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Tom tit

Cin bénh Ha Lan thudng xuyén duoc nhic dén trong cac nghién ctru nhu 10i nguyén tai nguyén
va 14 101 giai thich thuong xuyén cho tinh trang kinh té kém hiéu qua ¢ nhiéu qubc gia giau tai
nguyén. Bai viét nay xem xét cac tac dong kinh té ctia ngudn dau tu nudc ngoai va xuat khau dau
mo dudi goc do Can bénh Ha Lan, tap trung vao nén kinh té Viét Nam. Viét Nam dugc dbi tuong
chinh ctia nghién ctru vi qubc gia nay da thu dugc gia tri kiéu héi kha cao va xuat khau mot luong
16n dau mo. Nhém tac gia khong tim thay bang ching nao cho thiy Viét Nam mac phai Cin bénh
Ha Lan. Tuy nhién, muc dich cua bai viét 1a diéu tra cac dau hiéu cta can bénh Ha Lan ¢ Viét Nam
va cudi ciing 1a dua ra khuyén nghi dé Viét Nam tranh khoi can bénh Ha Lan.

Twr khoa: Can bénh Ha Lan, nudc dang phat trién, xuat khau dau mo, FDI

SIGNS OF DUTCH DISEASE INFECTION IN VIETNAM
AND LESSONS FROM OTHER DEVELOPING COUNTRIES

Abstract

The Dutch disease is regularly evoked in the resource curse literature and remains a frequent
explanation for the poor economic performance found in many resource-rich countries. This paper
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examined the economic impacts of foreign aid and oil export from the Dutch-Disease perspective,
focusing on the Vietnam economy. Vietnam was targeted in this study since the country has
obtained a quite high value of remittances and exported a large amount of oil. We found no
evidence that Vietnam has suffered from the Dutch Disease. However, the purpose of the paper is
to investigate signs of the Dutch disease in Vietnam and ultimately, give recommendations to the
country to avoid Dutch disease.

Keyword: Dutch disease, developing countries, oil export, FDI

Introduction

Economic activities, especially export activities in developing countries are highly dependent
on natural resources. Although this natural resource is increasingly scarce, some developing
countries still have large reserves of minerals, forests and other natural resources that have not
been exploited for the production of raw products. There have been many countries as evidence
for shortening the process of capital accumulation by exploiting the raw resources available in a
rational way.

However, not all countries can do this, although the availability of natural resources is an
important asset for economic development, but sometimes it is the cause of economic stagnation.
Excessive exploitation and export of natural resources will cause unpredictable consequences. This
phenomenon is known as the "Dutch Disease".

The "Dutch disease™ causes countries to have to rely too much on imported goods, the
economy is seriously imbalanced, it can also cause the country's economy to fall into a state of
declining industrialization to the point that it is difficult to recover. As a developing country with
rich natural resources, although not yet suffering from "Dutch disease"”, Vietnam needs to take
preventive measures.

1. Theoretical framework of the Dutch disease
1.1 Definition of Dutch disease

The Dutch disease is a common occurrence in developing countries, where the emphasis on
extracting natural resources for export often destroys or severely limits the development of the
manufacturing sector. According to the Handbook of development economics the Dutch disease
is defined as: “The deindustrialization of a nation's economy that occurs when the discovery of a
natural resource raises the value of that nation's currency, making manufactured goods less
competitive with other nations, increasing imports and decreasing exports.”

Initially, the Dutch disease only referred to the exploitation of resources, but later it was
expanded to refer to all the huge collection of foreign currency, including both rising prices of
exports and foreign investment.
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1.2. Causes of the Dutch disease

The Economist used the term in 1977 to describe the disaster that befell the Dutch economy.
In 1959, the Netherlands discovered large gas reserves. That caused exports to skyrocket. From
1937 to 1945, gas exports increased by 10% of total export value and by 4% of GNP. But The
Economist realized that the Dutch economy looked good on the outside, but inside it was
incubating. From 1970 to 1977, unemployment increased from 1.1% to 5.1%. Investments from
large corporations turned upside down. The cause stems from the appreciation of the Guilder, the
Dutch currency at that time.

When the gas source was fully exploited, the money source became insufficient to meet the
needs of national spending, domestic demand fell, and the Dutch economy faced numerous
difficulties when it must absorb a large amount of foreign currency gained from exports.
Domestic goods became more expensive as the domestic currency appreciated, losing
competitiveness with foreign goods and reducing exports of traditional manufacturing industries
such as agriculture and electronics. Domestic production costs, the unemployment rate rose
while income growth slowed. As a result, the inflation rate increased from 2% in 1970 to 10%
in 1975, while the GNP rate fell from 5% to 1% and unemployment rose from 1.1% (1970) to
5.1%(1977), as well as capital investment in the country dropped. This caused the Dutch
economy to stagnate, which had serious ramifications.

Therefore, the unemployment rate increased. And in a move to prevent the currency from
appreciating too quickly, the Dutch government has kept interest rates low. That causes domestic
investment to decline and money to flow abroad, seriously affecting future economic prospects.

2. Literature review
2.1. Dutch disease in Venezuela

Venezuela is a recent example of one of the worst cases of Dutch disease in the world. The
country’s economy went down tragically after a short growth since the oil discovery in 1922. With
its oil extraction at large quantities, the country experienced a surge in GDP (during the 1950s and
1960s, Venezuela was one of the 20 wealthiest countries in the world measured in per capita
income) and appreciation in the value of the national currency- the Bolivar. The unexpectedly
large amount of money was spent on consumption and international support rather than long-term
factors such as health, education, infrastructure, modernization, and saving for future generations
(Ausman, 2019). As a result, Venezuela’s economy became vulnerable and dependent on oil
prices. After the oil crisis, the country’s economy faced a meltdown. Production decreased by half,
inflation rose at an alarming rate, and people suffered from shortages in food, medicine, and even
electricity. The Bolivar, seen as a strong currency at that time, was expected to bring benefits to
the country by creating larger foreign reserves and higher purchasing power for technological
goods. However, a research by J Lau and Nicolas Maduro in 2022 suggested that a strong Bolivar
created contrary effects, as Venezuelan exports became less competitive while imports became
cheaper, leading to a current account deficit characterized by balance of payment problems.
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Several reasons were analyzed for such bad outcomes of Dutch disease in Venezuela. It stems
from bad politics, bad policy, and corruption. According to Elain Schwartz, 2022; when the price
of oil went down, the Venezuelan economy had no shock absorbers because the president - Chavez
had distorted all market activity through price controls and expropriation. Land and businesses
were massively taken over and private investment had been systematically destroyed. Finding a
remedy for Venezuela’s situation, Jame Ausman suggested that bold reforms are needed. Instead
of waiting for government subsidies, citizens must get educated to get a job by themselves, thus
creating both their and the country’'s initial power. The government must reduce its influence and
interference in the economy and place more attention on essential public goods such as health care,
education, security, and infrastructure. Finally, the country must encourage private investment
with transparent policies and legal protection, as well as embrace modernity instead of trying to
live off non-reusable resources with a short-term vision.

2.2. Dutch disease in Russia

Russia is one of the major producers of natural resources. It is estimated to hold the world's
largest proven natural gas, third-largest crude oil producer at 12% of global supply in 2020, and
sixth-largest proven oil reserves (according to Statistical Review of World Energy 2021).
However, The Russian economy had not been utilizing its full potential and is increasingly
dependent on its petroleum and natural gas exports, and there had been some symptoms of the
Dutch disease. First of all, the proportion of fuel exports in Russia's export of goods climbed from
around 51% in 2000 to 70% in 2012 (according to World Bank). Fuel exports also rose faster than
the price of oil. In contrast, in 2000 the manufacturing industry accounted for 24% of goods
exports, while the 2012 figure was just 14%. The manufacturing industry has also not yet been
able to compensate for the slump in exports in 2009. Employment figures likewise showed a
decline in the significance of the manufacturing industry. While 18% of all employees worked in
these sectors in 2005, the current figure stands at just 15% (source: Rosstat). Mining, on the other
hand, saw a rise in its share of employment from 1.8% to 2.2%.

Moreover, the price of crude oil climbed substantially between 2000 and 2008. The strong
slump during the economic crisis in 2009 was also quickly recovered in the two years that
followed. This development is by all means believed to have been an incentive for the extraction
and export of crude oil and petroleum products in Russia. At the same time, the real effective
exchange rate has seen a rising trend, and the ability to compete internationally has deteriorated
accordingly. In terms of fuels, not only crude oil and natural gas, but also products from the
processing of petroleum are exported.
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Figure 1. Oil prices and exchange rate of Russia
Source: Rosstat (2012)

The real gross value added in these economic sectors has increased significantly faster than in
the manufacturing industry on the whole. The slump in 2009 was also far milder in these segments.
Interestingly, the value added in the extraction of petroleum and natural gas rose at a more subdued
rate despite higher production volumes and has even seen declines at times.
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Figure 2. Real gross value added
Source: Rosstat (2012)

Given the one-sided focus of its exports on fuels, the Russian economy would suffer from a
weak oil price or a slump in demand for petroleum and natural gas. (Katrin, 2014)

Recently, Russia has been infected with the Dutch disease and the symptoms include: cheap
imports that drive Russian domestic producers out of business and the falling competitiveness of
exports that leads to a ballooning currency account deficit. Sluggish economic growth and falling

tax revenues cause balance of payment problems and big budget deficits. The ruble has been
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artificially inflated by the almost total collapse of imports and the budget rule which has been
suspended.

Russia RUB vs USD

== Russia RUBvs USD == Russia RUBvs EUR

125

100

I AT AT AT AT AT AT AT AT AT AT AT L s | s | e ) e ) s | s ). Vv oay ab qv AV
erl Qq’ Qq’ . Q(L qu L “r QV > \\T v o ”v : Q¥ A dv QY A v nQ.ﬂ ,‘Qq/ "Sv 61/ .«Q% r\ ”vv 0"\', Qq’ Qq’ QQ/ Q(]r
qr r]/ \r\, &’L A(‘[/ (\v \q/ ’L v ‘\V v (‘V Y 0.' \V & *q/ _\v AY r‘l/ q/ \(L (],
F @I RN YI LIS F TR RET VI, P&

Figure 3. Russia RUB vs USD and EUR
Source: CBR

To conclude, in the period of 2000-2014, the Russian economy did have the symptoms of the
Dutch disease but did not get infected. The symptoms have become clearer recently and the
country's economy seems to have caught the disease.

2.3. Dutch disease in Bangladesh

Remittances have been essential to Bangladesh's economic progress since the early 2000s and
it is one of the largest exporters of labor in South Asia. In 2008, Bangladesh was responsible for
13.5% of all remittances to South Asia and around 2.5% of all remittances worldwide. Remittances
from employees climbed from USD 24 million in 1976 to USD 1.65 billion in 2011, accounting
for more than 10% of the nation's GDP. In 2021, the country was the 7" highest recipient of
remittance in the world with almost $22.1 billion in 2021 and was the third highest recipient of
remittance in South Asia. (World Bank, 2022)

Development economists have maintained for a while that impoverished nations need to get a
"big push™ in order to escape a cycle of poverty that feeds on itself (Murphy, Schleifer & Vishny).
Therefore, significant monetary inflows resulting from remittances or aid ought to overcome all
kinds of barriers to economic growth and provide the necessary "big push™.

Many empirical studies (Fazle Rabbi, Chowdhury, and Mohammad Zahid Hasan, 2013)
however, suggest the opposite: that a sizable capital inflow may result in an appreciation in the
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real exchange rate, undermining the competitiveness of the export sector. This is known as the
"Dutch Disease effect,” and it may be caused by a significant capital inflow.

Several researches have been conducted to find out if Bangladesh the flow of remittances
are having an adverse effect on the economy of Bangladesh through Dutch Disease. Although
there are conflicting views on this matter, the popularity of economists and researchers agree
that there exists an adverse effect on the economy of Bangladesh through Dutch Disease due to
the flow of remittances.

Also, for the situation of Dutch Disease and its symptoms in Bangladesh, we have found some
recommendations for the country to reduce the adverse effects:

The first one is to keep the exchange rate nominally fixed or almost fixed through foreign
exchange market intervention. So, developing countries like Bangladesh can gain some positive
benefits from this type of occasional intervention in the foreign exchange market. For the last few
years, policy actions of the authorities in Bangladesh have also chosen this measure.

Second, as the significant effects of some of the fundamental determinants on its real exchange
rate, such as the terms of trade, are beyond the direct control of policy makers. A recent study
shows that the terms of trade significantly shrink the trade competitiveness of Bangladesh.
Therefore, the authorities can reduce the impact of such determinants by developing policies to
encourage the diversification of tradable goods in the long run.

The last one, the government can reduce the adverse Dutch Diseases effect of remittances flow
in the economy by increasing the trade competitiveness of Bangladesh.

2.4. Dutch disease in China

In China, the "Dutch disease” stems from huge exports of goods that require a lot of labor plus
abundant investment capital from abroad - is a factor that affects not only the exchange rate but also
the process of government decision-making. Meanwhile, financial institutions are not yet complete
in response to this situation. The amount of foreign currency poured in continuously while the billion
exchange rates are still overvalued and relatively fixed, along with weak financial institutions that
not only cost the central government the ability to contain the ongoing investment boom, but this
situation also encourages rent-seeking, corruption and injustice in the countryside. Moreover, with
foreign currency reserves of over one trillion USD, the Chinese government finds it difficult to cool
down the economy. At present, the amount of investment accounts for 40% of GDP.

FDI poured into the Chinese market, excluding FDI poured into the trucking sector, reaching
74.8 billion USD in 2007, an increase of 13.6% compared to 2006. At the end of 2008, due to the
global economic recession, FDI inflows from countries around the world tended to decline sharply,
but the amount of capital flowing into China still increased by 23.6% to 92.4 billion USD. With
the lingering impact of the biggest economic and financial crisis in 80 years, global foreign direct
investment in 2009 continued to decline by 38.7% compared to 2008, down to $1.040 billion, of
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which China still held the second position after the US, with a total attracted FDI of $90 billion
(down only 2.6%).

In 2021, foreign direct investment into China increased rapidly to a record high, 181 billion
USD, according to information released by the Ministry of Commerce of China compared to 2020,
foreign direct investment in China of 144 billion USD. China is gradually positioning itself as a
reliable harbinger for foreign investors. But it is also the large amount of foreign investment that has
caused significant changes to China's social economy such as: high inflation, widening gap between
rich and poor, unbalanced development among regions, serious environmental pollution, etc. Does
China still have to deal with attracting FDI for the sustainable development of the economy?

China has implemented a policy towards clean FDI and minimized FDI projects with bad
effects. Specifically, China has implemented the following policies to realize its line:

“The Chinese government promulgates reasonable policies to perfect the equal production
structure among domestic industries and regions, with specific investment strategies in each
period and investment guidelines for foreign investors, foreign flavors and a guide to the
manufacturing industry to attract FDI.”

In the early period of opening up, China established 4 special economic zones, opened 14
coastal cities, and promoted the attraction of foreign capital and technology with tax, land, and
labor incentives. During this period, FDI in China mainly invests in processing, manufacturing,
and labor-intensive industries. At the same time, China actively guide foreign traders to invest in
this locality by taking measures such as composing “the list of dominant manufacturing industries
of the Central and Western regions, calling for foreign traders to invest”, increasing a properly
domestic credit capital, foreign government loans and concessional loans from international
monetary institutions that will mainly be used in the construction of infrastructure works, insurance
works. key environmental protection, environmentally friendly projects, carbon industry; for items
on the list of items in which foreign investment is encouraged, if investments are made in central
and western China, after the end of the period when you are entitled to corporate income tax
incentives, you will continue to receive a 15% corporate income tax reduction for the next 3 years.

In the period 1992 - 2000, the policy of building a market economic institution has been
promoted, and foreign investment in China has increased rapidly. In 1993, China became one of
the countries receiving the most FDI in the world (after the United States). The method of "taking
advantage of foreign capital” of China in this period is to contribute capital with foreign
companies, encouraging FDI enterprises to research and experiment in China. Since 1995, China's
FDI has focused on industry and construction (accounting for about 70%), in which the
manufacturing industry accounts for a large proportion.

After joining the World Trade Organization (WTO) at the end of 2001, China's FDI attraction
policy has been adjusted in line with WTO regulations with the gradual opening to attract FDI
inward services, real estate, currency, etc.
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In the period of 2010 - 2020, China clearly stated its view of attracting FDI in high-tech
industries, management experience, and high-quality human resources. China also made
amendments to the "List of guidelines for foreign investment industries” and allowed local
governments to approve investment projects from US$100 million to US$300 million.

At the same time, the government issued many preferential policies on credit such as:
Foreign-invested enterprises in China that need capital will be able to borrow capital from banks
in China with terms, interest rates and loan fees basically applied as Chinese enterprises; The
foreign currency capital of these units can be used as collateral for loans at overseas Chinese bank
branches; Foreign enterprises in China, if qualified, may apply for permission to issue shares on
the basis of the principle of initiative and satisfaction.

The government has built a fairly strict legal system on environmental standards and legal
procedures for foreign investment activities, which has partly helped this country to filter out clean
FDI capital sources to ensure the safety of foreign investors and sustainable development. In recent
times, due to the serious environmental damage caused by the illegal mining industry, the country
has introduced policies to strengthen the supervision, control of the metallurgical industry and cut
mineral exports, such as the recent global recession that has made many countries suffer due to a
sharp drop in FDI inflows, but this country has been bold with an economic revival plan of 486
USD, more than twice the EU’s. The decision to use 70% of its public investment program in
infrastructure to modernize infrastructure and create jobs for millions of workers has made China
what huge FDI suckers around the world during a really difficult period of the global economy.

3. The situation of Dutch disease in Vietnam

Although not really infected with Dutch disease, in fact, Vietnam also had a period of time
when it started showing signs of infection.

3.1. The threats of Dutch disease in Vietnam from oil export

After the Doi Moi policy, Vietnam has had very effective export promotion policies and has
achieved great growth in terms of scale and growth rate, contributing a significant part to GDP as
well as balancing the balance of payments. Not only did the total export volume increase,
Vietnam's exports also had a significant change in the structure of export products with the strong
increase of heavy industry and minerals in the structure of export items, especially crude oil. The
indication of the dutch disease comes from the rapid increase in crude oil exports.
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Figure 4. Crude oil exports of Vietnam
Source: CEIC (2021)
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Figure 5. Crude oil production of Vietnam
Source: CEIC (2021)

In 1989, Vietnam started exporting crude oil with the amount of 1.5 million tons. Before 2009,
crude oil production and exports were always approximately the same and at a very high level.
However, since 2009, Vietnam's crude oil exports have decreased significantly, due to the
economic crisis in 2009 and the start of operation of Dung Quat oil refinery. The volume of crude
oil exported from 2010 to now has only ranged from 8-9 million tons while the production volume
also ranges from 15 to 17 million tons (CEIC, 2021).
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Table 1. Crude oil exports value of Vietham (Million USD)

Year Crude oil exports value (Million USD)
2004 5,666
2005 7,387
2006 8,323
2007 8,447
2008 10,450
2009 6,210
2010 4,944
2011 7,236
2012 8,212
2013 7,278
2014 7,229
2015 3,720
2016 2,361
2017 2,885
2018 2,196

Source: General Department of Vietnam customs

During the period 2004-2008, the value of Vietnam's crude oil exports increased rapidly. In
just four years, the value of Vietnam's crude oil has nearly doubled, which has had a significant
impact on the economy. During this period, crude oil exports increased sharply, making the
economy dependent on oil, revenue from the oil and gas industry contributed 20-30% of the
government budget, resulting in the amount of foreign currency pouring into the mining industry.
Oil and gas caused the de-industrialisation that the Dutch disease mentioned.

The indication of the Dutch disease became more and more obvious when in 2009 and 2010,
Vietnam's crude oil export value reached over 9 million tons, down nearly 1.3%, but the turnover
only reached 3.72 billion USD, down 48.5% compared to the previous year. compared with the
previous year due to the sharp drop in crude oil prices (according to Statista, 2021). Falling oil
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prices lead to a sharp decrease in budget revenue, which will negatively affect government
spending and GDP.

In short, since 2009, the export of crude oil has decreased, so we did not get infected with the
Dutch disease but the symptoms of infection did appear. At the national level, it is light, but in
some localities, it is heavy, especially those where the structure of budget revenue and expenditure
is largely contributed by the oil source. For many localities that focused too much on exploiting
resources, when resources ran out, many places fell short, the balance of budget revenue and
expenditure were greatly affected. Some localities in the Central region had chosen to exploit
titanium, instead of tourism, to make quick profits. Doing so made the mining wave increase
sharply, especially raw mining.

Exploiting and exporting resources is no longer appropriate in the current context. That does
not mean that the mining industry should be cut off, but it should be aimed at increasing added
value, especially serving domestic industries.

3.2. The threats of Dutch disease in Vietnam from FDI

For developing countries like Vietnam, foreign investment flows play a very important role
in promoting socio-economic development. Within 10 years since joining the WTO, our country
has received more and more foreign currency capital, especially FDI. This capital has a strong
impact on the balance of trade, economic structure, etc in Vietnam. Without effective policies and
tactics, the rapid increase in foreign currency will likely cause negative effects, leading to the
symptoms of the Dutch disease on the economy.

FDI is foreign direct investment, bringing many benefits such as supplementing capital to
serve the needs of investment in social development and economic growth, restructuring labor,
increasing the national budget, improving human resources, etc. On the other hand, FDI can follow
consequences such as trade balance deficit, inflation, imbalance between industries and territories,
environmental pollution, etc.

FDI is prioritized towards clean FDI - a source of foreign direct investment capital, ensuring
the sustainable growth of the economy, which must meet the following needs: economic benefits,
social benefits, and economic benefits. environmental benefits. Specifically:

e Economic benefits: Once invested, FDI capital must ensure benefits for both the investing
country and the host country. For the investing country, when making an investment, it must
receive economic benefits such as cheaper labor and raw materials, making a profit in the
investment process. For investment-receiving countries, it must ensure high, stable and
sustainable economic growth, develop production in the direction of environmental
friendliness, industrialization, sustainable agricultural and rural development and industrial
development.

e Social benefits: To synchronously implement measures to achieve the following objectives:
Social progress and justice, hunger eradication and poverty reduction; create jobs, increase
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income, improve the quality of education, improve people's knowledge, professional
qualifications, health care, etc.

e Environmental protection, treatment and remediation of pollution, restoration and
improvement of environmental quality, fire prevention, prevention of deforestation and
indiscriminate exploitation of natural resources.

The inflow of FDI into Vietnam is so large that the Vietnamese economy cannot absorb it and
leads to many consequences that are symptoms of the Dutch Disease, that is: The weakening of
the local currency, causing inflation severe development, labor displacement leads to weakening
of the manufacturing industry and affects Vietnam's export industry, resource depletion and
environmental damage.

3.2.1. FDI - The cause of inflation

The first and most obvious manifestation is the inflation situation in our country in the period
2007-2008. The influx of foreign investment such as FDI massively poured into our country from
2007 - the first year our country joined the WTO. By the end of 2007, the whole country had over
9500 foreign investment projects granted investment licenses with registered capital of over 98
billion USD (including additional capital). Excluding the projects that have expired and are
dissolved ahead of time, there are 8590 projects with a total registered capital of 83.1 billion USD,
of which the implemented capital is nearly 30 billion USD (excluding the contributed capital of
our country). This number also increased over 2 times in 2008 when our country received 71 billion
USD in FDI capitalization.

This situation increases the total means of payment, putting pressure on inflation, even though
the State Bank (SBV) has performed neutralization operations. With a regulated regime, the
Central Bank (Central Bank) often intervenes in the foreign exchange market to avoid the pressure
of domestic currency appreciation when capital inflows are high. As a result, foreign exchange
reserves increased and total means of payment increased, putting pressure on inflation. Despite the
neutralization intervention through open market operations and compulsory reserve, the total
means of payment still increased sharply in Vietnam. The sudden increase in capital inflow in 2007
made the total means of payment increase by 36.9%. In other words, FDI capital poured in in large
quantities and too quickly, making Vietnam's economic management system unable to react.
Inflation in these two years has reached double digits, peaking in 2008, even reaching 19.8%. This
period is also a turbulent period in the government's inflation control work.
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Figure 6. Inflation rate in period 2000 - 2020.
Source: According to the Bureau of Statistics
3.2.2. FDI and industry structure & region imbalance

The direct and indirect labor movement between regions and sectors in the economy comes
from the uneven investment of FDI in the Vietnamese market.

Regarding the movement of labor between regions, domestic provinces and sectors in the
economy, there is strong competition to attract FDI while the State has not had the right orientation,
which will lead to uneven development between regions and evenly distribute FDI sources to
industries. Areas with a large concentration of big cities such as Hanoi, Ho Chi Minh City, Hai
Phong and surrounding areas often attract a large amount of foreign investment while areas such
as the Central Highlands, the Midlands and the Southern region of Vietnam often attract a large
amount of foreign investment. Northern mountains are not entitled to capital for development.
Along with supplementing and perfecting the investment law, policies to attract FDI into regions
with more difficult economic conditions, policies on industrial zones, EPZs and decentralization
of investment licenses have been adopted. issued and have a great impact on the shift of FDI capital
flows. Accordingly, the structure of FDI by region has changed in a more positive direction, but
still slowly. This will have two effects. One is the uneven development among regions of Vietnam.
This goes against the development orientation and poses a great obstacle to the government's
remote development policies. Second, FDI capital invested in projects conducted in large FDI
attraction regions will create a series of jobs and attract laborers to these regions. Labor in less
capital-intensive areas will leave the sector and make manufacturing industries in the less capital-
attractive region somewhat stagnant and undeveloped.
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Below is the structure of FDI by region to 2021 according to the source of the General
Statistics Office. Looking at the chart, we see a large imbalance in the amount of FDI inflows into
each region. It can be said that FDI projects have been distributed to almost all provinces and cities
in the country. However, areas with many advantages in terms of infrastructure, abundant and
skilled labor, etc. are still the most attractive locations for foreign investment and the results of
attracting foreign investment are still far ahead of the provinces with difficulties
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Figure 7. FDI structure by region until 2021
Source: According to the Bureau of Statistics

In terms of industry structure, the amount of FDI is also uneven across industries, weakening
the manufacturing and export sectors of the Dutch disease. Firstly, FDI capital tends to concentrate
more and more on a few key industry groups, associated with a roadmap to cut tariffs and open up
attractive investment areas according to FTA commitments. Agriculture is an area that receives
very little investment from foreign countries, while Vietnam is still an agricultural country.
Although Vietnam's population is concentrated mainly in rural areas (about 67%), workers in this
area account for about 46% of the total workforce and agriculture contributes about 17% of
Vietnam's GDP. (General Statistics Office)... but FDI inflows into this sector account for only
1.7% of total projects and nearly 1% of total FDI into Vietnam. This leads to Vietnam's agriculture
still developing relatively slowly compared to the development level of industry, services etc. FDI
capital causes the industry - construction and service sectors to grow too hot without the same
growth from the agricultural sector; leading to an imbalance in the structure of the economic sector,
and deviant economic development. In addition, labor in the agricultural sector will also have a
shift to industry and services because agriculture is not invested and developed, which will lead to
stagnation, lower wages for labor in agriculture. compared to wages in industry and services.
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Large FDI inflows into Vietnam also cause the amount of foreign currency in the country to
increase, the domestic economy to weaken and appreciate, causing the export industry to be
affected. People use domestically imported goods instead of domestically produced goods, which
weakens the manufacturing sector.

Most of this capital is invested in office buildings, commercial centers, shopping and
entertainment areas, rather than focusing on public works such as schools, hospitals, roads, etc.
This is also an imbalance caused by FDI capital.

Moreover, FDI's contribution to economic restructuring is still not commensurate with its
potential. In fact, restructuring still depends on quantity, namely: A large amount of FDI is invested
in the industry, but the quality is not high, despite the production of many new products, the
emergence of new industries ( especially in some important industries such as telecommunications,
oil and gas exploration and production, mechanical engineering, electronics, automobiles, etc., but
the added value is still low due to the high intermediate costs.

B Industry and Manufacturing W Savices W Agriculture - forestry - fishery

Figure 8. The ratio of sectors of FDI investment in Vietnam in 2021.
Source: According to the Bureau of Statistics
3.2.3. FDI and technology transfer & natural resource depletion

The trend of Globalization and Regionalization is taking place very strongly and is considered
as a very effective tool to improve the technical and technological level in developing countries.
Because, in the process of cross-border investment and business cooperation, developing countries
like Vietnam will have many conditions to access and take advantage of rich and diverse
technologies, knowledge and skills. , modernity, advanced technology and science of your
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countries, especially the world powers. However, at present, technology transfer through FDI
projects has not been as expected.

The vast majority of technology transferred is only at an average level of technology. There
are even cases of technology transfer, which puts Vietnam at risk of becoming a technology waste
dump. The competitiveness of products in the international market is still weak because most of
the technologies used in FDI projects are technologies that have been widely used in the country.
One of the main reasons is the existing obstacles in the provisions of the law, the technology is
limited to transfer, the regulations on binding conditions have not created a barrier; Many localities
run after achievements, overcome barriers to attract FDI at all costs, and there are no regulations
on an effective mechanism to manage the transfer pricing of enterprises.

Although FDI has brought many technologies to our country, it has not yet transferred
technologies that meet the requirements of reality and keep up with the technological development
of the world. In addition, many investors invest other than investment in areas where they are
restricted in their country due to environmental pollution or adverse effects on public health.
According to the General Department of Environment of Vietnam, there is currently a shift of
industries causing environmental pollution from developed countries to developing countries
through FDI. This "pollution export” benefits multinational corporations with a competitive
advantage by reducing production costs. The reason is that the cost to overcome environmental
pollution in developed countries is very high. Many projects to import outdated machinery and
equipment causing environmental pollution were not detected in time. There is a tendency to shift
the flow of foreign investment that consumes energy, resources, and human resources, which is
not friendly to the environment, into Vietnam, but many localities do not have an environmental
control mechanism.

Another remarkable thing is that FDI capital is also mainly focused on the oil and gas
exploitation industry, but businesses do not invest in oil refining technology. The great short-term
benefits have made foreign companies investing in oil and gas exploitation not focus on improving
processing technology to save costs. This has caused the oil and gas resources in our country to
rapidly deplete while the benefits for the country are not commensurate.

It can be said that the more industrial zones are concentrated, the more polluted the
environment is. Some FDI enterprises have caused serious environmental problems, changed the
ecosystem, affected economic development, social security in the area and caused frustration in
the public opinion. People have mentioned a lot about "unclean” FDI in Vietnam related to
wastewater treatment, expansion of industrial zones, shrinking forest area, life and habitat of
animals. wildlife, plants have been disturbed, destroyed, adversely affecting biodiversity, water
resources, fisheries, climate change and increasing pollution of river basins, etc

Thus, FDI entails outdated technologies and increasingly serious environmental pollution.
These technologies not only have low productivity, a huge amount of waste into the environment,
causing environmental pollution, but also quickly lose their usability and become scrap. Therefore,
the government needs to have appropriate and strict management measures and policies in
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receiving investment projects from abroad, avoiding the situation of "spreading the red carpet” in
some localities.

The above manifestations show that Vietnam has not reached the serious level to be infected
with Dutch disease but before such manifestations of risk of "Dutch disease™, what should Vietham
do? Here is the fact that countries have caught and got rid of this "disease", which is a valuable
lesson for the Vietnamese economy.

4. Recommendations to avoid Dutch disease in Vietnam
4.1. Recommendations to avoid Dutch disease caused by oil exporting in Vietnam

As analyzed above, one of the causes of the Dutch disease in countries, especially developing
countries, is the excessive export of raw products, not paying attention to them. Dutch disease will
develop once domestic resources are exhausted or there is a fluctuation in the price of resources in
the world market. At that time, it was difficult to exploit resources for sale, and other domestic
manufacturing industries were almost paralyzed because of technical lag when they were not
invested for a long time. The economy is in crisis. From the situation of such Nigeria, lessons are
drawn for Vietnam as follows:

e First, as former Prime Minister Nguyen Tan Dung said at the launching ceremony and
implementation of the 2007 production and business plan of PVN, "Vietnamese oil and gas
cannot continue to export crude oil forever but processing and services with high added value”,
is a direction that we have done but still not good. The domestic gasoline and oil consumption
market with a population of nearly 100,000,000 million people requires a huge supply of all
types of gasoline and oil. So far, every year, the amount of crude oil exploited has been
exported while the source of gasoline and oil for production and daily consumption is
completely dependent on imports (every occasion the world price of gasoline and oil fluctuates,
causing difficulties in the production of petroleum products). towels for import and
consumption). In terms of our country's average crude oil potential, the group has planned and
implemented a plan to build three refineries and petrochemicals in the north-central south
regions. Binh Son Refinery and Petrochemical Complex (Dung Quat Economic Zone - Quang
Ngai) with an oil refinery with a capacity of 6.5 million tons/year was put into operation at the
end of February 2009. When our country's first oil refinery is put into operation, it will open
the door to the complete formation of Vietnam's refining and petrochemical industry. After
Dung Quat, the Vietnam National Oil and Gas Group will invest in building two petrochemical
refineries in Nghi Son (Thanh Hoa) and Long Son (Ba Ria - Vung Tau). The Long Son
Petrochemical Complex Project in Long Son Petroleum Industrial Park (Ba Ria - Vung Tau)
is of great significance to Vietnam's chemical industry, effectively using the output products
of the oil factory. According to the project of developing the petrochemical industry, with three
plant complexes under construction, in turn put into operation in phase 1, along with
investment to expand and increase capacity in phase 2 from 2015 to 2025, the total The
capacity of the factories will reach about 50 - 55 million tons of products per year, enough to
meet the demand for gasoline and oil for domestic consumption and partly for export. Along

FTU Working Paper Series, Vol. 1 No. 1 (2/2023) | 72



with the petrochemical refineries, the group is also building fiber and synthetic resin factories.
producing DAP fertilizer, urea fertilizer, producing ammonium - accumulator to join with Phu
My and Ca Mau nitrogenous fertilizer plants to increase the fertilizer production output of the
industry, meeting the increasing demand of the agricultural production, participate in
stabilizing the market and actively contribute to the national food security strategy.

e Second, the State should have policies to attract capital and technology to invest in our country
in order to promote the development of domestic economic sectors, especially the oil extraction
and processing industry. Our country is a country with potential and resources, it's just a matter
of how to maximize those resources. Through the analysis of the situation of crude oil exports
in our country - one of the defining characteristics of the Dutch disease, it is not really
dangerous, or in other words, divided by country, we can all see clearly and deeply understand
it. However, what we need to realize is that we must act now. An effective development
strategy is our only way.

Through the analysis of the current situation of crude oil exports in our country - one of the
defining characteristics of the Dutch disease, it is not yet dangerous enough, or in other words, not
to the extent that we can all see it clearly and deeply understand it. However, what we need to
realize is that we must act now. An effective development strategy is the only way to save us.

4.2. Recommendations to avoid Dutch disease caused by FDI in Vietnam

Vietnam is also a market attracting huge FDI capital, and like China. However, in Vietnam,
the phenomenon of Dutch disease has yet to manifest itself, so continuing to attract FDI inflow
and directing it to some specific sectors that create more added value, rather than crude exporting,
should be encouraged. To prevent the Dutch disease on FDI, below are some specific solutions
learnt from China for Vietnam:

Firstly, Vietnam needs to learn from China in having an expensive socio-economic
development master plan in the long term. The lack of a comprehensive and long-term socio-
economic development plan (about 50 years) in recent times, which has been recently issued,
reports and reports are one of the great causes of difficulties, hindering development in general,
creating waste in the use of resources, including FDI capital. Vietnam should focus on developing
supporting industries in the direction of focusing on a few key industries and products. In
particular, concretize the criteria to identify industries and products that are entitled to incentives
according to the power of supporting industries, raising the incentive level enough to attract
investors in the field of supporting industries. In particular, special incentives should be higher for
businesses investing in the chain of projects to produce products in the supporting industry
compared to individual projects.

Secondly, Vietnam needs to have a strategy to attract and use FDI in each period in a
synchronous and reasonable manner, closely associated with the socio-economic development
goals of that period. Specific development strategies are the steps necessary to achieve the overall
goal outlined in the long-term plan. Development strategies can be designed over a period of 5, 10
or 20 years suitable for each industry or region. Currently, FDI is mainly investing in import-

FTU Working Paper Series, Vol. 1 No. 1 (2/2023) | 73



substituting, labor-intensive industries. The strategy to attract and use FDI capital should be in the
direction of:

e Included in the overall need for capital for socio-economic development of the country.

e Establishing a priority list for using FDI capital and projects calling for foreign investors by
industry and key economic regions with specific necessary volumes.

e The proposal is oriented to attract capital from international partners, including clearly defined
strategic partners.

e Provide policies and solutions to prioritize and encourage the attraction and use of capital
relatively stable on many aspects such as tax exemption and reduction, land rental incentives,
and clearly state measures on management and foreign debt repayment.

Conclusion

In conclusion, the "Dutch disease™ is a type of economic risk that occurs when the export of
natural resources is boosted leading to a decline in the manufacturing industry - a phenomenon of
deindustrialization. The massive export of oil for the purpose of earning foreign currency coupled
with the mismanagement of foreign capital sources such as FDI will have serious consequences
for the economy. Therefore, fully understanding the "Dutch disease” is a necessary task for
countries, especially developing countries - whose economies are heavily dependent on natural
resources as well as foreign aid and investment.

Vietnam, with risks from crude oil exports as well as foreign sources from FDI, suffers from
threats of the Dutch disease. Research from the reality of countries that have faced and overcome
this "disease™, such as the experience from China and Nigeria, will help provide lessons learned to
help Vietnam be fully prepared to avoid "the disease”. However, the current urgent requirement
of Vietnam is to manage well as well as develop a reasonable exploitation and export policy of
natural resources to achieve both growth and development tasks at the same time. sustainable
economy in the best way.
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