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	Preface








AMERICANS OF MIDDLE AGE or older have “known” Vietnam for most of their lives, but until recently only as a Conradian “heart of darkness.” And no wonder. From the rout of the French in 1954 to the ignominious flight of the last Americans from Saigon twenty-one years later, Vietnam increasingly consumed our lives in every way, as of course it did even more so the lives of the Vietnamese people. Critically important, on the American side, the Vietnam War was not fought by a volunteer, professional military force supplemented by private contractors, as in Iraq, but by draftees from across the nation. Almost three million Americans were sent to Vietnam during a fifteen-year period and fifteen times more Americans died there than have been killed so far in Iraq. Many Americans sometimes still think of Vietnam as a “code word” commentary on war and foreign policy, but with increasing frequency it is now thought of as what it is today, Asia's most recent economic semi-miracle or “tiger cub.”


During much of the Vietnam War, I was teaching at Tunghai University in Taiwan and working on my doctorate in Chinese history. But the war and my studies of China very often turned my attention to Vietnam with its more than two millennia of Chinese influence. I didn't actually visit the country until early 1994, however, when I was lecturing on the first small cruise ship to visit Vietnam after President Bill Clinton lifted the 30-year trade embargo. We arrived at Da Nang early on a clear morning to a sight I will always remember: small, bobbing fishing boats a mile out at sea, on all sides of our ship, with one to several people aboard each of them waving flags and shouting “OK” or any other English expression they knew. Cynics would say they just wanted to sell us something, and no doubt some had families on shore that hoped to do so. But no one in the little boats had anything to sell, that I saw, and I received the greetings at sea and the welcomes by many others later on land as very genuine expressions of goodwill. In Da Nang, a few people, who had obviously worked for the Americans when we had a large base there, sidled up to me and asked, “Do you know So-and-so? I worked for him.” Our guide to Hui spouted the official line about the alleged communist triumph in the 1968 Tet Offensive, until politely reminded in private of some facts. Then he said, “Ah, you know. Of course, you are right, the communists got clobbered,” which was not just polite, but true. Already the Chu Chi tunnels outside of Saigon (which by then had already been renamed Ho Chi Minh City) were being turned into tourist attractions, though they have been spiffed up a lot since then. As the years have passed, I think almost all foreign visitors have found the Vietnamese similarly hospitable—whether they came as tourists, and of course bought some handicrafts from budding and industrious merchants or as investors, from Bill Gates on down. Some Vietnamese government officials and others probably think that U.S. and other foreign advisors are, in Gilbert's lines from The Gondoliers, “as plentiful as tabby cats, in point of fact too many,” but the Vietnamese have often learned from (and sometimes rejected) much of what the visitors have to say.


While for many years I have averaged about two months annually in China, I have also continued periodic trips to Vietnam, as an academic, journalist, and tourist. I went to Vietnam, Laos, and Cambodia in 2006 as faculty lecturer on a Stanford University tour, and returned this year. Each time I visit the country I am more impressed by the spirit and dynamism of the people and by their determination to transform their lives and thus bring the long-embattled, stagnant, and repressed land into the modern world.




I am particularly struck by the influence of residual Chinese tradition in contemporary Vietnam, though it is largely unconscious and long-since adapted to Vietnam's history, conditions, and people. I call this influence “people's Confucianism,” found throughout reforming East and Southeast Asia. It is the deeply ingrained Confucian, Buddhist, and Daoist traditions imported directly and indirectly over the millennia from China which continue to guide the thinking and actions in varying degrees of hundreds of millions of Asians in their daily lives. These qualities can be what Argentine Mariano Grondona calls “progress-prone” or “progress resistant,” if progress means economic development and the wide-ranging benefits that follow. But Vietnamese life is also structured in part by the Imperial Confucianism that provided the code and tools of governance for both China and Vietnam for many centuries and that has its own “prone” and “resistant” qualities still seen and felt throughout Vietnam (and China) today.


Newspaper editorials I wrote after my Stanford visit led to two invitations to write in more detail on Vietnam's current conditions and future prospects. One came from Lawrence Harrison, director of the Cultural Change Institute at the Fletcher School (Tufts University), to examine in more detail than I do here the impact of traditional Chinese culture on Vietnam's recent economic reforms. Alvaro Vargas Llosa at the Independent Institute asked me to write on Vietnam for this series he is editing on global entrepreneurship, and this book is the result. Here I strive to put the reforms undertaken by the Vietnamese government and people since 1986 in the context of Vietnam's history and culture. Vietnam represents the most recent major Asian effort to transform a traditional society into a modern nation without sacrificing the essence or soul of the civilization. Recent years have shown that many Vietnamese are determined to build more rewarding lives for themselves and their families. The unanswered question is whether both the government and people want major change enough to set aside or greatly modify some of the persisting cultural and ideological traditions, or if they can find a way to reform the cultural characteristics that in the past impeded development into characteristics that can promote constructive change. Vietnam's future will depend on how the they work out these challenges.


William Ratliff


Ho Chi Minh City


October 10, 2008



















	 

	Introduction








WHEN AMERICA'S creeping involvement in Southeast Asia began, more than a half century ago, most Americans had never even heard of Vietnam. By the time the U.S. military left in 1975, Vietnam had become a household word signifying tragedy, humiliation, or a feeling of “never again,” depending on the perspective and/or message of the ordinary citizen, war veteran, activist, analyst, or politician. But now Vietnam, like Kipling's leopard, is changing its spots, or at least some of them. The country, which is almost as large as California with well over twice that state's population, now seems more comprehensible to many Americans because it seems to be becoming more “like us.”


The current transformation of the old communist enemy began in 1986, when the Vietnam Communist Party (VCP) government in Hanoi launched its so-called renovation, or doi moi, program. But the very word renovation, not reform, never mind revolution, should give pause to those who think the Vietnamese will henceforth talk and act just like us.1 The goal of renovating, or looking backward in order to fix something that has gone out of kilter, is one of many Confucian perspectives that are still critically important today in Vietnam. Confucianism has many qualities that have fit well into the modern world, but historically it has been a philosophy of dealing with the present and future by learning from and in some sense trying to return to an idealized past. In Vietnam today, VCP leaders insist that renovating means getting the country's socialism back on track, sometimes admitting that some of the early mistakes were made by none other than the much-revered Ho Chi Minh, the Father of the country, and his closest comrades. In reality, some of the market-oriented changes being made today, if they continue to move forward, are more revolutionary for Vietnam than anything Ho and his comrades ever dreamed of.


Vietnam has little historical experience with most of the ideas, institutions, objectives, and policies that have been discussed and, in varying degrees, implemented around the country over the past two decades, despite efforts to make them fit into the past. Thus, all reforms in Vietnam must first be seen in the context of belief systems, ideas, and practices that long predate—yet include—communism, reaching back more than two thousand years. This phenomenon of the lasting impact of long-extant cultures and institutions of the past is not unique to Vietnam or China (where it is also critical but usually ignored). It is also bedrock from Latin America to Russia to the Middle East, where traditional thinking and practices based on ancient cultures and institutions are not easily and quickly changed by preaching, reforms, or military invasion, and where such change is often resisted.2


Within Vietnam, much debate continues over the desirability and impact of the ideas and institutions associated with market reforms and open economies and political systems, and not only because these seem to necessitate modifying or replacing some traditional beliefs and practices. One must also consider the complexity of undertaking fundamental reforms in any very poor country and the fact that frequently even seemingly simple data are incomplete, unavailable, contradictory, or doctored to undermine or support any number of reforms or other agendas. Many faces of corruption and vested interests figure into this complexity, because many people, particularly those who today enjoy degrees of privilege at various levels of the society, have a stake, whether honorable or shady, in the past and present conditions. Sometimes these interests can become reconciled to change, but often they can't. Thus, besides inertia, these interests make trade-offs and power struggles inevitable.


Relatively free markets were important in parts of Vietnam before doi moi, especially in the southern city of Saigon, now renamed Ho Chi Minh City, where decades ago the Cholon district was filled with private enterprises owned mainly by Vietnamese-Chinese. When the VCP unified the country in the mid-1970s, after the end of the war involving the United States, the doors of those private businesses were slammed shut and seemed closed forever. Now the same VCP, having learned a few things over the decades at the expense of the Vietnamese people, is encouraging assorted kinds of businesses and entrepreneurship that it had previously condemned. Thus, Vietnam's reformers today look to the country's past for ideas. They also look, usually without saying so, to the experience of China, which began its reforms a decade earlier than Vietnam did, as well as to much of the rest of the world, including most of the country's Southeast Asian neighbors. At the end of the day, Vietnam's surging if somewhat strangled private sector during the past two decades has been the main engine of unprecedented growth in a previously moribund national economy.


This study begins with a brief review of political and economic conditions in Vietnam as of mid-2008. The more detailed discussion that follows is broken into four sections. Part I surveys the cultural and historical experiences that provide the foundation for current reforms, touching on critical links to Confucian China, a century of French colonial control, and earlier programs of the VCP. The latter discussion begins with policies implemented immediately after control was established in the northern part of the country and covers the changes that followed “reunification” at the end of the Vietnam War and the introduction of the doi moi reforms just over two decades ago. The section concludes with a consideration of the importance of socialism throughout the communist period, including today. Part II broadly examines the types of changes underway today, ranging from legal and educational reforms to dealing with and reforming the dinosaurs left over from the recent past, most importantly the banks and the state-owned enterprises (SOEs). Part III focuses on entrepreneurship in Vietnam today, with discussions of varying forms of enterprises and the difficulty of getting accurate statistics. The main emphasis is on small and medium-sized enterprises (SMEs), but the discussion also considers household enterprises, women entrepreneurs, and the involvement of overseas Vietnamese. Part IV focuses on several important challenges for SMEs, above all the often not very business-friendly practices with respect to land use and funding/credit, concluding with a quick walk through the business registration process. Part V consists of concluding comments that seek to weave these threads together, assessing the change that has been accomplished and the remaining traditional and institutional challenges to a truly open entrepreneurial climate. The appendix remarks on the many faces of international involvement today in Vietnam's reforms.



















	 

	Survey of Conditions in Vietnam to Mid-2008








ACCORDING TO Asian Development Bank figures, Vietnam's per capita gross domestic product (GDP) has grown from $98 in 1990 to $833 in 2007, which puts the country very near the $906 point at which, according to the World Bank, Vietnam will become a lower-middle-income country. Several decades ago, Vietnam was a stagnant, seemingly hopeless nation receiving $3 billion annually in military and economic aid from the Soviet Union. The money did little good because it was accompanied by mountains of very bad advice that led to or enforced intellectual, institutional, and physical obstacles to development. Most of Vietnam's anemic trade was with the similarly anemic Soviet bloc countries and expired with them. But even as that bloc was collapsing, Vietnamese leaders began to realize that they were slouching down a dead-end street and decided to follow a lead long since set by some of their neighbors. The result, as the Economist reported in a special issue on Vietnam published in April 2008, was that Vietnam transformed itself from a “basket case to a rice basket.”


It is no wonder that post-1986 developments in Vietnam are hard for Americans to get right. Vietnamese themselves often are uncertain as to just what is going on today and where it will end, and the optimism of recent years began sliding down in mid-2008 with rising inflation. As the Economist reported, “Vietnam has become the darling of foreign investors and multinationals.” Still, very much remains to be undone, redone, or reformed before Vietnam can expect to consolidate and expand its gains for the common good. A handful of international organizations annually evaluate the countries of the world with regard to what they and many in the West consider positive and negative aspects of the business environment and degrees of economic freedom that contribute to national development and globalization. The World Economic Forum's 2007–2008 Global Competitiveness Report, for example, ranks Vietnam 68 among 131 countries; the 2008 Doing Business report of the World Bank and the International Finance Organization puts Vietnam 91 among 178 nations in the ease of doing business; and the 2008 Index of Economic Freedom published by the Heritage Foundation rates Vietnam 135 among 157 nations measured.


In 2007, the growth in Vietnam's GDP was about 8.5 percent, with an average growth of more than 7 percent over the past decade.3 In July 2008 the Asian Development Bank lowered its estimate for GDP growth in 2008 to about 6.5 percent. Despite drought, avian flu, and livestock diseases, agricultural output increased slightly in 2007, and agriculture remained the majority employer in the country. Still, agriculture's percentage of the national economy continues a two-decade decline. The breakdown of the national GDP by percentage per sector in 2007, with a comparison to 1990, was: agriculture 20 percent (down from 38.7 percent in 1990); industry and construction 41.8 percent (up from 22.7 percent), of which manufacturing was 21.4 percent (up from 12.3 percent); and services 38.2 percent (down from 38.6 percent).


Vietnam joined the World Trade Organization (WTO) in January 2007, and in some respects that has accelerated changes across the economy, ranging from land reform and decollectivization to opening the agricultural and business sectors to market forces. Foreign direct investment (FDI) pledges between 1988 and 2007 were US$83.2 billion, just over half of which was realized. Pledges in 2006 came to $10 billion, and in 2007, after the country's entry into the WTO and Intel's decision in late 2006 to build a gigantic assembly plant in Hanoi, they were $21.3 billion, much of which came from Taiwan, Singapore, South Korea, and Japan. In the early months of 2008, investors pledged more than US$15 billion in 320 projects. The largest was $4.2 billion by the Canada-based Asian Coast Development Ltd., followed by $2.69 billion from the British Virgin Islands.4 Vietnamese investors have $1 billion in projects in 33 overseas countries, most of them in nearby in Southeast Asia.5 Between 1993 and 2007, official development assistance (ODA) from donor governments and international institutions to Vietnam totaled $41.2 billion, about half of which was disbursed, with about half going to transportation, telecommunications, energy, and industry. These funds have low interest rates and long, sometimes flexible repayment periods, but they are loans and will in the end become a burden if not used effectively, which often they are not.


Although the VCP has opened this door to greater opportunity, the Vietnamese people themselves have made the newly presented opportunities pay off handsomely in many ways, not least in the small and medium-sized enterprises (SMEs) that are the chief motor of Vietnam's growth. In the process, a country that experienced chronic, centrally imposed food shortages for decades has greatly reduced the percentage of the population living in poverty, from over 70 percent in the mid-1980s to 14.7 percent in 2007.6 And the World Bank's Vietnam Development Report 2008 notes correctly that “moving out of farming jobs into self-employment, and especially into salaried jobs, has been one of the main avenues for poverty reduction in Vietnam,” and that job creation has above all been in the private sector.7 Current production is so great that Vietnam has become one of the world's leading exporters of coffee and rice, much of the latter shipped to Indonesia, Malaysia, and Cuba. Other key exports include tea, rubber, cashews, wood, and fish products, the latter including fish paste, frozen shrimp, cuttlefish, and octopus. Crude oil exports are the main source of foreign currency, bringing in 21.3 percent of total revenues in 2006, compared to 14.8 percent by the next highest export, textiles. Output of oil is declining, and so profits come from higher prices, not increasing production.


But a surge in foreign investments, on top of increasing infrastructure bottlenecks and shortages of skilled labor have contributed to by far the highest level of inflation in the past two decades. By August 2008 food prices had increased some 75% over a year earlier. Increasing consumption and growth in manufacturing contributed to surging imports of raw materials and intermediate goods, with imports exceeding exports at the end of 2007.


In addition, other old problems remained, including inadequate financing and credit opportunities for SMEs, complex and often discriminatory land acquisition policies, and widespread loss of time and effort spent wrestling with bureaucracies and trying to follow, evade, or adjudicate complex or unclear legal regulations that even judges and lawyers often do not understand or choose to follow, causing businesses and others to turn very often to mediation instead of the courts. The economic growth rate remained good despite the persistence of many as yet unreconstructed SOEs and banks that are characterized by low productivity and high inefficiency. The main process for reforming these enterprises is equitizing, that is, transforming them from state-owned operations into shareholding companies and then distributing shares to workers, management, and private foreign or domestic investors.


The Vietnam Development Forum published a handbook aimed at Japanese SMEs that might want to invest in Vietnam. As Vietnam's strengths it listed good workers, political stability, a rapidly improving FDI climate, a good location in East Asia, and a large population; the weaknesses included unstable policy and law, poor infrastructure, irregular business practices, corruption, lack of supporting industries, shortages of skilled engineers and middle-level managers, and possible negative impact of integration.8
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