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Abstract: Conventional wisdom holds that international trade agreements can
serve as a source of external pressure and credible commitment to overcome
opposition and to lock in domestic economic reforms. This belief, however,
underestimates the ability of politicians not only to circumvent these pressures,
but to leverage international trade agreements to advance their own policy
preferences – preferences that may be highly anti-reformist. Thus, trade
agreements do not necessarily induce reforms and, in certain circumstances, they
can even be counterproductive. Through an analysis of aggregate data and 40
interviews with senior politicians, government officials, and state-owned
enterprise managers in Vietnam, this paper illustrates these insights by analyzing
the political economy of SOE reform backsliding on the eve of Vietnam’s
accession to the WTO.

1. Introduction

Current literature suggests that WTO accession, and more generally international
economic agreements, can serve as a source of external pressure and credible com-
mitment to overcome opposition and to lock in domestic economic reforms (e.g.,
Staiger and Tabellini, 1999; Davis, 2006; Basu, 2008; Lamy, 2012; Aaronson
and Abouharb, 2014; Zoellick, 2014).1 However, the effects of WTO accession
on domestic economic reforms have been heterogeneous, even among seemingly
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1 This view was expressed explicitly by Pascal Lamy, former Director-General of the WTO, when he
wrote ‘WTO accession as a tool to enhance competitiveness through domestic reforms … WTO member-
ship has proven to be a catalyst for trade-related domestic reforms … Moreover, WTO membership also
serves as a vital instrument to lock-in reforms. It opens an avenue of support for countries undertaking do-
mestic reforms. Compliance with WTO rules drives governments towards better governance and inter-
national cooperation. Binding commitments provide cover for reformers and act as an insurance policy
against the temptation to slip into the “old, uncompetitive ways”’ (Lamy, 2012).

World Trade Review (2017), 16: 1, 85–109
© Tu-Anh Vu-thanh doi:10.1017/S1474745616000409 First published online 20 October 2016

85

available at http:/www.cambridge.org/core/terms. http://dx.doi.org/10.1017/S1474745616000409
Downloaded from http:/www.cambridge.org/core. Boston University, Mugar Memorial Library, on 28 Dec 2016 at 04:54:53, subject to the Cambridge Core terms of use,

mailto:anhvt@fetp.edu.vn
http:/www.cambridge.org/core/terms
http://dx.doi.org/10.1017/S1474745616000409
http:/www.cambridge.org/core


similar political-economic systems. For instance, Drabek and Bacchetta (2004)
show that the impacts of WTO accession on policy making and institutional
reform differed across Eastern European transitional countries.2 Similarly, China
and Vietnam both have socialist market economies, but while the Chinese leader-
ship was quite successful in using the WTO as a means to impose market discipline
on state-owned enterprises (Breslin, 2003; Thun, 2004; Steinfeld, 2010), their
Vietnamese counterparts have failed to do so since the country formally joined
theWTO in January 2007.3 As a result, reforming the state-owned enterprises, par-
ticularly the state business groups and state general corporations, has once again
become a central component in the government’s recent efforts to restructure the
economy.4

So why does WTO accession foster economic reforms in some countries but not
in others? Since the existing literature generally takes it for granted that WTO ac-
cession will bring about positive institutional changes, it does not provide a frame-
work for understanding outcome heterogeneity. Moreover, the literature focuses
largely on the supply side of institutional changes (i.e., by means of the WTO ac-
cession), implicitly assuming the existence of demand for domestic institutional
changes (otherwise, why bother joining the WTO in the first place?). In fact,
however, successful institutional change requires both supply and demand.
Moreover, in the process of institutional change, the interaction between demand
and supply also plays an important role.

In this paper, we argue that in order to understand howWTO accession impacts
domestic reforms, it is essential to understand the political economic environment
of the acceding country, and thereby the interaction between external pressures
from WTO accession and the country’s response. In particular, we should not
underestimate the ability of politicians to use international trade agreements to
advance their policy preferences and, at the same time, circumvent these very agree-
ments. As a result, international trade agreements may not be conducive to reform
as expected and, in some cases, may even be counterproductive. This paper will il-
lustrate these insights by analyzing the political economy of state-owned enterprise
reform backsliding in the context of Vietnam’s accession to the WTO.

Through an analysis of aggregate data and 40 interviews with senior government
officials, politicians, policy analysts, and state-owned enterprise managers, we find

2 Ferrantino (2006) also argues that the impact of free trade agreements andWTO accessions on policy
reform in developing countries has been highly country-specific.

3 Vietnam’s WTO Working Party was established on 31 January 1995. The negotiation gained mo-
mentum after Vietnam signed the Bilateral Trade Agreement with the US in July 2001, accelerated in
the period 2004–2005, and finished in October 2006. The WTO General Council approved Vietnam’s ac-
cession package on 7 November 2006. On 13 January 2007 Vietnam officially became the 150th member
of the WTO.

4 See PrimeMinister’s DecisionNo. 929 dated 17 July 2012 on approval of the ‘Restructuring Program
of State-Owned Enterprises, Focusing on Economic Groups and State General Corporations for the Period
2011–2015’.
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that in Vietnam WTO accession has not only failed to foster the long-needed
reform of state-owned enterprises (SOEs), but also strategically presents as
posing a serious external threat that demanded quickly building up the SOE
sector, which is, in hindsight, a ‘reversed SOE reform’. The key reason for this
failure lies in the Vietnamese party-state’s priority to preserve the primacy of the
SOE sector. Faced with looming competitive pressures from liberalization as
Vietnam was joining the WTO, the Vietnamese party-state decided to consolidate
existing state general corporations (SGCs) into giant and highly diversified state
economic groups (SEGs) in order to strengthen the SOE sector.

The formation of SEGs, which are considered as Vietnam’s socialist ‘command-
ing heights’, has had many critical ramifications. As far as the WTO accession is
concerned, the SEGs have disabled, at least partly, many of the potentially positive
impacts of WTO accession. First, the formation of SEGs, which inevitably rein-
forces the monopoly, or dominant market, position of these SEGs, goes against
the spirit of fair competition and significantly reduces the effectiveness of
Vietnam’s 2005 Competition Law. Second, the move to highly diversified business
groups, which include banking and finance, has created new forms of directed
credit and cross-subsidies among the SOEs. Through a complex nexus of pyramidal
and cross ownership structures, these subsidies, which are in principle prohibited
by the WTO, have been transformed into internal transactions, and are therefore
very difficult to detect and/or sanction. Third, as the dominant position of SEGs
is reinforced, the government can use industrial policies, in principle targeted at
an entire industry, to deliberately support targeted SEGs without being accused
of violating the ‘national treatment’ principle. Finally, the wave of SEG acquisitions
of commercial banks after WTO accession has provided SEGs with abundant
sources of capital. The expectation of reform-minded policy makers that competi-
tive pressure, particularly from foreign banks, would force banks to be more profit-
oriented, thereby hardening SOEs’ budget constraints, has not yet been realized.

The rest of the paper is organized as follows. Section 2 traces the emergence of
the SEG model on the eve of Vietnam’s WTO accession. Section 3 then provides
a brief explanation for the emergence of SEGs, thereby providing an overview of
the political-economic situation in Vietnam before its gaining entry to the WTO.
This section shows that three factors, namely the primacy of the SOE sector, the
aspiration for economic independence and proactive integration, and the urgent
need for revitalizing the SOE sector, are major determinants of the emergence of
SEGs on the eve of formal WTO accession. Section 4 analyzes interactions
between Vietnam’s WTO accession and its domestic political economy. It shows
that although the WTO accession was neither the only nor the most decisive
factor underlying the formation of the SEGs, it did serve as an important catalyst
to facilitate the emergence of sufficient consensus to help accelerate the growth
of SEGs in both scale and scope. This section also shows that although a change
in premiership played an important part in the growth of the SEG model in
general, its impact occurred mostly after Vietnam had already joined the WTO.
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Section 5 analyzes in detail how the SEGs disabled, at least partly, the WTO’s po-
tential impacts on SOE reform. Section 6 concludes and presents some policy
implications.

2. The formation of state economic groups since 2005

Vietnam started market-oriented reform (Doi Moi) in1986. In the last three
decades, the Vietnamese party-state has removed many key elements of central
planning such as collectivization, price control, foreign trade monopoly, as well
as the comprehensive planning itself, but it has never given up on SOEs.
Developing state-owned large-scale corporations that play ‘the leading role’ in
the domestic economy and, at the same time, can compete in international
markets has always been a top priority in Vietnam’s SOE development policy. In
Vietnam, the idea of experimenting with the state business groups (SBGs) was
inspired by the role of the keiretsu and chaebols in the successful industrialization
of Japan and South Korea (Perkins and Vu-Thanh, 2011).5 This idea was first
implemented by Decision 91 of Prime Minister Vo Van Kiet dated 7 March
1994 that establish 18 ‘pilot’ SBGs, often referred to as SGCs 91.6 According to
Decision 91, the SGCs 91 should ‘have an important position in the national
economy, ensure necessary requirements for the domestic market, and have the po-
tential of expanding business relationships outside the country’.

In the early 2000s, SOE reform in general and the experiment with state business
group model in particular came to a standstill. Despite obvious advantages and the
government’s preferential treatment, the performance of the SOE sector had not
improved. Even worse, the SOE sector was financially outperformed by the
private sector. According to the Enterprise Survey data, in the early 2000s, pre-
tax returns on total assets (ROA) of the SOE sector is only about two-thirds of
the average for the entire enterprise sector.7 Even more disappointing, despite
their monopoly position, giant scale, and numerous privileges granted by the
state, 10 out of the 18 SGCs had ROA lower than the average of the economy,
which was 3.8% in 2001 and 4.3% in 2002 (Figure 1). It is obvious that the

5 But there are at least two fundamental differences between Vietnam’s and Korea’s efforts to create
large well-known competitive firms. In Korea, most of the Chaebols were private, whereas all of the
state conglomerates in Vietnam are state ownedwith their boards of directors and topmanagement selected
by the government. Second, in Korea all of these large Chaebols, in exchange for temporary government,
support, lasting in most cases for only a few years, were expected to become internationally competitive
exporters. Vietnam’s conglomerates are still largely oriented toward import substitution.

6 Along with a Decision 91 to establish SGCs 91, Vo Van Kiet also issued Decision 90 establishing
nearly 80 so-called SGCs 90 with lower importance and smaller scale compared with the SGCs 91. In
this paper, SOEs refer to all state-owned enterprises (SGCs and SBGs included), the pilot SBGs will be
called SGCs 91 to maintain consistency with the way they are referred to in Vietnam, and SGCs is a
general term that refers to both the SGCs 91 and SGCs 90.

7 Similarly, pre-tax rate of return on fixed assets and long-term investment of the SOE sector was
equivalent to three-quarters of the average.
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party and the government could not be satisfied with this poor performance, espe-
cially in the context of increasing competition from the private sector, both domes-
tic and foreign, after the 1999 Enterprise Law and the US–Vietnam Bilateral
Agreement (US-VN BTA) in 2001.

In this context, Resolution of the Third Plenum of the 9th Party Central
Committee (2001) on SOE reform doubled down on its commitment to the state
sector:

The state economic sector plays the decisive role in holding fast the socialist orien-
tation, stability, and economic, political and social development of the country.
State-owned enterprises … must constantly innovate, develop and improve
efficiency, hold key positions in the economy, be an important material instru-
ment for the state to orient and regulate the macroeconomy, be the core force,
the main contributor for the state economic sector to perform the leading role
in the socialist-oriented market economy, and be the main force in international
economic integration’. (italics added)

Also in this document, for the very first time, the concept of ‘state economic groups’
was formally introduced as the next step of the state business group model, with the
aim to ‘compete and integrate into the international economy’. Following this
Resolution, the government issued Directive 01 (16 January 2003), asking the
Steering Committee for State-Owned Enterprise Innovation and Development to
coordinate with the line ministries to conduct studies and surveys in order to
develop the state economic groups. This began with four industries: oil and gas,

Figure 1. Return on assets of the SGCs 91 (2001)

Source: Author’s calculation from the report of the Ministry of Finance published in 2006 titled “Data
Consolidation of State General Corporations in the Period 2000–2005.”
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post and telecommunications, construction, and electricity, which happened to be
either natural resource exploitation or non-tradable. Since the introduction of this
policy, the first SEG – Vietnam Coal Corporation (Vinacoal) – was established on 8
August 2005.8 As can be seen from Table 1, which lists major milestones in the de-
velopment of SEG, WTO negotiation, and WTO-related reforms between 1992
and 2016, by the time Vietnam officially joined the WTO, eight SEGs had
already been established, and by mid-2011, there were total 13 SEGs (Table 1).
Among these SEGs, six were formed between November 2005 and June 2006
during the tenure of Prime Minister Phan Van Khai, and the remaining seven
under the tenure of his successor Nguyen Tan Dung.9

3. A brief explanation for the emergence of SEGs on the eve of WTO accession

This section briefly analyzes the major factors that contributed to the emergence of
the SEGs in 2005 and 2006, thereby providing an overview of Vietnam’s political
economy in the immediate pre-WTO period. As observed by Grindle and Thomas
(1989), good knowledge of circumstances surrounding a particular policy initiative
is essential to understanding the nature and dynamics of decision making – how the
policy initiative got on to the agenda, who the stakeholders were, what types of
public officials were involved in decision making, how and to what extent
changes were introduced, and the timing of decision making.

3.1 A political-economic ‘constant’: the leading role of the SOEs

Since the 1992 Constitution, Vietnam has considered itself a socialist market
economy. In the spirit of a ‘market economy’, official documents of the party-
state have always insisted that all economic sectors are important to the national
economy. However, because of the ‘socialist orientation’, despite the fact that
the party-state publicly admits the relative inefficiency of the state vis-à-vis
private sector, ‘the leading role’ of the state sector has always been an immutable
constant in the nation’s economic development strategy.10 In this strategy, the
SOEs are instruments for the state sector to perform the leading role, and the
SEGs and SGCs are the ‘commanding heights’ of the state sector.

The dominant role of the SOEs in Vietnam has been maintained not by market
competition, but thanks to systematic preferential treatment from the state (Pham,
2008). The SOEs used to enjoy a separate legal playing field until the promulgation
of the Unified Enterprise Law in 2006, which was written under the pressure of

8 The government then merged this SEG with the Vietnam Mineral General Corporation in December
2005 to create the Vietnam National Coal & Mineral Industries Group.

9 For a detailed analysis of important features of state economic groups and their (largely negative)
impacts on Vietnam’s economy, see Perkins and Vu-Thanh (2011).

10 This role has been reaffirmed in the 2013 Constitution.
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imminent WTO accession. However, today the SOEs still enjoy monopoly, or dom-
inant position, in many strategic industries.11 Moreover, they are allowed favored

Table 1. Timeline of SEG development,WTO accession, andWTO-induced reforms

Prime Ministership Date Events

VO VAN KIET Sep 1992 Vo Van Kiet became Prime Minister
1994 SGCs 90 and SGCs 91 established
1995 Vietnam’s WTO negotiation started
Dec 1997 Vo Van Kiet left office, replaced by Phan Van Khai

PHAN VAN KHAI 2001 US-Vietnam Bilateral Trade Agreement
2004 WTO negotiation accelerated. By the end of 2004, Vietnam had

completed nine rounds of multilateral negotiation and six (in total of
28) bilateral negotiations.Vietnam’s National Assembly issued 15
laws and 17 darft laws, some of which serve the purpose of joining the
WTO (e.g., Competition Law, Bankruptcy Law, Law on Credit
Institutions etc.)

May 2005 Vietnam’s National Assembly issued 11 laws and 11 darft laws, many
of which serve the purpose of joining the WTO (e.g., Law on Signing,
Joining and Implementing International Treaties, Customs Law,
Commercial Law, State Audit Law etc.).

Sep 2005 Completed the last multilateral negotiation. By September 2005, add-
itional 14 bilateral negotiations were completed.

Oct 2005 Vietnam’s National Assembly issued 11 laws and 9 draft laws, many of
which serve the purpose of joining the WTO (e.g., Intellectual
Property Law, Export – Import Law, Unified Enterprise Law,
Common Investment Law etc.)

Nov 2005 The first SEG (Vietnam Insurance Group) was upgraded from a SGC
91 (Bao Viet General Corporation).

Dec 2005 Vietnam National Textile and Garment Group (Vinatex)
Dec 2005 The Vietnam National Coal - Mineral Industries Group (Vinacomin)
Jan 2006 Vietnam Post and Telecommunication Group (VNPT)
May 2006 Vietnam Shipbuilding Industry Group (Vinashin)
June 2006 Vietnam Electricity Group (EVN)
June 2006 Phan Van Khai left office, replaced by Nguyen Tan Dung

NGUYEN TAN
DUNG

Aug 2006 Vietnam Oil and Gas Group (PVN)
Oct 2006 Vietnam Rubber Group (VRG)
Jan 2007 Vietnam formally joined the WTO
Dec 2009 Viettel Telecommunication Group (Viettel)
Dec 2009 Vietnam Chemical Group (Vinachem)
Jan 2010 Vietnam Industry Construction Group (VNIC)
Jan 2010 Housing and Urban Development Group (HUD)
May 2011 The latest SEG (Vietnam National Petroleum Group) was established
May 2016 Nguyen Tan Dung left office.

Source: Compiled by the author.

11 According to the Report on Economic Concentration of the Ministry of Industry and Trade
(Vietnam Competition Authority, 2012), the state economic groups occupy a dominant position in the
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access to critical resources – such as land, credit, and natural resources – and lucra-
tive opportunities – such as public investment and government procurement.

In addition to credit and investment, the SOEs are entitled to many other privi-
leges vis-à-vis private enterprises. The SOEs were allowed to use state capital
without paying dividends until very recently.12 They are generally not subject to
hard budget constraints and virtually never face bankruptcy.13 The SOEs were
designated to disburse the majority of ODA capital.14 In many cases, they are
also granted state-owned land for free, or if they must lease land, then the rent is
substantially subsidized. Moreover, they then can use the leased land as collateral
for bank loans, while private businesses do not have such an option. SOEs, backed
by the state, are also given priority access to credit and scarce foreign exchange for
less than the market value.

3.2 Achieving ‘economic independence’ and ‘proactive integration’ through
SOEs

Economic independence and self-reliance have always been a key objective of
Vietnam’s industrial development strategy in particular and of its economic devel-
opment strategy in general. The issue is that Vietnam’s approach to realizing these
objectives contains two fundamental paradoxes. The first paradox is that the gov-
ernment wants rapid industrialization and modernization even when the starting
point of the economy is very low, and thus lacks most of the necessary material,
technological, management, and institutional foundations.

The second paradox is that during the cold war, the motivation behind the inde-
pendent and self-reliant viewpoint is understandable. However, in the 1990s and
especially in the 2000s, as the country has become integrated into a world
economy, which is increasingly interdependent and globalized, the old dogmas of
economic independence and self-reliance have become far less compelling.

Recently, along with the process of international economic integration, the ‘inde-
pendence and self-reliance’ objective has been combined with the fashionable
phrase of ‘proactive international integration’. The Social-Economic Development
Strategy (SEDS) 2001–2010 was the first official document that mentioned the goal
of ‘fastening the objective of building an independent and self-reliant economy with
international economic integration’ (italics added). However, this document

most important industries and sectors of the economy. In particular, the state economic groups hold the
monopoly, or dominant, position in the oil and gas industry, coal and minerals, infrastructure, transpor-
tation, aviation, rail, electricity, and even in industries in which there is no convincing arguments for state
domination such as cement, coffee, rubber, or textiles.

12 See Decree 204/ND̵-CP/2013 dated 5 December 2013.
13 The number of SOEs totally owned by the State declined from 6,545 in 1992, i.e. when the Law on

Bankruptcy was promulgated, to 3,256 by October 2004. In about 3,300 SOEs that were subject to reform
measures, none was forced to go bankrupt (Vu-Thanh, 2005).

14 For instance, according to Vu Quoc Tuan (2008) the SOEs’ share in ODA capital disbursement in
2006 was about 70%.
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explicitly acknowledged that the exact meaning of ‘independent and self-reliant
economy’ and ‘international economic integration’ is still ambiguous and even
lacks coherence. As a result, the actual priority may well be subject to subjective
interpretation and depends on the specific case under consideration. For
example, the policy to selectively build some heavy industries, such as oil
refining, shipbuilding, and even textiles, through the formation of SGCs and
SEGs was justified by the ‘independence and self-reliance’ mantra. The slogan
also allows the industries in which the state sector has the dominant position to
enjoy many privileges and generous protection from the state (see Athukorala,
2006, Perkins and Vu-Thanh, 2011).

3.3 An urgent need for revitalizing the SOE sector

SOEs have always played a central role in the government’s economic development
strategies. Until the end of the 1990s, it made sense that the government treated the
SOE sector as the key driver of growth. However, with the continuous expansion
and development of the private sector since the Enterprise Law was enacted (1999)
and the US–Vietnam BTA was signed (2001), the role of the SOE sector relative to
the private sector declined seriously, at least during the period before Vietnam’s
joining the WTO (Table 2).

Table 2 shows that the contribution of the SOE sector to the economy is dispro-
portionate to the favors and resources it enjoys. It also reveals that in all compara-
tive dimensions, from GDP to industrial production value, job creation, and
budget, the relative contribution of the SOE sector declined significantly between
2000 and 2006. In 2000, the SOE sector was still the biggest contributor in
terms of GDP growth, industrial production value, employment, and non-oil
budget, but by 2006 this was no longer the case. Even more disappointing, the
SOE sector’s contribution to the growth of industrial production value was just
over 10%, while its contribution to new job creation was negative.15 For the
party-state, given its objective of ‘becoming an advanced industrial country by
2020’ and given the fast growth of its young labor force, this situation posed a
very serious problem.

Another troubling fact facing the party-state leadership was that the SOE sector
in general and the SGCs in particular failed both the competitive and crisis resili-
ence tests (e.g., the Asian Financial Crisis during 1997–1998) when the economy
became more liberalized and open. By the mid-2000s, the party-state faced a stra-
tegic dilemma, which was how to reshape and foster the declining and inefficient
SOE sector so that it could really play the leading role in the economy. It also
had to answer a big question: could the SOE sector stand post-WTO competition,
which was sure to be even more intense?

15 Thanks to the acceleration of equitization program, the SOE sector cut 137,723 jobs while the
private sector created 615,493 new jobs between 2005 and 2006.
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4. Interactions between Vietnam’s WTO accession and its domestic political
economy

The previous sections have analyzed the major political economy factors contribut-
ing to the emergence of SEGs in Vietnam. This section will analyze how WTO ac-
cession interacted with these factors to provide important justifications and,
thereby, helped accelerate the growth of SEGs on the eve of Vietnam’s joining
the WTO.

Within the Vietnamese party-state, while a minority of reform-minded politi-
cians and policy makers expected accession to the WTO to become an opportunity
for SOE reform, the majority of conservative-minded politicians and policy makers
feared that the state-owned enterprises would be threatened by foreign competition
on the domestic market, and thus would gradually lose their position in the
economy (Interviews 14.01.03(a), 14.03.21, and 14.03.30(b)). These conserva-
tives, therefore, faced a dilemma. On the one hand, they were aware that in
order to reinforce the party-state’s performance legitimacy, joining the WTO
was inevitable; on the other hand, they feared that WTO accession would erode
the primacy of the SOE sector and, therefore, Vietnam’s socialist orientation.
The solution to this situation was that in parallel with the WTO accession
process, the SOE sector, especially its pillars (i.e., the SGCs and SEGs), should be
built up quickly.

This view has been expressed consistently in important documents of the
Vietnamese Communist Party (VCP). For example, less than one month from the
date Vietnam officially joined the WTO, the VCP’s Central Committee issued a
special resolution (Resolution No. 08-NQ/TW dated 5 February 2007) on major
undertakings once Vietnam became a WTO member. This resolution reaffirms

Table 2. Relative contribution to the economy of the three economic sectors
2000–2006 (%)

Indicators
SOEs Non-SOEs FIEs

2000 2006 2000 2006 2000 2006

GDP 34.9 34.2 53.2 51.9 11.9 14.0
GDP growth 41.6 24.1 39.6 52.9 18.9 23.0
Industrial value 41.8 30.7 21.6 30.6 35.9 38.3
Industrial value growth 32.8 11.7 23.2 44.0 43.2 44.1
Employment 59.0 28.3 29.0 50.2 11.5 21.5
New job creation (*) 6.5 −28.8 60.0 81.8 20.6 47.0
Budget (non-oil) 65.0 49.2 15.7 27.4 19.2 23.4

Notes: *New job creation data are for 2001 and 2006.
Sources: Budget data are calculated from: Ministry of Finance’s Annual Budget Reports (various years),
http://mof.gov.vn/webcenter/portal/btc/r/lvtc/slnsnn; General Statistical Office’s Yearbooks (various
years), https://www.gso.gov.vn/Default.aspx?tabid=706&ItemID=13412.
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the Party’s approach to the SOE sector, stating the imperative to enhance SOEs’
competitiveness by:

Effectively transforming some state general corporations into state economic
groups, operating as holding companies with the equity participation of domestic
private and foreign investors, in which the State holds a controlling stake.
Focusing on the reorganization, innovation, and enhancement of efficiency and
competitiveness of large enterprises in important sectors in order to effectively
perform the role as the main force in international economic integration, and
of commercial banks and state financial institutions in order to maintain the
leading role in the domestic financial and monetary markets. (italics added).

As we will see, although the WTO accession is neither the only nor the most de-
cisive factor underlying the formation of the SEGs (which, in hindsight, is a
‘reversed SOE reform’), it did serve as an important catalyst to facilitate the emer-
gence of sufficient consensus to quickly expand the SEGs in both scale and scope.

4.1 The WTO accession as a catalyst for the emergence of SEGs

As observed by the IMF (2006), ‘the prospect of WTO accession has increased the
urgency of reforms of SOEs to prepare them to meet the challenges of exposure to
global competition’. In the run-up toWTO accession, there had been a genuine fear
that many Vietnamese firms, particularly the SOEs, would lose market share to,
and be over taken by, foreign invested enterprises (FIEs) in key sectors. As one of
the most senior leaders put it: ‘There was an opinion that if we join the WTO,
all tariffs and protections should be removed, foreign firms, which are much stron-
ger than ours, and their products will flood into the country. How could we pos-
sibly deal with that? It was this fear that constrained us and made many party
officials wary of joining [the WTO]’ (Interview 14.03.21).

This fear became an obsession with politicians who worried about the future of
SOEs. These politicians feared that a large number of inefficient SOEs could not
stand up to the intense competition from mighty multinational corporations
(MNCs), threatening the very core of the regime’s ‘socialist orientation’ and eco-
nomic development strategy (Interviews 14.01.28, 14.01.29(a), 14.03.21). The
logical reaction of these politicians was to find ways to quickly develop SOEs, es-
pecially the most important ones – namely the SEGs and SGCs. Our interviews
reveal that the hasty transformation of SGCs into SEGs in the mid-2000s can be
interpreted as a pre-emptive strategy adopted by the Vietnamese party-state in re-
sponse to the anticipated competitive pressures upon Vietnam after joining the
WTO. This strategy is candidly summarized by a former senior advisor to Prime
Minister Phan Van Khai: ‘The establishment of large state economic groups was
a reaction to the WTO. The state decided to take advantage of the situation to
transform big state general corporations into ‘the iron fists’ of the state, especially
given the fact that the domestic private sector is still quite weak, and therefore
cannot compete with powerful multinational corporations’ (Interview 13.11.29).
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In general, they had three options, which were not necessarily mutually exclu-
sive. The first option was to protect important SOEs from competition through
tariffs and non-tariff barriers. The second option was to maintain an unequal
playing field between the SOE and the private sectors. And the third option was
to strengthen the SOEs. In the context of WTO membership, the first option
would have been difficult for Vietnam’s trading partners to accept, and the
second option obviously violates the basic principles of the WTO.

Although the state pursued all of these options, the third one proved to be most
attractive. Putting aside the way in which the SOEs were strengthen for a moment,
this option was not formally in conflict with Vietnam’s WTO commitments. Most
importantly, this option is consistent with Vietnam’s ‘political-economic constant’,
i.e., the primacy of the state sector. Moreover, this option resonated with the party-
state goal of ‘fostering the state sector’, with its principle of ‘proactive integration’,
and with its desire to be ‘independent and self-reliant’.

4.2 The WTO accession as a ‘consensus builder’ for the formation of SEGs

The decision to build the SGCs into SEGs was a strategically important one, and, as
such, required consensus agreement in the Politburo and Central Committee. It was
even more so given the fact that the expansion of the SEGmodel went against exist-
ing policies adopted by both the VCP and government in the first half of the 2000s,
in which ‘[a] key part of SOE reforms were measures to encourage large enterprises
to restructure and downsize in order to reduce losses and unserviceable debts, and
to improve competitiveness’ (Abonyi et al., 2013: 99). Moreover, Prime Minister
Phan Van Khai’s original intention was not to quickly extend the SEG model,
but to experiment with it so that informed decisions could be made about the
next step of the SGC reform (Interviews 13.11.29, 14.01.07, 14.03.21).16

Interestingly, although there seemed to be a perception consensus emerged
among politicians that SOEs should be rapidly strengthened, different sides of
the debate employed very different rationales related to threats and opportunities
from WTO accession. Reform-minded politicians generally saw WTO accession
as an opportunity; and in order to take advantage of this opportunity, Vietnam
needed competitive enterprises. However, since the domestic private sector at
that time was relatively weak, the most feasible option was to strengthen the
state-owned enterprises, especially those with most potential, i.e., the biggest
SGCs. On the other hand, conservative-minded politicians saw WTO accession
more like a threat. Their prescription for mitigating this threat was to increase
the size and expand the scope of the largest state-owned enterprises, namely the
biggest SGCs.

16 See also Government Decree No. 101 dated 11 May 2009 on the pilot establishment, organization,
operation, and management of the SEGs.
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As former Prime Minister Phan Van Khai recalls: ‘some party officials opposed
the establishment of the first state economic groups in 2005 and 2006, but they
were the minority. Almost everybody realized that we must have strong economic
groups capable of competing and creating wealth efficiently. The only unfortunate
thing is that we did it wrong, as evidenced in many absurd investments and failures
in improving quality and efficiency. The fact is that when the issue [strengthening of
state economic groups] was discussed, there was indeed a consensus in understand-
ing and perception’ (Interview 14.03.21).

4.3 WTO accession and SEG emergence: causal relationship or mere
co-occurrence?

We have argued so far that the imminent WTO accession was a major factor con-
tributing to the emergence of the SEG model in Vietnam. We have shown that the
potential of WTO accession served as an important catalyst to facilitate the emer-
gence of sufficient consensus regarding the need to strengthen SGCs. This consen-
sus in turn helped accelerate the transformation of SGCs into SEGs. One can argue,
however, that the co-occurrence of WTO accession and SEGs’ emergence does not
necessary imply ‘causation’.

What would happen to the SEG model in the mid-2000s if Vietnam had had no
chance to join the WTO in the near future? To answer this question, let us consider
the period from 2001 to mid-2006, during which Phan Van Khai was the prime
minister, and Nguyen Tan Dung was deputy prime minister in charge of the
economy and, at the same time, the Head of the Steering Committee for State-
Owned Enterprise Innovation and Development. In the first three years of this gov-
ernment tenure, efforts to improve the status, expand the scope, and enhance the
scale of SGCs generally failed.

Firstly, to improve the status of the SGCs, the Steering Committee for State-
Owned Enterprise Innovation and Development, under the leadership of Nguyen
Tan Dung, proposed that 21 largest SGCs should be put directly under the manage-
ment of the prime minister rather than under line ministries or local governments as
was currently the case. This proposal met with opposition from the Prime
Minister’s Research Council (PMRC), which was essentially the advisory commit-
tee of the then PrimeMinister Phan Van Khai. According to the PMRC, this experi-
ment should apply to no more than four SGCs, namely those in electricity,
petroleum, aviation, and rail industries. Meanwhile, the other SGCs should be
exposed to market forces; or, if the government still wanted to keep them under
its control, then they should be managed by a single line ministry, not the prime
minister himself, to ensure accountability (Interviews 14.01.05, 14.01.24(a)). The
result was that during Phan Van Khai’s tenure, the centralization of control of
SGCs under the prime minister was never adopted.

Secondly, Nguyen Tan Dung has been very persistent with the policy that allows
state conglomerates to horizontally diversify their businesses (Interviews 14.01.05,
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14.01.07, 14.03.07), including into activities virtually unrelated to their core busi-
ness. Again, this proposal met with stiff opposition from Phan Van Khai’s Prime
Minister’s Research Council (Interviews 14.01.07, 14.01.10, 14.01.24(a)). This
policy was only adopted in the Resolution of the 10th Party Congress in April
2006, that is two months before Phan Van Khai left his office.

Thirdly, in the first half of his second term (i.e., 2001–2004), Prime Minister
Phan Van Khai also experimented with a strategy to accelerate the growth of the
textile industry by transforming the Textile General Corporation, which is a
major SOE, into a larger Textile Business Group with an investment up to US$4
billion. This project faced opposition from many sides, including some foreign
trade partners, and was immediately suspended. According to a former Vice
President of the Vietnam Chamber of Commerce and Industry, also in this
period, a number of SGCs, such as the Vietnam Coal and Mineral General
Corporations and the Viet Nam Construction Investment and Export-Import
Corporation (CONSTREXIM) wished to pilot the SBG model, but their proposals
were rejected by Phan Van Khai’s government (Interview 14.01.24(a)). This case
shows that even the Prime Minister is bound by collective decision making and
has difficulty exerting his own policy preferences.

The implementation of SEG model, however, experienced an important shift
during the period 2005–2006. If during the period 2001–2004 this policy faced
many obstacles, and therefore its implementation was almost at a stand still, in
the last seven months of Prime Minister Phan Van Khai’s tenure – from
November 2005 to June 2006 – six SEGs were established (Table 1). What explains
this sudden shift? Among four determining factors that we have analyzed so far,
namely ‘the political-economic constant’, ‘economic independence and proactive
integration’, ‘the urgent need for revitalizing the SOE sector’, and ‘the WTO acces-
sion’, the first two factors had essentially been stable during the tenure of Prime
Minister Phan Van Khai, implying that they were not the main causes behind the
sudden change in policy direction. Arguably, the last two factors were relatively
more important in explaining the quick emergence of SEGs.

It is worth examining another alternative hypothesis, that is the rise of SEGs in
2005–2006 was due to the change in premiership rather than the pending WTO
accession per se. Indeed, one author has attributed the rise of SEGs in Vietnam
to Nguyen Tan Dung, who succeeded Phan Van Khai in June 2006 (Huy-D̵ú ̛c,
2012).

It is important to remember, however, that before Nguyen Tan Dung became
prime minister, six SEGs had already been established, despite the fact that the
then Prime Minister Phan Van Khai only considered the SEG model as a policy ex-
periment. Phan Van Khai – the prime minister who introduced ‘market economy’
to Vietnam – had strong belief in the equality of all economic sectors and in the
need for the state to restrain itself from competing with the private sector.
Therefore, although the experiment with the state business group model was
launched since 1994 under Prime Minister Vo Van Kiet (Decision No. 91), Phan
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Van Khai had still been very cautious in its experimentation (Interviews 13.11.29,
14.01.07, 14.01.29(a), 14.03.21). In addition, as analyzed earlier, in the first half of
the 2000s, despite the persistent push by then Deputy Prime Minister Nguyen Tan
Dung, efforts to accelerate the development of SGCs generally failed.

It is also important to remember that collective decision making is a core prin-
ciple of the Vietnamese party-state, especially when it comes to significant deci-
sions. As former Prime Minister Phan Van Khai recalled, ‘the decision to form
state economic groups was discussed very carefully within the Standing Cabinet,
and then in the Cabinet as a whole. Once the consensus has been reached, I
would delegate the issuing authority to Deputy Prime Minister Nguyen Tan
Dung … Later when I retired, he then took the initiative in establishing SEGs
himself’ (Interview 14.03.21).

In summary, the most important factors that explain the emergence of SEGs on
the eve of Vietnam’s formal WTO accession are (i) the primacy of the SOE sector,
(ii) the economic independence and proactive integration strategy, (iii) the urgent
need for revitalizing the SOE sector, (iv) the change in leadership, and (v) the
WTO accession. We have shown that factor (i) has been persistent; factors (ii)
and (iii) have been relatively stable but were becoming more urgent on the eve of
WTO accession; factor (iv) became effective only after Nguyen Tan Dung
became prime minister, that is from July 2006 onwards. Thus, the last factor –
WTO accession, or more precisely, the interaction between the WTO accession
and the other factors -– played a decisive role not only for the emergence but
also for the expansion of the SEG model during the period 2005–2006. In other
words, although the WTO accession was neither the only nor the most decisive
factor underlying the emergence of the SEGs in the mid-2000s, it did serve as a crit-
ical catalyst to help accelerate the process of establishing SEGs in Vietnam.

5. How have the SEGs disabled WTO’s potential positive impacts on SOE reform?

Theoretically, WTO accession had the potential to bring about many positive
impacts on the reform of the SOEs. There had been the hope, shared among
reform-minded politicians and policy makers, that WTO accession would foster
SOE reform by transforming the rules of the game in which SOEs operate.
Indeed, Vietnam had to create or modify around 500 laws and regulations to ac-
commodate WTO’s core underlying values, such as free trade, fair competition,
and non-discrimination. Both trade and entry barriers were brought down, and
Vietnam had to commit to eliminating all prohibited subsidies to SOEs. Thus, it
was expected that SOEs would be subject not only to stronger market competition
and more credible government disciplines, but also to harder budget and credit
constraints.

However, our interviews with senior members of Vietnam’s US-VN BTA, WTO,
and TPP negotiation teams reveal that Vietnam’s negotiators have always received
orders from the country’s leadership to minimize the commitments that can
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potentially negatively affect SOEs, even at the cost of having to compromise in
other areas (Interviews 14.01.03, 14.01.29(b), 14.03.30(a)). The realization of
positive reform effects depends critically on the internal political economic response
of the member countries. This section will show that in Vietnam, once established,
the SEGs were able to disable, at least partly, many potential reformative impacts of
the WTO accession on themselves.

5.1 Evasion of competition policy

Vietnam issued the Competition Law in 2005 to meet the requirements of WTO
accession.17 By enacting the Competition Law, the Vietnamese government com-
mitted to ensure the freedom of all businesses to compete in a fair environment.
Indeed, a whole section of the Working Party Report is devoted to clarifying
Vietnam’s commitment on its competition policy (paragraphs [104] to [109]).
Nevertheless, the formation of SEGs goes against this spirit and significantly
reduced the effectiveness of Vietnam’s Competition Law. In many cases, the state
economic groups were formed by merging or consolidating a number of state-
owned enterprises operating in the same or related fields. In principle, since the
act of merger, and/or consolidation, leads to economic concentration, it should
fall under the purview of the competition agency. Specifically, according to
Article 18 of Vietnam’s Competition Law, ‘[a]ny economic concentration shall
be prohibited if the enterprises participating in the economic concentration have
a combined market share in the relevant market of more than fifty (50) percent’.
If this Article were ownership-neutral and strictly applied, then the formation of
all SEGs would blatantly violate the Competition Law since, according to
Vietnam Economic Concentration Report 2012, published by Vietnam
Competition Authority (VCA) in 2008, there were as many as 23 SEGs and
SBGs with more than a 50% share of their relevant markets. However, according
to Article 25 of the Competition Law, the Prime Minister is able to make exemp-
tions for ‘economic concentration (that) has the effect of extension of export or
contribution to socio-economic development and/or to technical and technological
progress’, and since SEGs were established by the PrimeMinister himself to lead the
country’s development, they were eligible for exemption by default. As analyzed
earlier, even after joining the WTO, in addition to better access to credit and invest-
ment, the SOEs in general and the SEGs in particular are also entitled to many other
privileges vis-à-vis private enterprises.

17 Vietnam’s Competition Law, modeled after the OECD competition law, is in line with the WTO
rules on competition. It reflects the core principles such as transparency and non-discrimination. The
Competition Law explicitly demands that Vietnam has a national competition authority. It also explicitly
stipulates regulations on mergers and acquisitions, vertical agreement, subsidies, and public monopolies
etc.
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Since 2011, admitting that mistakes and failures had resulted from the extension
of the SEG model and expansion of the SEGs into non-core businesses, the party
and government demanded that the SEGs and SGCs urgently restructure their busi-
ness lines, focusing on a number of key areas and sectors of the economy.18

Unfortunately, this policy has been carried out in ways that go against the spirit
of the Competition Law, as illustrated by the following two cases.

In the first case, Vietnam Electricity Group (EVN) was forced to abandon EVN
Telecom, which is almost irrelevant to the group’s core business. Instead of requir-
ing EVN Telecom to be dissolved, the government, by administrative order and
completely bypassing the Competition Law, merged EVN Telecom with a mili-
tary-run telecommunication company – Viettel – which already had a 37%
market share on the country’s mobile phone market.19

In the second case, until recently Vietnam Airlines and Jetstar were effectively the
only two competitors in Vietnam’s domestic aviation market. By the end of 2011,
Vietnam Airlines and Jetstar Pacific accounted respectively for 80% and 17%
market share of the domestic aviation market in Vietnam. Vietnam Airlines is a
SGC 91 corporation, wholly owned by the state. Jetstar Pacific is a shareholding
company with three owners. In 2011, the State Capital Investment Corporation
(SCIC) was the major shareholder, with 70% of shares, Qantas Airways
(Australia) held 27%, and Saigon Tourist (an SOE owned by Ho Chi Minh City
government) held 3% of shares.20 In an effort to ‘restructure’ the state economic
groups and general corporations, in 2012 (21 February 2012) Prime Minister
decided to transfer the entire state capital managed by SCIC at Jetstar Pacific to
Vietnam Airlines, thereby turning Jetstar’s biggest competitor (i.e., Vietnam
Airlines) into their controlling shareholder – again, in contravention of the spirit,
if not the letter, of the Competition Law.

In summary, the emergence of SEGs not only makesWTO rules on competition –
which are inherently weak – irrelevant, but also evades Vietnam’s own competi-
tion policy. As a result, competition pressures have failed to force SEGs to
become more competitive and efficient.

5.2 New forms of directed lending and cross-subsidies among the SOEs

The move to widely diversified business, which includes banking, insurance, and
financial companies, has produced new forms of directed credit and cross-subsidies
among the SOEs. It should be noted that these subsidies, which are prohibited by

18 See ‘Documents of the Eleventh Party Congress’ (2011).
19 According to Article 20 of the Competition Law: ‘In the case where enterprises participating in an

economic concentration have a combinedmarket share in the relevant market of from thirty (30) per cent to
fifty (50) per cent, the legal representative of such enterprises must notify the administrative body for com-
petition prior to carrying out the economic concentration.’

20 See Mai Hà, ’Setbacks in Domestic Aviation Market’ (Thi ̣ tru ̛ờng hàng không nội di̵ạ thụt lùi),
Thanh Niên Online Newspaper, 12 May 2011.
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WTO, have been transformed into internal transactions, and are therefore very
difficult to detect, and, even if detected, very difficult to sanction.

Imagine an SGC originally had a core business and a few related businesses. Now
this SGC is upgraded to a SEG with all accompanying ‘usual suspects’ such as real
estate, banks, financial and insurance companies as illustrated in Figure 2.
Originally, as a SGC, the corporation has only three main sources of credit,
namely grants or soft loans from the state, bank credit (including directed
credit), and trade credit – the first two sources are the most important. As discussed
in Section 2, upon WTO accession, direct credit from the state and the directed
lending will be prohibited, and so in principle these sources would vanish. This
credit crunch is clearly a big shock for the SGC, which used to rely almost entirely
on easy credit without having to worry about its efficiency.

In this context, the decision to upgrade SGCs 91 to SEGs with diversified busi-
ness has solved the problem of credit depletion. With this new business model,
the SEGs can raise capital from a variety of sources – from their financial
company, from idle funds of their insurance company, and, most importantly,
from the commercial banks owned by the SEGs themselves – then channel credit
to their various business activities. In favorable economic conditions, with these
abundant internal sources of capital, the SEGs no longer need government subsidies
or directed credit from other commercial banks.

The wave of SGCs and SEGs investing into the banking sector began in 2005
when bank share prices soared and banks rushed to issue shares to raise capital.
The SEGs found that it was a golden opportunity to acquire their own banks,
thereby securing an abundant and stable source of funding. This is the reason
why during the period 2006–2008 investment by the SEGs and SGCs in the
financial sector experienced such a sharp increase (Figure 3), in which investment
in banks alone accounted for nearly 60%. In 2009, due to the effects of
Vietnam’s anti-inflation policy and the global financial crisis, the investment of
the SEGs and SGCs in banking decreased somewhat, but they increased again im-
mediately in 2010. Moreover, despite the government’s policy of forcing the SEGs
and SGCs to divest their non-core businesses since 2010, investment in the banking
sector continued to grow in 2011 and 2012. By the end of 2013, all 10 surviving
SEGs owned at least one bank, with different ownership levels.21

Of course, raising capital through internal loans has certain limitations, since
SEGs and SGCs are supposed to comply with government regulations, especially
in the banking sector. For example, according to the Law on Credit Institutions
(2010), banks can only lend to any single borrower (including its owners)
maximum of 15% of its charter capital, and to a group of related borrowers
maximum of 25% of its charter capital. However, again, the rules are not strictly

21 The three SEGs that were converted back to SGCs are Vinashin (shipbuilding), VNIC (construction),
and HUD (real estate and urban development) due to their financial insolvency.
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enforced; and, more pointedly, this provision can be circumvented easily since, for
instance, corporation A can borrow from the bank owned by corporation B and
vice versa. If not proved to be collusive, this sort of action cannot be sanctioned
by either domestic financial regulations or the WTO rules.

5.3 National treatment in disguise

WTO rules require that a member country gives others the same treatment as its
own nationals. As such, products, services or intellectual property – either
imported or produced by foreign invested enterprises – should receive equal treat-
ment vis-à-vis domestic companies. Moreover, once equal treatment has been

Figure 2. Business Structure of a SEG – The Case of Vietnam Electricity (EVN)

Source: Compiled by the author.

Figure 3. Investment into Non-core Businesses of SEGs and SGCs (2006–2012)

Source: Author’s calculation from annual reports of the Ministry of Finance on the financial performance
of the state-owned enterprises (2006–2012).
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granted to FIEs, it is neither desirable nor feasible to deny the same treatment for
domestic private enterprises. As a result, a strict application of the national treat-
ment principle will not only effectively prevent the government from tilting the
playing field in favor of SOEs, but also help foster the private sector, which in
turn will exert competition on SOEs.

For a long time in Vietnam, there has existed discrimination between the state
and private sectors. In principle, after joining the WTO, following the ‘national
treatment’ principle, discrimination was supposed to be eliminated. In practice,
however, the emergence of mammoth SEGs reinforced discrimination, disguising
it under new legitimate forms. Thus, even though the degree to which the govern-
ment can favor the state sector has been reduced byWTOmembership, it has by no
means been eliminated.

Almost by default, the SEGs are given privileged access to state-controlled
resources, the most important of which include land, natural resources, develop-
ment assistance credit, public investment (especially infrastructure), and public pro-
curement. WTO accession largely leaves these privileges intact.

In addition, the monopoly or quasi-monopoly status of the SEGs means that they
set the rules in most industries where they operate. Moreover, this monopoly pos-
ition gives the SEGs many other advantages. First, the government can use indus-
trial policy, which is in principle supposed to support an entire sector, to
deliberately support a targeted SEG. However, if a SEG happens to be the only
firm in that industry, then the industry-supporting policy in practice becomes a
SEG-supporting policy. Second, as state companies, SEGs are often tasked with
drafting the strategy and development plan for the whole industry. In other
words, SEGs naturally become the agenda-setter and even policy maker in
almost every sector where they operate. As a result, theWTO’s ‘national treatment’
is much less relevant for these state conglomerates.

5.4 The role of foreign banks has been modest even after financial opening

Banking liberalization is another possible WTO-related mechanism of reform. The
opening of the financial services market induced by WTO accession can effectively
foster competition among commercial banks, including foreign banks, thus forcing
state-owned commercial banks to become more profit-oriented (Justin Yifu Lin,
2001). SOEs would have to accept interest rates closer to market rates, thereby
hardening their budget constraints. However, in the case of Vietnam, as the
SEGs and SGCs are allowed to own banks, this competitive effect has been signifi-
cantly reduced because the supposedly arm’s-length relationship between SEGs and
banks has been transformed into internal transactions within SEGs.

In 2006, shortly before WTO accession, Vietnam had five joint-venture banks,
31 branches of foreign banks, and no wholly owned foreign banks. Shortly after
joining the WTO, the number of foreign branches soared, and by 2012 this
figure had reached 50. Similarly, a series of wholly owned foreign banks were
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opened soon after Vietnam joined the WTO, although the number of banks has
remained relatively stable since then. Thus, the entire increase in the number of
banks during in the period 2006–2012 was from the foreign sector.

However, in terms of market share, the foreign sector did not experience any
significant changes during the same period. In contrast, the most important
changes happened in the domestic banking sector. The market share of the
private joint-stock banks increased sharply from about a quarter in 2006 to
more than a half in 2012. In the same period, the share of state-owned commercial
banks declined from more than two thirds to just less than 40%.

At the first glance, it looks like the increasing role of domestic private banks is
very positive. However, evidence indicates that an important part of this so-
called private credit is indeed provided by private banks to their owners – the
SEGs and SGCs – sometimes via roundabout and complicated mechanisms
(Vu-Thanh et al., 2014). Between 2005, when the SEGs and SGCs started
owning joint-stock banks, and 2012, 15 out of 34 private banks were owned by
the SEGs and SGCs. This fact partly explains the strong correlation between the
increased share of joint-stock banks and the level of investment in the banking
sector of the SGCs and SEGs during the period 2006–2012 (see Figure 3).
Moreover, city and provincial governments, who can own SGCs, also joined the
bonanza of investment in the banking sector using their influence to direct credit
from their banks to their SGCs.

6. Conclusion

This paper argues that in Vietnam, WTO accession has played a catalytic role in
accelerating the growth of state economic groups, and that the emergence of
these groups has, in turn, partly disabled not only WTO’s potentially positive
impacts on the SOE sector but also Vietnam’s own efforts to reform state conglom-
erates. This paper also argues that although external pressures – the WTO in this
case – can be conducive to economic reform, it is the interactions between external
pressures and internal political economy that determines a country’s policy
direction.

During the process of Vietnam’s acceding to the WTO, reform-minded politi-
cians expected that WTO accession would be an opportunity to create pressure
on SOEs – the core of the socialist market economy – and force them to reform
to become more competitive. In reality, the potential threats caused byWTO acces-
sion to the SOE sector convinced both reform-minded and conservative-minded
politicians of the urgent need to foster the growth of the SOEs, particularly the
‘commanding height’ SEGs. As such, the WTO accession has contributed to the
emergence of the SEGs that have not only become ‘too big to reform’ but also dis-
abled many of the potentially reformative impacts of WTO accession to the advan-
tage of themselves.
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An implication of this paper is that WTO accession does not necessarily bring
about positive effects, because any external impact inevitably creates internal reac-
tions, which can serve to preserve the status quo. These reactions can be both inter-
est-based and ideological and driven by the interests of domestic incumbent firms. It
follows that the interaction between these internal and external forces will deter-
mine the final outcomes. Another implication of this paper is that we should not
underestimate the ability of politicians to use international trade agreements to le-
verage their policy choices for their personal interests, and that these policy choices,
in turn, may circumvent these very agreements. Consequently, international trade
agreements may not necessarily be conducive to reforms, and, in some cases, can
even become counterproductive. It follows that the degree to which the positive
effects of the WTO accession can be realized depends critically on the domestic pol-
itical economy of the member country under consideration, and that in order to
understand the real impacts of the WTO accession, it is essential to deeply
analyze its interaction with and the reaction of the domestic political economy.

It is interesting to compare Vietnam to China with respect of how these two
countries employed WTO accession to foster SOE reform. Although this China–
Vietnam comparison deserves a separate paper, it is worth emphasizing briefly
that while SOE reform in China during the pre-WTO period had faced similar op-
position as in Vietnam (Pei, 2013), its leadership, however, deliberately integrated
SOE reform measures into China’s WTO commitments, and then borrowed WTO
as a ‘strategic maneuver’ to change the role of government as well as other interest
groups in the SOE reform program. For example, China not only agreed to put sub-
sidies to SOE in the Agreement on Subsidies and Countervailing Measures but also
made it relatively easy for disputing parties to invoke countervailing measures.
China also committed to opening up its financial and distribution sectors to
foreign competition where SOEs used to enjoymonopoly. In contrast to Vietnam,
as Bajona and Chu (2004) observed, in China ‘the SOE reforms become a duty
to fulfil an international commitment without the consent of the ministries’ and
‘[g]iven China’s tendency to recognize the legitimacy of international law, the en-
forcement of reforms is much easier through the WTO and through the domestic
bureaucracy’.

It is also interesting to connect ideas of this paper to the literature on internation-
al standard compliance. The case analyzed in this paper goes beyond the ‘mock
compliance’ described by Walter (2008) in his discussion of the compliance hetero-
geneity adopted by Indonesia, Malaysia, South Korea, and Thailand after the Asian
Financial Crisis with respect to the international regulatory standards. In the case of
Vietnam’s WTO accession, obviously there have been elements of mock compli-
ance. For instance, new laws and regulations in line with the WTO principles
were issued; outright subsidies to the SOEs as well as other differential treatments
were removed. But at the same time, as shown in this paper, the policy of building
up the SEGs is indeed a ‘reversed SOE reform’. Vietnam’s WTO accession helped
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consolidate the position of SOEs, perhaps far beyond what might have happened if
Vietnam had not joined the WTO.

Our results complement the insights of the Kucik and Reinhardt (2008) paper
about the endogenous nature of a country’s WTOmembership and its domestic in-
stitutional design. Kucik and Reinhardt provide very convincing empirical evidence
that WTO membership alters incentives and induces countries to restructure their
domestic institutions (i.e. anti-dumping mechanism) to take advantage of oppor-
tunities brought about by the WTO accession. This is exactly what we observe
in our case study: the pending WTO accession motivated the building up of
SEGs to face the challenges as well as to explore the opportunities. A closely
related insight offered by Kucik and Reinhardt is that in order to convince skeptical
domestic groups, the government should have the credible capacity to use anti-
dumping to defend weak sectors. In our case study, having the SEGs built up
played a critical role in persuading conservative-minded politicians that the govern-
ment possessed powerful ‘commanding heights’ to control the economy and defend
the country’s economic sovereignty when needed.

Looking forward, in light of the findings of this paper, it seems that both positive
expectations of the proponents and negative reactions of the opponents with regard
to the so-called ‘21st-century’ Trans-Pacific Partnership (TPP) agreement have been
exaggerated. Once again, this paper suggests that domestic political economy
factors will determine the heterogeneity of both compliance outcomes and institu-
tional change in the participating countries.
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