-Owned Enterprise Reform

The State-Owned Enterprise (SOE) Reform or Restructuring Programme launched in 1992 in Vietnam has been one of the Vietnamese government’s measures in its Doi Moi policy. It aimed to reorganize SOEs’ operations through ownership and governance structural change so that they become more effective and competitive. Restructuring measures included equitization, mergers, conversion to limited liability companies, sales/assignments, and liquidation/bankruptcy, among which equitization (co phan hoa) was a central part of this reform programme and was seen as a primary method for transforming SOEs. Equitization is deﬁned as the transformation of a state-owned enterprise into a joint-stock company operating under the Enterprise Law rather than under the SOE Law, following which the state sells part of the company’s shares to private investors in order to improve the performance of the ﬁrm in question.

tized SOEs, these companies have, on average, increased their legal capital by 50 percent, turnover by 60 percent, and proﬁt by 137 percent,

and augmented their state budget contributions by 45 percent as compared to before equitization. And the SOE reform has mobilized capital from both domestic and international investors, although the latter’s participation was not prominent in the previous initial public offerings (IPOs) and the total amount of capital raised during 1992–2004 was insigniﬁcant (about $0.8 billion). Another major achievement resulting from the SOE reform was a signiﬁcant change in the governance mechanism, which has liberated SOEs and given them autonomy and independence in managing their day-to-day operations, as well as in their decision making. These steadily innovated mechanisms have been supported by regulatory and institutional improvements, with the state’s new role as a ﬁnancial investor rather than a regulator or interferer in SOEs’ operations. A large number of laws and decisions on SOE reform have been issued over the last 15 years in order to boost this reform process. Subsequently, the state has decided to concentrate its attention and management on only one agency by depriving line ministries and provincial people’s committees of their ownership of state assets. For that purpose, the State Capital Investment Corporation (SCIC) was established in July 2005, and began operations in August 2006. This new state body is entitled to receive the ownership transferred from line ministries, agencies, and provincial departments in order to consolidate ownership of state investments. Hence, it aims to give more freedom to SOEs and to eliminate the conﬂict of interest between different 

state actors. Furthermore, the SCIC becomes a ﬁnancial investor to prevent loss of state capital and to increase the efﬁciency of investment, and it is able to divest enterprises of the state capital by selling shares or to use state funds to invest in new projects. By the end of August 2007, SCIC has received ownership rights from 687 equitized SOEs in

Equitization is deﬁned as the transformation of a state-owned enterprise into a joint-stock company operating under the Enterprise Law rather than under the SOE Law, following which the state sells part of the company’s shares to private investors in order to improve the performance of the ﬁrm in question.

The SOE reform has resulted in an impressive reduction in the SOE number to about 3,200 in 2005, from more than 12,000 in early 1990. On the equitization plan, the number of SOE transformations has increased over time. The period 1991–1997 witnessed only 15 transformations, while this number reached about 2,188 equitized ﬁrms during the period 2001–2005. The effect of equitization has been generally positive. SOE reform has contributed to a considerable improvement in SOEs’ performance because the loss-making ﬁrms have been removed and the equitized companies have proved to become more efﬁcient. According to a survey of 500 equi-
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different sectors, with a total book value of about 6.563 billion dong ($413 million) and an estimated market value of 29.655 billion dong ($1.9 billion). Inevitably, the state sector reform

does have shortcomings and problems that hinder its progress. However, with its high commitment to speed up the process, the government has considered equitization of SOEs a priority for the period of 2007–2010 and has recently released forceful decisions that will help the process attain better achievements by offering domestic and foreign investors wider opportunities for investment and partnership.

tions or selling shares through the stock market. Contrary to the previous period, during which a company’s shares were mainly reserved for insiders like directors and employees, the process is now more open to outside investors (including foreigners) so that the company can beneﬁt from outside capital, advanced technologies, and management skills. According to the World Bank’s Vietnam Development Report 2007 on capital divesture in equitized SOEs, “the state holds about 46% of the chartered capital of equitized ﬁrms, employees control 30% and outside shareholders 24%.” Nonemployees’ stake in SOE capital has also been increasing over time as compared to 2004, when the ratio was only 15.4 percent.

With its high commitment to speed up the process, the government has considered equitization of SOEs a priority for the period of 2007–2010.

International Integration and Trade Liberalization

According to the new equitization plans, the state will keep full control of 554 enterprises, while another 1,500 SOEs, including 71 large-scale groups in banking, garment, steel, chemical, aviation, construction, mechanical, and industrial ﬁelds, will be equitized by 2010 under

market-oriented rules. In addition, state shares in equitized ﬁrms under the SCIC’s administration will be diverted to the public through total sale, seeking strategic partners and mergers in the coming year as SCIC aims to achieve a more rational and efﬁcient use of state capital. Three groups of equitized SOEs have been identiﬁed by SCIC. Group A, which includes SOEs operating in sectors considered strategic, will be strengthened or restructured; Group B comprises the enterprises with good potential, which will be supported to be listed on the stock market; and Group C consists of the enterprises to be liquidated, as they are not part of the state’s long-term investment strategy. Additionally, the state encourages active participation from various types of investors through more transparent divesture mechanisms like public auc-

International economic integration and trade liberalization have been a part of Vietnam’s reform process under the Doi Moi policy adopted in 1986. In the beginning, they started with slow and hesitant steps. The procedure was accelerated in the ﬁrst half of the 1990s, during which time signiﬁcant reforms in international integration and trade liberalization were undertaken with a view to reshape the former closed and planned economy into a relatively open, market-based economy. Between 2000 and now, the trade reform agenda has multiplied so that it produced progressions with new commitments to support the development of private-sector and trade liberalization (see Appendix B). The latest result of Vietnam’s efforts in international integration

was its accession into the WTO on November 7, 2006, to become its 150th member on January 11, 2007. Back to the inception of its international integration, Vietnam initially signed a trade agreement with the European Union (EU) in 1992. It became a member of the Association of the Southeast Asian Nations (ASEAN) in 1995 and committed to fulﬁll the agreements under the ASEAN Free Trade Area (AFTA). In 1998, the country became a member
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Exhibit 3. Exports and Imports of Goods by Country and Territory and by Good Structure and Growth as of 2006

Exports Rank
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Imports
$mil 7,829 5,232 3,651 3,030

Exports
$mil 7,391 6,274 4,823 4,701

Imports Growth % 22.8 12.1 25.9 −9.3
42.0 22.6 36.6 20.6 18.2 19.7 10.9 23.7 38.7

Country
US Japan Australia China Singapore Germany Malaysia UK Taiwan Indonesia Thailand Netherlands South Korea France Philippines Cambodia Belgium Italy Spain Hong Kong

Country
China Singapore Taiwan Japan

Items Total Exports Crude oil Non-oil Rice

$mil

Items Total Imports Petroleum products Final goods Machinery & Equipment Elec. & Computers Pharmaceuticals Intermediate and Raw Materials Garment & Leather Materials Iron & Steel Fertilizer

$mil

Growth % 21.4 18.8
25.5 20.0 9.2

39,826 8,265 31,562 1,276
3,632 3,358 915 5,834 3,592 1,708 630 1,933 8,684

44,891 5,970
6,628 2,048 548

1,631 South Korea 3,871 Other agri. commodities 1,445 Thailand 3,034 Seafood 1,215 Malaysia

1,482 Coal 1,180 Hong Kong 969 958 898 857 843 797 783 765 688 653 558 453 Switzerland Australia 1,441 Garments

1,951 2,936 678

−14.5 0.2 5.9

1,346 Footwear 1,100 Electronics & Computers Indonesia 1,012 Handicraft US 982 Wood Germany 915 Other India 880 Russia 456 France 421 Netherlands 361 Philippines 343 Italy 335 Argentine 241

Plastics 1,866 28.2 Fabrics 2,985 24.4 Chemicals 1,042 20.4 Chemicals Products 1,007 19.7 Automobiles (CKD/IKD) 213 −76.6 Yarns & Fibers 544 60.2 Pesticides 305 25.3 Cotton 219 31.0 Paper 475 31.2 Other 15,475 40.4

Source: GSO and World Bank.

of the Asia-Paciﬁc Economic Co-operation (APEC) and signed in 2000 the Bilateral Trade Agreement with the United States (VN-US.BTA). Other regional organizations in which Vietnam is a member are the ASEAN-China Free Trade Area (2002) and the ASEAN-Japan Comprehensive Economic Partnership (2003). Vietnam also has relationships with international organizations such as the World Bank, the International Monetary Fund (IMF), and the Asian Development Bank (ADB). In total, these effective agreements and commitments have helped Vietnam to have trade relations with about 165 countries and territories around the world. The major achievements of the state are the import-export expansion, private-sector and FDI development, and an improvement in the country’s social and economic performance.

In 2006, both exports and imports increased steadily, with an average growth rate of 22.8 percent and of 21.4 percent, respectively (see Exhibit 3). These growth rates were stable during 2001–2006. In exports,

there was an increase both for total and nonoil exports, with a considerable rise in seafood, garments, and footwear in 2006. Other Vietnamese principal export goods were agricultural and wood products. The government is also keen on increasing the value added of Vietnam’s exports. On the import side, there was a strong rise that exceeded the export level. The deﬁcit in the balance of trade was explained by a high need for the development of Vietnam’s economy as long as machinery, equipment, petroleum products, and raw materials remain essential for production, construction, and social consumption.
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On observing the trade policies and structural reforms initiated by the government in recent years, we can say that Vietnamese trade has been closely connected with the international economy. Vietnam is aware of the new opportunities and huge beneﬁts created during its process of trade liberalization and international integration as well as the negative socioeconomic impacts and serious challenges to Vietnam’s further development. The essence is that Vietnam has accepted international rules of trade and has been effectively proactive in accelerating its reform process. The SOE, institutional, legal, banking, and ﬁnancial reforms have been revitalized and intensiﬁed to reduce the state protection in trade, to acknowledge private business rights, and to encourage foreigners’ participation in trade. New laws regulating business and trade operations have been released or amended

to comply with the international commitments. Instruments of import protections such as tariff rates and nontariff barriers on items have been restructured or reviewed to ensure the trading company’s interests in compliance with the national objectives.

the Agreement on Import Licensing Procedures, the Antidumping Agreement, the Subsidies and Countervailing Measures Agreement, and the Agreement on Rules of Origin.
Foreign Direct Investment in Vietnam

Foreign direct investment inﬂow in Vietnam continues to leap while attracting large volumes of investment from abroad. According to the Ministry of Planning and Investment (MPI), $9.6 billion of FDI capital poured into Vietnam from January 1 to September 22, 2007. This amount is composed of $8.29 billion in 1,045 newly licensed projects (i.e., an increase of 33 percent in project numbers and of 60.2 percent in capital volume) and of $1.31 billion of additional capital for 274 previously licensed projects (i.e., an increase of 73.6 percent in capital volume compared with the same period in 2006). During the same period, new investments were concentrated mainly in the industrial sector ($1.9 billion), in services like hotels and tourism ($576 million), and ofﬁce and apartment buildings ($254 million). The wider mix of investment capital was a main feature in these new projects. Fifteen largescale projects already account for 45.7 percent of the total registered capital, leading to an average value of $8.0 million/project against $7.01 million/project in the previous period. South Korea ranked ﬁrst, with $2.1 billion

for 311 projects, followed by Singapore ($1.38 billion, 67 projects), British Virgin Islands ($1.23 billion, 39 projects), Taiwan ($630 million, 151 projects), and Japan ($623 million, 122 projects). Since 1988, 81 countries and territories have invested in Vietnam. The neighboring countries like South Korea, Singapore, Taiwan, Japan, and Hong Kong are the biggest investors in terms of capital as well as project numbers. Light and heavy industries, construction, hotels and tourism, ofﬁce and apartment buildings, and telecommunications are considered the most attractive sectors to foreign investors (see Exhibit 4).

Instruments of import protections such as tariff rates and nontariff barriers on items have been restructured or reviewed to ensure the trading company’s interests in compliance with the national objectives.

It is noted that important services including banking, insurance, distribution, and telecommunications are on the way to becoming open to foreigners following Vietnam’s commitments under VN-US.BTA and WTO agreements. At present, Vietnam has committed upon WTO accession to implement the following agreements: the Agreement on Trade-Related Aspects of Intellectual Property Rights, the Agreement on Trade-Related Investment Measures, the Customs Valuation Agreement, the Agreement on Technical Barriers to Trade, the Agreement on the Application of Sanitary and Phytosanitary Measures,
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Exhibit 4. Cumulative FDI by Origins of Investment and by Sectors, Period

1988–2007 (Up to September 22, 2007, and With FDI Projects in Effect Only)

Rank
1 2 3 4 5 6

Country
South Korea Singapore Taiwan Japan Hong Kong SAR British Virgin Islands United States Netherlands France Malaysia Cayman Islands Thailand

Number of Investment Implemented Projects Capital U.S. $Mil. Capital U.S. $Mil.
1,635 525 1,719 891 424 319 11,032 9,654 9,221 8,718 5,594 4,649 2 946 4,069 3 173 5,212 2,326 1,444

Sector
Industry 1. Oil & Gas 2. Light Industry 3. Heavy Industry 4. Food & Beverage 5. Construction

Number of Investment Implemented Projects Capital U.S. $Mil. Capital U.S. $Mil.
5,348 36 2,289 2,307 295 421 44, 784 2,146 12,152 22,596 3,456 4,434 21,250 5,829 3,665 7,332 2,204 2,220

7 8 9 10 11 12

354 81 190 230 25 160

2,598 2,562 2,396 1,819 1,754 1,562

785 2,242 1,153 1,136 641 833

Agro-Forestry 6. Agro-Forestry 7. Aquaculture Services 8. Services 9. Transportation, post & Telecommunication 10. Hotel & Tourism 11. Finance & Banking 12. Culture, Education, Health 13. New City Construction 14. OfﬁceApartment Building 15. IZ & EPZ Development

903 778 125 1,807 896 203

4,247 3,876 371 23,828 2,114 4,274

2,082 1,914 168 7,629 445 738

13 14 15

China United Kingdom Samoa

497 94 45

1,502 1,397 1,113

249 655 28

213 64 264

5,545 840 1,193

2,509 763 403

16 17

Luxembourg Australia

15 155

804 784

21 492

8 134

3,228 5,483

283 1,908

18 19 20

Switzerland India British West Indies Others Total

45 21 6 627 8,058

747 672 511 3,769 72,859

531 683 122 2,221 30,960

25

1,151

580

8,058

72,859

30,960

Source:

FDI Department, Ministry of Planning and Investment.

We also emphasize the important role of the overseas Vietnamese community as signiﬁcant contributors to investments in Vietnam. A large

number of the 3.5 million overseas Vietnamese living in 94 countries and territories all over the world have invested and are investing in Vietnam,
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following the government’s welcome and open policies. According to the Ministry of Foreign Affaires, overseas Vietnamese have invested $89 million in 29 new projects in software production, real estate, garment, and consulting services during 2007. Since 1988 there have been 185 projects invested in Vietnam by overseas Vietnamese, with a total registered capital of $760 million. The investments by overseas Vietnamese are still low compared to the total FDI sources, but very promising and helpful because not only have the overseas Vietnamese invested but they have also returned to work in Vietnam as managers or scientists, which constitutes a precious human resource for the country. It is also worth mentioning that, apart from these registered investments, another huge amount of foreign exchange that reached $5.5 billion in 2007 and keeps rising annually has been sent through formal channels by overseas Vietnamese to their relatives residing in the country. About $28.5 billion has been poured into Vietnam by overseas Vietnamese during 1991–2007, of which a large part has been used 

for investments in lucrative sectors. Certainly, Vietnam is now one of the most attractive destinations for foreign investments thanks to its economic performance and stability, improved policies for a better business environment, wider international integration, and important market advantages such as low labor costs, a qualiﬁed workforce, high potential in consumption, and investment incentives. FDI growth will continue in great waves. According to the FDI Department under the MPI, about 48 projects with a total capital of $40 billion have been submitted to the MPI for appraisal for investment in sectors like thermo-power, real estate, steel, tourism, mining, and industrial zones. For instance, Taiwan’s Foxconn Group hopes to invest $5 billion to build technology parks in several provinces across the country. Paciﬁc Land Ltd. of the United Kingdom plans to invest $1 billion in the Sai Dong Hi-tech Park in Ha Noi. There will be other projects

in tourism like Trustee Suisse’s joint venture with Vinaconex to build the so-called Asian pearl complex and a residential area on Phu Quoc Island of Kien Giang province with $2.7 billion, or Korea’s Kumho Asianaf’s investment plan of $2.5 billion to set up a cultural-trade center in Giang Vo and an exhibition center in My Dinh of Hano¨ city. It is also ı important to point out that the government and local authorities have taken initiatives in drawing up a long list of new projects to invite foreign investment for the social and economic development of their provinces.
Financial Sector and Stock Market Development

Development

of the domestic capital markets has been one of the priorities in Vietnam’s economic reform policy since the early years of Doi Moi. The objectives of Vietnam have been to modernize its ﬁnancial system, to diversify its ﬁnancial sources, to improve its ﬁnancial services quality, and to enhance the legal framework so that the Vietnamese ﬁnancial sector becomes more effective, sustainable, and transparent in order to meet the needs of the country’s economic growth and investment. Ever since, a number of positive results have been observed, among which two essential outcomes are worth discussing: the transformation of the banking sector and the development of a stock market.

Development of the domestic capital markets has been one of the priorities in Vietnam’s economic reform policy since the early years of Doi Moi.

Expansion of the Banking Sector. Historically, Viet-

nam’s ﬁnancial system depended heavily on the State Bank of Vietnam (SBV) and the state-owned commercial banks (SOCBs), which provided most of the ﬁnancial services in the country. Since the late 1980s, the banking sector has been gradually transformed in the following directions: the private sector was allowed to operate ﬁnancial and banking services; the SOCBs were restructured under proﬁt-oriented

64

March/April 2009

DOI: 10.1002/joe

Global Business and Organizational Excellence

objectives in order to operate more effectively; and the SBV’s role in the ﬁnancial system is being redeﬁned. First, the monopoly of the state sector in the Vietnamese banking system has been reduced with

the active participation of private and foreign credit institutions such as joint-stock banks (JSBs), foreign banks, and joint-venture banks. The nonstate banking group accounts for about 25 percent of the total credit and for a similar percentage of the total chartered capital of the banking system. JSBs, foreign banks, and other credit institutions have continued to expand rapidly and progress considerably since Vietnam’s accession into the WTO, following which the domestic competition intensiﬁed as the establishment of 100-percent foreign-owned banks was permitted after April 1, 2007. On the other hand, foreign banks have the right to buy stakes in SOCBs or JSBs limited to a 15-percent ownership of the chartered capital for a strategic shareholder. There was a surge to gain market share among commercial banks by continuing to raise their chartered capital, setting up new alliances or partnerships, extending the retail networks, and developing a variety of ﬁnancial products and services. The ANZ Bank, for instance, concluded its partnership with a domestic JSB (Sacombank) by gaining 10 percent of this bank’s stake. The Standard Chartered Bank paid $22 million for an 8.6 percent stake in the ACB. Together with the opening of the banking sector to the private sector, the insurance industry has developed considerably. Under the Insurance Law enacted in April 2001, foreign joint-venture insurance companies and wholly owned foreign subsidiaries and branches are allowed to operate in Vietnam. As a result, there were two state-owned companies, 11 joint-stock companies, and

15 foreign subsidiaries operating in Vietnam by mid-May 2005. Second, the state banking sector is on the path of transformation, focusing on the restructuring and equitization processes. All SOCBs have to be strengthened and reorganized following commer-

cial and proﬁt orientations. The steps of the process in detail were the settlement of remaining nonperforming loans (NPLs), the managerial and credit improvements to meet international standards, and the implementation of equitization in the coming years. According to the Decision 1729, as of December 2006 on the plan of the state corporations’ equitization, all SOCBs are subject to be equitized within 2007–2010, including the Vietcombank and the Mekong Housing Bank in 2007, the ICB Bank and the BIDV in 2008, and the Vietnam Bank for Agriculture and Rural Development Bank (VBARD) in 2009. Equitization of SOCBs will be carried out through initial public offerings (IPOs) at the securities exchange centers.

JSBs, foreign banks, and other credit institutions have continued to expand rapidly and progress considerably since Vietnam’s accession into the WTO.

Finally, the SBV is drafting new banking regulations in which SBV’s role will be redeﬁned to be a modern central bank in charge of executing monetary policy and supervising the banking system. For the SOCBs, the SBV will give up its ownership role and will exercise only supervisory functions to avoid interfering in their management operations. The SOCBs will be independent from the SBV and will also be reorganized to operate on the commercial basis of jointstock

banks. The shareholding rights of the state in the SOCBs will be assumed by the Ministry of Finance or by a specialized agency.
Stock Market Development

Vietnam’s stock market was born in the late 1990s and remains young and small compared to other stock markets in the world. However, its expansion and growth rate have been spectacular in terms of market capitalization, and the number of newly listed ﬁrms and securities companies, as well as of local and foreign investors. Foreign investors have
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shown keen interest in this attractive market as we witness the presence of a number of foreign individuals, securities companies, commercial banks, and investment funds who invest intensively and mostly in equities and real estate. The foreign investment fund managers such as Dragon Capital, VinaCapital, Indochina Capital, IDG Ventures, Finansa, Deutsche Bank, Jardine Fleming, and Kamn Investment Company are operating in Vietnam and managing various funds that constitute a huge amount of capital ready for investments. These fund management companies have had initial successes that encourage other foreign investors to inject more capital in Vietnam. Currently, foreign shareholding in a listed company is legally allowed at 49 percent of the company’s total stakes, except for the listed ﬁrms operating in sectors like banking, where speciﬁc ownership limits are set for foreign participation.

Business Culture and Managerial Practices in Vietnam Choice of Entry Mode The issuance

of the Investment Law 2005 allows foreign investors to have wider choices to do business in Vietnam. There are two distinct entry modes: indirect and direct investments. The indirect investment is a new choice, in which foreign investors may buy shares of listed companies on the stock trading centers. The advantages of indirect investment are substantial, as it saves time for foreign investors to access quickly the management of a company through sufﬁcient acquisition of its shares. This entry mode is faster as it helps investors avoid time-consuming and complex procedures such as market research, registration, marketing strategy, HRM, and partnership. However, challenges may arise, as there are legal restrictions in terms of a ceiling limit to foreign ownership in a listed company. For instance, the Decree 69 issued on April 20, 2007, on foreign participation in domestic commercial banks stipulated that the total ownership by foreign investors in a commercial bank may not exceed 30 percent of its chartered capital and the stake possessed by a strategic foreign partner may not exceed 15 percent of the chartered capital. Another challenge of indirect investment is based on the fact that the companies listed on the stock market are few and homogeneous, resulting in limited choice for foreign investors. Concerning direct investment, investors have many choices for their business. It is essential that foreign investors be aware of the advantages and challenges of any business type. In reality, a wholly owned business may enhance an investor’s autonomy in decision making 

and management and eliminate the constraints arising from partnership or alliance. However, such an option will prevent the foreign company from taking full advantage of its potential partner’s knowledge on the local market, personal relationships, the distribution network, and capital.

The Vietnamese stock market will be more active in the coming years as the SOE reform process is fostered with 1,500 SOEs, including 71 big corporations set to be equitized during 2007–2010, creating newly listed companies.
The Vietnamese stock market will be more active in the coming years as the SOE reform process is fostered with 1,500 SOEs, including 71 big corporations set to be equitized during 2007–2010, creating newly listed companies. Also, the capital market’s prospects are further enhanced by the state’s Decision 128 on August 2, 2007, which documents the guidelines for the development of Vietnam’s capital market from now to 2010 and includes a vision to 2020. Accordingly, Vietnam hopes to develop its capital market quickly, synchronously, and solidly so that it can play an important role in the effective mobilization and distribution of the capital for the country’s economic development. Vietnam’s stock market plans to expand its market capitalization up to 50 percent of GDP by 2010 and to 70 percent of GDP by 2020.
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Experience shows that a successful 100-percent foreign-invested company in Vietnam is one that practices good HRM by relying on local employees at all levels. Also,

the localization in employment can be complementary to the competitive advantages of a foreign company to operate effectively in Vietnam.

Experience shows that a successful 100-percent foreign-invested company in Vietnam is one that practices good HRM by relying on local employees at all levels.

which are essential in areas where the legal framework is not yet fully established. On the contrary, SOEs in Vietnam may see partnership with foreign investors as an opportunity to enhance their competitiveness and to beneﬁt from international competencies of foreign partners. The considerable improvements in the transformed SOEs in terms of organizational structure, management, ownership, productivity, and performance will be a good opportunity for foreign companies to ﬁnd a better partnership for their future joint venture.

HRM Practices

Joint ventures have been the second entry mode for many foreign investors in Vietnam. This business form reduces the possible risks encountered in a 100percent foreign-owned company and creates opportunities to beneﬁt from the partner’s competences. Yet, the creation of a successful joint venture company (JVC) in Vietnam can be challenged by the mismatch in management philosophy and operational strategies of venture partners, which can lead to conﬂicts. It is suggested that each JVC needs to start by ﬁnding an appropriate partner, clarifying each party’s role and contributions, and designing the venture. The selection of partners can be based on criteria including market access, technology, and capital of the two parents. On the

other hand, the control mechanisms such as governance, organizational structuring, stafﬁng/training programs, and establishment of informal relationships among participating parties are crucial for JVCs’ success in Vietnam. These mechanisms should be clear, contractual, and structural, so that each party is conscious of their rights, as well as their responsibilities, in their JVC. On considering the existing JVCs, it is interesting to see that the SOEs are the principal legal partners for foreign investors while the domestic private-sector ﬁrms remain very weak. The SOEs have better access to commercial land and good political contacts,

The Vietnamese labor force, which is young, inexpensive, well educated, and hard working, represents about 65.9 percent of the population. This is one of the advantages that make Vietnam more competitive among other emerging countries. Foreign investors can beneﬁt from this advantage; however, there are many elements they should be aware of, including the shortage of qualiﬁed employees, cultural differences, the motivation and characteristics of local employees, their productivity, and so on. It is suggested that the use of international HRM practices, such as recruitment, training/retraining, promotion, compensation, and reward may be applicable in Vietnam as it has been proved in successful foreign companies. It is assumed that an “ideal” model of HRM from Western countries can be transferred successfully to other dissimilar cultures. The transfer of HRM procedures from one culture to another is more appropriate in areas of motivation,

leadership, decision making, and organization design, and less appropriate in planning, stafﬁng, and training. Successes in HRM practices at Metro Cash & Carry and at ANZ Bank in Vietnam are described in the brief case studies in this article. The economic performance of these companies is linked closely to their HRM. It should also be highlighted that these
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Case Study: Metro Cash & Carry in Vietnam Metro Cash & Carry Vietnam (MCC Vietnam) was the biggest 100 percent foreign-invested project in goods distribution under a license granted in March 2001 with a total investment capital of $120 million to open a chain of eight wholesale stores in Vietnam. Metro’s investment plan was accomplished after the inauguration in September 2007 of the eighth store at Hoang Mai District, Hanoi, after six successful years of operation in Vietnam. This international wholesaler now has operations in Ho Chi Minh City (03), Hano¨ (02), Ha Phong, Da Nang, and Can Tho, generating for a net income of $500 million per year that grows up to 45 ı percent annually. As a part of Metro Group’s internationalization aiming at its sustainable and proﬁtable growth, the decision to invest in Vietnam was a further step to its continuous expansion in fast-growing Asian countries. Metro now has a presence in 28 countries all over the world. After China, Vietnam was the second destination where Metro hoped to apply its distinctive business concept “Cash & Carry,” which is a type of self-service, one-stop-shop

wholesale. Previously, this unique concept replicated from country to country has been the key for its successes abroad. However, it is not enough for Metro to be well positioned in Vietnam because its success has also resulted from its business practice, professional services, and capabilities to turn the Group’s competences into competitive advantages and to be able to control the key success factors in a potential but risky market as Vietnam. Before the economic renovation, or Doi Moi, in 1986 and even several years after, Vietnam didn’t know much about supermarkets, large distributions, advanced logistics, packaging, client-oriented services, and professional management in food and nonfood sales. Prior to the presence of giant foreign distributors such as Metro with MCC (Germany), Bourbon with Big C (France), and Parkson (Malaysia), the distribution market was totally monopolized by domestic wholesalers and household retailers. Domestic supermarkets were unsoundly introduced by some “well-known” names like Saigon Co-op Mart, Satra, Citimart, Maximark, and Fivimark that were located in cities. They have not much developed while remaining small scaled, less skilled in management and services, and less competitive. On the other hand, the Vietnamese people were not very familiar with shopping in supermarkets, and their moderate income did not allow them to do so either. In addition, state policies have not been transparent and consistent enough to promote the sector’s development. Foreign investors were invited to invest in distribution and services but under restricted

conditions. Metro’s success in Vietnam relied upon two important factors: patience and transparency, as revealed by James Scott, general director of the MCC International Asia-Paciﬁc. Being one of the pioneers in this emerging market, the ﬁrstcomer Metro was aware of the opportunities as well as risks it had to face. Feasibility studies were ﬁrst and foremost its analytical basis to understand challenges on the market in order to outline its strategies: entry-mode choice; partnership and relationship with authorities; farmers as good producers; customers; distribution channel; services and quality control; management and HRM; and so on. Thanks to its knowledge on the market, Metro has practiced a comprehensive marketing strategy with market-oriented vision to serve speciﬁc wholesale segments by offering the best values like competitive price, quality, promotion, after-sales services, and guarantees. Metro has actively cooperated with actors in many projects such as an educational project with the German Development Association (DEG) and the Department of Agricultural and Rural Development of Ho Chi Minh City for training courses on food-safety standards for 1,400 farmers; an SME development project with the Ministry of Trade and the GTZ (Germany) to develop a distribution network for domestic consumption and export, assisting in management and technology for the beneﬁt of farmers and traders; a development and training program with Deutsche Investitions- und Entwicklungsgesellschaft for around 4,000 farmers, and campaigns with suppliers and farmers to promote Vietnamese

Fruit Brands and Vegetables. Metro created its own distribution and purchasing networks. As a result, 50 percent of foods in Metro center are bought directly from farmers, and 90 percent of its food items come from local producers. This cooperation with farmers, producers, and local authorities is for its long-term objective that helps Metro control its quality, price, and product availability for higher plus values. Along with these practices, Metro’s HRM is localized at all levels leading to an employment of 8 foreigners only out of 3,000 employees. The great successes in its investments and the attractiveness of the Vietnamese market have consolidated Metro’s conﬁdence to pour its capital in further investments in distribution and exports initiatives. The example of Metro C&C in Vietnam has also proved that to succeed in conducting business in Vietnam, a good choice of business model developed with adaptive and effective management strategies and a profound understanding of the local market, including the sociopolitical and economic patterns as well as the business and cultural practices are all indispensable. As a matter of fact, the decision to open its 100 percent wholly
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owned company allowed Metro C&C to avoid all possible troubles with partners in a joint venture. In this way, Metro C&C has enjoyed independence and autonomy to directly control and manage its daily operations in order to react rapidly to the external demands. This entry choice was supported

by its business knowledge accumulated from its experience in China, by its understanding about Vietnam thanks to the feasibility studies and by the conﬁdence in its competitive advantages and comprehensive management concepts. In practice, Metro C&C has proved to be able to control the risks and enhance its advantages of being one of the ﬁrst movers in Vietnam’s emerging market. Metro C&C has succeeded in setting up some “rules of play” in distribution and wholesale services in Vietnam, such as the introduction of its self-service and one-stop-shop wholesale model; of its supply-chain services, logistics, and quality control management; and of its value-added method applied on local products through packaging and advertising. All these elements contribute to a change in the buying and consumption attitudes of the Vietnamese customer. Above all, Metro’s successes rely heavily on its management practices in compliance with the country’s characteristics and business culture. The fact is that Metro has cooperated intensively with local authorities, suppliers, and producers like farmers for the development of Vietnam’s food production. Furthermore, Metro has employed local workers in its stores and trained them to be accustomed to the new working style. Simultaneously, Metro adapts to the local consumer’s taste and demand by specializing in local products sold in its stores. The success story of Metro C&C is worthy for international managers and it answers the question of how to set up and conduct successfully a foreign direct investment project in Vietnam.

Source: Metro

Group and Metro Cash & Carry Vietnam News, Vietnam Business Forum (VCCI), VietNamNet, Le courier du Vietnam, Vietnam News Agency, DoanhNhanSaiGonTieuBieu, Vietnam Investment Review.

success stories are due to the applicability of the international HRM practices in Vietnam and to the learning capabilities and adaptability of the Vietnamese people. There are substantial reasons for that. First, Western training and teaching methodologies had been used in Vietnam for many years, mostly in the training management programs offered by local or foreign universities. In addition, there are an important number of Vietnamese students trained abroad. They are accustomed to Western teachings, which helps when they return to work in Vietnam. Second, the accessibility to the world’s information network (Internet, television, newspapers) along with the increase in tourism and international economic integration offer the Vietnamese people more opportunities to learn, which make them more familiar with current working conditions and HRM practices in foreign companies. On the other hand, training and retraining are crucial in Vietnam due to the lack of a skilled and experienced workforce as well as a dearth of managers trained in Western-style free market principles of management. For instance, with

the stock market boom, there is a shortage of workforce at management and working levels in the ﬁnancial sector. However, it is recommended that companies be cautious with the use of local managers, as there is a difference in the managerial values and behaviors between Vietnam’s regions.

Ralston, Nguyen, and Napier (1999) found in their empirical study that collectivism was similar in business values among southern and northern Vietnamese managers while individualism was different between these two groups: “Managers in the North appear to exhibit a more Western orientation toward Individualism while managers in the South seem to hold a more traditionally Asian Collectivist bent.” Individualism dimensions included openness to change and self-enhancement, while collectivism was measured by benevolence, tradition, and conformity subdimensions.
Business Culture

In general, Vietnam is considered to be “highcontext” when it comes to communications. It has a Confucian-based cultural heritage and recently a communistic political and economic ideology.
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Case Study: ANZ Bank in Vietnam The ANZ was one of the ﬁrst foreign banks to enter the local market following the Doi Moi in Vietnam. The bank initially set up a branch in Hanoi and a representative in Ho Chi Minh City in 1993. Its early presence in Vietnam was in itself a great advantage to build the bank’s well-known reputation and image, to tighten its cooperation with international and state agencies in project ﬁnancing, to spread its banking operations through its heavy investments in retail and corporate banking network, and to develop its strategic partnership. The ANZ’s progress was observed to have gone in line with the ﬁnancial and banking reform process in Vietnam, in which the foreign credit institutions

were subject to legal restrictions in operating in Vietnam. The ANZ’s successful strategy in dealing with these obstacles is that it follows closely any legislative change with an effort to catch up all chances in time. After 14 years of operation, the ANZ Vietnam is regarded as the largest foreign bank in Vietnam in terms of capital, customers, employees, and number of ofﬁces. It has two branches in Hano¨ and in Ho Chi Minh City, and a representative ofﬁce in Can Tho. ı With only 28 employees in the beginning, the ANZ currently employs 300 qualiﬁed staff countrywide. The ANZ’s operations include corporate banking, trade ﬁnance, leasing, treasury/FX, personal banking, and electronic banking (24 ATM service locations). The ANZ formed a strategic partnership in 2005 with Sacombank by acquiring 10 percent of the latter’s stake for U.S. $27 million (A $30.6 million). This partnership with one of Vietnam’s leading commercial banks created a growth opportunity based on Sacombank’s strong distribution network and the ANZ’s capabilities in risk management, retail banking, and technology. It has set up an agreement with Sacombank to form a credit card joint venture. ANZ also had its representative in Sacombank’s Board. In July 2007, the ANZ acquired a 10 percent stake in Saigon Securities (SSI) for a total investment cost of U.S. $88 million (A $99.74 million), which allows ANZ to nominate a representative to the SSI Board and to play a role in the SSI management. SSI is a leading securities and investment banking company and it is listed on the Hanoi Stock Trading center.

The strategic partnership combines the strong local market capabilities of SSI with ANZ’s regional access. Recently, together with HSBC Holding Plc and Standard Chartered Plc, which all currently have branches in Vietnam, ANZ has applied to establish its own local subsidiaries. The application was made pursuant to the Law on Credit Institutions 2004 and to Vietnam’s commitments upon its WTO accession, by which foreign credit institutions are allowed to set up 100 percent foreign-owned banks in Vietnam from the April 1, 2007. Once this application is approved, ANZ plans to open 10–15 further branches in Vietnam by the end of 2008. The outstanding quality of ANZ’s customer service has been recognized by many awards:

r r r r r r r r

Golden Dragon Award “Best Customer-Oriented Bank” 2006, Vietnam Economic Times “Best Customer-Oriented Bank” 2005, Vietnam Economic Times “Most Favourite Bank in Vietnam” 2004, Vietnam Economic Times “Best Foreign Bank in Vietnam 2003/4,” Finance Asia, Hong Kong “Best Retail Bank in Vietnam 2003,” The Asian Banker, Singapore “Most Favourite Bank 2003,” Vietnam Economic Times “Best Foreign Bank in Vietnam 2002/3,” FinanceAsia, Hong Kong “The Bank Most Liked by Customers 2002,” Vietnam Economic Times

The ANZ Vietnam has chosen to invest both directly and indirectly in banking operations in Vietnam. Its strategic choices have been reasonable until now, which allow the bank to be independent and to proﬁt from the partners’ competences at the same time. Building a concrete reputation and a strong position in a new market are decisive elements

for a foreign bank like the ANZ, and the ANZ Vietnam is said to have done it well. On one hand, the ANZ has cooperated actively with international and state bodies in various ﬁnancing projects. It has also been engaged in long-term business conduct in Vietnam that is oriented toward the clients’ needs, including individual and corporate customers. On the other hand, the ANZ has practiced a comprehensive HRM that considers employees as its important human capital for success. This strategy includes employment localization and training programs that allow local staff to be able to provide friendly and professional services, to be qualiﬁed and ﬂuent in both Vietnamese and English. It has concentrated on compensation and rewards systems, on the development of individual
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qualiﬁcation, on open communication and relationships, and on the development of corporate culture. In conclusion, the long-term engagement and direct investments, the development of strategic partnerships, and the practice of modern management models such as HRM and customer-oriented strategy were the key factors for the ANZ’s success in Vietnam. Furthermore, its employment of local people at the management and working levels has been effective for the bank’s performance as long as it is evident that the local staff can understand better the customer’s behavior as well as the cultural and business practices in Vietnam.

Source: ANZ Vietnam’s News, Sydney Morning Herald, VNEconomy.net.

Business culture

in Vietnam is governed by rules and rituals and with a combination of both of the communist and capitalist business practices. The attributes of Vietnamese business culture may be divided into the following areas: communication; behavior and norms in the workplace; and conduct of meetings and negotiations. Communication in Vietnam is usually less direct, an opening to additional discussion. Being polite and initiating small talk are important to enhancing relationships. Verbal and nonverbal communication are both critical for success, which is why international managers should take care of their posture, hand gestures, and facial expressions. It should be noted that Vietnamese should be called by their ﬁrst name, not last name, as in Western countries. In each organization, the informal rules and behaviors in the workplace are prominent values although formal ones have been set. Collectivism is high in Vietnam. The Vietnamese consider themselves part of a larger collective. The group is more important than the individual. The “face” value is extremely important, which relates to personal respect, dignity, and an individual’s public image; criticism should then be handled privately. The “time value” is different in Vietnam; the phrase “Time is money” used in developed countries may not be applicable in Vietnam, as people prefer to wait for direction. To conduct a meeting, it is necessary that business appointments be arranged before the meeting. Written correspondence or calls should be made to get appointments, particularly with local authorities. In

a meeting, a

formal greeting is necessary and should be expressed in a polite manner. Business cards can be exchanged, as the Vietnamese like to explicitly inform their position and status. It is appreciated if business cards are printed in both Vietnamese and English. If a decision isn’t made after the meeting, parties should not be concerned, because the Vietnamese are likely to be prudent in making important decisions. Managers at the highest levels do not make a regular presence in preliminary meetings, as they delegate their lower hierarchy to go on their behalf. Decisions are made after a long and cautious process of examination. Moreover, it is important for the Vietnamese to know you before making decisions, so in meetings international managers should introduce themselves clearly, as well as their investment plans. After a meeting, a gift exchange may be necessary to express mutual respect and appreciation, which will help strengthen the relationship. The above-mentioned business practices are merely suggestions for international managers doing business in Vietnam. We stress that business practices are contextual, and they should be used according to different situations, places, attitudes, and behaviors of partners. Also, international managers should be ﬂexible and perseverant in putting into practice their knowledge of the Vietnamese culture. Besides, these practices may change over time as new cultures are imported into Vietnam and young people adopt other practices inﬂuenced by Western cultural ideology. Hence, in these cases, Western business culture and practices can

be useful for international managers to successfully conclude their business in Vietnam.
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Dealing With Institutional, Legal, and Administrative Constraints

Though it is true that there have been signiﬁcant achievements in the state’s reform programs and its acceleration in creating a more transparent business environment for investors, there still remain major deterrent issues to investors. Possible solutions are suggested in the paragraphs that follow.

Though it is true that there have been signiﬁcant achievements in the state’s reform programs and its acceleration in creating a more transparent business environment for investors, there still remain major deterrent issues to investors.
First, like many other Asian countries characterized by culture and business practices different from the West, Vietnam’s culture is distinguished by the way it attaches great importance to personal relationships. Relationships can be a crucial determinant for the success or failure of an affair. International managers should also reserve their time for personal and ofﬁcial visits in order to build their relation network. Finding the right interlocutors who are competent and powerful is critical. The interlocutor can be a local ofﬁcial in the government, ministries, or provinces or a local company who has already set up a network of inﬂuential relationships to facilitate the business process. The question lies in the identiﬁcation of these “right” persons. International managers also

can build interpersonal relationship in an amiable and cooperative manner with local or central authorities because many provinces and ministries have constructive attitudes toward foreign investments and try to create investment incentives and support for foreign investors. Second, foreign investors are advised to do their business in industrial zones, export processing zones, high-tech zones, or economic zones to avoid encumbrances such as corruption and red tape and to take advantage of incentives, preferential taxes,

and exemption from customs duties. Foreign investors have realized that it is faster and more convenient to implement their projects in these zones, as the land use is already planned and they do not have to be involved in troubles like site clearance, compensation works, and the construction of necessary infrastructure. These zones have attracted an abundance of domestic and foreign investment during the past few years and will be a favorite destination for future investment projects as the Vietnamese government is creating more favorable conditions for investors in these industrial, processing, and economic zones. Conclusion Its accession to the WTO made Vietnam even more attractive for foreign investments. Foreign investors consider Vietnam one of the most favorable countries from which to hope for a high-proﬁt return. Vietnam continues to improve its business environment so that the best conditions can be offered to foreigners as well as domestic investors. Like that of other emerging economies, Vietnam’s business environment still suffers from

shortcomings that can discourage potential investors or even cause certain failures. It is undeniable that Vietnam is lacking an effective, enforceable, and transparent legal framework; good infrastructure and services; and administrative competency at all levels. These deﬁciencies lead to signiﬁcant burdens to foreign investors such as excess time, red tape, corruption, high expenses, and other inconveniencies. As a result, foreign investors may choose another emerging country that better facilitates their investment operations. However, it is argued that despite the abovementioned obstacles for foreign investors, the FDI inﬂow in Vietnam has been steadily increasing since the reform policy in 1986, and more so in recent years. Most importantly, Vietnam is being appreciated for its impressive achievements in terms of economic performance, social and political stability, poverty alleviation, and multisector development,
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trade liberalization, and improvements in infrastructure and services. Vietnam is a newly developing economy possessing a young, well-educated, and low-cost workforce, rich natural resources, and huge potentials in consumption, investment, and business. There are still some areas that are restricted to foreign investors. However, these restrictions will be loosened in the short term, following the Vietnamese market opening agenda. In the meanwhile, foreign investors still have multiple choices in other ﬁelds of the economy to take an interest in. Hence, doing

business in Vietnam will continue to be a good alternative for foreign investors in coming years. Foreign companies like Metro Cash & Carry and ANZ Bank are only two examples of a large number of success stories in Vietnam. The key factors for their success relied on their profound understanding of the Vietnamese sociopolitical and business environments as well as the business culture and practices in Vietnam. It has been proved that overseas investors can succeed with long-term investments in Vietnam. In reality, it would be easier to get an investment license when foreign investors introduce a clear investment project that represents their social responsibilities and brings considerable contributions to the local development. In all cases, perseverance and ﬂexibility in dealing with daily obstacles are insisted on. Regarding the business culture and practices in Vietnam, it is argued that the understanding of the Vietnamese cultural differences is just one challenge for foreign investors, but adapting their business practices to the local environment is essential for their success in this country. The competences of foreign investors, such as their expertise and management skills, constitute their advantages. However, the know-how in the informal business practices will also be required to be able to thrive in Vietnam. As mentioned in the above sections, international managers are advised to be well equipped with their understanding about the Vietnamese lifestyle and characteristics, and local

customs and behaviors so that they can solve the managerial issues and

other obstacles. In addition, we think that competence in building relationships and the ability to choose the “right” partnership or location for investment are strongly needed to cope with the challenges of red tape, corruption, or other constraints due to the lack of strong and effective legal and administrative institutions. While Vietnam still needs some time to overcome its shortcomings, with the joint effort of both internal and external communities, it is still a promising land offering plenty of business opportunities not to miss. Thus, the country will appreciate patient, ﬂexible, cooperative and adaptable international managers who will contribute to the development of a healthy and transparent business environment while succeeding in their own investment projects. References
Business Monitor International (BMI). (2007). Chapter 4: Business environment. Vietnam Business Forecast Report, 1st quarter 2007. Ralston, D. A., Nguyen, V. T., & Napier, N. K. (1999). A comparative study of the work values of North and South Vietnamese managers. Journal of International Business Studies, 30, 655–672.
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Appendix A. Presentation of Critical Provisions Stipulated in the Uniﬁed Enterprise Law 2005 and the Investment Law 2005

Uniﬁed Enterprise Law 2005
Legal force Coming into effect on July 1, 2006, it replaced the Enterprises Law 1999, Law on State-Owned Enterprises 2003, provisions on the organizational management and operation of the enterprise as stipulated in the Law on Foreign Investment 1996, and the Law on Amendment and Supplement of a number of articles of the Law on Foreign Direct Investment 2000 (Art. 171). All economic components (Art. 2) (so private, state-owned, and foreign companies). (1) Limited liability companies (LLCs) including LLC with more than one member and LLC with one member, (2) shareholding or joint-stock company, (3) partnerships, (4) sole proprietorship or private company, (5) corporate group (holding company and subsidiaries; economic conglomerate; and others).

Investment Law 2005
Coming into effect on July 1, 2006, it replaced the Law on Foreign Investment 1996, the Law on Amendment of and Supplement of a Number of Articles of the Law on Foreign Investment in Vietnam 2000, and the Law on Promotion of Domestic Investment 1998. (Art. 88).

Applicable entities

Forms of enterprise or investment

Sectors and Incentives

Enterprises are entitled to conduct any business activity that is not prohibited by laws (Art. 7.1), or business activities under conditions (Art. 7.2). Some business activities are subject to prohibition (Art. 7.3).

Investment guarantees

The State recognizes the existence

and development of all types of enterprises as governed in this law; ensures equality of enterprises before laws regardless of ownership and economic component; and recognizes the lawful proﬁtability of business activities (Art. 5.1); protects ownership rights, invested capital, income, rights, and other lawful interests of the enterprises and their owners (Art. 5.2)

Both domestic and foreign investors (i.e., organizations and individuals involved in investment activities) (Art. 2). – Direct investment (including wholly owned company, joint ventures, contractual forms like business cooperation contracts, build-operate-transfer (BOT) contracts, build-transfer-operate contracts, and buildtransfer contracts, M&A, and others) (Art. 21). – Indirect investment (purchase of shares, bonds, and other valuable papers; investment through securities investment funds; and investment through other intermediary ﬁnancial institutions) (Art. 26). – To permit investments in all sectors and in all industries, except prohibited sectors like defense, security, and the public interest; cultures, natural resources and the environment, toxic chemical treatments, and sectors in Conditional List (Chap. V). – To encourage investments with incentives (tax, accounting, and land use) in sectors and geographical areas detailed in Decree 108/2006/ND-CP on September 22, 2006. – To protect investor’s rights in its lawful assets and invested capital not to be nationalized or conﬁscated; its intellectual property rights during investment activities (Art. 6.1). – To open the investment market and

investments related to trade in compliance with the committed international treaties of which the Socialist Republic of Vietnam is a member (Art. 8). – To allow investors to remit their proﬁt, capital, payment abroad (Art. 9) and to protect their interests in the event of changes in law or policies (Art. 11).
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Uniﬁed Enterprise Law 2005
Rights Enterprises have full rights and autonomy in their own business operations (Art. 8)

Investment Law 2005
Investors have rights to autonomy in investment and business (Art. 13); to access and use investment resources (Art. 14); to import and export, to conduct marketing and advertise, to process and reprocess goods relevant to investment activities (Art. 15); to purchase foreign currencies (Art. 16); to assign or adjust capital or investment project (Art. 17); to mortgage land-use rights and assets attached to land to credit institutions (Art. 18). And investors may make direct and indirect investments oversees under conditions (Chap. VIII). Disputes are generally referred to either Vietnamese arbitrators or Vietnamese courts, or to an international treaty in which Vietnam is a party if the case chosen in contract (Art. 5). Domestic projects not included on the Conditional List: – with investment capital (IC) less than 15 (approximately $0.95 mil): only Business Registration Certiﬁcate needed (Art. 45.1) – with IC from 15 billion to 300 billion dong (approx. $19 million): subject to investment registration procedures, be granted 

Investment Certiﬁcate if requested (Art. 45.2) Foreign-invested projects not included on the Conditional List with IC below 300 billion dong: subject to investment registration procedures and be issued an Investment Certiﬁcate by provincial authority within 15 days from the date of receipt of the complete and valid ﬁle for investment registration (Art. 46). Compulsory evaluation process to domestic and foreign-invested projects with: (i) IC of 300 billion dong or more but that are not included on the Conditional List (Art. 48); (ii) that are included on the Conditional List (Art. 49), time limit not to exceed 30 days (Art. 47.2). The Investment Certiﬁcate shall also be the Business Registration Certiﬁcate for the ﬁrst-time foreign-invested projects.

Dispute resolution and governing

Registration procedure

Establishment, organizational management, and operation of enterprises belonging to all economic components are governed by this law or other laws (Art. 3.1) – State-owned companies have to change their legal forms deﬁned in this Law (Art. 166) – Foreign-invested enterprises have choice, within two years since effective date of the law, of either reregistering and converting into the form of an enterprise governed under this Law, or not reregistering and continuing to “conduct business operations within the scope of the lines of business and period stated in its investment licence” and continuing to “enjoy investment incentives in accordance with the regulations of the Government” (Art. 170).

Source: The Uniﬁed Enterprise Law 2005 and the Investment Law 2005.
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Appendix B. Principal Commitments of Vietnam on its Accession Into the World Trade Organization

Commitments on Goods1
• Tariff Reductions: Average tariffs to fall from current level of 17.4 percent to a ﬁnal bound of 13.4 percent: agricultural tariffs to decline from 23.5 percent to 21 percent, nonagricultural tariffs from 16.6 percent to 12.6 percent. Time horizon over 5–7 years for tariff reductions, mostly in equal annual cuts. • Trading Rights: All foreign ﬁrms and individuals to be able to import and export, except items subject to state trading. Importers can choose their domestic distributors. No minimum capital requirements for ﬁrms engaging in trading activity. Transition period up to January 2009 for foreigners for pharmaceutical products considered essential to human life, and other products considered sensitive to public morals or public order. Transition period up to January 2011 for foreigners for rice. • State Trading Enterprises: Manufactured tobacco products, culturally sensitive products such as newspapers, journals, and audiovisual materials, and petroleum and aircraft that are considered natural monopolies • Excise Duties: Within three years a single rate will apply for all forms of beer; and for all spirits containing alcohol of 20 percent or more • Tariff Rate Quotas: Eggs, unmanufactured tobacco, sugar, and salt. Quota volumes increase at 5 percent annually. • Quantitative Restrictions: Import bans on cigarettes, cigars, large motorcycles, and 

used cars to be abolished. Cigarettes and manufactured tobacco products to have production quota (including imports). • Export Restrictions: Export controls on rice for food security reasons. Controls on wood products and minerals for environmental reasons and to prevent illegal exploitation. • Agricultural Subsidies: “Amber box” or supports that have direct impact on prices or quantities of 3.96 trillion dong (approx. $246 million) on addition to the de minimis allowance to developing countries of up to 10 percent of the value of domestic agricultural production. • Agreement on Subsidies and Countervailing Measures: Comply upon accession. Subsidies in the form of investment incentives contingent upon exports to be phased out over ﬁve years for existing beneﬁciaries. • Information Technology Agreement: Agreement signed. Around 330 lines on IT products to be reduced to zero mostly over three to ﬁve years, but some after seven years. • TRIMS (Trade-Related Investment Measures) and TRIPS (Trade-Related Intellectual Property Rights): Comply upon accession.
Source: Report of the Working Party on the Accession of Vietnam 2006, WTO. 1 Vietnam Development Report 2007, World Bank.

Commitments on Services
• Enterprise Forms: Unless otherwise speciﬁed in each speciﬁc sector or subsector of this schedule, foreign enterprises are allowed to establish commercial presence in Vietnam in the form of a business cooperation contract (BCC), joint venture enterprise (JVC), 100 percent foreign-invested enterprise, and the establishment of branches is unbound. Representative ofﬁces of foreign

service suppliers are permitted to be established in Vietnam, but they shall not engage in any direct proﬁt-making activities. • Capital Contribution Made by Foreign Service Suppliers: To be permitted in the form of buying shares of Vietnam’s enterprises, to not exceed 30 percent of the enterprise’s chartered capital unless otherwise provided by Vietnam’s laws or authorized by Vietnam’s competent authority. One year after accession, this limitation shall be eliminated, except for capital contribution in the form of buying shares of joint-stock commercial banks, and except for the sectors not committed in this Schedule. • Limitations on Market Access and on National Treatment: Limitations to be set for foreign enterprises and individuals in terms of investment forms (JVC, BCC, or Branching only; 100 percent foreign-invested enterprise to be allowed depending on sectors for 1–5 years from the date of accession), and capital participation in enterprise. • Services Subject to Limitations: 11 service sectors (business services; communication services; construction and related engineering services; distribution services; educational services; environmental services; ﬁnancial services; health-related and social services; tourism and travel-related services; recreational cultural, and sporting services; and transport services) are set under speciﬁc conditions for foreign investors. It is noted that only some subservices are subject to limitations. Limitations have been null for some banking subservices since April 1, 2007.
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