JGPG (2020) 9: 73-81
DOI 10.14666/2194-7759-9-2-006

PAPER

Characteristics of Paper Industry in Vietnam and its
Investment Orientations until 2030
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Abstract The aim of this article is to examine the characteristics of paper industry in
Vietnam, types of capital investment, trends and the effectiveness of the utilization
of capital investment in this industry. This contributes to assessing the current state
of investment, giving some suggestions to investors and supporting Vietnam’s paper
industry to become a strong competitive industry in the domestic and foreign markets.

Methodology: This article is based on the quantitative analysis method using data
published by the Vietnam Pulp and Paper Association (VPPA), the General Statistics
Office of Vietnam and the author’s calculations.

Main Findings: It is realized that although the paper industry has a lot of
strengths such as low depreciation and labor costs, available regional workers, the
investment in this industry still has many weaknesses that need to be overcome and
require some orientations on investment objectives and plans.

Application of this study: This article provides an overview of the investment in
Vietnam’s paper industry and some orientations for domestic and foreign investors.

Novelty/Originality of this study: We study the characteristics and investment status
of the Vietnamese paper industry which has not been studied by many authors before.
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JEL Classification: E22, L.69, L73, E22

Introduction

The paper industry in Vietnam is developing dramatically since manufacturers have
been applying advanced technologies and strictly complying with the requirements
of environmentally friendly products. In addition, Vietnam is an export country,
and the growing export has led to a sharp increase in the demand for packaging
paper. This is an auxiliary product for other industries, especially for those with a
significant proportion of export. To be precise, according to the paper industry news
of the Vietnam Pulp and Paper Association (VPPA News), the average growth rate of
the paper industry is about 10 - 12% per year, and the figure for packaging paper is
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about 15 - 17% per year (VPPA News No.22). Many large-scale investment projects
are being operated with a capacity of about 400,000 - 500,000 tons per year; Some
manufacturers are planning to invest in projects with a capacity of over 1,000,000 tons
of packaging paper per year (VPPA News No.23). The paper industry contributes about
1.5% of GDP and its export turnover is over 1 billion USD (Vietnam Socio-Economic
Report, 2018.)

In Vietnam, the demand and supply of paper has been increasing continuously,
anddemand exceeds supply in Vietnam. The average per capita paper consumption has
increased from 3.2 kg in 1995 to 7 kg in 2002 (Subhes C. Bhattacharyya and Nguyen
Thuy Hien, 2002), growed to 13 kg by 2010 and in 2018 the average per capita paper
consumption has increased to 33,2 kg.

Characteristics of Vietnam’s paper industry

The production capacity of Vietnam’s paper industry is mainly distributed by the
South and the North of Vietnam.

According to the aggregate data of the Vietnam Pulp and Paper Association (VPPA),
as of 2018, the production capacity for packaging paper was 62% in the South and
it was 36% in the North (General data of Vietnam packaging paper industry, 2018);
the production capacity for printing and writing paper of the South accounted for 7%
and the figure for the North accounted for 93% (General data of Vietnam printing and
writing paper industry, 2018); the tissue production capacity of the South accounted
for 42% and the figure for the North accounted for 56%. The production capacity of
the Central region is low due to its climatic and geological characteristics (General
data of Vietnam tissue industry, 2018)

Figure 1. Production capacity structure by region in 2018 (thousand tons)
Source: Vietnam Pulp and Paper Association (VPPA)
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Packaging paper is the main product in the structure of the paper industry

In terms of product structure based on production capacity, packaging paper accounts
for 87%, printing paper and writing paper account for 6%, tissue paper accounts for
4%, and the rest is votive paper with 3% (Statistics of Vietnam paper industry, 2018).

Figure 2. Production structure by region (percent)

Production structure of products by region in 2018

Since its economic reform known as “doi moi” in 1986, the Vietnamese economy
have shown a remarkable performance as one of the fastest growing economies in the
world with the average growth rate over 7 percent per annum. During its transition to
a more market-based economy, rapid economic growth has taken place along side the
expansion of FDI inflows and trade (Nguyen Ngoc Anh - 2008).

Vietnam has managed to attract a large inflow of inward foreign direct investment
(FDI) during the last two decades, which together with trade liberalisation have contributed
significantly to the economic growth of Vietnam (David Dollar - Aart Kraay —2004).

Vietnam’s recent experience in attracting FDI and in achieving rapid economic growth
has generated an increasing body of research literature. Earlier studies have just focused
mostly on investigating the determinants of FDI in Vietnam (Nguyen and Nguyen—2007),
while more recent studies investigated the contribution of FDI to export (Henrik
Schaumburg and Miiller - 2003) and to economic growth (Phan Minh Ngoc and Eric
Ramstetter - 2006). Several other authors have examined the contribution of FDI to
poverty reduction (Nguyen - 2002), and FDI and job creation (Mirza Hafiz and Axele
Giroud - 2004). This study focuses on projects in the Vietnamese paper industry that
are funded by both FDI and domestic capital.

During the year 2018, FDI enterprises (enterprises with Foreign Direct Investment)
accounted for 69%, nearly twice as much as the investment of Vietnamese enterprises
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which accounted for only 31% (General Statistics Office of Vietnam).
The investment of FDI enterprises in the paper industry is more than twice as
much as that of Vietnamese enterprises.

Table 1. Investment projects in the paper industry in the period of 2015-2018

Corporation  Corporation type Location Capacity Paper type
Vina Kraft FDI Binh Duong  258.000  Packaging paper
Lee & Man FDI Hau Giang  420.000  Packaging paper
Chanh Duong FDI Binh Duong 500000 | ackaging paper
ChengLong FDI Binh Duong  300.000  Packaging paper
Muc Son Vietnam Thanh Hoa 50.000 Packaging paper
Miza Vietnam Ha Noi 43.000 Packaging paper
Phu Giang Vietnam Bac Ninh 40.000 Packaging paper
Kim Cuong Vietnam Hung Yen 70.000 Packaging paper
Minh Hung Vietnam Binh Duong 60.000 Packaging paper
Thuan An Vietnam Binh Duong  200.000  Packaging paper
Others Vietnam 200.000  Packaging paper
Total capacity 2.141.000

Source: General Statistics Office

Investment orientations for Vietnam’s paper industry in the period of
2019-2026

Investment in packaging paper is predicted to continue to grow sharply, with
production capacity expected to nearly triple compared to that of the period 2015-
2018 by 2026 and FDI enterprises continue to dominate investment in comparison
with Vietnamese ones (Ministry of Industry and Trade of Vietnam). The total invested
production capacity is expected to be 6.24 million tons by 2026, of which 6.7
million tons are being applied for investment license (Data of VPPA). Investment of
FDI enterprises accounted for 63.6%, nearly 2 times higher than that of Vietnamese
enterprises, accounting for only 36.4% (Report on foreign investment agency).

Table 2. Investment projects on packaging paper in the period of 2019 - 2030

Corporation  Corporation type  Location )(Ijeigamty/ Paper type
Lee & Man FDI Hau Giang 1,000,000  Packaging paper
ChengLong FDI Binh Duong 600,000 Packaging paper

YSY FDI HaNam 70,000 Packaging paper
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Marubeni FDI Vung Tau 800,000 Packaging paper
Cuu Long FDI Other 1,500,000  Packaging paper
An Viet Phat Vietnam Vung Tau 1,000,000  Packaging paper
Giao Long Vietnam Ben Tre 180,000 Packaging paper
Rang Dong Vietnam Khanh Hoa 70,000 Packaging paper
Miza Vietnam Thanh Hoa 100,000 Packaging paper
Toan Cau Vietnam Hai Duong 70,000 Packaging paper
Hoang Ha Vietnam Hai Phong 100,000 Packaging paper
Hung Ha Vietnam Ha Noi 100,000 Packaging paper
Van Diem Vietnam Ha Noi 150,000 Packaging paper
Tan Mai Vietnam Dong Nai 450,000 Packaging paper
Others Vietnam 400,000 Packaging paper
Total capacity 6,240,000

Findings

Investment of Vietnamese paper enterprises has strengths such as flexibility in
investment, production and supply (especially for packaging paper), low depreciation

and labor costs, availability of local labor which leads to the convenience in traveling and

high commitment to the corporation, and close-knit relationships with customers which
leads to profound understanding of customers (report of Vietnam paper industry - 2018).

According to the author Pekka Leppédnen - 2012,possible reasons for the poor

innovation record ofpulp and paper industry are:

 Traditionally, pulp and paper mills had access tolow-cost raw materials and
energy.

* Production units are very expensive so the risk tofail, when applying a new
technology, is huge.

» Transformation of the paper industry into acommodities producer, due to self-
limitation tocore business, and stopped horizontal or vertica lintegration.

 Paper is not a brand product to end users, excepttissue grades

» Paper qualities are more or less similar, consider-ing all suppliers, so that the
only way to competeis cost cutting.

* Education of pulp and paper engineers isconcentrated in few universities and
schools,which results in promotion of the uniformity inproblem perception and
lack of individualism inthe generation of solutions.

In the pulp and paper industry, the time frame ofproject development can vary from

one to severalyears, project implementation time is normally from18 to 30 months, and

the production period of a millis normally from 15 years to several decades.
However, there exist weaknesses as follows:
1. There is no strategy to develop this sector; legal documents for investment
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orientation and management are incomplete; legal procedures for project
investment are complicated and overlapping.

2. The investment project’s preparation is not well-organized; the investment
strategy is unclear and seasonal. The research of product types, location,
scale and time of investment is not appropriate and does not take into account
comparative advantages among localities, regions, and countries, so high
investment efficiency cannot be achieved.

3. Investment is fragmented and small-scale; equipment technology is out of date;
operating costs are high (Lan Anh — 2019); product quality is low and unstable;
therefore, the competitiveness of this sector is negligible.

4. Many investors are small and medium-sized enterprises, accounting for 90% of
the quantity and 60% (VPPA) of the production capacity of the whole industry,
so the financial capacity is limited and small in scale.

5. The management personnel are weak and do not have investment experience
as they are usually the person who switch from production to investment.
Furthermore, the competence of the design consulting, manufacturing and
equipment maintaining units is limited.

6. The linkage between enterprises in the industry is weak, so large and specialized
production enterprises cannot be established. The ability to unite, coordinate and
support each other is limited.

7. Investment in supporting industries of this industry such as the supply of
materials, additives, chemicals, spare parts, etc. is weak and insufficient.

8. The planning of developing material areas is only superficial, unrealistic, and
has not fully promoted the vacant land area; the investment cost for trees — the
major material — is high, and the exploitation is still manual.

Orientation for investment
1. Objectives

Given the current investment situation of the paper industry in the world in general
and the strengths and limitations of the Vietnam’s paper industry as analyzed above,
the author believes that there should be specific goals in order to make the paper
industry of Vietnam become a strong industry which is able to compete on domestic
and international markets.

Firstly, domestic demand for the usual paper should be met, and pulp, packaging
paper, and tissue should be exported.

Secondly, investment should focus at least 3 key paper material regions in the
North, Central and Central Highlands regions to meet the demand for pulp production
for domestic consumption and export. The collection of the used paper should be
encouraged, boosting the recovery rate of used paper in the country from 40% in 2018
to over 55% (Data on recovered paper — VPPA).

Thirdly, investment should be allocated to at least 3 key paper industrial zones in
the North, Central, and South where small and medium-sized enterprises are located to
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optimize investment costs, operating costs, and increase competitiveness.

Fourthly, 4-5 paper manufacturing enterprises with a scale of over 500,000 tons of
paper per year and 2-3 large paper pulp manufacturing enterprises with a scale of over
300/000 thousand tons per year should be established.

Fifthly, from 2030 onwards, investment in projects on pulp, industrial packaging
paper, printing paper, and writing paper, and tissue production with a scale of over
100,000 tons per year should be encouraged. New investment projects with a scale of
50,000 - 100,000 tons of products per year should only be allowed in specialized paper
industrial zones.

Sixthly, enterprises should be restructured or merged, from 2030 onwards, small-
scale chains should be stopped; for example, a chain with a capacity of under 20,000
tons per year for pulp, packaging paper, printing paper, and writing paper should be
stopped and a chain with a capacity of under 5,000 tons per year for tissue paper should
also be removed.

2. Orientation
2.1. Zoning

Priority should be given to projects in areas with favorable conditions in terms of raw
materials, transport infrastructure, power and water supply, water discharge and other
comparative advantages. Investment in projects should be restricted in areas where
cultural heritage and tourism are being preserved and developed. The establishment of
key industrial paper zones in 3 regions should be encouraged.

2.2. Technology and equipment

It is essential to use advanced technology with a high degree of automation and
maximum savings of raw materials, fuel, and energy. Priority is given to projects that
use waste and scrap from other industries, ensuring product quality and environmental
protection norms as prescribed. Equipment should be carefully selected to ensure
stable production, high quality, and reasonable prices.

2.3. Efficiency

The investment must ensure socio-economic efficiency and regional and international
competitiveness. It is also necessary to create rational use of resources, protection of
the ecological environment, cultural and historical relics, landscapes and assurance
of national security and defense. Priority should be given to the development
of investment projects to expand capacity and new projects of large scale and
environmental protection.

Conclusion

The pulp and paper industry is one of the important industries in the world, having a
great impact on the global economy and society. An indispensable trend that is becoming



80 Nguyen Hoang Nguyen

more and more popular globally as well as in Vietnam is sustainable developing and
Vietnam’s paper industry is not an exception. Paper production of high responsibility
brings many benefits to the environment, people, local economy and the country.
The important role of the paper industry is reflected in the significant contribution to
Vietnam’s economic development. This industry creates jobs for tens of thousands
of workers and resonates to develop other economic sectors such as afforestation and
logging, and processing industries, etc. At the same time, the paper industry provides
many products for diverse purposes: social culture, education, production, and research,
etc. The paper industry in Vietnam is growing remarkably as enterprises have been
applying advanced technologies, strictly following requirements on environmentally
friendly products. In addition, Vietnam is an export country, so the growing export has
resulted in a sharp increase in the demand for packaging paper. This is an auxiliary
product for other industries, especially for industries with a high export ratio. However,
there are still some challenges that the paper industry is facing, thus it needs proper,
methodical and key investment orientations to develop stably and sustainably.
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