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CHAPTER |
INTRODUCTION

The first chapter presents the rationale of the study on cross border trade between
Vietnam and Laos in Lao Bao border town. This chapter also provides objectives of the
study, the methodology of the research, the scope of study, significance of research,

literatural review on cross border trade issues aswwell as the limitation of the research.

1.1. Rationale

In 1986, the goverament of Mietnam decided to implement a new course of
economic reforms called #Doi moi” (rend\;étion) to shift from a centrally-planned
economy to a market-oriented economy with _t}le country’s open-door and international
economic cooperation policies. Since then, the_j{l?élf-ty of Vietnam has adopted a policy “to
be friends with all countries,” especiatly with"'thﬂdée countries that share a border with
Vietnam with the aim to.cooperate and develdp; fb'g;éther in gorrespondence with today’s
trends of economic integration and globalization. Given the-geographical conditions of
Vietnam, with long borders (4512km) connecting a number of its underdeveloped and
remote rural areas:to“neighboring countries including Lao PDR;,Cambodia and China,
fostering cross border trade to improve the trading activities and _living standards of
people in these areas has lang been considered one of the most critical issues facing the
Vietnamese government. Cross border trade also plays a “big role in promoting economic
development of border regions, improving the living standards of people, eradicating
poverty, bringing more equitable income distribution, fostering friendship and
accelerating transnational economic cooperation” with neighboring countries (DAN,

2005). Border trade development has been promoted under the Vietnamese Government’s



foreign trade policy in the context of regional integration and globalization with the

general objectives of promoting economic growth and reducing poverty.

Of the three countries sharing border lines with Vietnam, Lao PDR has always
been considered Vietnam’s closest strategic neighbor. Vietnam and Laos together
experienced a long struggle against French occupation for national independence and now
cooperate closely with one another to further thelrdevelopment. Vietnam and Laos share
a long border line (about 2,026 Kilometresdong) with at least six main border crossings
that allow the flow of goods and«people. Of these, Lao Bao is regarded as the main border
crossing between Vietnam and Laos, connecting the Centre of Vietnam with Savannakhet
Province of Laos. This was the first land bdfder between Laos and Vietnam open for
international travelers and has been for a |on_g“time the most popular border for trade

between the two countries.

Lao Bao is a small town. in ithe Huong_ "Hoa district of Quang Tri Province,
Vietnam, located in the Neorth Central Coast region, sharing the border with Laos through
Savannakhet province and along the Highway No. 9 (or National Highway No. 9), which
is part of the East-West Econamic Corridor. Ten years ago, the isolated land of Lao Bao
was the poorest area in"Quang Tri Province. Taday, this remote border area neighboring
Laos has become: a-special.economie-commercial-area and,an importantstrade hub on the
East-West Economic Corridor that links Vietnam, Laos, Thailand and Myanmar. Cross
border trade between Vietnam and Laos via Lao Bao’s international border crossing has
played an important role in the socio-economic growth of Lao Bao to transform the

previously poor border area into a region with a high rate of urbanization.



However, to what extent the cross border trade contributes to the development of
Lao Bao, as well as the factors influencing border trading activities in the area, have not
been fully studied yet. In addition, although Lao Bao is an important strategic area for the
Vietnamese government to promote border trade to further develop cooperation in all
fields with Laos, there still lacks complete and systematic research about cross border
trade in Lao Bao as well as its impact on the development of the remote border area in
recent years. Therefore, a serious and comprehiensive assessment of the actual state of
border trade between Vietnam.and Laos through the Lao Bao border checkpoint is a
mater of urgency. This type of assessmentishould consider successes and limitations as
well as propose policies and imeasures aimed at developing further export-import trade
across the border. This study,. moreover, . will' hopefully contribute to the deeper
knowledge and broader understanding about one of Vietnam’s most important border

towns.

1.2. Objectives
The aims of this study are:

1. To identify the current.status and trends ,of the cross border trading activities of

Vietnam with Lao PDR at the LLao Bao border town In the fecent years.

2. Toanalyze'the main factors accounting forithe bdomiin €ross barder trade in Lao

Bao border town

3. To assess the impact of the cross border trading activities on the growth of Lao

Bao border town.
1.3. Hypotheses

1. Anincrease in border trade in Lao Bao has contributed to the transformation of



some local zones in Lao Bao from an agriculture-based economy into an economy

in which industry and services play an increasingly important role.

2. The rise of cross border trade in Lao Bao has transformed a poor remote border
town into an important transit point and one of the commercial centers of

Vietnam.

3. Although the livelihoods of local people in Lao Bao must continue to improve,
participation in cross border trade has provedto be an important route for local
people to escape from poverty and to become gradually acquainted with the rules

of a market economy

4. The local people indao'Bao partieipate more in doing business in border trade or
get new economicsOpportunities, and consequently improve their income and

quality of life.

1.4. Scope of Research

The study focused:on the cross border trade between Vietnam and Laos through
Lao Bao international checkpoint during the period 1998-({the time of Lao Bao SECA
establishment) to 2010. After gainingsthescureent trend; ofythey cross border trade at Lao
Bao checkpoint, the research started to analyze the main factors contributing to this trend
and then explaring the impacts of cross _border trade on the development of Lao Bao
border area in general and livelihoods of local border people in particular. Due to the
limitation of time and sources, the thesis focused on the border trading activities in
Vietnamese side and emphasized on the impacts on local people in economic perspectives
such as income, poverty rate, economic restructure and so on. The main primary sources

of the study were from interviews and real observations at Lao Bao border town



(Vietnamese side) while the main secondary sources came mainly from official reports
collected from People’s Committee of Quang Tri province and official documents which

Quang Tri authority sent to Ministry of Planning and Investment annually.
1.5. Methodology

The qualitative research methodology .was adopted for this research. The
information in this research was mainly collecied from primary sources by conducting
field work in Lao Bao border town of Quang Tri-province in Vietnam and secondary

sources received from the-documentary research.

1.5.1. Fieldwork

For primary sources, the thesis Collected information and data mainly based on

fieldwork conducted at Lao Bao by using two methods, as follows:

0 In-depth interviews with key-informan_t_s:_by using constructed and guided-
questions: the author carried out individual and group-interviews with local people
living and doing business in Lao Bao; in-depth interviews with the officers of Lao
Bao Border Gate Custems Department and People’s Committee of Quang Tri

province.

o Observation with participation; the author participated in a tiip from Dong Ha to
Lao Bao to measure the real travel time for Dong Ha-Lao Bao distance and to
witness the ways goods and people are transported between the two areas.
Moreover, the author also spent time at the Lao Bao international border
checkpoint to observe the movements of people and goods passing through, as

well as the customs procedures at the border gate.



Details of the target groups interviewed include:

- Mr. Le Huu Thang, vice chairman of People’s Committee of Quang Tri province,

Vietnam.
- Mr. Son, an official working at the Lao Bao Border Gate Customs Department.

- One group (four women) workingin a hlack exchange currency market in front of
the Lao Bao border checkpoint and over.the border at the Dansavanh border

checkpoint on the Laorside.

- Two employees werking.at the' Bao Son Hotel in central Lao Bao. Two motorbike
taxi drivers operatingsnear #the: Bao Son Hotel. And one shop-keeper selling

groceries at the Lao Bao Trade Centerrﬂin--Lao Bao border town.
1.5.2. Documentary Research

The information was collegted from varios sources including books, articles,
journals, official documents, trustful® reports (e.0. documents and reports from the
Ministry of Planning and/Investment) and from the official website of Lao Bao Special
Economic-Commercial Area and other reliable websites. Particularly, statistics and data
about economic activitiesfand border itrade transactions inylao Bao SECA were mainly
collected from reports of the People’s . Committee of Quang Tri province and official

reports thatQuang Triprovince submitted.to the Ministry of Planning'and Investment.
1.6. Significance of Research

1. This research will help readers who are interested in issues related to cross border
trade to have a better understanding of cross border trade between Vietnam and

Laos through a case study of Lao Bao border town.



2. The research also serves as a useful reference for Vietnamese policy makers and
researchers who want to conduct research on other Vietnamese border towns or
intend to adjust/amend policies and regulations related to border trade activities in
Lao Bao for further boosting border trade between Vietnam and Lao in general
and at Lao Bao in particular. Besides, the study will act as a reference for local
government officials in Lao Bao to know more about the real situation of border
trade with Laos in their border town. TheyCanprovide practical measures for their

town based on the author’s-recommendations:.

1.7. Literature Review

The nature of cross'borderstrade (CBT) and its importance to the development of
border towns have long been of interest to ec.o.n_o_mists and researchers. There has been
growing scholarly interest in'recént years in the particular social, economic, and political
circumstances of populations living aroundv béjrders, and cross border economic
transactions have also attracted extensive studieé |n recent years. CBT is one of major
components of the cross Border economy. This economy 1s also a key indicator of the
relationship between two or more neighboring countries and the livelihoods of their
people. That is, if people in neighboring countries can live together, sharing resources and
opportunities, there will be regional peace, seeurity, economic prosperity and
development (DAN, 2005). CBT studies cover all the issues of ‘cross ‘border activities,
such as the flows of capital, goods and people, and the social and environmental concerns
in regional and national contexts. However, there have not been a lot of studies
concerning this issue in Vietnam. Although there have beem some academic works on
cross border trade between Vietnam and China (such as through Lao Cai border

checkpoint at Lao Cai border town), the cross border trading activities between Vietnam



and Lao PDR have received little concern. There are only a few works considering the
cross border economy in the Greater Mekong Sub-region (GMS). In these studies, cross
border trade between Vietnam and Laos was mentioned briefly and sketchily. There have
been no comprehensive and specific studies about the cross border trade of Vietnam with

Laos at Lao Bao border town and its impact on the growth of Lao Bao.

The most closely related and up-to-date study focusing on the impact and
implications of cross border trade on five GMS countries appears in a publication
prepared by a research team (including Theera Nuchpiam, Mya Than, Pornpimon Trichot,
Nuttapon Tantrakunsab and*Duanjai’ Denkesineelam) called “Study on Cross Border
Economic and Social Transformation in_the '(.B.MS: Impacts and Implications” published
in March 2010 by the Institute of Asian Studieé-at Chulalongkorn University. This study
of cross border economic relations in the GM_S_lf(J)-cuses on relations between and among
five sub-regional states including China’s Yunnan Province, Laos PDR, Myanmar,
Thailand and Vietnam. The research investigates‘ various types of cross border economic
activities in the five countries by analyzing the flows of irade (formal and informal),
capital (foreign direct investment), and people. Besides,the work also analyzes the
impacts of cross border activities'on tihe border regions asiwell“as their implications for

sub-regional and regional relations within ASEAN and beyond.

Many border towns in the five countries were presented in the study. Of these,
Lao Bao, the border town of Vietnam which shares a border with Savannakhet Province
of Laos, was mentioned. The study found that the main three factors accounting for recent
developments in cross border economic relations in the five countries included the impact
of the GMS on sub-regional development cooperation, the opening of China’s southern

border to Southeast Asia, and policies of the countries participating in this sub-regional



cooperation framework. The research also conducted surveys and fieldworks in border
towns of the five GMS countries to find out the nature, the main types and patterns of
cross border activities, including the flows of trade, capital and people. These border
towns had been characterized as “actors” in cross border economic relations in their own
right, in that their conditions, ranging from the existing infrastructure to local
stakeholders and their policies, significantly affect cross border exchanges, contacts, and

other activities.

The study also discovers«that apart from the three factors taken as influencing the
recent rise in cross bordeseconomic relations, both stakeholders and cross border
procedures also have positive as well as negéfive Impacts on cross border contacts and
cooperation. The importance of the state’s rol_efin initiating new policies and enforcing
new laws, operational procedures and regulatioln; is undeniable; however, the ones who
push for cross border collaborative activities are the private sectors. Apart from the
private sector, the local-administrative organiZat‘ib’nS have assumed more active roles in
cross border relations:<Their roles have emerged In cenjunction with the new
decentralized policy, which has enabled them to assume a“larger role in border towns’

growth.

Cross berder procedures-of-the five,eountries \were also .analyzed. The study
addresses certain cases in which they greatly facilitate these activities, while in others
they seem to be part of the obstacles to free cross border flows of goods, people and

capital among the GMS countries.

The authors also refer to two kinds of trade, including formal trade and informal

trade occurring in the five participating countries; the impacts of informal trade to each
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country are clearly analyzed. For example, in the case of the Lao Bao border area in
Vietnam, the study identifies informal trade (particularly smuggling) along the border as a
serious problem. By observing the border at the Lao Bao checkpoint, the authors noticed
that the products smuggled from Laos into Vietnam were mainly liquor, beer, soft drinks,
cigarettes, consumer and household products while the goods smuggled from Vietnam to
Laos were mainly gasoline and diesel. And then the study points out some main reasons

for this smuggling phenomenon.

Finally, the study of soeial.and economic transformations as a consequence of
cross border movements and activities was restricted to the border areas where these
activities had been investigated: The researChl identifies social changes in these border
areas, such as levels of household incomes a_lr;d poverty, growth of border towns and
communities as well as the livelihood of the mvilg‘;ant workers. For the case of Vietnam’s
border areas with Laos, like smuggling, cross border flows of people between Laos and
Vietnam have both positive and negative effects on the:Vietnamese side of the border;
and the most benefit Vietham gains from CBT with Laos is te create a labor market and

increase the incomes of Viethamese people living along the border.

The study ‘concludes that cross-border-economic activities are necessary to the
development of previously-poer berder areasMany “border towns”have become centers
for the development of trade and investment. “Certain remote districts where once only
agricultural and forest products were available have been transformed into cross border

trade and investment zones.”

The most important point mentioned in the research regarding the Lao Bao border

town is the strategic location of Lao Bao, which is situated on Route No. 9 (the main
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transportation route of the East-West Economic Corridor). It passes through this
checkpoint and reflects the Vietnamese government’s policy of attracting foreign direct
investment to the poorest part of the country — the central region. The study also stresses
that the cross border economic activities at this border have not yet been developed, even
though the potential for such development exists. Cross border activities are mainly
limited to formal trade. Informal trade volumes are small and mainly in the form of
smuggling. Besides, the flow of people iIs also ot very active, with Vietnamese people

mostly migrating to Laos to work-fer wood processing.companies.

The research has given an overview of cross border economic activities in the
GMS countries as well asgits impacts on th'el.society and growth of border towns and
communities. The study has idegntified a numbér of factors that have contributed to the
growth and emergence of new patterns.of cr_oés-.-border movements and activities. The
findings of this study on cross border economic activities are crucial and useful in the
form of better understanding the nature and impaéf of cross horder issues. Especially, for
the study of Thailand, the‘authors provided a comprehensive analysis of the case study of
the eight districts and provincial towns in the border regions; the stakeholders’ role
including State, private sectars and aorganizations,-and local government administration to
the development of border towns; the statistics of cross border trade with Myanmar, Laos
and China‘throughout-recent years and the.sacial and econamic impacts of cross border

economic relations.

However, the study did not pay much attention to Vietnam, instead providing
sketchy information and lacking of much crucial analysis compared with the
comprehensive study of Thailand. The authors gave little information on the two border

towns of Vietnam with Laos (Lao Bao and Bo Y) and one border town of Vietham with
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China (Lao Cai). The study also did not mention or analyze the general policies and
specific regulations of the Vietnamese government, the roles of private sectors and local
government administrative to the development of border towns in the three border towns
(except to mention a little bit about the Vietnamese government’s interventions in Lao
Bao border town). Besides, the statistics of trading in border with Laos (especially cross
trading in Lao Bao border town) and China /in recent years also were not given out.
Moreover, the impact of cross berder economic activities on social change, and the lives

of people living along the border,were also sketchily-analyzed.

Another related and.amportant'study looks at four countries, including Cambodia,
Lao PDR, Thailand and Mietnam (CLTV). énd the cross border economies of each
country, namely “The Cress Border Econo_n;ies of Cambodia, Laos, Thailand and
Vietnam” published in 2005 by Development_.Analysis Network (DAN) with funding
from the Rockefeller Foundation“The book examines the nature of the cross border
economies and gives insight into the benefits each éduntry gained. “A central focus of the
study is to explore trading conditions across borders to' identify constraints and
bottlenecks and provide some idea of transactions costs, facilitation needs and degree of
competitiveness in, cross'border frade (CBT).” Each participating country conducts
specific case studies of products traded across the frontier, examining trade circuits,
actors, transport; handling; prices-and financing. However, for the Viethamese side, the
author does not focus on specific items of trading activities, but takes a broader approach
instead. It reviews the overall trade structure and highlights genetic problems and
constraints faced by traders. The study also analyses two types of trade operating for CBT
in all four countries: informal flows (involving small or petty traders, who use small

amounts of capital and deal in low volume and low value products for sale in the local
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market within the border zone, accounting for 20-30 percent of total trade) and formal
flows (tending to be dominated by big traders, who are able to mobilize large amounts of
capital, provide multiple services and have excellent networking with border trade
officials such as customs and immigration). Moreover, the study conducts research on the
welfare impact on each participating country through joining CBT. In all four countries,
the welfare consequences of CBT seem very positive with some welfare benefits but the
extent varied with the country and the border community. A common “gain from trade”
means greater access to cheaper.consumer goods. Beth the direct and indirect impacts of
CBT occur through laber marker (Cambodia); agriculture (Laos); living standards
(Vietnam); and incomes and" consumption ‘levels, labor market and service sector
(Thailand). Any benefit Of omne gouniry depends to a great extent on the direction and
clarity of the particular border trade. promotion: policy, and the level of human resource
and infrastructural development: Direct benefit'é,:,%‘ hgyvever, are limited and occur clearly in
the areas along the major communication arteri_e__s_.!By contrast, indirect effects appear to
be large, mainly through higher consumption levels and increased real incomes due to the

easy access of cheaper imports.

The study finds greater levels of economic activity along some borders and some
countries. The study concluded that the more advanced economies are in a better position
to gain from CBT (such‘as Thailand.and.\VVietnam).since they have clearer and more

focused policies aimed at maximizing such benefits.

In the study of Vietnam, a participating country, the author examines the
importance and impact of CBT on the living standards of people living along the border
by giving out relevant analysis and empirical evidence of two case studies: Lao Bao and

Moc Bai border areas. Prior to presenting the two case studies of Vietnam, the research
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evaluates the necessity of CBT to the development of Vietnam, analysing the changes in
policy to support for CBT of the Vietnamese government, and providing the current status
of CBT areas in Vietnam. For the case study of Lao Bao, the study focuses on the
establishment of Lao Bao Preferential Economic and Commercial Development Area in
1998 by the government in order to gain the full advantages of economic development in
the area and to promote the friendly relations between Vietnam and Laos and its impact
on the increase of CBT. Besides, the research aiso.identifies the impact of cross border

economy on living standards of the-local population-in.Lao Bao and Moc Bai.

The two case studigs'of Wietnam canclude that participation in the cross border
economy “has proved to bg‘a way for peoplé.fo escape from poverty.” This was proven
by data and statistics fromhousenolds.. For _béth Lao Bao and Moc Bai, the data on
income and expenditure indigate that participa_tiv(.)r‘;in CBT has a positive impact on living
standards. Furthermore, the results 6f the study élsﬂ’point out that in areas where there are
more people involved in,CBT and other transéc‘tiéhs, the living standards of the people
are higher. Therefore, the study reports that there Is a significant difference in living
standards between participants and non-participants in CBT. Other impacts of CBT on
local income and expeénditure ‘are ‘also hoteworthy. Another. important factor contributing
to the boost in trade diversification and scale is the implementation of the CBT policy by
the Vietnamese government. Overall; the rise of CBT in Lao Bao anel Moc Bai have made
these areas focal points for the flow of goods, services, currencies and transportation to
and from Vietnam. However, there still exists a big disparity in performance and
economic gains achieved by different border economic areas. Although participation in
CBT has a positive impact on living standards, in fact remains that there is still a

relatively low level of participation of local people in CTB in Lao Bao and Moc Bai
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(around 10 percent of households in the region). The study also points out other
shortcomings of CBT in the two case studies: the beneficiaries of open border markets are
mainly from large cities or business centers rather than the local populace; and increased

illegal trade and fraud, social evils in the regions are concerned with the increase in CBT.

The study provides comprehensive and relevant information about CBT of the
four GMS countries in general and Vietnam/in" particular. The author identifies and
analyses factors contributing to the rise of CBT inthe four participating countries and the
impacts of CBT on the living standards of local people. The most important and relevant
point of the study is the finding regarding-the necessity of participating in CBT as a way
for local people in border areas' to escape.lfrom poverty. However, this book was
published five years ago (2005), so the data _a;ﬁd statistics are not updated. Moreover,
some new factors affecting the development ofCéT are also lacking in this book such as:
the completion and putting into use of the East West Economic Corridor (EWEC) in
2006, which has impacted the development of CBT of the four GMS countries, the
changes in CBT policy-ffom government which also affecis-the CBT of each country,
especially for the case of Lao Bao, Vietnam. The issuance ‘of the decision to promulgate
together with the ald one, Decision/No.11/2005/QD-TTg dated12th January 2005 (which
was not mentioned“in this research) promulgating the Regulation on Lao Bao Special
Economic "= Commereial “Area, Quang Tri pravince.in Navember, 2005 by Vietnam's

Prime Minister has much influence to the boosting of CBT in Lao Bao.

Other related studies about cross border trade include: the newly issued report of
the Asian Development Bank in 2010 titled: “Strategy and Action Plan for the Greater
Mekong Sub-region East-West Economic Corridor.” This aims to revise and update the

strategy and action plan for the EWEC as a means of consolidating planning and
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programming activities by government authorities and development partners. This report
also mentions the impacts of EWEC on the CBT of GMS countries (except China). The
report points out that the current trade flows along the EWEC give rise to relatively large
trade imbalances. For example, in Thai-Myanmar border, trade originating in Thailand is
over ten times larger than that originating in Myanmar. In the Lao-Vietnam border, trade
flows from Lao PDR to Vietnam are nearly four times larger than those from Vietnam to
Lao PDR. Similarly, exports from Thailand to Vietham are nearly five times greater than
exports from Vietnam to Thailand.The study clearly shows the positive impact of EWEC
on the rising of CBT in Wietnam-kao border. Afier completing EWEC in 2006, cross
border trade of Vietnam-Lao Surged and continued this trend for the year 2007-2008.
However, the value of exportsof each country is becoming unbalanced, such as the value
of exports originating in Lao PDR has: been four times greater than the value of exports
from Vietnam. The study also refefs io the"imgprtance of EWEC for the trade and
investment of participating countries  “in the_ ’lcontext of medium and long-term
framework, the EWEC trade and investment model IS one that not only determines the
growth potential of intraregional trade resulting from differences in factor endowments,
but also one that builds on'the growing worldwide trend toward the globalization of
production and lower ‘production ‘costs from €conomies of ‘'scaleé’ and expanding extra-

regional trade”

The Mekong Institute Research Working Paper “Social and Environmental
Impacts of Border Trade in Sino-Vietnamese Border Areas on Border Communities: Case
Study on Lao Cai Border Gate” (authors Pham, Lai, and Nguyen), was published by the
Research and Learning Resource Department of the Mekong Institute in 2008. The study

examines social and environmental impacts of CBT between China and Vietnam on the
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local communities in the border region. The social impacts include social ills such as
trafficking, alcohol abuse and drug addiction, and environmental impacts such as air

pollution and litter in the local commune.

The report “Cross-Border Trade within the Central Asia Regional Economic
Cooperation” prepared by the World Bank in August 20, 2007, based on surveys of cross-
border trading conditions, profiles the key /features of cross-border trade and its
employment and income effects. The focus of the report lies in its analysis of the impact
of government interventions that factlitaie or impede cross-border trade by “inter alia”
affecting the movements of lecal.people, vehicles, and goods between the countries of the
Central Asia Regional Ecenomic Cooperat'ic.).n. The study provides a comprehensive
conceptual framework for E€BT including cha_r;cteristics of CBT, benefits gained from
CBT, barriers to the development of CBT. Govér‘-rll-ment Intervention is another factor that

¥

limits the rise of CBT in Central Asia.

Srawooth Paitoonpong. — a senior research specialist of Thailand conducted
research in 2006 titled “Thailand’s Cross-border Trade in the Greater Mekong Sub-
region: some Issues Never Solved.” It focuses on selected social issues such as
trafficking, HIV, ‘and ‘'migration workers ‘'on CBT ‘aleng the border of GMS countries
(Laos, Cambedia,~and, Thailand). ~Accerding; te, the sauthor’s, empirical analysis, a
considerableioff-record or underground movement of goods and services has taken place
including the movement of people who carried contagious diseases. Furthermore, CBT
also leads to social problems such as migration of workers, human trafficking, drug
trafficking, border robbery, and environmental pollution along the Mekong River. The

study also provides an overview of CBT in terms of definition and classifying types of
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CBT, which are useful for constructing conceptual frameworks of CBT in my thesis

paper.

The Technical Background Paper for the third National Human Development
Report in Lao PDR 2006 prepared by UNDP, namely “Impact Of Border Trade In Local
Livelihoods: Lao-Chinese Border Trade in Luang Namtha & Oudomxay Provinces” were
written by Sirivanh Khontaphane & Sathanbandith Insisiangmay & Vanthana Nolintha.
The research aims at expanding the studys of €CBT in the Lao PDR and exploring its
economic and social impact..oen -human development, particularly on educational
attainments, health issues,#@ccess to / infarmation, and time savings as a result of
infrastructure improvemenifand so on. It focases on CBT with China which has been
somewhat neglected and also studies in-depthythe border trade in Luang Namtha and
Oudomxay since these provinces are Chinese_gr;a}_éj:e corridors for both the region and the
nation. Some border trade areas such as DeﬁSa\I'énh-Laobao Border with Vietnam in
Savannakhet, Vangtao-Xongmek Border with fhailand in. Champasak and Boten-Mohan
Border with China in kuang Namtha and their impacts on local livelihood are clearly
presented. The development of such border trade zoneS demonstrates government

recognition of theirimpartance for trade development.

Moreower; otherboaks-sueh as, Tihe Lines that-€Continuejte-Separate Us: Borders in
Our 'Borderless’ World of Newman (2006); We Are the Border: Identity, Exchange, and
the State along the Benin-Nigeria Border of Donna (May, 1997); Cross-Border
Connection between Hong Kong and Mainland China under 'Two Systems' before and
beyond 1997 of Shen(2003); Globalization, Regionalization and Cross-Border Regions:
Scales, Discourses and Governance of Perkmann and Sum (2002); Cross-Border Trade

and The Parallel Currency Market — Trade And Finance In The Context Of Structural
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Adjustment: A Case Study From Kano, Nigeria of Hashim and Meagher (1999) are all
valuable resources that provide crucial background for the border related issues of the

researcher’s topic.

In summary, there are few comprehensive and systematical academic studies
relating directly to the researcher’s topic interest. Though not directly relevant to the
researcher’s study, this literature provides an essential background for CBT issues as well

as the impact of CBT on the development ofi border towns.

1.8. Related Theories and Concepts

1.8.1. Related Thearies

The theoretical model which will be used _in this research includes: Globalization

Theory, Border Theory and Cross-border cooperation.
1.8.1.1.Globalization-Theory

Globalization is notia new phenomenon and was used for the first time in the late
nineteenth century (United Nations, 2002). Globalization presents “the process by which
regional economies, societies, .and cultures have became integrated through a global

network of communication, transportation, and trade’:

Currently, globalization is a widely-used term that can be interpreted in a number
of different ways in various aspects such as industry, finance, health policy, politics, and
economics and so on. When used in an economic context, it refers to the “reduction and

removal of barriers between national borders in order to facilitate the flow of goods,
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capital, services and labor... although considerable barriers remain to the flow of labor...”

(United Nations, 2002).

The International Monetary Fund (IMF) also notes the growing economic
interdependence of country worldwide through increasing volume and variety of cross
border transactions, free-flow of international capital, and more rapid and widespread
diffusion of technology. Also according to. the<United Nations (2002), globalization
“improves the access of countries to large markeis, and enables them to tap a wide variety
of products and benefit from higher capital inflows, as well as technological progress.
These factors lead to greater effigiency; more investment, higher outputs and better

standards of living.”

Globalization has been advahcing in the world In two main ways. First, various
initiatives of institutional changes have been 'ﬁfdplqsed and introduced at various spatial
scales to abolish certain barriers and border c,ont_rjo_ls to form “borderless region states”
such as the European Union to facilitate free movement of iaformation, labour, goods,
capital and technology. This conforms to a general shift towards a “borderless world
economy” which we can see hy. the establishment of WTO (World Trade Organization)
and NAFTA (North American-Free Trade 'Agreement) area.'Sécond, the international
capital, via, they transnational, corperations sespecially; shas jengaaedsactively in the
organization?of new international or regional division of labour to make best use of
worldwide resources, notably labour, land and capital, for maximum profit. The world
economic system and the international division of labour have been remolded under such

globalizing forces (Shen, 1997).
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With the continuing decline in the cost of transportation and communications and
the significant reduction of barriers to the flow of goods, services and capital, although
considerable barriers remain to the flow of labor, the world is rapidly becoming a global

village (United Nations, 2002).

Globalization theory has well described the economic integration policy of
Vietnam’s government with other countries in.the world, especially with Lao - the
neighboring country that shares a border with Vietnam through Lao Bao border
checkpoint in order to promote cross-horder trade and people movements between the two

countries.
1.8.1.2.Border theory.

While it may not be possible to construct a single theory of borders, the
contemporary study of borders has become a major growth industry during the past

decade (Newman, 2006):

Border is a complex term that is difficult to define commonly and precisely. The
concept of a border is interpreted dissimilarlyzby people with different backgrounds or
engaged in different “activities' in ‘their "everyday" experiences,- heritage and cultural
backgrounds, gspeeificinterests.~or-~occupational, perspectives~Geographers, political
scientists, lawyers, sociologists and anthropologists all have their own interpretations of
what “border” means. There are a wide variety of different conceptions of border and
these are subject to continual change, as they have been in the past. However, for all
disciplines, “borders determine the nature of group (in some cases defined territorially)
belonging, affiliation and membership, and the way in which the processes of inclusion

and exclusion are institutionalized” (Newman, 2006).
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According to The Border Poetics Working Group at the University of Tromsg,
traditionally the border concept has mainly been related to topography, and has been the
particular domain of geography and law, though also philosophers and mathematicians
have developed concepts of the border, or more specifically, the limit. The geographical
concept of border was first developed in the 19th Century and described “borders (or
boundaries) as constituting the physical and highly visible lines of separation between
political, social and economic spaces” (Newman, 2006), and often charged with

nationalistic energy.

Moreover, the concept of border has changed in the last few decades in a
historical shift that has @ccurred in acad'elr.nic study, giving border new areas of
application. Borders can have palitical, histp;ical, ethical, psychological and artistic
implications and connotations. Borders are in(,;réésingly seen as dynamic phenomenon
that can emerge, disappear, and re-emerge, as"hé\“/ing a transitional character, as being
internal zones of negotiation. Borders are no Idngéi hecessarily seen as barriers, but often
thought of as points of contact. The spatial turn within the field of cultural studies aims to
connect topographical spaces with the medial spaces of culture. The focus has moved to
local, urban, intimate and subjective spaces/physically distanced from the more traditional

borders of nations.

Only“more recently have we began to understand that “it is the bordering process,
rather than the nature of border, which affects our lives on a daily basis, from the global
to the national and, most significantly, at the local and micro scales of sociospatial

activity” (Newman and Paasi, 1998; cited from Newman, 2006).
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The border theory has helped to create better knowledge about the border issues in

Lao Bao as well as border trade occurring in the area.
1.8.1.3.Cross-border co-operation

The first “official’ cross border region, the EUREGIO, was established in 1958 on
the Dutch—-German border, in the area of Enschede and Gronau. Since then, such
‘Euroregions’ and other forms of cross-border” ce=operation (CBC) have developed
throughout Europe. Today, there-are hardly any border areas in which public authorities

are not involved in some kind of«cogperative initiative with their neighboring countries.

CBC can be defingd as*“a more_or ',Icl;ss institutionalized collaboration between
contiguous subnational authorities: across nati_o-.r-lal borders” (Perkmann, 2003). CBC is
also defined by Schmitt-Egner as ‘cross-borde_r_;.;ip-lt-eraction between neighbouring regions
for the preservation, governance and developménf"’éf their common living space, without
the involvement of their central authorities’ (ééhfhitt, 1998 63; cited from Perkmann,

2003).

There exist some barriers that do notiallow the full potential of cross-border

relations in the Eurgpean region’(Dimitrov et al; 2003),-which are ‘described as below:
1. The econdition “of infrastructure: roads, [railways; ' public transport,
telecommunications, and post service;

2. The condition of border crossings: proximity of checkpoints, visa regulations,

passport and customs officers’ treatment;

3. Trade conditions as a barrier: tariffs, quotas, duty fees, and technical requirements;
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4. Financial conditions as a barrier: availability of funds and access to finance

resources;

5. Lack of assistance as a barrier: by local government, national government, local

business associations, national business associations, and European organizations;

6. General conditions as a barrier: political stability, corruption, security, changing of
the rules, income and demand prospects, inflation, exchange rate, stability of the

banking system, quality ofthe banking sysiem;and labor protection;

7. Language as a barrier.

For the Lao Bao border area of \ietnam, barriers of language and lack of
assistance from local and ceniral governmenté are not factors that hinder the full potential
of cross-border relations between/Vietnam and L'aos. The local and central governments
put special concern on the development of Lao l%ao area by issuing many preferential
policies to the area; moreover, peaple living and:- doing business along the borders of the
two countries can communicate-with-each-other easty in-both Vietnamese and Laotian.

Therefore, the barrier of language is not a matter for local peaple in Lao Bao border area.
1.8.2. The"Concept of Economic Growth

The concept of cconomic’grawth “is/a relatively recerit invention; a by-product, as
it were, of industrialization. It is the rate of increase, from one period to another, in the
flows of goods produced and/or consumed within a given institutional space, which may

be a firm, an industry, a national or regional territory...” (Gadrey, 2002).



25

Economic growth is the increase in the value of goods and services produced by
an economy. It is measured by any of a number of indicators such as the percent rate of

increase in real gross domestic product, or GDP.

In the case of Lao Bao border area, the impact of CBT on the growth of the area
will be analyzed by many indicators, such as GDP, poverty rate, average income per

capita, economic restructure, and infrastructuralimprovements and so on.

1.8.3. The Concept of Cross Border Trade (CBT)

1.8.3.1.Characteristicsof CBT

The World Bank (2007) defines CBT as the flow of goods and services across
international land borders®within a reach of. up fo 30 kilometers. Srawood (2006)
addresses that border trade is oOfficially deﬁhed as the trade of goods among local
habitants or enterprises of border areas of bothicéﬁntries. The amount of border trade is
usually small, and goods:traded are usually fof déﬁly consumption or natural products.
CBT involves the trade 0f goods, or exports, and imports that go across borders to and

from neighboring countries, .both formally and informally, and both locally or from/to

other parts of the participating countries (Theera etal., 2010).

CB1Tlis also used to refer to informal;, and often illegal, trading activities that move
goods across national borders. In conformity with the convention in the literature, only
legal goods will be considered under the rubric of CBT. Besides, CBT is used in
conjunction with the term “parallel trade” which refers to the trading of legal goods
through unofficial or illegal channels (Lindauer, 1989:1874; cited from Hashim and

Meagher, 1999)
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The World Bank (2007) also identifies some main characteristics of CBT. The
unique feature of cross-border trade lies in geographical proximity rendering
transportation costs almost irrelevant, thereby allowing traders to take advantage of
differences in the supply, demand, and prices of various goods and services available on

either side of the border.

Most cross-border trade activities are net reported in foreign trade statistics.
Cross-border trading is carried out mostly by indrviduals/small traders and their families,
who often are producers of traded goods. Quantities traded are small, usually less 100
kilograms and less than a_few hundred US dollars in value. Agricultural products and
consumer goods are the main kinds of traded. .goods. Small traders trade their goods on

foot, using a bicycle, taking.@ minibus or a car to the other side of the border.

Cross-border trade is highly sensitive"tﬁd ,tﬂhe treatment meted out to traders by
conditions imposed by national governments. Its _sx‘L‘n_ccess depends critically on the ability
of individuals to routinely_cross the border without paying a ldrge unofficial payment or
prohibitive tariff duties and border charges, and to cross the border with their own

passenger vehicles or with lightvehicles from bordering regions (World Bank, 2007).
1.8.3.2.Benefits of CBT

Border trade plays an important role in the development of neighboring countries
as it provides knowledge and information about demand and supply of goods and services
in the border areas and serves as a stepping stone for further economic development of
border communities and provides employment opportunities for the local people. Border
trade can play a bigger role in promoting economic development of border communities,

improving people’s living standards, eradicating poverty, creating more equitable income



27

distribution and fostering friendship and greater economic cooperation in cross border

regions (Yen et.al., 2008)

Besides, the World Bank (2007) argues that CBT benefits traders’ lives and
incomes but also strengthens local production, and fosters service provisions (such as
storage facilities, transportation, and ancillary services in local bazaars). Such trade
generates income for people working in bazaars as well as for activities associated with
bazaars and trade. Since CBT is also a significant driver of employment, income is
generated for households that gtherwise would live in poverty. In remote regions, where
employment is scarce and salaries low, cress-border trade, when eased, generates income
for a whole household and is" more profita;ble than most other economic activities

available.

Moreover, cross-border trage Iower§',f 'im_port prices of goods available to
consumers in bordering areas (in the absence. _o_f; cross-border flows, prices and price
differentials would be higher) and enables exporters to benefit from higher value-added.
Finally, the World Bank (2007) concludes that CBT has a gender dimension: women are
more actively involved in border-trading activities, such as selling goods in bazaars, as
well as moving goods through border erossing ‘points."Many heads of traders associations

involved in-cross=border. activities-areswomen;

On the other hand, Sam et al. (1996) argues that border trade has both positive and
negative impacts on local people. CBT has positive impacts as it creates favorable
conditions for the people of two countries to export and import goods that meet local
people’s need. However, CBT exerts negative impacts and the most crucial problem is

smuggling.
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For the case of Vietnam, Development Analysis Network (DAN, 1995) argues
that CBT is necessary for the development of Vietnam for many reasons. First, CBT
exploits the comparative advantages of border provinces and border areas. Second, CBT
functions as a new channel for Vietnam to promote foreign trade for attracting more
foreign investment in the world. Third, CBT helps Vietnam to improve living standards
of the local population. Forth, CBT takes a step.toward realization of the government’s
open-door and “friendship with-other countries-andsnations” policy. And finally, CBT
fosters the economy of border prowvinces and the border gate areas; at the same time, CBT
helps to achieve unity of«ethnie groups and social stability, ensuring safety in border

regions.
1.9. Limitations

During conducting the reseaich; the researcher encountered several difficulties

and limitations.

First, due to lack-of information, documents, studies and materials about the Lao
Bao border area in English; the researcher had to mainly use“sources and documents from
the Vietnam side and“in Vietnamese. ‘Therefore, ‘dias in the study is unavoidable on the

side of the researcher about Lao Bao.

Second, due to a lack of information and data, some of the negative impacts of
CBT on the growth of Lao Bao border area were not analyzed and presented in this
research. These include negative social impacts of CBT including the extent of
HIV/AIDS spread due to the increased cross border trade between the two countries,
prostitutes at the border, the illegal immigration of people through Lao Bao border gate

and so on.
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Finally, due to some limitations of time and finance, the fieldtrip of Lao Bao
border town was conducted within seven days (less than three days as planned).
Therefore, the number of local people and officers working in the Lao Bao area
interviewed was not a lot as expected (11 people interviewed) and workers in the Lao Bao
industrial zone as well as large enterprises doing business in the area were not

interviewed.
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CHAPTER I
CROSS BORDER TRADE OF VIETNAM WITH LAOS IN

RECENT YEARS

In this chapter, the overview of relations between Vietnam and Laos (including
diplomatic relation, border relation, investment relation and trade relation) is presented.
Then, the current trend of cross border trade” of Wietnam with Laos through Lao Bao

international border gate overtherecent years (1998-2010) is analyzed fully.

2.1. Economic Trading Relationbetween Vietnam and Lao PDR
2.1.1. Overview ofVietham/- Lao relation

2.1.1.1.Vietnam - Lao diplomatic relation

Vietnam is bordered on‘the west by C;}ﬁbpdia and Laos, on the north by China
and on the east by the South China-Sea (which-’i:s called the East Sea by the Vietnamese
term). Vietnam has a lonRg tand boundaries with the three neighboring countries up to
4,639 km, of which the longest land boundary is the land barder with Laos by 2,130 km

long (with Cambodia 1,228 km, and.with China 1,281 km).

Vietnam and Laos have had a durable relatienship for a longstime. Vietnamese
communists’ actively “engaged’ revolutionary” works“in" Laes as ‘early-as the 1930s.
Nonetheless, the essence of the “special relationship’ that developed between Vietnam
and its Lao counterpart was developed in the three decades after World War Il. During
these difficult years of struggle against the French and Americans, Vietnam and Laos
developed close ties based on their common ideology and shared revolutionary

experience.
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On 5th September 1962, the Government of the Democratic Republic of Vietnam

and the Government of the Kingdom of Laos established formal diplomatic relations.

After the Lao People’s Democratic Republic was established on 2nd December
1975, the Lao People’s Democratic Republic and the Socialist Republic of Vietham
formalized the close relationships developed over the previous years in a series of
important agreements, such as a Treaty of friendship and cooperation and a Treaty of
border defining signed on 18th July 1977. Since then, Vietnam-Laos relations have
moved into a new phase which«iS_ ihe relationship of friendship, special solidarity and
comprehensive cooperationsbetween the-two Parties and the two States; the special

relationship Vietnam-Laos has increasingly cOhsoIidated and developed.

For the relationship with Laos: from then until now, Vietnam has continued to
pursue its “special relationship® with Laos both on party and state levels. At the party
level, regular exchanges focused on ideological_sang-j_cultural issues. At the state level, the
two neighbors concluded _and expanded a number _of caoperation agreements. For
example, they signed an agreement on cross-border goods transport in February 1996 and
a plan for cooperation in therareas of culture and information later in the year. They also
held joint talks on‘the eonstruction of a-port‘in‘centralVietnam, important for landlocked
Laos, as wellyas eooperation+ in-improvingroads links, between themselves and other
countries inh the Southeast Asian region. In 2000, the two sides signed
the Strategic Cooperation Agreement on economics, culture, science and technology for
10 years,5yearsand annuallyto monitorand promote the comprehensive

cooperation between the two countries for the new period.
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Moreover, the Vietnamese government always appreciated and emphasized the
special relationship existing with Laos. The two sides strengthen the mechanism of
frequent contact exchange between leaders of the two parties and states. Vietnam and
Laos have exchanged many visits from high to local levels, especially the official
friendship visit to Vietnam by General Secretary and State President of Laos, Mr.
Choummaly Sayasone from 19th June te 22nd June 2006 and the official friendship visit
to Laos by General Secretary of Vietnam, Mr..Ncag Duc Manh from 10th October to
13th 2006 have opened a new.era for bilateral relations between Vietnam-Laos after
the two sides successfully-finished their party congress with changes in senior personnel
arrangement in the party and state. After the Party Congress in 2006, the frequency of

visits by leaders of the two countries has been maintained.

2.1.1.2.Vietnam =L ao border relation

Vietnam has 25 provinces that share borde(s_with China, Laos and Cambodia. Of
these, the border with- €hina is found in_the provincesof Quang Ninh, Lang Son,
Cao Bang, Ha Giang, Lao Cai, and Lai Chau; the border with Lao PDR is found at Dien
Bien, Son La, Thanh Hoa, Nghe An, Ha Tinh, Quang Binh, Quang Tri, Thua Thien Hue,
Quang Nam and ‘"Kon‘Fum' pravinces;-and the border with Cambodia is found along
Kon Tum,~, Gia-Lai, .~ Dakd-aks DakNong; ~BnhPhuac; ~ Tay Ninh, Long An,

Dong Thap, ‘/An Giang and Kien Giang.

Vietnam and Laos have signed many legal documents about the border such as a
1977 Treaty of border defining, a supplemental Treaty of border defining and a
Protocol on border demarcation signed on 24th January 1986, and the Agreement on the

Regulation on Vietnam-Laos border signed on 3rd January 1990.
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The project to upgrade and increase the system of border markers between
Vietnam and Laos prepared by the two sides in 2005 was based on legal grounds of the
above documents. The project is significant to the political security and socio-economic
development of the two countries, especially for localities along the common border. The
objective of this project is to upgrade and increase the border marker system in the
necessary places to clarify the borderline; to restore the existing border marker system
at the border crossings to ensure them to be permanent, secure and spacious; to improve
legal documents on the borderlines-of Vietham and Laos. There will be 792 landmarks
along the border of Vietnam and‘Laos with an average of 2.5km per landmark, of which

199 landmarks are the restoredexisting ones-and 593 are embellished landmarks.

On September 5™ 2008, the first pair o_fflandmarks (No. 605) of this Project was
completed at the Lao Bao-Densavan internatilq-.r-lal border gate in central Quang Tri
province and Laos' Savanakhet prevince on the gccasion of the 46th anniversary of the
establishment of Vietnam-Laos diplomatic ties. Thé'inauguration of this landmark had an
important meaning for the cooperation development on the Vietnam-Laos border and the

East-West economic corridor in Lao Bao and Densavan economic areas.

On May 19" 2010}-the Pair of-landmarks (No'-790) was Field the inauguration at
the international: barder gate~Bo-Y-~(Vietnam), -~Phous Keau (Laes) hy the provincial
People's Committee of KonTum and coordinate with the provincial government Attapu

Committee (Laos).

The project is scheduled to be completed in 2014. When this project is finished,
the two countries will have a modern and sustainable landmark system, clear borderlines

with the aim to facilitating the management and protection of social security border areas,
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limiting the negative impact arising from commercial activities, money laundering
crimes, trafficking in women, children, weapons, explosives, drugs, etc. At the
same time it will strengthen the special neighboring relationship and the comprehensive
cooperation between the statesand peoples of the two brothers Vietnam-Laos. The
project will foster solidarity and comprehensive cooperation between the two sides, build
the Vietnam-Laos borderline into an area of peace, friendship, cooperation, stability and

sustainable development.
2.1.1.3.Vietnam — Lao iavestment relation

Investment cooperation” of the two ceuntries aims to supplement and promote
advantages of each country,/mutually supporting one another’s development. Hence,
investment cooperation between Vietnam and Lags represents “an important cooperative

field to determine overall cooperation resulis bét:Ween the two countries”.

The two sides+, have carried oUt‘fn’ény measures to encourage investment
development such as implementation of preferential and clear policies for investors of
both countries, the 50% tax free rate for imported goods originating from each country,
economic development zones at ‘the ‘barder, border market construction, etc. In recent

years (2006-2009), the total investment yvalue of both sides has increased.

Investment'of Vietnam in Laos

Encouraged by the Laos governmentand supported by Lao people, some
Vietnamese enterprises have invested in Laos in anumber of sectors. These include

helping to build and develop roads, schools, and housing, irrigation, the production of
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construction materials, handicraft development and commercial network expansion,

transport, tourism and forestry (rubber planting).

Since 1991, Vietnam's investment in Laos has increased in both quantity and
quality. According to the statistics of Ministry of Planning and Investment of Vietnam, as
of July 2009, there were 186 investment projects of Vietnamese investors licensed in
Laos with a total value of over USD2.08 hillion. Of these, 121 projects are 100% owned
with Vietnamese capital and 65 projects are joint ventures with Laos. As of May 2010,
the Lao government has licensga219 investment projects of Vietnamese enterprises with
a total value of over USD2.4 billion. Impert-export turnover in the first six months of
2010 reached USD212 million/(up 8% ove',rr;the same period in 2009). Some typical
projects include: Sekaman 38 Hydropower Pla_n-.t- with a total value of USD275 million,
accounting for 36.3% of total national inves_t_@__e{nt, and the exploration and evaluation

of Iron Reserves Project with a total value of USD?}"'miiIion.

The main sectors Laos is investing in include energy, minerals, agriculture,
construction, telecommunications, industry, handicrafts, services, finance, insurance and
so on. Of these, industrial sector sees the mostinvestment; it accounts for 52.7% of total
projects and 69% of total-investment-value; next is-investment'in agriculture-forestry
(timber proeessingsplanting and expleiting rubber-latex);which accounts for 32% of total
projects andi 28% of total investment value; service sector accounts for 15% of total

invested projects and 2.94% of total investment value.

From Vietnam’s side, besides the policy of import tax exemption and reduction
from 0-5% for Vietnamese enterprise invested in Laos is being applied, the two countries

also are discussing how to allow the transport of goods across borders to occur
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more easily and to promote raising capital to build trade centers, such as the shopping
center in the Vientiane capital. The two countries have established a free trade zone at
the international border at Dansavan - Lao Bao (Quang Tri), allowing the border

provinces to open the side border gates; they have also opened 11 border markets.

In order to facilitate the payment of enterprises, a Laos — Vietnam joint venture
bank was established in 1999 with charter capital of USD10 million (now increased to
USD15 million). This bank acts ~as a _jbridge connecting direct marketing and
arranging finance for investmenirprejects of enterprises of Vietnam in Laos; consulting
and providing Lao marketinformation, supporting Vietnam enterprisesin  the
implementation of the survey, infermation Céllecting and investment decisions in the

Lao market.

Investment of Laos in Vietham

In turn, the investment environment in Vietnam:is also opening and welcoming
Laotian enterprises. Ase# 2009, Laos has invested In six projects in Vietnam with a total
value of USD48.35 million in many sectors: food processing (52.7%), transportation and
post office (22.3%); agriculture-forestry (14.5%), finance ‘and banking (10.3%) and heavy

industry.

Alth@ugh the scale and value of Laotian investment in Vietnam is small, this
investment is very important for the investment cooperation of the two countries,

contributing to the economic potential of each country.
2.1.2. Bilateral trade between Vietnam and Laos over the recent years

Vietnam and Lao PDR are neighbors with traditional relations for a long time.
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Today, under the leadership of the two parties, the cooperation and friendly relations
between the two countries grows stronger, broader, and more comprehensive. The
economic and trade relations between the two sides are growing and have made
significant achievements, contributing to the cause of national construction, economic
development and the improvement of people’s lives in each country. The two sides have
carried out many measures to encourage trade development, such as reduced tax rates

for imported goods originated from each countiy.

Both Vietnam and Lag.governments have issued favorable policies to create a
convenient mechanism for the development of bilateral trade relations. In the framework
of the Vietnam-Lao Inter-Government Coopéfation Committee, trade has always been
placed in the center. Apart from the mechanisr_ng and Incentives in the framework of the
ASEAN Free Trade Area (AFTA) and.the Com.rﬁbn Effective Preferential Tariff scheme
(CEPT) among ASEAN countries, the two countries have established Vietnam-Laos
Incentives on tax reductien and export-import éxefﬁption, in which the goods of a country
when exported to the other country enjoy tax privileges and reduction. The two sides have
actively implemented the Bilateral Trade Agreement, Agreement on Transit of Vietnam -
Lao goods and other agreements on trade ‘and‘econemic cooperation, culture, science and
technology. These are signed annually between the two countries and feature agreements
on trade faeilitation within the GMS coeperation framework: The two states have also
stepped up cooperation on border trade and border markets, trade cooperation between
border provinces of the two countries, strengthening trade promotion activities and

supporting enterprises in developing commercial activities.

The issuance of a 2007 agreement between the government of the Socialist

Republic of Vietham and the Government of the Lao People’s Democratic Republic
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on creating favorable conditions for people, vehicles and goods across the border in order
to strengthen further investment and trade cooperation between the two countries has
opened a new era in bilateral trade relations, encouraging organizations and individuals to
take part in goods exchange. According to this agreement, Laos enjoys preferences of 16
tariff types with 0% tax rates for the merchandise groups of engine and automobile and
motorbike spare parts from Vietnam. Moreover, Vietnam also gives Laos the preferential
quota of 0% for some goods originated from Laos,.such as leafs and stems of tobacco,
rice, and more. In turn, Vietnam-enjoys a 0% tax rate on 87 tariff types for products
ranging from vegetable materials, processed fruits, tobaceo, garments, motorbikes and

interior goods.

Thanks to these sound and suitable mechanisms, the trade cooperation between

the two countries has developed steadily:
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Table 1: Bilateral trade between Vietnam and Laos for the year 2001-2010

Unit: million USD

Year Total Export from | Import from | Balance

Vietnam Vietnam (Export-Import)
2001 130.00 62.30 67.70 -5.4
2002 122.00 59.60 a 62.40 -2.8
2003 110.80 51.80 59.00 -7.2

l

2004 142.50 62.00 80.50 -18.5

' -
2005 162.15 66.74 - 4 95.41 -28.65

v';.r‘.'..
2001-2005 667.45 30244 ===, 11865.00 -62.55
2006 259.69 T93.07 - | 166.62 72,91
2007 312.30 104.38 207.92 -103.53
2008 422.85 149.77 273.08 -123.30
2009 450,00 201.00 249.00 -48.00
2010 1000.00 450.00 550.00 -100.00
(estimated)
2006-2010 2,444.86 1,098.23 1,446.62 -348.39

Source: Report from Ministry of Commerce of Vietnam
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As seen in Table 1, bilateral trade turnover from the year 2004 upwards increased
by 30-40% compared with the previous year. For the period 2001-2005, trade turnover
increased with the moderately good growth rate. The two countries have set a target of
one billion dollars of bilateral trade turnover in the year 2010. If so, the estimated
bilateral trade turnover for the period 2006-2010 will reach USD2,444.86 million with an
average of USD488.97 million per year, increasing about 3.66 times compared to the
period 2001-2005 (with total trade turnover around. JSD667.45 million and the average
of USD133.49 million per year).-The trade turnover. of export-import between the two
countries in 2001 was quite'lovw.with a value of USD130 million; however, after 10 years
this value is expected to reach USD1000 million, up nearly 9 times compared with the
year 2001. As shown in Table 1 for the year 2001-2010, the export value of Vietnam to
Laos is always less than the import value of Vietnam from Laos. Vietnam has a trade
deficit with Laos. The trade turnover of Vietnam with Laos is the excess of imports over

exports (about 30%).

Export

In the period 2001-2005;,the turnover of exports from Vietnam to Laos was small
in value and fell from™2001 to 2003-(from USD62:30 million“to USD51.80 million).
From 2001-to 2005;the+, average- .annual turnover reached-USB60-4 million with a
lowest value’ of USD51.80million in the year 2003 to a highest value in the year 2005
(USD66.74 million). In 2006, export turnover increased sharply, reaching around
USD93 million, up 41% over the year 2005. From the year 2006 upwards, the growth rate
of export values from Vietnam to Laos increased steadily with a rate around 20-40%

annually. Total export turnover of Vietnam to Laos in the period 2006-2010 reached
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USD1,098.23 million, up 3.6 times compared with the period 2001-2005. The estimated

export value for 2010 is USD450 million, which increased nearly nine times from 2003.

Import

Like the trend in trade exports to Laos, the turnover of imports to Vietnam from
Laos was also low in value in the period 2001-2005 with the lowest value of USD59
million in 2003. From 2001 to 2003, import turnever from Laos fell from USD67.7
million to USD59 million. After~decrease in 2003, import value increased steadily to
reach USD95.41 million in"2005" The average import turnover for the period 2001-2005
is about USD73 million per year. Wahile the import value of Vietnam is small in the years
2001-2005, the next 5 years (2006-2020) witnessed a boom in value with the total amount
of USD1,446.62 million, up mearly: 4 times compared with the period 2001-2005. The
growth rate of import turnover around 30-50%"f9r the period 2006-2010 has shown a

boost in Lao goods being exported to Vietnam.. =

Commodity Compositien

Before 2000, Vietnamese. enterprises primarily crossed the Laos border to trade
in motorcycles, Thai produets, timbers-and minerals: Payment and purchasing methods at
this time sweresymestly spontaneous; ; therefore;+ disputes sand-, debt smatter occurred
frequently. After 2000, motorcycles could no longer be imported in Vietnam by the barter
method, and the Lao government decided to further control illegal forest exploitation.
Hence, some Vietnamese enterprises switched to wood processing careers or returned to
their hometown. The proportion of barter trade in the Vietnam-Laos’ borders has declined

due to the rise in formal transactions.
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Table 2: Main commodities from Vietnam to Laos in 2007

Unit: million USD

Items Value
Main Commodities Exported
Garments and textiles 7,518
Coal 2,044
2
Plastic produets 1,972
Electric wiresand eables ) 1,050
Shoes 962
Instant noodles = 538
Ceramic and porgelain "p')_r'oduct;f—:;ﬁ 459
Rice 7y 207
Main Commodities Imbolk@ ;
Wood and forest products 95,407
Other metals 86,801
Automobiles 1,896
Machinery equipments and spare parts 681
Tobacco materials 321
Computers and components 241

Source: Vietnam Customs Head Department
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The main commodities Vietnam exports to Laos are agricultural and consumer
products (accounting for 80% of total exports from Vietnam to Laos). These include rice,
all kinds of meat, live cattle, seafood, vegetables, foodstuffs, pharmaceuticals, cements,
steels, garments and textiles, plastic products, shoes, and more. The main commodities
imported from Laos to Vietnam include timbersand forest products, metals, automobiles,

tobacco materials, computers and components, as shown in the Table 2.

Vietnam - Laos trade relations are expected to reach one billion dollars in 2010,
of which Vietnam's exports tod-aos are .« estimated  to . reach USD450 million  and
Vietnam’s imports from Laos‘are aimed to reaeh USD550 million, achieving an average
growth rate around 40% per year for the period 2008-2010. This is due to the potential
growth from the exports of complete equipméﬁft'arllq machineries, as well as equipment

for construction work and investment projects of Vietnam in Laos.

By 2015, imposi-export turnover between the twe countriesis expected to
reach over two billion dollars, of which exports of Laos to Vietnam is USD1,340 million,
achieved at an (average growth'rate @ of 14.6% annually “forthe period 2011-2015.
Vietnam's exports to' Laos will be 1,080 million, achieving an average growth rate

of 21.5% per year for 2011-2015.

Moreover, the two countries also continue to implement many measures and
actions to promote bilateral trade. These include the new Agreement of Goods Transit and
Supplemental Agreement signed in 2000 to replace the old one in 1994; unanimously

implementing a project on trade development for the period 2008-2015; agreement on
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export-import tariff preferences, border market and border trade development, and

beginning construction of Laos-Vietnam Commercial Center in Khua Din, Vientiane.

2.2. Current trend of cross border trade of Vietham with Laos through Lao Bao

international border gate

2.2.1. Lao Bao background

Vietnam and Laos have border areas alang 10 provincies including Son La, Dien
Bien, Thanh Hoa, Nghe AngHa Tinh,Quang Binh, Quang Tri, Thua Thien Hue, Quang
Nam and Kon Tum, of which.Quang Tri is\the provinee sharing the longest border with
Laos. Lao Bao is a small town in the ‘Huong Hoa border district, the southern part of
Quang Tri Province, Vietnant; located in the North Central Coast region and close to the
border with Laos about 2km. /Across the bordé'r is Savannakhet province of Laos. From
here, Lao Bao has a strategic location as it sha.fvés; aborder with Laos and is located along
Highway No. 9, a bridgehead position of Vietnam in the East-West Economic Corridor
(EWEC). Lao Bao alse: has an international border gate, adjoining the Densavan
international border gate of Laos to bring out the most important land gate of the two
countries to expand.the exchange .of goods,.tourism.and services.of each country. At the
same time, it helpsato develop trade with potential markets in regional countries such as

Thailand, Myanmar and other-countries.

Historically, under the Nguyen Dynasty (1802-1945), Lao Bao was built as a
border post to defend border areas. By 1909, the French renovated this border post to
become a prison called Lao Bao prison to imprison Vietnamese patriotic scholars and
faithful revolutionary soldiers. In the war against America, Lao Bao was considered a

revolutionary base area of the Vietham-Laos’ soldiers.
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After the complete liberation of the South, the country was unified. In September
1975, implementing apolicy of gradual migration of the committee of Quang
Tri province, a part of the population of Trieu Phuoc commune, Trieu Phong district
set foot on that wild place to explore and build this land into a new economic zone. Tan

Phuoc commune of Huong Hoa district, Quang Tri Province was established.

On August 1st 1994, the Vietnamese government issued Decree 79/CP-1994 on
the establishment of Lao Bao border town based on“its administrative area of Tan Phuoc

commune. Tan Phuoc was renamed kkao Bao border town.

Table 3. Lao Bao border town ataglance = «

Indicators 1 a0 Bao

Land area 170046 hectares, of which:
g 33.2‘;%@gricultural land

- 16.2% n-_on-agricultural land
- 50.4.%_ ﬂﬁused land

Population 9,460 people

Average economic growth(1998-2008) | 13.5%

Labor resources 5,654 peaple; of which:
- 7.3% working for agricultural sector
- 92.7%.warking.for non-agricultural sector

Ethnic groups Kinh, VVan Kieu, Pako
Poverty rate in 2008 7.5%
Economic structure in 2008 - Agriculture: 12.5%

- Industry-construction: 20.5%
- Services: 67%

Source: summary by author from report of Quang Tri People’s Committee in 2009
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Lao Bao border town has an area of 1,700.46 hectares, of which 33.4% is
agricultural land, 16.2% is non-agricultural land and unused land accounts for 50.4%. Lao
Bao town hasa population of 9,460 people with three ethnic groups including
Kinh, Van Kieu and Pako. The ratio of ethnic minorities accounted for 14% of the
population of the town. According to the data of Quang Tri People’s Committee in 2008,
labor resource of Lao Bao is about 5,654 peaple, of which the number of people working
in the agricultural sector has been decreasing rapidly-to only 7.3% while labors for non-
agricultural sectors have been rising; reaching to 92.7%. The average economic growth of
the Lao Bao border town fer thesperiod 1998-2008 was 13.5%. The poverty rate fell from
23.3% in 2003 to only 7.5% in 2008. The economic structure of Lao Bao also has been
moving toward an increase in industrial and. service values and decrease in agricultural
values. For 2008, agricultural value .accounts for 12.5% while industrial-construction
value accounts for 20.5% and service vatue méke‘s up 67% of the total economic value of

Lao Bao.

In order to create adynamic economic area with specific natures of Central
Vietnam and to open socio-economic development in mountainous areas, the government
issued the 219/1998/QD-TTg Decision for setting up the *“Lao Bao, Preferential Economic
and Commercial Development Area” to.encourage the regional economic development of
Lao Bao. ‘LaoBao town is,caonsidered the, economic center of the L.ao 'Bao Preferential

Economic and Commercial Development Area.

Sharing a 15km-border with Laos, Lao Bao is in the process of development and
integration with the close neighbor Laos. People living along the border have created a

noble sentiment, mutual respect and solidarity to build safe and friendly borders.



47

2.2.2. Cross border trade of Vietnam with Laos through Lao Bao

international border gate in recent years

The trade flow between Vietnam and Laos has witnessed an increasing trend in
the recent 10 years. Located on National Highway No. 9, along the East-West
Economic Corridor, Lao Bao has a strategic position and is important for the integration
process and economic development of Quang Frisin.particular and the Central region of
Vietnam in general. Through the processsof building and development, Lao Bao has
formed a dynamic open economy .~ anclan - important point of trade, service and
industry exchange of centralVietnam with-the Democratic Republic of People’s Lao and

northeastern provinces of Thailand;

The Lao Bao international berder gate is«in the planned area of Lao Bao border
town, Huong Hoa district; Quang Tri'"; prvince. Oppositeto the Lao Bao
international border gate over the border is the Densavan border gate of Laos. The Lao
Bao border gate is located on National Highway No. @ from Dang Ha to Lao, to Dong Ha
town about 80 km; it is right next to the river Xe Pon (flowing through Vietnam and
Laos). Lao Bao international border gate wasithe first land border between Laos and
Vietnam to open for international travelers'and also‘the most pepular for a long time.

Currently, l.a0,Bao-border,gate is-thesmain frontier. of \border;trade between Vietnam and

Laos.

Lao Bao international border gate zone features an area of 30 hectares
and includes border gate shops, bonded warehouses, exit-entrance parking lots and the
border management office. Lao Bao international border gate accounts for the largest

volume of export-import goods, means of transports and tourism of Quang Tri province.
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The geographical advantages of Lao Bao international checkpoint have
contributed to the significant growth in trade with the neighbouring country. It is reported
that trade has increased in recent years along the border with Laos through Lao Bao

international border gate.

Table 4: Economic Exchanges through Lao Bao Border Gate for the period 2000-
2007

Items Unit 2000 | 20012005 | 2004 | 2005 | 2006 | 2007
| | Trade mil*Usp” 6800 | 240.00 58.00 |68.70 |158.60 | 155.50
Exports Mmil. w8Dd B1do 2380 |2000 |3410 | 36.90
Imports Mil dsn’ |27.00 | | | 3420 | 4870 | 12450 |118.60
247,000

Il | Number of | People 70,000 | About 80,000/year 184,000
exits/entrances e
through Lao
Bao  Border
Gate

Source: report of ADB in 2008:and report of Quang Tri People’s Committee in 2009

For export-import, the growth rate of export-import turnover_in the period 2001-
2007 increased 14.4% per: |year; especially for the, period 20052006 (it peaked at
131% per year). Import-export turnover in 2000 reached USD58 million, of which
USD31 million for exports to Laos and USD27 million for imports from Laos. The total
export-import turnover through Lao Bao international checkpoint for the period 2001-
2005 reached approximately USD240 million, of which USD58 million was for 2004 and

USD68.7 million belonged to 2005. As seen in Table 4, the trade turnover of Vietnam
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with Laos through Lao Bao checkpoint increased remarkably from USD68.7 million in
2005 up to USD158.6 million in 2006 and USD155.5 million in 2007 (2.3 times

compared with 2005 and nearly 65% of total trade turnover of the five years 2001-2005).

Besides, the activities for temporarily import for re-export, goods transits, etc.
also take place in this checkpoint. In particular, immigration and travel activities have
seen many positive changes with a rapid inergase in the number of passengers and
vehicles doing entry and exit procedures,iThe growth rate of exit-entry during 2001-
2007 was 26.3% per year, of which.ihe exit rate reached 26.5% and 26.1% on entry rate
per year. For 2006-2007, the'number of travelers to this region increased remarkably to
around 34% per year. Before 1999, there We‘ré}l only about 50,000 passengers exiting and
entering through Lao Bao herder gate each yéard;- in 2000, it reached over 70,000 visitors.
For the period 2001-2005, there were roughly_-;_:_;S_(-.):,OOO people annually crossing through
Lao Bao border. In 2006, the number of exit-ehif}i"people rose sharply to approximately
184,000 and by 2007 reached almost 247,000 ftfé\-'/élers (3 times over the period 2001-

2005 and nearly 5 times.compared to 1999).

Recently, from 20087t@=2010, as seen dn Table 5 below, export-import turnover
between Vietnam and Laos-has‘increased steadily with-a growth rate of about 20-40% per

year.
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Table 5: Economic Exchanges through Lao Bao Border Gate for the period 2008-

2011
ltems Unit 2008 2009 2010 2011
(estimated) | (planned)
I Trade usD 193,413,600 | 288,100,878 | 316,800,000 | 355,116,000
Exports UsD 30,047,492 | 70,924,061 | 79,000,000 | 88,780,000
Imports usD 163,366,108 217,176,817 | 237,800,000 | 266,336,000
Il | Number of | People | 262,550 2331461 256,807 287,622
exits/entrances J
through Lao
Bao Border
Gate '1
Exits People 132,699 2 4 116,431 128,074 143,442
Entrances People 129,851 4 4 117,030 128,733 144,180
4
Il | Number  of | Vehicle® 55594 4 52,301 57,530 64,433
vehicle : £
exits/entrances : =
Exits Vehicle | 28278 | 26,133 28,746 32,195
Entrances Vehicle | 27,316 126,168 .| 28,784 32,238
IV | State revenue | VND 215,709 187,613 — | 206,128 226,740
collected at the | mil.
Lao Bao
Border
Economic
Zone
Impott-export | {~VND 27,793 15,962 17,598 19,313
tax mil:
Other fees and | VND 187,916 171,651 188,570 207,427
taxes mil.

Source: Report from People’s Committee of Quang Tri province in October 2010

Trade turnover of Vietnam —Laos through Lao Bao international border gate has

been large in value and rose sharply from 2008 to 2009. In 2008, trade turnover reached
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about USD193 million and in 2009, the turnover increased to USD288 million, up 50%
compared with the previous year and higher than the total value of trade for the five years
2001-2005 (USD240 million). It it estimated that the export-import turnover of Vietnam
and Laos for the year 2010 will reach USD316.8 million (1.3 times over the period 2001-

2005 and 5.5 times compared to the year 2000).

The number of passengers and vehicles.doaing exit-entry procedures also has kept
a stable rate for the period 2008-2010. Theynumber of people crossing through Lao Bao
international border gate fell a bit"frem 262,550 in 2008 to 233,461 in 2009. In 2010, the
estimated number of travelers crossing the border is around 256,807 people. For the
number of vehicles exiting-entering through Léo Bao border gate, the average number for
the period 2008-2010 is about 55,000 vehicles _pér year. The estimated number for 2010 is

around 57,530 vehicles.

State revenue collected in the Lao Bao ep_qnomic zone was VND215.7 billion in
2008. It fell to VND187.6 billion in 2009 _of which revenue from import-export tax was
VND27.8 billion in 2008 and VND15.96 billion in 2009. It is estimated that State revenue
for 2010 will reach about VND206.1 billion with VND17.558 billion from import-export

tax.

Exports from Vietnam to.l_aos:

As seen in Table 4 and 5, export turnover from Vietnam to Laos through Lao Bao
international border gate was small during the period 2000-2008 with the average annual
value of approximately USD30 million. It increased quickly to USD70.924 million from
2009 upwards. In 2010, estimated export value reaches USD79 million (2.6 times

compared to the average value of 2000-2008).
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Imports from Laos to Vietham:

As seen in Tables 4 and 5, imports from Laos to Vietnam are large compared to
export turnover and increase from USD27 million in 2000 to the peak of USD124.5
million in 2006 (4.6 times over the year 2000); From 2006 to 2010, Laos has exported to
Vietnam with an increasing value, USD118.6 mitlion in 2007 to USD163.37 million in
2008. In 2009, the import turnover of Vietnam from Laos increased sharply, reaching
approximately USD217.127 'million, up 33% over 2008 and nearly double compared to
2006. The import value of 22010 /is estimated to reach around USD237.8 million.
Currently, imports from Laos.threugh Lao Bao checkpoint is'in the process of increasing

with a sharp rise seen from 2006 upwards.

It is also easily noticed that-the export value of Vietnam to Laos through Lao Bao
international checkpointuis less than the impdkt' value of. Vietnam from Laos in recent
years (2006-2010). Or Vietnam has been in a trade deficit pesition with Laos in recent

years. Exports account for70% to 80% of the total trade turnover.

For the upcoming ‘year(2011);-People’s Committee'of Quang Tri province has
planned to-reach a-value cof-trade .turnoverof USD, 355,116 millionswith USD88.78
million for eéxports to Laos and USD266.336 million for imports from Laos. The number
of people crossing through Lao Bao border gate is planned to be 287,662 travelers, of
which 143,442 are the number of exits and 144,180 are the number of entrances. The
number of vehicles transporting through the checkpoint is about 64,433 vehicles. State

revenue collected at the Lao Bao economic zone is planned to be approximately equal to
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previous years, reaching VND226.74 billion with VND19.313 billion from import-export

tax.

Export — Import Commodity Composition

The main import and export commodities through Lao Bao border gate include
finished products from wood, plasters, copper plates, electronic goods, automobiles, rice,

fruit, frozen suckling pork meat, air-conditioners,/building materials, etc.

The main commodities.experted i0 Laos through Lao Bao international border
gate include: agricultural preducts (garlic, obnions, vegetables, etc.), building materials,
frozen suckling pork meat, coffge, finishe;dﬂ; wood products and rubbers. The main
commodities imported fropa Laos: through IiacJ)- Bao international border gate include:
natural plasters, sticky rice, wood, cathodé%_-.:(:opper plates, chemicals, automobiles,

S

electronic goods and electrical appliances.
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Table 6: Main commodities of export-import through Lao Bao Border Gate

Unit: USD
2008 2009 2010 2011 (planned)
(estimated)
Exports
Coffee 16,963 1,8444,985 96,331 107,890
Vegetables 15,875,684 12,128,395 13,583,802
Rubbers 688,919 134,880 405,397 454,044
Finished 2,979,573 5,640,868 23,876,040 26,741,164
products from ,
wood
Imports =
Milk and dairy | 311,859 304,505 4 146,739 164,347
products Sdd 2.4
Chemicals 95,598 2,820,969, | 6,131,002 6,866,722
Wood and | 42,136,198 32,571,108?'_'_ 63,173,670 70,754,510
wood products ' o
Computers, 1,865,635 6,308,431 492,759 551,890
electronics and
components
Machines, 591,964 143188390 6]775,826 7,588,925
equipments,
tools and spare
parts
Automobiles 2,234,492 1,470,537 451,858 506,080
Other products | 65,064,844 74,010,672 93,796,615 105,052,209

Source: Report from People’s Committee of Quang Tri province in October 2010

As shown in Table 6, vegetables are one of the main commodities exported to

Laos, with a value of USD15.87 million in 2009 and USD12.128 million estimated in
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2010. Besides, finished products from wood are also main commodities of Vietnam to
export to Laos, with a value of USD5.84 million in 2009 and booming to USD23.876
million in 2010 (estimated). Wood products are also commaodities that account for the

largest value of Vietnamese commodities exported to Laos.

Among commodities imported from Laos, wood is a commodity which
Vietnamese enterprises import most from Laoes with a value of USD42.23 million in
2008, falling a bit to USD32.571 million iny2009 and estimated rising (roughly doubling)
to USD63.173 million in 2010 Besides, electronic_goods and electrical appliances
(including air conditioners,rice gookers, refrigerators, televisions, electric fans, etc.) are
main commodities imported to/\ietham Wit'ﬁla value over USD6 million in 2009 but
estimated falling sharply o WUSDO0.492 mil_li.(-)n in 2010. Other main commodities
imported from Laos include: chemicals (USD.2.‘529 million in 2009 and increasing to
USD6.131 million in 2010), machines and equiprﬁents (USD14.188 million in 2009 and
falling to USD6.775 million-in 2010) and automobiles (USD2.234 million in 2008 and

decreasing sharply to USB0.451 million in 2010).

From analyzed statistics,of export-impart-turnover above, it is clear that the cross
border trade of "Vietnam-with ‘Laos’ through ' Lad~'Bao' checkpoint has increased
significantly, over srecent years (2000-2010) swith-a-rising value, and inja trade deficit
position. Especially for 2006-2010, the value of border trade between Vietnam and Laos
has experienced a large expansion and reached an impressive number (to around USD218
million per year), nearly equal to the total trade turnover of 2001-2005 (USD240 million).
The main factors contributing to the rising of current trade flows between Vietnam and

Laos through Lao Bao border gate will be given carefully in the next chapter.



CHAPTER 111

MAIN FACTORS AFFECTING THE ACTIVITIES OF CROSS BORDER

TRADE IN LAO BAO

The increase in cross border trade between Vietnam and Lao PDR through Lao
Bao international border gate in recent.years has been detailed in the previous chapter.
However, one important question arises: what are.the main reasons to make an increase of
cross border trade in Lao Bao? In.this chapter, main factors contributing to the booming

of CBT will be presented andanalyzed comprehensively.
3.1. Government’s Interveation
3.1.1. Policy context ofithe Vietnam border trade

3.1.1.1.The new economic mechanism “Doi moi” (after 1986)

¥

Border trade has always been eonsidered an.important part of Vietnam’s foreign
trade policy and contribytes-to-the-overall-economic-growth of the nation. Therefore,
Vietnamese government has attached special importance to the development of border
trade with neighboring countries including Lao’PDR, Cambodia and China. However,
cross border trade and other economie-transactions'did not receive full attention before
1986 due to,thesfact that Wietnam- was) fighting agamnst:the dnvasions ef the French and
Americans during that time. After unifying the north and south to become the Socialist
Republic of Vietnam in 1975, the Vietnamese government started to implement many
policies to support economic development in general and border trade in particular
through a comprehensive economic renovation called “Doi moi”. Economic renovation,
both as a theoretical and practical concept, has enjoyed a long history in Vietnam.

However, the year 1986 remains an important benchmark.
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In 1986, the Vietnamese government launched the "Doi Moi,” or all-around
renovation process, stepping in the general development trend and the process of gradual
globalization and regionalization. The 6th Congress of Vietnam’s Communist Party in
December 1986 criticized its past mistakes, assessing its achievements, analyzing

mistakes and drawbacks, and setting forth all-round renovation policy.

The package of reform measures adopted.by.Vietnam at the end of 1986 focused
on six policy areas in an attempt i0 quicken the pace of “Doi Moi”. First, Hanoi
established the independent status0f-public enterprises with the intent they would operate
according to socialist accountingsprinciples, a concept calling for economic and financial
independence. Second, prige liberalization pc;llicies moved the entire economic system
from administratively determined prices tq\;Qard market-determined prices. Third,
ownership diversification reforms encouragefi; __Hon-state ownership and provided for
partnerships between the state, cooperative and ,br'i’vate sectors. Fourth, segments of the
economy were opened, to commercial reklét"i'o'hs with foreigners with attendant
encouragement for foreign investment. Fifth, the Party strengthened both agricultural
incentives and institutional‘support for agriculture in a reversal of the earlier emphasis on
the industrial sector: Finally, Vietnam undertook a fundamental~reform of the financial
system to separate central banking and commercial banking functions. At the same time,
it implemented adjustments in official exchange rates and liberalized foreign exchange

regulations.

Economic renovation represented a sustained attack on the central planning
model; thereafter, market-type relations existed alongside the central planned economy
throughout Vietnam. With top priority being given to economic reform for creating a

multi-sector market economy regulated by the Government, at the same time
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consolidating legal environment and renovating Party's and State's structure. Since then
the Vietnamese economy became more open and transformed from a centralized planned

economy heavily based on imports to a market-oriented one.

Since 1986, transactions across the nation’s borders have started to develop thanks
to the implementation of “Doi moi” and broadened external relations with many countries
in the region and the world (DAN, 2005). Vietnam has reopened border gates and
established diplomatic relations to free the country from blockage and isolation during the

wars.

Vietnam has issued many policies: supporting the development of trade and
investment such as a tariff law, domestic investment law, banking law, state budget law
and business law. One of the mest important policies promulgated is the issuance of
Foreign Investment Law which was first apprd\':(e‘dﬂi_n late 1987 and then was replaced by
a new Investment Law in 2005 - the newest ve‘r_s,ion covers both domestic and foreign
investment activities and-is still effective. The Investment L aw aimed to create attractive
conditions for overseas investors, especially those from Western and non-communist
countries. In the process, Vietnam hoped to lay.the basis for expanded foreign economic

relations and increased-integration within the weorld economy.

Before “Doi mol,™ Vietnam mainly, had trade-relations with, the countries in the
communist bloc. Since “Doi moi” and especially the promulgation of the Foreign
Investment Law 9m 1987, Vietnam’s export markets have expanded. However,
Vietnam’s exports only grew considerably after the US lifted its embargo against
Vietnam in 1995, and Vietnam joined ASEAN in 1995. Moreover, after the Vietnam-US

Bilateral Trade Agreement was signed in 2000 and Vietnam became a member of the
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World Trade Organization (WTQO) in early 2007, trading activities of Vietnam with
neighboring countries (Laos, Cambodia and China) and other foreign countries developed

significantly.
3.1.1.2.Export and import policies

Besides the Foreign Investment Law, the development of laws and regulations
relating to export-import transactions also conifibuies to trade encouragement in general
and border trade in particular, Lhe-promulgation of the Law on Export and Import Tax in
1993, the Laws on Amendment.of and Addition to a Number of Articles of the Law on
Export and Import Tax in"1998 and 1998 have created a favorable legal environment for
export-import activities of Vietnam with foréjgn countries. The Law on Import Tax and
Export Tax, which was passed on-June 14th, 2005, by the National Assembly of the
Socialist Republic of Vietnam and became eff'éfcﬁi\{g as from January 1st, 2006, provides
for import tax and export tax applicable to goods_,i_n:)ported or exported through Vietnam’s
border-gates or borders; -goods._sold, purchased or exchanged by border residents and
other sold, purchased or exchanged goods, which are considered import or export goods.
This law repeals all previous kaws on Export@and Import tax and unifies all regulations
on duty exemption_and“reduction previously found in-the' Law on Foreign Investment,
Law on Domestie Investment;-Petroleum Law; k.aw, on, Seience,and Fechnology and other

laws.

Under the Law, all goods which are exported or imported across Vietnamese
borders, or pass between domestic market and a non-tariff zone and vice versa are subject

to export or import tax except goods in the following circumstances:

e Goods in transit;
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e Humanitarian and grant aid goods;

« Goods exported abroad from a non-tariff zone, goods imported from abroad into a
non-tariff zone for consumption there, and goods passing between non-tariff

Zones,;

« Oil and gas exports which are subject to natural resources royalties.

This Law also provides details of prefereniial.and standard rate of duty for exports
and imports; goods to be exempt.from export or import duty, goods to be subject to a

reduction of applicable dutyand.goods o be refunded of applicable duty.

3.1.2. Border tradepalicies

Border economic zones

According to Decree No- 29/2008/.|\:ID—QP, dated 14th  March, 2008 of the
Government of Vietnam regulations on industrial: zones, export processing zones and
economic zones, a baorder—economiczone inVietnamisa “defined economic space,
adjoining with an international borders or a national main border, with residents settling
andis implemented . by “’specific. . mechanisms _ and development policies;
consistent with the scharacteristics of each locality in‘order to bring the highest socio-
economic *_efficiency <. based 1 on. “the planning,” jexplaitation,’'usage ‘and sustainable

development of resources, established by the Government or the Prime Minister.”

In 1996, the Government of Vietnam began to pilot new mechanisms for
promoting trade through the establishment of Mong Cai border economic zone (in Quang
Ninh province and bordering with China) and approving a preferential mechanism for this

economic area. After the experiment in Mong Cai, the government expanded the pilot to a
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wider scale with the approval of the preferential policies for the border economic zones of
Moc Bai (Tay Ninh province), Lao Cai (Lao Cai province), Dong Dang (Lang Son
province), Cau Treo (Ha Tinh province) and Bo Y (Kon Tum province). Particularly, Lao
Bao economic zone (Quang Tri province) was established in 1998 with a specific
mechanism that was analyzed carefully in the next section. This is the first time the

“border economic zone” is used officially in Vietnam.

The main goal of the pilot policies was t0 give greater autonomy to local
authorities in managing cross berdereconomic activities with focus on trade, investment
and tourism. The main objegtive of ihis pilot was “to test new policies and mechanisms to
foster industries and sectorg‘in which these prdvinces have comparative advantages, such
as trade, services and tourism,; to attract domes_ti-c and foreign capital; to create favorable
conditions for restructuring the economy. Withinl tHe areas; to improve living standards of
the inhabitants and to develop and support friendship between the two localities” (cited

from DAN, 2005).

Some recent policies on baorder trade

Based on the ‘positive’ results ‘from’ the, experience  of the, pilot, the government
decided to replicate the model nationwide by promulgating Decision No. 53/2001/QD-
TTg on promoting cross border economy dated 19™ April 2001. The deécision brings to
remote border areas the preferential policies on investment, trade, tourism and services.
The main objectives of Decision No. 53/2001/QD-TTg are: “to foster development of
border economic zones by granting the actors policy support, incentives and better
business conditions, thus increasing the restructuring of the economy to accelerate trade,

tourism, other services and industry; to improve the living conditions of inhabitants of



62

border areas and surrounding territories and raise the access and awareness of ethnic
minority groups about the market economy; and to increase efficiency, effectiveness and

operational coordination among state agencies at the local level” (cited from DAN, 2005).

The same year, in July 2001, the Ministry of Finance issued a Circular No.
59/2001/TT-BTC on guiding the implementation of financial policies applied to the
border economic zones. In late December 2002,.the government held a conference for
summing up the implementation of policies on the border economic zones. After the

conference, the government confirmed that:

"As to economy, there has‘been deve._llopment progress in the border economic
zones; contributing to ecenomic restructuré qf the provinces having border gates in
region and country; promoting the developme_lnt of some production sectors while
contributing to increase of budget revenue,;icreating infrastructure for the border
economic zone and related areas. Asto society,ivtﬁé}e has created more jobs for workers;
gradually improving theliving standards of féé-i(iénts living. in the border areas; and
creating a new face for the previously poor and remote frontier areas to become vibrant

areas; accelerating the process of "urbanization” in those areas”.

In October 42005, the government officially allowed the establishment of tax
reserves in.the border.economiczones and pledged to target suppore, for local budgets in
the infrastructure development of the border economic zones by promulgating the
Decision No. 273/2005/QD-TTg dated 31" October, 2005 on amending and
supplementing some articles of Decision No. 53/2001/QD-TTg on promoting cross

border economy. The Ministry of Finance also immediately issued a Circular No.
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78/2006/TT-BTC on guiding the implementation of financial policies applied to the

border economic zones managed by People’s Committee of provincial level.

For the development of border areas in Lao Bao checkpoint, apart from the
promulgation of Decision No. 53/2001/QD-TTg and Decision No. 273/2005/QD-TTg, the
government has attached special importance to this border area by enacting many
particular regulations, of which Decision Ne..219/1998/QD-TTg and Decision No.
11/2005/QD-TTg are the most imporiant regulaitons contributing to the increase in cross
border trade between Vietnam.and«<Laos through Lao Bao checkpoint, which will be

presented and analyzed in thenext section:.

3.2. Establishment of Lao Bao Special Econemic and Commercial Area
3.2.1. Background

3.2.1.1.Establishment context

Originating from the purpose to exploit the advantages.of economic development
strategies in the area and 10 promote the friendly special rélations between Vietnam and
Lao PDR, the politburos ofthe.two countries agreed to build a policy to transform Lao
Bao (Vietnam) - Densavanh (Laos) border' area 'to an' economic development area. In
order to quickly-implement this longterm palicy, the.Ministry of-Trade, cooporating with
relevant ministries and Quang Tri province, submitted a proposal for construction of Lao
Bao Commercial Area to the government after an intensive preparation process with hign
sense of responsibility. On 12" November, 1998 the government of the Vietnamese side
signed Decision No. 219/1998/QD-TTg on promulgation of Regulation on "Lao Bao
Commercial and Economic Developing Encouragement Area, Quang Tri province"

(hereinafter referred to as Lao Bao Commercial Area). This Decision showed the concrete
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result of the two politburos and cooperation agreements of Vietham and Laos;
implementing renovation policies of the parties and supporting for the socio-economic
development of Quang Tri province as well as the whole Central region. On May 11",
1999 the Ministry of Trade issued a Circular No. 11/1999/TT-BTM on guiding the

implementation of the Decision No. 219/1998/QD-TTg.

After three years of operation, on' 41 January 2002 the Prime Minister
promulgated Decision No. 08/2002/QD-TTg on-amending and supplementing a number
of articles of Regulation on«*Lao Bao Commercial and Economic Developing
Encouragement Area, Quang Trisprevince* with more incentive policies for this area and
in accordance with the & Fareign Investfﬁent Law of Vietnam and changes of

the amended tax laws.

To further improve the preferential pdli_iéi,eﬂ_s towards integration and exploit the
full geographical advantages of Lao Bao on the E_qs_t West Economic Corridor, the Prime
Minister issued Decision-No..11/2005/QD-TTg dated 12 Janudary, 2005 promulgating the
Regulation on “Lao Bao Special Economic - Commercial Area, Quang Tri province”.
Since then, the Lao Bao Commercial and Econemic Developing Encouragement Area has
been officially renamed-the‘'Lao Bao ‘Special Economic - Commeercial Area (hereinafter
referred to.as Lao Bao-SECA)-with more preferential-incentives and.open points. On May
16", 2005 the Ministry of Trade also issued a Circular No. 10/2005/TT-BTM on guiding

the implementation of the Decision No. 11/2005/QD-TTg.

The main objectives for establishment of the Lao Bao SECA are: (i) further
strengthening economic - commercial cooperation relation between the Socialist Republic

of Vietnam and the Lao People's Democratic Republic with neighboring nations; (ii)
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exploiting economic advantages through regional cooperation mechanisms in order to
boost socio-economic development of the Central region of Vietnam, thus contributing to
the nation’s development and international economic integration; (iii) pilot applying some
new economic management mechanisms while there have been no conditions yet for their
application nationwide; (iv) creating an attractive environment for luring foreign
investment; making full use of available resources; developing production and services of
all types; promoting export and extending markets;(v) creating jobs, stepping up the
training and raising of the quality-of human resourees; and (vi) building a mountainous
urban, creating a motive«econemie region, thus contributing to strongly promote the

restructuring of economic'mechanism of Quang Tri province.

The regulation of the'Lag Bao SECA W_a; built en an open view integration in line
with the current status and strategic orientat_i().n-.-for economic development - economic
development of the region and the nation at pres’eht“«'and in the future. The Lao Bao SECA
has been a very new model of economic zone 'per'rh'itted to develop as a first pilot by the
government in Vietnamy operating under separate regulations and mechanisms and

benefit from special preferential policies.

The Lao Bao 'SECA s located at ‘the starting point‘of the EWEC, the most
favorable andgsshortest-route-to .expand exchange,of,geods; tourism and services with
Laos, Thailand, Myanmar and other countries in the Greater Mekong Sub-region (GMS).
This is a synthetic economic model that possesses characteristics and natures of Industrial
Zones, Export Processing Zones, Border Economic Zones; while also operates as a
“special free trade zone” which was initiated by the government and managed under

a separate regulation  applied in ~ Vietnam for the first time  with the highest
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incentives according to  current  regulations of Vietnam laws  and international

treaties signed or acceded to by Vietnam.

In fact, the promulgation of the regulation on Lao Bao SECA has expressed the
great concern from the central authorities towards the locality which has suffered a lot of
hardship and sacrifice during the two past wars of aggression, especially in the war
fighting against the invasion of the Americanss The decision also creates favorable
conditions with the aim of exploiting the potentials and advantages of the border
economic area located on the EWEC, at the same time expanding trade and attracting
foreign investment in the precessofinternational economic integration; implementing the
policy of hunger elimination and poverty ',a“illeviation; improving living standards of
residents in the border area both physically. a_r;d mentally; contributing to the cause of
socio-economic development of ‘the area and__LQQang Tri province, and reinforcing and
boosting all-sided cooperation relationship bet\){/eéﬁ' the two countries Vietnam and Laos

as well as among countries in the region.
3.2.1.2.0verview of Lao Bao Special Economic and Commercial Area

The Lao Bao SECA iis located in ‘Huong Hoa district; Quang Tri province, away
from the provincial capital of Dong Ha town around 60 km, Cua Viet harbor 72 km to the
west and Hue city 150 km to the northwest. The Lkao Bao SECA is an area with a
delimited geographical boundary within Vietnamese territory but has a particular
economic-commercial space, being situated at the border between Vietnam and Lao PDR
(Savanakhet province) and stretching along the EWEC; trading with Lao PDR, Thailand

and Myanmare through Lao Bao international border gate.
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The Lao Bao SECA hasa total area of 15,804 hectares, including 2
townships: Lao Bao and Khe Sanh, and five communes of Tan Thanh, Tan Long, Tan
Lien, Tan Lap and Tan Hop of Huong Hoa district, Quang Tri province; stretching 25
kilometres long along the National Highway No. 9 with the current population of 37,746
people (up to 2010). In 2010, there were approximately 3,000 labors working in the Lao
Bao SECA. There are three main ethnic groups living in the Lao Bao SECA including

Kinh, Van Kieu and Pako.

The Lao Bao SECA has been divided into production and business areas as follows:

- Lao Bao Industrial#"Trade and Service Sector is designed and planned to modern
standards, technical” infrastructure (such as transportation systems, electricity
supply, water supply and drainage, etc.) that has been invested synchronically to

each planned plot, satisfying demand of production and business of investors.

This sector was built to facilitate business _aétivities including wholesale and retail
trade, product showrooms, trade fairs, representative. branches and offices, trade
centers, warehouses, import and export transactions, transit of goods, temporary
import for re-exporty food processing sand reprocessing, sorting and packaging,
assembly, ‘production for exports and other ' related services (transportation and
transfer, -storage, of..goods,. hotels,, restaurants, ‘telecommunications, banking and

insurance)
The Sector is divided into three functional sub-sectors:

o Trade and Services: Planning is elaborate for main activities such as the

trading center, supermarket, show rooms, hotels, restaurants, bonded
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warehouses,... and other services such as banking, posts and

telecommunications, insurance,...

o Industrial: Planning is elaborate for the main activities, such as light
industries, processing, reprocessing, classifying and packaging,

assembling, garment, leather shoes, etc.

0 Lao Bao border gate: Has an area of 30 hectares. Planning is elaborate for
border gate management agencies-such as Lao Bao border gate Station,
national gate, boreer.post, animal, medicinal guarantee stations, etc., as
well as invesiment projects Serving activities in the border gate such as

parking, duty=freg shops, bond;e,a warehouses; etc.

- Northwestern Industrial/Sector:-Has an area of 27 hectares. Its planning is for
investment projects ‘in industrial production, processing, forest products, etc.

S

It includes two subdivisions, A-and B. =

0 Subdivisien A: with an area of 11 hectares it features synchronically
invested technical infrastructure (transportation, electricity supply, water

supply and drainage, etc.).

0 Subdivision=B: ‘with" an” area of 16 'hectares "it“is being prepared for
developing & synchronicaly constructiony rof | technical | infrastructure

(transportation, electricity supply, water supply and drainage, etc.).

- Lao Bao cultural park: has an area of 25 hectares (7 hectares of lake surface). Its
topography and geographical location is greatly favorable, has been planned for
main activities, such as entertainment and leisure activities, park, hotel, cultural

center, art exhibition, gallery and convalescent home.
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- Lao Bao Trade Center: with a building area of 35,000 m2, of which the main
blocks with a floor area of 10,205 m2include a stall area of 3,200 m2,
supermarket area of 3,100 m2, office for rent area of 2,000 m2, meeting-hall area
of 600 m2 and other services area of 400 m2. The Lao Bao Trade Center is built
with contemporary  design, offering to meet the needs of product

introduction, trade fairs, seminars, office rental and other services.

The Lao Bao SECA is managed directly by a Management Board. The
Management Board of Lao Bao _Special Economic - Commercial Area is a state
management agency with legalsperson status, national emblem seal, and its regular
personnel staff, established by the Prime I\'/l;nister’s decision (at the proposals of the
Chairman of People's Committee of Quang Tr| province and the Minister of Internal
Affairs) so as to exercise the'concentrated and_;.:.u__f.i-ified management over all activities in
the area by the “one - stop, on = the - spot"" ,rh'énagement mechanism, which solves
problems during the course of operation of Lao Bao Special Economic - Commercial
Area quickly and conveniently. The Management Board of Lao Bao SECA has its
operating fund allocated by the State Budget, and acts as the planning body with its

capital construction, fund separately,halanced from the'State Budget.
3.22, (Preferential regulations

According to Decision No. 11/2005/QD-TTg of the government, the Lao Bao
SECA is authorized to apply the highest level of preferential policies by the government
in accordance with current provisions of Vietnamese laws and international treaties that
Vietnam has signed or acceded to. This is a specific advantage of the Lao Bao SECA

compared with other border economic zones nationwide.
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Under the Regulation on the Lao Bao SECA, enterprises investing in the
area enjoy the most preferential policies applicable to regions with especially difficult
socio-economic conditions in accordance with the Law on Investment and other
preferences in international agreements that Vietnam has signed or acceded to. Apart
from economic and tax preferences applied to all cross border areas, investors doing
business within the area are granted much greater preferences on tax, land rent and

infrastructure as follows:
3.2.2.1.Tax preferenees

Enterprises and tourisis enjoy: some specific tax preferences that could not be

found in other border economic zenegs. Soime of the main tax preferences are:

- For enterprises investing in the L:ao Bao SECA, they are exempted from corporate
income tax for first 04 years from their taxable incomes first generated, and enjoy
a 50% reduction«of payable corporater incomeltax for 09 subsequent years and

apply a 10% tax-rate during their taxable duration.

- For people working in the Lao Bao SECA who are subject to personal income tax
and for people with high incame according to provision of.law will enjoy a rebate

of fifty per cent (50%) payable tax.

- For export-import goods, goods imported from domestic Vietnam and imported
from abroad into Lao Bao Special Economic - Commercial Area are exempted
from import tax. Goods produced in Lao Bao Special Economic - Commercial

Area are exempted from export tax when being exported abroad.
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Goods and services produced and consumed within Lao Bao Special Economic -
Commercial Area as well as those imported from abroad therein are not subject to
Value Added Tax (VAT). Moreover, goods and services imported from domestic
Vietnam into Lao Bao Special Economic - Commercial Area enjoy 0% VAT and

0% of special consumption tax.

Domestic and foreign tourists on entry into Lao Bao SECA are allowed to
purchase duty-free imported goods (goods not subject to the List of Goods
prohibited from impert) with a value not exeeeding five hundred thousand
Vietnamese dong (VNBP500,000) for.one person with one turn in one day to bring
into domestic market«#In cases where such values of goods exceeds five hundred
thousand Vietnamesesdong (VNDSOO;OOO), people with such goods have to pay

import tax on such exceedings as per current provisions of Vietnamese law.

3.2.2.2.Land rent preferences

Apart from being- exempted or reducted from corporate income tax as well as

benefited from other tax preferences, enterprises investing in Lao Bao SECA also enjoy
incentives of land rent such as:..Organizations or. individuals having investment projects in
Lao Bao SECA are exempted from land rent for first.eleven (11)'years from the date of
signing the. land. lease. contract..and. enjoy, a .rate ©f thirty. per. cent (30%) land rent
applicable to Quang Tri's mountainous regions from the twelfth (12th) year forwards.
Besides, the maximum time of leasing land for projects invested in Lao Bao SECA is

seventy (70) years.

3.2.2.3.Infrastructure preferences

Enterprises doing business in Lao Bao SECA also enjoy preferences in
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infrastructure construction investment as provided for in the border economic zone.

Accordingly, Lao Bao SECA attracts investment by giving the right for sale, lease
or transfer to enterprises investing in constructing infrastucture of the area: Vietnamese
including those residing overseas, foreigners permanently residing in Vietnam and
foreign investors are allowed to invest in constructing houses for sale or for lease; invest
in constructing infrastructure for lease or transfer right to use land which have already
constructed infrastructure and are allowed to purchase a house in Lao Bao SECA
according to provisions of the_law.Vioreover, enterprises that have investment projects
located in the concentration”segtors have the right to use all completed construction

facilities in the area withoutpayingany fee. |

As a result, with special preferential pelicies including VAT tax with a rate of 0%,
goods exempted from import-export fax; tourisf% éﬂl!‘gwed to buy duty-free imported goods
with limited value etc, the Lao Bao SECA is be_c_ojming a promising destination for both
domestic and foreign enierprises and investors as well as-tourists; contributing to the
comprehensive development of socio-economy of Lao Bao in general and the increase in

border trade in particular.*

3.2.3. Socio-economic development of Lao Bao SECA

3.2.3.1.Before the establishment of Lao Bao'SECA

Before 1998, the area of Lao Bao SECA was a mountainous solitary region with
underdeveloped socio-economic infrastructure; people lived without clean water, they

lacked electricity, and they faced separate and obstructe transportation. This was the

! See detail of preferential regulation in Appendix B
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poorest area of Quang Tri province with an economy primarily based on agriculture, poor
and backward material facilities and infrastructure. The poverty rate was very high
(reaching 61.5%) with an average income of VND1.4 million per capita per year
(equivalent to approximately USD70 per capita per year). The total local budget was just

VNDG6.4 billion per year.

The agricultural sector accounted for 72:4% of the total economy with a rice
monoculture and low output; industry and handicraft industry were not developed through
investments. In 1997, there were'no-factories or processing production units in the area.
They mainly used the existing types -of household business such as brick-kilns,

blacksmith’s, wood sawingaworkshops, etc.

For services infrastructure: there was only Khe Sanh market with around 250
households doing business in 2007 and Lao Béd,market with provisional condition and
100 household businesses. The area- did not‘_have any hotels and just had some
guesthouses. Other types_of services, such as banking, telecommunication and

transportation, were underdeveloped.

For socio-egonomic infrastructure ‘such-as‘transportation: ‘National Highway No. 9
was unfinished upgraded while transport systems in the area were behind the times with
poorly planned roads:-Electricity -network: there was-just one electricity station in Khe
Sanh town with a capacity of 35KV, connecting to the two townships of Lao Bao and
Khe Sanh and some commune centers. Clean water: there was a lack of clean water;
residents mainly used natural water from rivers, wells and streams. Schools, hospitals,
culture houses, stadiums, working places and media stations were all in bad and

temporary conditions and received little investment.
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For export-import trading activities: these activities mostly took place at the Lao
Bao international border gate by domestic enterprises and some businessmen from Quang
Tri province. There were only 12 domestic enterprises doing business in the area in those
times. Moreover, the number of people and vehicles passing the Lao Bao frontier gate
was also low. In 1998, export-import turnover of Lao Bao through Lao Bao checkpoint
was only USD58 million; the number of tr‘a{:/es crossing the border through Lao Bao

@ehlcles for exit-entry was around

9
D&a N

frontier gate was 50,000 people-and the nu

42 164 vehicles.

-\\1

3.2.3.2.Curren

Figu}e 1. Lao Bao township nowadays- the center of Lao Bao SECA
Source: taken by the author

After more than 10 years, Lao Bao SECA has developed strongly and
comprehensively with a high economic growth rate annually and positive shift in
economic structure. Potentials and advantages of the area have been exploited effectively;

the area is on the way toward significant growth, and the living standards of residents
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have improved noticeably. In the period 2000-2007 the growth rate of production
valueof Lao Bao SECA reached 27.5%. The Gross Domestic Product in

2008 reached VND1,003 billion, an increase of 7 times compared with 1998.

With special concern from central authorities in recent years, Quang Tri province
has concentrated on investing and constructing the Lao Bao SECA in all aspects.
Infrastructure such as transportation,  eleCiricity, services, clean water and
telecommunications have been renovated and developed quickly to be ready for providing

those services to enterprises.

The Lao Bao SECA« has /created  a fascinating environment and favorable
conditions for enterprises to do business!in the area by giving special incentives of tax
and land rent as well as providing ongoing improvement of infrastructure. As a result, the
Lao Bao SECA has attracted a number of enterp(ises, especially enterprises on export-
import sector, contributing to the rise of trade value between Vietnam and Laos through

Lao Bao international border gate.

The establishment” of Lao Bao SECA over 10" years with many specific
preferencies has affected’the" hooming export-import trade- activities and trade value
between Vietnam and Laos through Lao Bao. Many domestic enterprises have found
investment-and trading oppartunities in the area, and many domestic and international

tour agencies have noticed the travel potentials in Lao Bao SECA.

As shown in Table 7 below, before the establishment of Lao Bao SECA, the
export-import turnover between Vietnam and Laos through Lao Bao checkpoint was low
in value and reached only USD58 million. After 10 years, the trade value increased more

than 3.3 times to USD193.4 million in 2008 and rose nearly 5 times to USD288 million in



2009. Import-export businesses have achieved a remarkable performance with

estimated trade volume for 2010 reaching USD316.8 million.

Table 7: Comparison of economic development in Lao Bao SECA after 10 year

establishment
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the

ltems Units 1998 2008
Export-import Million USD 58 193.4
turnover

Number of vehicles | VVehicle 42,164 55,594
exits/entries

Number of people | People 50,000 262,550
exits/entries

Number of Enterprise 12 = 250
enterprises

Individual Household 1,000 2,200
household

businesses

Guesthouses/hotels” | house 14 250
GDP per capita Million VND/year _| 5.7 50

(current price)

Source: Report of People’s Committee of Quang Tri province in 2009

The establishment of Lao Bao SECA also affects the number of exits-entries

through Lao Bao border gate. Currently, the number of vehicles going in and out of Lao

Bao SECA reaches about 250 to 300 vehicles per day, of which about 50% of vehicles

exit abroad through Lao Bao checkpoint. Although there is no clear trend in freight
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movements and little change in vehicle numbers crossing through Lao Bao international

border gate after 10 years of Lao Bao SECA establishment (42,164 vehicles in 1998

comparing with 55,594 vehicles in 2008), the number of exit-entry passenger movements

over the 10 years has raised significantly. In 1998, there were only 50,000 people

crossing through Lao Bao checkpoint, but in 2008, the number of passengers crossing the

border increased sharply to 262,550 peaple, over 5 times more compared with ten years

ago.

Table 8: Some main projects gperating in Lao Bao SECA

No. | Name of Investor Prodacts | Capital Capacity State Date of
Project 1 (VND) Est.
1 Tunnel Bach Dang JS: Tunnel—+ | 7,000,000 | 10 mill Vietnam | 15/12/2000
brick Company brick units/year
factory
2 Pep Viet- Thai Canned & *{ 51,712,000 | 9 mil Thailand | 10/3/2001
drinking Chaichareon bottlted < 4. units/yr; 15
factory limited company ¢ drinking; | mil
bottled , bottle/yr;
juice 3 mil
drinking units/yr
3 Cafe N. road'No. 9 Coffee 19,036,000 Vietnam | 10/10/2002
processing | Coffee
Services
Investment
Company
4 Bao S. Quang Tri Hotel, 5,467,000 | 24 rooms Vietnam | 31/12/2005
hotel Construction travel,
Limited service.
Company'No.1
5 Engineerin | Lao Bao Electrical | 10,000,000 | 2200 Vietnam | 20/05/2002
g and Engineering equipment units/year
Electrical Electrical
Factory Limited
Lao Bao Company
6 Sepol hotel | Quang Tri Trade | Trade, 8,537,000 | 24 rooms Vietnam | 9/6/2003
Limited services

Company

Source: EWEC Strategy and Action Plan in May 2009 by ADB
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The establishment of Lao Bao SECA has affected not only the growth of export-
import volume and activities through Lao Bao international border gate but also the entire

socio-economic development of Lao Bao.

Lao Bao is a “golden address” for many domestic and foreign producers and
traders to do business in different fields, such as agricultural, forestry and foodstuff

processing, drinks, electronics, household applianeges, cosmetics and laminated steels.

Previously, enterprises_in-the area were mainly _household businesses trading in
consumer goods with only*12 businesses and low production value. The total number of
enterprises has increased remarkably over 10 years. At present, there are more than 250
domestic and foreign enterprises registered and doing business in the area (around 70% of
the total are export-import enterprises)..\With the current population of Lao Bao SECA
about 37,746 people, the ratio of resident per é’ﬁterprise Is 150 people/enterprise; this is a
high ratio if comparing with the ratio of the Wholle Quang Tri provice currently about 480

people/enterprises.

Besides, the Lao Bao SECA has also attracted a number of investment projects. At
the end of 2008, ‘there were ‘more than 50 investment projects-with a total registered
capital of nearly VND2,300 billion; of.these, 27 investment projects had been licensed
and put inte effective,operation,.many. other projects are still in ‘process. Particularly,
there were 10 foreign direct investment projects with 100% foreign-owned capital
from Thailand and China with a total registered capital of over USD32 million; of which
5 foreign investment projects have been put into operation including a factory
manufacturing the energy drink Super Horse invested by Chaichareon Viet Thai Co, Ltd.

with an investment of USD 2.8 million; a factory manufacturing tires and tubes for
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motorbikes invested by Camel Rubber (Vietham) Co, Ltd. with the investment of USD
4.9 million; a factory manufacturing spare parts for motorbikes and bicycles invested by
Asean Autoparts Alliance Co, Ltd. with capital of USD 4.9 million; and a factory
manufacturing the fishing nets invested by Dechapanich Fishing Nets Company with
capital of USD 4.9 million. Trade name of products produced from the Lao Bao SECA
has presented throughout most of the domestic. market of Vietnam and been exported

to many countries around the world.

A total labor force in Lae"Bao SECA has reached approximately 3,000 workers.
GDP per capita (in currentprices.of ‘goeds) In 2008 reached VND50 million per
person, an increase of _almest Aine times. compared with the value of 1998

(VND5.7 million).

In addition, investment, production ah:d,tﬂr_ading activities of domestic private
entrepreneurs and individual househaolds have take{n_ place ebuliently. After 10 years, the
number of individual household businesses in the area has increased to more than 2,200
business stores compared with 1,000 business stores in 1998; of those,
400 households and 20 private entrepreneurss are doing buseness in Lao Bao

Trade Center; 500'household businesses-are at Khe Sanh market.

Also, with promation by the « provincial authorities, | 'such | as organizing
seminars, international fair, festivals of culture — tourism, the Lao Bao SECA has

become a tourist and shopping attraction, annually attracting 100,000 to 150,000 tourists.

After 10 years of construction and development, Lao Bao SECA has created a
steady infrastructure system to meet basic needs for production and trade development as

well as improve the life of local people in the area. The Lao Bao SECA has also made the
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development of all aspects in socio-economy of Lao Bao in particular and Quang Tri
province in general. It is confirmed that the establishment of Lao Bao SECA is the most
important factor to promote cross border trade between Vietnam and Laos through Lao
Bao international checkpoint in the past 10 years; it contributes to the economic growth of

this previously poor and remote border area.

With the specific incentives and advantages of the Lao Bao SECA in comparison
with other border economic zones, along with special concern from central and local
authorities in recent years, the Lao Bao SECA has created favorable conditions to attract
more and more enterprises t@'do.business in the area; it promotes export-import activities
of Vietnam with Laos; strengthens: the co'orberative relations in all aspects between

Vietnam and Laos; and fostefs friendship and solidarity with the two nations.
3.3. Completion of the East \West Economi(':",:_C'eridor (EWEC)

The Lao Bao international border gate' 'ié'lbbated on MNational Highway No. 9, a
part of the Trans-Asia Highway, now called the East-\West Economic Corridor, linking
central Vietnam with regional countries including Laos, Thailand and Myanmar. One of
the main reasons for the rise in cross border trade Between Vietham and Laos through Lao
Bao border gate is the opening of the East-West Economic Corridor, in 2006, making it
easier for Mietnamesesproducts to penetrate LLaos and other regional countries such as
Thailand and Myanmar; at the same time, the completion of EWEC also creates
convienent routes for commodities and services from regional countries to cross the Lao
Bao border gate to Vietnam. As a result, trade relations between Vietnam and Laos
through Lao Bao frontier gate has developed both in quality and quantity, contributing to

the boom in cross border trade of Vietham with Laos.
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3.3.1. Overview of EWEC

The East-West Economic Corridor is an economic development program launched
in 1998 as a flagship initiative of the Greater Mekong Subregion (GMS); suported by the
Asian Development Bank (ADB) and Japan, proposed by the Ministerial Conference of
GMS organized in Manila, the Philippines in order to enhance economic cooperation

relations and integrantion between and am\) ‘ /r GMS countries, namely Lao PDR,
Myanmar, Thailand, and Viet Nam. 2 ::‘:—'
Figure 2: Map of the Ea : i Obrridor\
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serves as a continuous land route between the Indian Ocean (Andaman Sea) and the South
China Sea, intersecting the North-South Economic Corridor at the provinces of Tak and

Phitsanulok in Thailand.

The EWEC links important commercial nodes in each member country including:
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- Mawlamyine-Myawaddy in Myanmar;
- Mae Sot-Phitsanulok-Khon Kaen-Kalasin-Mukdahan in Thailand;
- Savannakhet-Dansavanh in Lao PDR; and

- Lao Bao-Hue-Dong Ha-Da Nang in Viet Nam.

The objectives of the East-West Econgmic_Corridor flagship initiative are: (i) to
further strengthen economic cooperation ~and-facilitate trade, investment, and
development between and ameng Lao PDR, Myanmar, Thailand and Viet Nam; (ii) to
reduce transport costs in the prejeci influence area, and make the movement of goods and
passengers more efficient; and (iil) to reduce poverty, support development of rural and
border areas, increase thesearnings of Irovv'-income groups, provide employment
opportunities for women, and promote tourism! The EWEC is also expected to provide

focused support for development opportunities,_'inr'l'cjyding in agro-industry and tourism.

As a result of consultations with EWEé ééVernments and Provincial Authorities
held in February-March” 2004, a total of 77 projects/subprojects were identified to
comprise the updated EWEC development matrix. These projects fall under the following
sectors: (i) Transportation;(ii) Energy;-(iii) Telecommunications; (iv) Tourism; (v) Trade

Facilitation; (vi) Agriculture; and (vii) Rrivate Investment and Industriak Estates.

The flagship initiative for EWEC directly supports three of the five strategic
breakingthroughs of the GMS Strategic Framework including: (i) strengthening
connectivity through a multisectoral approach, (ii) facilitating cross-border trade and
investment, and (iii) enhancing private sector participation in development and

improving its competitiveness. The goal is to “develop a highly efficient transport system,



83

which will allow goods and people to move around the Greater Mekong subregion
without significant impediment or excessive cost or delay. Improvement in the
transportation network plays a key role in promoting economic growth and regional

development, thereby reducing poverty”.

The East-West Economic Corridor has diverse topography and climate. It has
coastal plains of Myanmar, low areas and meuatains in southern Thailand, wet delta,
forest and plants in Savannakhet, and mountainous and midland areas in central Vietnam.
The corridor's commercial activitiesfocus on six major localities, including Mawlamyine,

Phitsanulok, Khon Kaen, Savannakhet, Hue, Danang and some other small-scale towns.

In fact, most member docalities located along EWEC are underdeveloped, highly
populated and geographically remote.. Agriculture plays an important role; other sectors
such as production and processing industriés," services and trade have not strongly

developed.

Therefore, the establishment of EWEC is very necessary, serving as a linkage to
promote economic development, social-cultural exchangesamong nations and localities.
The operation of EWEC also brings practical and iong-term benefits to member countries.
Better access to natural resources, sea products and energy will be provided for
manufacturing and processing sectars.. The corridor will also facilitate cities and small
towns along it to strengthen trans-border trade and investment attraction, develop new
economic activities by effectively using economic space and establishing trans-national
economic areas, and create favorable conditions for goods’ flows of GMS penetrating
into other countries. Goods from Laos, Thailand and China will be able to enter potential

markets in Southern and Eastern Asia, Europe and America. The corridor will be a good
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environment to test new economic policies, especially for Myanmar, Vietnam and Laos,

and open up multi-faceted cooperation among member nations.

EWEC is also one of the three key economic corridors in the Greater Mekong
Subregion initiated in 1998 (others including the North-South Economic Corridor and the
Southern Economic Corridor) and is meant to attract investment and generate economic
activities along a region, usually with the aim.foward development. The purpose of the
EWEC is to provide two fundamental faciers for development: lower distribution costs

and improved land supply for ecenomic activities.

This corridor beCame’ operational “on December 12, 2006. When the road
infrastructure is completed,s the EWEC may well become not only a dynamic
development hub, but also an important dink connecting the Greater Mekong Sub-Region

to huge markets in Northeasterniand Southern 'A'f‘sia.‘.

The Highroad Ne.9 (a part of EWEC) 'Jc'br'hpleted and put into use in 2006 has
made land transportation from Myanmar across Thailand; passing over Laos and
approaching Vietnam through Lao Bao international border gate easier than ever,
attracting more enterprises fromithese'regional-countries to invest-and do business in Lao

Bao as well as from"Vietnam to invest and trade to other regional countries.
3.3.2, Completion of EWEC

The completion of EWEC was marked by the inauguration of the Second Thai-
Lao Friendship Bridge over the Mekong River connecting Thailand's northeastern

province of Mukdahan with the Lao province of Savannakhet in late 2006.
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This Second Friendship Bridge, which was opened to traffic in January 2007, has
fulfilled the vision of the EWEC to become a linkage of the four countries Vietnam, Laos,
Thailand and Myanmar. Thanks to the opening of the Second Friendship Bridge, EWEC
officially put into operation, connecting 7 northeastern provinces of Thailand, going
through Savannakhet province of Laos, and ending with 3 provinces of the Central region

of Vietnam including Quang Tri, Thua Thien Hue and Da Nang.

Since then, a series of governmental policies have been implemented in the three
countries (Vietnam, Laos, Thatland).on the export and import activities, entry and exit via
the East-West ~ Economic.€orridor;  transit  goods transport policy ;  customs
inspection procedures of herder gates; the bdfder-hand drive traffic, frontier population
policy, etc. More borders econgmic zZones s_(;t up along the Corridor such as
Lao Bao SECA (Vietnam), Dansavan (L:aos), t_héir-lortheastern provinces of Thailand also
enjoy many open policies and are eonsidered the most open economic model to help the

EWEC become the econemic model of GMS. R

For the EWEC Road Network in Vietnam: the route (also called the National
Highway No. 9) is about 274 km long, beginning from the Lao Bao international border
gate in Quang Tri provinee, ‘funning-across-DongHa town, ‘over Thua Thien Hue
province, geing:through,the new Hai-Van;tunnel in,Da Nangand-terminating at Danang’s
port. A numiber of important improvements have occurred in the development of the
EWEC highway in Vietnam during the last 10 years including: a new border checkpoint
was built as part of the ADB loan for the East-West transport corridor in Lao Bao; the
83.5 km long road between Lao Bao and Dong Ha was upgraded to a Class Il highway at

the end of 2006; and the construction completion of Hai VVan tunnel in 2005 in Da Nang.
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The completion of EWEC has made the easier route for the four countries,
improving linkages to gateway and interchange nodes by saving time, reducing risks and
lowering transportation costs; encouraging trading activities along the Corridor, as well as
promoting production and employment opportunities, and improving the livelihood of

people in the Corridor area.

The putting into use of EWEC by the inauguration of the Second Friendship
Bridge in late 2006 markedihe _linkingof EWEC throughthe Lao Bao
international border gate and bretght new opportunities for Lao Bao to help the area
become one of the top ecenomic.centerswith an attractive environment along the
Corridor. Lao Bao has begomesthe center Of friendly exchanges between Vietnam and

Laos and also the center of trade and tourism among Vietnam, Laos and Thailand.

3.3.3. Relation of EWEC complet'ivc::)h, and the boom of border trading

activities between Vietnam and Laos.

The immediate benefit of the EWEC completion is the-improved connectivity and
integration with the four meighboring countries, namely Myanmar, Thailand, Lao PDR,
and Vietnam, resulting in:shortened ‘distance; reduced travel time and transport costs.
Therefore, trading and cultural activities-among these neighbouring countries are fostered
and developed comprehensively. Forsthe Wietnam side, the putting into use of EWEC has
shortened the distance of about one hour between the connecting point of Hue city and Da
Nang city after its 6.3-km Hai Van tunnel was built through three big mountains as a
shortcut connecting Vietnam's EWEC route. The improved transport infrastructure in the
EWEC also helps to reduce the travel time by bus from Savanakhet to Dansavan (Laos-

Vietnam border in Laos) along the Highway No. 9 dropping from 10 to 12 hours to only 2
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and a half hours to 3 hours, from Dong Ha to Lao Bao cutting from 4 hours to 2 hours and
increasing the average vehicle speed from 20.8 kilometers per hour (kph) to 41.5 kph

(ADB report, 2009).

In addition, from the author’s observation, the travel time from Dong Ha to Lao
Bao was reduced to 1 hour 40 minutes. The author used a train to travel from Hanoi to
Dong Ha (provincial capital of Quang Tri proving) and then took public buses for the trip
from Dong Ha to Lao Bao SECA. A iotal road length of about 83 km from the Lao Bao
border crossing to Dong Ha has+been improved to become a new and modern highway
(upgraded to a Class Il highway aecording to ADB report.in 2008). Therefore, the real
travel time from Dong Ha 0 Lao Bao and re',v;rse was just about 1 and a half hours to 1
hour 40 minutes. Also, thesroad was very smabth and convenient. As observed by the
author, public buses are the‘very common ar_j.!d__::convenient means of transportation to
travel between Dong Ha and Lao-Bao for bofh, fourists and residents. There is around
every 10 to 15 minutes, for one trip by pubﬂli'c':"buses from the early morning until

midnight, so it is easy to-ehoose the time and trip schedule.

Moreover, according 0 the ADB PRerformance Evaluation Report on the
East—West Corridor Project<(a part of awider East-West Economi¢ Corridor) in 2009, the
EWEC has+ caused-, an+ ingrease~incrass-horder~movement, of-freight, and passengers
between Vietnam and Laos through Lao Bao — Dansavanh international border gates as

follow:
- For people movements:

o An estimated total time taken to cross the border from Lao Bao to

Dansavanh reduced from 487 minutes (before the East—West Corridor
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Project Project completed in 2006) to 151 minutes (after the Project). Of
these, the estimated processing time taken to cross the border from Lao

Bao to Dansavanh fell from 228 minutes to 60 minutes.

o The average number of persons crossing per day through Lao Bao —
Dansavanh international border gates increased from 261.8 persons per

day in 2000 to 502.9 persons in 2006 and 750.3 persons per day in 2007
- For freight exits-entries:

0 The estimated total iime taken to cross the border from Dansavanh to Lao
Bao fell from 71 minutes (before the Project) to 48 minutes (after the
Project). The gStimated—processing time to cross the border from

Dansavanh t0 Lao Bao fell from 45 minutes to 29 minutes

0 The average number of vehicl'e‘é ‘crossing per day increased from 130.8

vehicles per day (vpd) in 2000 tq,1_4é vpd in 2006 and 152.2 vpd in 2007.

o For shipmenis-of-goods-from-Vietham-16-Lao PDR through Lao Bao —
Dansavanh horder gates, the current time taken to cross the border at Lao
Bao is 70 minutes at Dansavanh’(inbound) and 81 minutes at Lao Bao
(outbound).~This time shows' a ‘major improvement from 228 minutes in
processing, timesvand 259 minutes in, queuing time“in:2003 For shipments
of goods from Lao PDR to Vietnam, the average time taken to cross the
border is 20 minutes at Lao Bao (inbound) and 28 minutes at Dansavanh
(outbound), whereas in 2003 it took 39 minutes to exit from the Lao PDR

and 32 minutes to enter into Vietnam.
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The results of EWEC completion on shortening distance, reducing travel time and
lowering transport costs between Vietnam and Laos through Lao Bao international gate
has had positive impacts on border trade volumes and cross-border passenger movements

of the two countries over the recent years.

Figure 3: Trend of Trade Volume through
Lao Bao checkppoifit,2000-2010
=
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As seen in_Eigure 3, border.trade.at the'lLao Bao-Dansavan international border
gates was fairly stable and low in value in 2000-2005 during the construction of the
Second Friendship Bridge overjthe Mekong River. Following the apening of the Bridge at
the end of 2006 or the completion of EWEC, border trade between the two countries
experienced a large expansion to the value of USD158.6 million in 2006, 2.3 times
compared to the trade volume of the previous year (USD68.7 million in 2005). Following
a surge in 2006, border trade via Lao Bao international border gate in 2007-2010

increased steadily, from USD155.5 million in 2007 (fell a bit compared with 2006) to a
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peak at USD316.8 million in 2010 (4.6 times over 2005). Average trade through Lao Bao
crossing increased remarkably over 4 times from about USD50 million during 2001-2005
(before the EWEC completion) to USD222.48 million during 2006—2010 (after the the

EWEC completion).

Moreover, the completion of E also created easier access for passengers

resulting in a sharp increase in numbers of urists and businesses) crossing

over the border.

Figure 4: Trend of
Lao Bao checkp
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As shown in Figure 4, during the period 1998-2005, passenger movements

crossing the Vietnam-Laos border at Lao Bao-Dansavan checkpoints increased with a
moderate growth rate, from 50,000 people in 1998 to 80,000 people in 2005. Following
the completion of EWEC in 2006, cross-border passenger movements have increased

significantly to 184,000 people in 2006 alone, 2.3 times compared to the number of cross-
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border passengers in 2005. Thanks to infrastructural transport improvements of Highway
No. 9 (also part of the EWEC) since 2006, the number of tourist arrivals through Lao Bao
international border gate has increased further, from 247,000 people in 2007 to 263,000
people in 2008, falling a bit to 233,000 people in 2009 and reaching 257,000 people in
2010. The average number of exit-entry passenger movements at Lao Bao checkpoint in
2006-2010 has increased nearly 3 times compared with the period 2001-2005 (before the
EWEC completion), rising to 236,800 people-in.2006-2010 comparing with 80,000
people in 2001-2005. In particular;there is now a significant and fast-growing flow of
Thai tourists and enterprises to Vigtnam for traveling and doing business. For example,
within the first 8 months ot 2008, the numberof Thai tourists travelling by land through
the Lao Bao international Morder checkpoint to Vietnam reached 95,552 people
(accounting for nearly 30% of/the total cross-border passengers in the whole year 2008).
The improvements of Highway No. S-hias creatéf:i"pgtential for tourism development in the
Central region of Vietnam, which POSsesses {ﬁany attracting tourist destinations,
including historical and-cultural sites and eco-tourism zones-in' Hue (the ancient capital),

Da Nang city and Hoi An ancient town.

In short, the,completion of EWEC"in 2006 has made easier. the flow of people and
goods at the Lao Bao border, resulting in attracting more investors and tourists to this area
and contributing to increase border trade y#olume and value. In fact;;the operation of this
Corridor really serves as an important lever for the increase in border trade exchanges
between Vietnam and Laos through Lao Bao international border gate, supporting further
development and intergration in the Lao Bao border area, as well as a freer flow of goods
and people from Vietnam to other GMS countries; and contributing to the living

improvements of residents along the border area.
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3.4. Implementation of GMS Cross Border Transport Agreement (CBTA) and a

Single-Stop Customs Inspection in Lao Bao Checkpoint

Last but not least, one of the important factors to promote border trade between
Vietnam and Laos through Lao Bao checkpoint is the initial implementation of the
Framework Agreement to facilitate cross-border movement of goods and peoples in the
GMS, also known as the GMS Cross-Border Transport Agreement (CBTA) at the Lao
Bao — Dansavanh border crossing peint started ffom 31° June, 2005. CBTA is one of the
GMS programs, initiated insNovember 1999 io support-trade facilitation in GMS. This
Agreement is a compact andscomprehensive multilateral instrument covering various

aspects of cross-border transport facilitation in one document including:

- Single-stop/single-window gustoms inspection;

- Cross-border movement of persons. (i.e,, visas for persons engaged in transport

operations);

- Transit traffic regimes, including exemptions from physical customs inspection,

bond deposit, eseort, and agriculture and veterinary inspection;

- Requirements that-road vehicles will have to meet t0 be eligible for cross-border

traffic;
- Exchange of commercial traffic.rights; and

- Infrastructure, including road and bridge design standards, road signs, and signals.

The CBTA applies'to selected and mutually“agreed~upon ‘routes and points of
entry and exit in the signatory countries. This Agreeement comprises 20 annexes and
protocols that set out the operational details governing the various aspects of transport

facilitation.
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The first pilot implementation of the CBTA, comprising a Bilateral Road
Transport Agreement between Lao PDR and Viet Nam, started at Lao Bao—Dansavanh
border points in 2005. The implementation of the CBTA at the Lao Bao (Vietnam) —

Dansavanh (Lao PDR) international border checkpoint was marked by the pilot

establishment of a Single-Stop Customs Inspection mechanism initially in June 2005.

i B
— A nd Dansavanh Border Gate at Lao side

i [

Figure 5. Lao Bao International Bord@ate I
with a shape of Vietnamese fopper‘drdﬁv

“customs authorities in
adjacent borders will cau/ out ihéb&: ion jointly and sﬂultaneously through shared

facilities. Officiaﬁoﬂﬁﬁ%gi%ﬁwgﬁrﬂsﬁt one another in the

performance of their duties. These authorities carry out mspectlon jointly and
smultane@ Wrﬂo&l’ﬂ:‘ﬁgﬁ?ﬂ W’]{éll% H ﬂs@ %]1 of physically
adjacent, back to-back frontier control posts, the control officers from one country shall
be allowed to perform their duties in the territory of the other country, or the concerned
countries may delegate their inspection and control competence to each other's officials.

Single-stop inspection ultimately contributes to reducing transaction costs in the
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movement of goods, raising economic efficiency among cooperating countries” (ADB,

2001).

In short, a SSCI will be assessed by two countries' border control authorities
together to conduct one-stop inspection at the inbound checkpoint or at the border
facilities in Common Control Area. Officials of the two countries help each other perform
their duties by carrying out inspections jointly. Fherefore, the time for doing customs

procedures will be reduced.

In fact, the result-from_the pilot implementation of the CBTA at the Lao Bao-
Dansavanh border-crossing peints has been positive with a reduction in border-crossing
time. Processing time for Cargo trucks (commereial vehicles) crossing the border has been
reduced from 4 hours to 70 minutes —80 minutes; the border crossing clearance time for
passenger cars (non-commercial vehicies) has 'd::e'c,r?ased from 2 hours to 30 minutes. The
processing time for cargo trucks is expecied to be’r_educed further to 30 minutes and for

passenger cars, to around-L0-minuies or less (ADB mid-term veview, 2007).

Besides, thanks to"the implementation of SSCI, the declarations and customs
inspection procedures’ by: border agencies ‘at the ‘Lao Bao ‘border gate have been
simplified, made more convenient and effective than before. Before the implementation
of CBTA 'in general and“SSCI in particular, the pracess of 'customs and immigration
clearance took hours with many steps. This nonphysical barrier resulted in hindering the
flow of people and goods at Lao Bao border point and thus made border trade between
Vietnam and Laos low in quality and quantity. Currently, with the pilot operation of
SSCI, the customs and immigration clearance time has reduced remarkable. The

declarations and inspection time at Lao Bao checkpoint has fallen from 125 minutes to 29
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minutes for outbound goods and from 20 minutes to just only 12 minutes for inbound

goods.

4 —'_J »..‘; j;:-l ¢;
The faster trans-nationa conjmutes-‘,énd cross-border clearance process has

Ah A Adda
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resulted in enhancing the flow/of passengers and freight movements as well as sparking

an increase in cross-border trade betwieen Vietr"ﬁﬁ}'-hﬁ'd Laos },hrough Lao Bao-Dansavanh

A R
- = = — = —— o A
border checkpoints in régent years (the increase in border trade and movements was

presented clearly in the Figure 3 and 4 of the previous Section 111).

According to ansanalysis of the East-West Corridor between Da Nang in Vietnam
and Tak in Western Thailand_in 2007, /ADB indicatés~that nearly half of the travel time
along the Carridor was spent in customs clearances or at border crossings. From a cost
perspective, it was found that 43% of the trade costs were attributed to customs and
border crossings. In other words, implementation of the CBTA could reduce the trade

costs and corridor travel time, resulting in an increase in cross border trade.
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In addition to the implementation of SSCI, the customs authority of Lao Bao
border checkpoint is also carrying out the first steps of a “National one-window customs,”
which means that enterprises only declare in one place and get the results in the same
place. The Lao Bao customs authority also coordinates with the Dansavanh customs in
Laos to set the common time for both border gates with the operating hours at the Lao
Bao-Dansavanh border crossing points between 7:00 hours and 19:30 hours, open seven
days a week. Thanks to financing from ADB, il kao Bao border gate zone has been
upgraded to become a new and.modern one equipped with adequate facilities such as
electronic passport readers” conmecied to the Internet, helping to deal with delaration

procedures easier and more conveniently.

Moreover, passengers crossing the bordér have not been required to fill in the
customs declaration form at the Lao Bao internlaffonal porder gate since November 15th
2010. Based on the Prime Minister’s instructions, the Vietnam Immigration Department
under the Ministry of Public Security removed this procedure for 12 international border
gates equipped with electronic passport readers connected to‘the Internet; the Lao Bao
international border gate™is one of these gates. Prior to“this, the Ministry of Public
Security issued the.customs declaration form for tourists immigrating to Vietnam through
border gates under“the surveillance of.the Ministry of Defence. The removal of this
regulation “makes customs procedures. easier and reduces time spent for declaration

procedures; this helps facilitate the flow of goods and people across the Lao Bao border.

As for the local government, the Customs Department of Quang Tri province has
promoted the reform of administrative procedures, development and modernization of
customs for the implementation of risk management techniques and combining the

implementation process of SSCI at the border gates of Lao Bao — Densavanh. The
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Customs Department also concentrates human resources on testing, control and reduction
of time in customs procedures for import-export transactions and exit-entry passengers. In
addition, to further improve cost savings and time procedures, the Lao Bao border
customs gate is promoting the application of test techniques such as using goods scanners
to minimize manual inspection while actively improving administrative procedures under
the 1SO standard to standardize border ‘control documents and reduce time for
enterprises. In addition, the provincial government segularly maintains the resolution of
problems at the unit, wide dissemination of documents relating to the import and export
policies and customs proceduresyfagilitate the maximum the observance of good business
law, making an important contribution.in creating a legal environment more suitable to

the requirements of customs management.

Also, to meet the requirements’of co_mlp‘;ehensive integration in the process of
liberalization, trade facilitation and'investment, the Quang Tri Customs Department has
put attention on implementing specific measures to remove the difficulties and obstacles
in open-policy conditions and increase the competitiveness-of enterprises, as well as
implementing a number of other customs incentives. In particular, considering that the
process of SSCI is,a breakthrough'in reform*and madernization-of customs, associated
with compatibility and synchronization of capabilities and responsibility sense of customs
forces at the Lao Baao-bhorder. Customs will extend “distance-declaration” procedures at
the Lao Bao border. Accordingly, businesses do not have to go to customs offices to
declare by papers; instead, they can report remotely by the connected computer
system. This is one of the priority issues to facilitate business expansion, market
penetration and to take advantage of investment capital, technology and management

skills from abroad; actively participate in the process of new business and production
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agreement establishment; better handle trade disputes; and promote businesses to improve

their competitiveness and to bring benefits for consumers.

In summary, with the pilot implementation of CBTA at the Lao Bao — Dansavanh
border points through the establishment of SSCI in 2005, as well as the dynamic

incentives from the Quang Tri Customs Department, the Lao Bao international border

checkpoint is becoming an attractive estinatic r traders and investors thanks to
improved physical infrastructlire and easie r procedures, resulting in an

increase in border trade transacti Vietna h Laos through the Lao Bao gate.
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CHAPTER IV

IMPACT OF CROSS BORDER TRADE ON THE GROWTH OF LAO BAO
BORDER AREA

The increase in CBT between Vietnam and Laos in recent years has brought
positive impacts on the growth of Lao Bao border area including high growth rate and
economic restructure, poverty reduction and incomemprovement, increased trading and
service activities, industrial” development and easier access to social infrastructure.
However, CBT is also facing many; challenges such as gaps in preferential policies

applied in Lao Bao, informaltrade and smugglling and other obstacles.

4.1. Positive Effects

The socio-economic impact of the inc.réa‘sq_ in cross border trade in recent years
between Vietnam and Laos through the L.ao Bao border checkpoint has been positive. The
increase in border trade has-resulied-in-increased-domestic-economic activities and variety
of goods. Trade transactions in Lao Bao now are bustling with the establishment of many
duty-free shopping centers,” néw industries and processing and production zones; the
availability of imported"goods from awide range of ‘countries such as Thailand, China
and Europe;, which argisold«in numerous: shops-andstalls. (The“bustling) border trading
activities also bring out the development of related services such as hotels, restaurants,
bars and banks, etc.; creating more jobs opportunities for local people and increasing
income as well as reducing poverty. The boom of cross border trade, together with the
road infrastructural improvements of the Highway No. 9 has enhanced mobility and
enabled local communities including ethnic groups to gain easier access to markets and

social services such as education, healthcare, electricity and clean water. As a result, the
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Lao Bao border area has gained a new appearance with a high rate of urbanization, a
shifting in economic structure, and improvements of living standards of residents in the

area.

4.1.1. Growth and Economic Restructure

The surge in cross border trade between Vietnam and Laos through Lao Bao has
brought about the development of commerce and«services sectors, contributing to the
economic structure shifting and-high-growth rate of-l-ae-Bao border area.

Table 9: Comparison of seme geonomic indicators between Lao Bao SECA and

Quang Tri province

No. | Indicators L-ao Baq_ Quang Tri

1 GDP in 2008 (billion \AND) . | 1,003 2,300

2 | GDP growth rate 27.5% = = 11%

3 | GDP per capita in. 2008150 13.7

(current price, milion \VND)

4 Economic structure in 2008 (GDP shares)
- Agriculture £ “1215% = 33.01%
- Industry-construction - 30.8% - 31.48%
= Services - /56.7% -1 135.51%

Source: Report of People’s Committee of Quang Tri province in 2009

In the period 2000-2008, the Gross Domestic Product (GDP) growth rate of the
Lao Bao SECA reached 27.5% annually (higher than nearly 3 times of the GDP growth
rate of the whole Quang Tri province with approximately 11% per year). Every year, the

Lao Bao SECA brings considerable revenue to Quang Tri province.
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The GDP of Lao Bao SECA in 2008 reached VND1,003 billion (while the GDP
of Quang Tri province was about VND2.300 billion in 2008), an increase of
seven times compared with 1998. GDP per capita (in current prices of goods) in
2008 reached VND50 million per person, an increase of almost nine times compared with

the value in 1998 (VND5.7 million).

The economic structure of Lao Bao has shifted in a positive way. The average
growth rate of industry-construction sector has inereased about 32.5% per year; services
sector increased 28.3% annually; agriculture-forestry-fishery sector increased 14.8% per
year. The economic structure has shifted-increasingly toward the ratio of services and
industry-construction sectors, and decreasin'gllly the ratio of agriculture-forestry-fishery
sector in the GDP shares. 1022008, the agricultqfél sector aceounted for 12.5% of the GDP
shares (while in 1998, this sector accounted_flo‘ry72.1%); industrial-construction sector
increased to account for 30.8% compared with 10.4% in 1997; the ratio of services sector
increased remarkably t0-56.7% of GDP shares; around'3:2. times compared to the ratio in

1997 (17.5%).

The Lao Bao borders area is gradually restructuring its economy towards

industrialization, modermization-and efficiency in each'sector.
4.1:2, Poverty,Reduction and/Income Impravement

The most direct impact of cross border trade is the economic impact. The rise of
cross border trade with Laos has resulted in increased economic transactions in the Lao
Bao border area, creating more employment opportunities for local residents. The people
living in the border area are now actively participating in bustling services and production

sectors in Lao Bao, increasing incomes and helping alleviate poverty.
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The SECA area has created thousands of jobs for local people, especially people
of ethnic minorities (Van Kieu and Pako) who have been involved in the production of
goods and agricultural products such as bananas, vegetables, cassava, pigs, and chickens,
etc. produced by ethnic people. Some of their agricultural products have become brands,
such as Se Pon cassava, while Tan Long bananas are being exported to many countries in
the region for hundreds of billions each year; helping to reduce poverty and increase

incomes.

Previously, Lao Bao contained a significant number of people living below the
poverty line. In 1997, 61.7% of the/population living in Lao Bao was classified as poor.
The poverty rate has fallensdramatically_to 10% in 2006 and less than 10% in the most

recent five years.

The average income per capita in the"l::_a,oﬂ_Bao SECA has increased more than
16% per year over the recent years. Local resident_sz especially urban dwellers in Lao Bao,
are beginning to experience some improvement in their fiving Standards by easier access
to consumer and production markets, shown by possessing many expensive assets such as
electrical appliances (televisions, fridges, air-cenditioners, gas and electric cookers, etc.)
and vehicles (automobiles-and' motorbikes). The livelihoods " ofethnic minorities (Van
Kieu and Pake)-in-l.ae-Ban have-changed, significantly in-recent-years. According to the
statistics of “‘Quang Tri province, the average income per capita of ethnic people in Lao
Bao is approximately VND13 million per year (around USD700 per year), nearly equal to
the income per capita of people in the provincial capital of Dong Ha. Currently over 60%
of the Van Kieu and Pako households in Lao Bao live in spacious houses and possess

televisions and motorbikes. In addition, the ethnic minorities (Van Kieu and Pako) are
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living in harmony with the Kinh group (majority in Lao Bao) thanks to the

encouragement of policies for ethnic minorities of the local authority.

Moreover, people involved in trading and service activities will have better
incomes. According to survey results conducted by the DAN network in 2005, the rate of
involvement of the households in cross border trade was higher, and there was a higher
per capita income. And most recently, according io the results of a survey on livelihoods
of people in Lao Bao border town condugted by Mr. Mai Van Xuan in 2008, people
working in trade and services seetors (who are mainly Kinh ethnic group and come from
urban areas) earned higher incomes' than -people working in other sectors, while people
working in the agricultural”production sectOfé (who are mostly ethnic minorities and
come from rural and remoie areas) earried th(_e J-Iowest income. The average income per
household of people working'in the trade-serv_icle‘ysector (mostly from Kinh ethnic group)
is about VND90 million per year; for households working in agriculture plus services
sectors is VND63.5 million annually; and for households working in the agricultural
production sector (mostly from Van Kieu ethnic minority) is approximately VND14.3
million per year, about 6.2times less than the income of households working in the trade-

service sector (an average number‘of peopie ina household/family-is about 5 people).

Further, dfrom the interviews-with, loeal, people divinginsLag Bao border town,
their income is rather high compared with other border regions in Vietnam. Two
employees working in Bao Son Hotel (2-star hotel where the author stayed during the
fieldtrip in Lao Bao) told that they are paid VND3 million per month or their income is
around VND36 million per year. Two motorbike taxi drivers when interviewed said that
they could earn about VND40,000 to VND100,000 per day depending on their luck and

conditions of each day; so their income is around VND14.6 million — VND36.5 million.
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The author also interviewed one group of four women working in black exchange
currency market. They usually gather in front of Lao Bao — Dansavanh border
checkpoints and are willing to exchange money from VND (Vietnamese currency) to Kip
(Lao currency) or BAHT (Thai currency) and vice versa for people and freights crossing
the border checkpoint if they require. These women said that their daily income is about
VND100,000 — VND130,000; hence, their annual income ranges from VND36.5 million
to VNDA47.45 million. A shop-keeper selling groeeries at the Lao Bao Trade Center was
also interviewed about her income;and she said that.-her income is not stable and varies
from VND2 million to VND4.million ‘manthly, resulting in her annual income from

VND24 million to VND48 million:.

It is noted that all people interviewed Wérk in the trade and services sectors, and
live in the center of Lao Bao. Their annual _ivhc‘:s(-)me ranges from VND14.6 million to
VNDA48 million. This is really a high mcome éorﬁ'pared with average income of people
living in other border areas.in Vietnam, and pér‘tic’UIarIy compared with average income
per capita of the whole.Quang Tri province, which reached-only VYND13.4 million in

2008.
4.1.3. Increased Fradingand-Service Activities

The'rise in cross border trade-at.the-Lao Baao international checkpoint also leads to
an increase in trading and service activities within Lao Bao SECA. Currently, trading and
service activities in the area are taking place actively with the appearance of many
modern trading centers, supermarkets, restaurants, hotels, telecommunications, banks,
insurance agencies, transport agents, etc. The trading-service sector now accounts for

56.7% of total sectors in the area and is now developing in all aspects of quantities,
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scales, values and trading types, creating an increasingly bustling business environment to

serve as an important point for trading, goods and services transit with the provincial and

national markets as well as large regional markets in GMS.

4.1.3.1.Increased Trading Activities

A number of duty-free shops, trading: centers, supermarkets and markets have

been established to satisfy the increase in consumptien demands of residents and tourists

in the Lao Bao border area; some-major investments-have included, as follows:

Lao Bao Trading Center with a floerarea of 10,000 meter squares, including more

than 400 stalls and shops:
Dong Nam A Trading Center with a floor area of 16,500 meter squares.
Dong Nam A Supermarket with-a total 'f'I"0‘o.r area of 12,000 meter squares.

China Trading Center with-the capacity of 500 stalls and a floor area of more than

25,000 meter squates:

A large duty free shiopping center and a supermarket invested and constructed by

Thien Nien'KyaLtdaCompany withiaflooriareacof 30,000.meter squares.

Khe Sanh Market with the ongoing upgrade to meet the, demand of 700

households, with a total'area 0f 22,000 meter squares,

Tan Long Market with a scale of 1,000 meter squares which was built and put into

operation started from June 2008.

A lively duty-free shopping centre, Thien Nien Ky, was established at the Lao

Bao- Dansavanh international border checkpoint on the Vietnam side with a total capital
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of more than VND120 billions, where imported goods from a wide variety of countries
such as Thailand, Europe, America and China, are available cheaply to Vietnamese and
foreign shoppers. This duty-free shopping centre also provides a wide range of goods
(including liquor, jewelry, electrical appliances and clothing) sold from numerous small
shops and stalls. Thanks to the policy of tax-exemption for domestic and foreign tourists
on entry into Lao Bao SECA that are allowed to purchase duty-free imported goods
within limited money, Lao Bao SECA has becaine a-*“shopping paradise” that attracts an
increasing number of tourists _frem other provinees in Vietnam as well as regional

countries. Shopping in Lae*Bao s duty-free shopping centers is popular.
4.1.3.2.Variety and Diversity of Goods

The increase in value of imporis at Lao Bao border checkpoint has brought in a
large variety and diversity of geods with cheap::e‘rlprices. The easier access to Vietnam’s
market by roads through Lao Bao border checkpqint has attracted many Thai investors
seeking business opportunaities in L ac Bao SECA as well as-iacreased the availability of
Thai products in Vietnamese markets. Moreover, the liberalization of border trade with
many preferential import-expaort.tax policies and.the increased integration of local traders
in Lao Bao allow local peaplé to have better access-to markets and enable consumer
choices throughy cheaper sprices—~and product, availability,and, diversity from many
countries su¢h as Thailand, Europe and China. Not only do Vietnamese traders bring in
more and more commaodities from Laos (through Dansavanh border checkpoint) but local
people in Lao Bao also get the opportunity to cross to Laos and choose all kinds of
products at their own pleasure. The easier access through Lao Bao-Dansavanh border
gates thanks to road infrastructural improvements allows Lao Bao’s local people and

traders to easily purchase goods on sale immediately across the border.
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Goods sold in Lao Bao, according to observations by the author in Lao Bao Trade
Center and along the main road to Lao Bao checkpoint, are mainly imported from
Thailand and China. Some high quality products imported from America and Europe are
sold in Thien Nien Ky duty-free shopping center (the biggest one in Lao Bao). There is
also a series of Mukdahan-Thailand shopping malls that are located in Lao Bao Trade
Center and in the area near Lao Bao border gate; selling products mainly from Thailand
and invested by Thai enterprises. Thai producis,“as.ebserved by the author, account for
about 60% of total products in.Lao Bao, then loeal products and Chinese ones, with a
wide range of all types,-#from.dairy. products to electric appliances and consumption
products. Lao Bao is famous for imported wine with cheap prices and diversity. Wine is
sold everywhere from big duty free shops anrd supermarkets to small stalls alongside the
roads. Lao Bao is also called by the name “the city of wine” due to the large amount of
wine imported through Lao Bao checkpoint ev'é':rgy year to sell in the border area as well as
to transfer to other provinces in Vietnam. Othe,r_.vgog)_ds that are popular in Lao Bao SECA
are imported automobiles: Because of the tax exemption policy for enterprises to be able
to buy 1 to 2 automobiles without tax, the price for imported automobiles is lower, nearly
by half, compared to prices in.ather places. Thisrhas resulted in an increasing number of
automobiles in Lao_Bao. The main other kinds‘of'goods sold at Icao Bao SECA include:

confectionaries,dobacce, clothingair-conditionersy, fridges; eic:
4.1.3.3.Services Activities
The increase in border trade with Laos and passenger movements across the Lao

Bao border have brought about the development of related services such as the

establishment of hotels and guesthouses (serving for over night sleeping and relaxing
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demands of traders and tourists), financing and banking services, and

telecommunications.

Previously there were only some old, rundown guesthouses and inns in Lao Bao;
however, now many hotels meet international quality standards for serving international
and domestic travelers. Traders are now established and operate in Lao Bao SECA. One
3-star hotel is operating in Khe Sanh area (KhesSanh Hotel), two 2-star-hotels (Sepon
Hotel and Hoa Binh Hotel) and one 1-star_hotel-are in Lao Bao center, with many other
hotels and guesthouses being_gensiructed. The current total of 250 rooms have been

meeting the increasing demand oftourists and enterprises working in Lao Bao SECA.

For the banking and financial service$: there have 3 branches of Vietnamese big
banks operating in Lao Baog including Agricultural and Rural Development Bank,
Industrial-Commercial Bank and Sai Gon CO‘Eh"mgrcial Bank (Sacombank) in order to
ensure demands of all kinds of services such_.vas_it_ransactions, opening bank accounts,
foreign currency exchanges, express money transfers and other services for customers.
Insurance services have been developed with many providers. Some domestic and
international insurance companies have agencies’in Lao Bao such as Bao Viet Insurance
Ltd. Corporation,’ Bao"Minh Insurance’ Company, "AlA Life ‘Insurance Company, and

Prudential dnsurance Company:

For telecommunication service: the telecommunication networks from major
service suppliers of Vietnam such as Mobilephone network, Vinaphone, Viettel, Sfone
and EVN telecom for mobile phone cover all parts of the Lao Bao border area to serve the

communication demands of local people, traders and tourists. Moreover, Asymmetric
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Digital Subscriber Link (ADSL) with high-speed access Internet has been installed and

put into operation since early 2005.
4.1.4. Industrial Development

The industrial sector in Lao Bao SECA has been developed significantly. The
growth rate of the industry-construction sector .in 2000-2008 was 32.5% per year, of
which the growth rate of the industrial sector ihergcased more than 2 times compared to
the rate of the construction sector(47.7% per year compared to 23.8% per year). The ratio
of industry-construction strtiCtuse has also changed towards exchange to each other, with
the increase in the industrial sector from 17.1% of industry-construction shares to 32.7%

in 2005 and reaching 56% in 2008.

In addition, industrial’estates have been developed at Lao Bao and Dong Ha. 23
industrial units are operating in industrial estates at Lao Bao (border area) and Dong Ha.

More estates are planned:

At present, industrial units in Lao Bao SECA have received investments and are
being constructed as functionak.concentrated planning zones in areas such as Industrial
zone located in Lag Bao Industrial - Trade ‘and Serviee Sector, which will feature main
activities suchyas Jdightsindustries; processing, sreprocessingy classifying and packaging,
assembling, ‘garment, leather shoes, etc.; and the Northwestern Industrial Sector with an
area of 27 hectares designed for investment projects in industrial production, processing,

forest products, etc.

Previously, there were almost no industrial units in the area. Currently, there are

many factories and enterprises investing in the industrial sector to produce many kinds of
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products such as energy drinks, drinking water, vehicle tires and tubes, electric motorbike
assemblies, mobiles, processing of exported agricultural products, tiles and construction

materials, etc.

The total industrial production value of enterprises operating in the Lao Bao
SECA has increased in recent years, reaching VND200 billion in 2005, rising to VND250
billion in 2006, approximately VVND310 billion an 2007 and up to VND400 billion in
2008; accounting for 35%-40% of the tatal industrial production value of Quang Tri

province.

Although enterprises doing /business 4n the Lao Bao SECA are enjoying tax
exemption and reduction acgording to the rpreferential policies of the area, they still
contribute to the state’s revenue tens: of billion \V/ND every year. The scale of these
enterprises in industrial sector ig still fimited, hbfV'\'/el\{er, the occurrence of these businesses
has helped to provide jobs for more than 3,000 lqcél_ people in the Lao Bao SECA, which
previously was a remotée-mountainous area with special _socio-economic difficulties. It
now contributes to the economy structure shift in Lao Bao. The improvement of the
business environment and ¢living conditionsahas attracted a larger population. The
population of Lao Bao"SECA reached-37,746 ‘people‘in 2010, ‘anincrease of about 30%

compared to, 1998.

4.1.5. Social Infrastructure Improvement

The increase in cross border trade between Vietnam and Laos through Lao Bao,
along with improvements in roads, has improved access to basic social services for Lao

Bao residents such as clean water, electricity, education and healthcare.
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4.1.5.1. Transportation

Highway No. 9 passing through Lao Bao international border gate was upgraded
for the Phase 11 with a total investment capital of VND450 billion and was put into use in
late 2006. Also, Ho Chi Minh trail, which passes across Lao Bao SECA, has been
completed. Moreover, inbound and inter-commune transport systems within urban areas
and between villages have been invested and constructed and are now used effectively to
serve the regional people's livelihood. These transport systems have a total length within
the Lao Bao border area of abeut 488.2 km in 2010; of which 60 km is for asphalted

roads, 35 km for concrete roads and.the rest for macadam roads.

The better urban amd frural roads have enhanced mobility and enabled
communities including rurals and-.ethnic .communities to gain access to markets,
employment opportunities and sociai services"SU‘ch as clean water, electricity, education

and healthcare.
4.1.5.2.Electricity and Water Supply

Currently, 100% of households (both Kinh and ethnic minorities) have access to
electricity. The National Electricity’ Corporate-of Vietnam invesied VND130 billion to
construct two dtransformerstations in, Lag Baojand /Khe Sanh with-a 10KV line from
national elegtricity grids. These stations were put into operation in 2003 and 2004,
meeting sufficient demand for trading-production activities in the Lao Bao border area for
the short term as well as the long term. The electricity supply systems at some
concentrated sectors are provided to the barriers of each factory with voltage of 0.4 KV.
A Quang Tri Hydroelectric — Irrigational work with the capacity of 64 MW has been

invested and put into operation since 2006. Besides, there have been some enterprises
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investing in the hydroelectric sector with a capacity of about 9 MW such as Ha Rao Quan

Hydroelectric plant, La La Hydroelectric plant, etc.

For water supply, people living in the Lao Bao border area now have access to
piped water (safe and clean water). Two water plants at Khe Sanh and Lao Bao are now
operating with capacity of 9,000 cubic meters per day and night, satisfying the demands
of production and trading activities as well as' people living in the two townships and
some neighboring communes. The eapacityuis planned to increase by 15,000 cubic meters

per day and night in the future.
4.1.5.3.Education

Thanks to the increase in cross border_tdr-ade, the income of residents in Lao Bao
has also increased. Greater income has opengd up more opportunities for education to
local people. The level of partiCipation i educat'ioﬁfby local people in the Lao Bao border
area, especially by the urban dwellers, is very high’. In principie, education is compulsory
for all Vietnamese children through the primary grades and-into secondary education.
According to the statistics’ of People’s Committee of Quang Tri, currently in Lao Bao
SECA, the mobilization rate Of children“in primary ages (including children from Van
Kieu and Pako ethnic minorities) has reached more_than 98%. The_ rate of communes,
wards and“towns in kao“Bao SECA.reaching the standard of icompulsory secondary
education is about 95%. Children now have easier access to education thanks to
improvements in income and road infrastructure as well as incentives from the local and

center governments that strongly promote greater participation in education in Lao Bao.

The education system in Lao Bao has also developed in recent years. Previously,

there was only one school made by thatched cottage and earthen wall, established by
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people from earlier times on the set of building the new economic zone in Lao Bao border
area. Currently, Lao Bao has a sufficient schooling system with all grades, from
kindergartens, primary, secondary to high school grades with a total number of more than

3,000 students.

For school infrastructure: in Lao Bao SECA, currently there have two high
schools, one continuation school for secondary and. high school grades, five secondary
schools, ten primary schools and many kindergartens which have built up multistoried
and spacious schools. The trained teaching staff satisfies the general education demands

within the area.

The Lao Bao Secondary Scheol could be considered a good example for the
development of Lao Bao edugation.. The school was established officially in 1992 with
only 4 classes and 98 students. Now the Lao 'B:;a"o, ﬂSecondary School has 24 classes with
more than 900 students taught by a young and enthysiastic teaching staff; it is located in a
spacious and clean place-with full teaching and playing ground facilities in the center of
Lao Bao. The school has been recognized as the secondary school reaching the National
Standard for the period 20012010 by the People’s Committee of Quang Tri provice. This
is also one of the first two'secondary sehools in‘Quang-Tri provinge attaining the national
standard title. dtuis-really a,great-honor;far thessehool. in particular.and,for the Lao Bao

border town‘in general.
4.1.5.4.Healthcare

There are doctors and a healthcare center constructed in all communes and
townships of Lao Bao SECA. The Huong Hoa General Hospital with 100 sick beds was

newly constructed in Khe Sanh Township, serving all residents of Lao Bao SECA.
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Besides, the Lao Bao Healthcare Center has also been constructed to better meet the

healthcare demand of local people as well as investors, traders and workers.
4.1.5.5.Cultural and Social Activities

Cultural and social activities now take place with the establishment of many
stadiums, cultural houses and media stations. Some of the main establishments are, as

follows:

- The Huong Hoa CulturalsHouse has been used since 2002 with 1,000 seats.
- The Khe Sanh Staditim wit 10,000 seats was put into use in 2002.
- The Huong Hoa Broadeasiing and Televi.sion Station opened in 1998.

- The Lao Bao Broadcasting and Television Station was constructed and put into

operation in 2005 to cover ail the areas E)i‘"Lao Bao.

- In addition, investment and-construction of concentrated entertainment areas such

as Lao Bao Cultural Park and Khe Sanh Park; etc. are under progress.

The number of recreational and audioyvisual facilities (such as television, radio,
etc.) possessed by househalds in Lao Bao has been increasing, with a ratio of possessing
households..reaching 90%._of.total households, compared to the ratio.of 20% of total

households before 1999 in the Lao Bao border area.

In summary, the boom in cross border trade between Vietnam and Laos through
Lao Bao international checkpoint has many positive impacts, both directly and indirectly
on the growth of the Lao Bao SECA, it has created better living standards in the area; it

has provided easier access to basic services; and has contributed to the socio-economic
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development of Lao Bao. The Lao Bao border area now has the appearance of a new city

with a high rate of urbanization.

4.2. Challenges and Obstacles for Further Expanding Cross Border Trade

The expansion of cross border trade between Vietnam and Laos through Lao Bao
border gate has also caused some challenges and obstacles such as increased smugling
across the border, shortcomings in preferential pelicies currently applied in Lao Bao
SECA, obstacles of implementing CBTA, ‘environment-impact and other social negative

impacts, etc.

4.2.1. Gaps in Preferential Policies &

According to the Regulation on “L.ao Béb Special Economic - Commercial Area,
Quang Tri province”, goods and services of V_ie'trl-'z-amese origin and imported from abroad
into Lao Bao SECA will enjoy preferential tax policies such as exemtion from export tax
and import tax, are not subject to Value added tax andspecial consumption tax. Taking
advantage of this policy,.which has been promulgated specially for the Lao Bao SECA
only, many businesses, organizations and individuals have*sought profit for self-interest
by doing customs Clearance! procédurés forimporting goods:to the Lao Bao SECA, and
then finding a way to evade taxation by. slipping these goods out of the area for outside

consumption; this has caused a huge lass for state revenue from collecting taxes.
4.2.1.1.Duty-free imported goods for tourists

According to the Regulation, domestic and foreign tourists in Lao Bao SECA are
allowed to purchase duty-free imported goods with values not exceeding VND500,000

for one person with one turn in one day to bring into domestic market. This policy has
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been taken advantage of by local border people because the criteria for determining how
to define tourists is not specified; this has led some local residents to become
“professional tourists”, daily queuing at duty-free shopping centers and supermarkets in
the Lao Bao SECA to purchase goods and then give to traders with small fee; creating
conditions for traders to collect duty-free imported goods to sell in domestic markets in

Vietnam.

Some tourists, when buying duty-free imported goods with a value exceeding
VND500,000 per person per day-buistry to hide, do not declare the purchase exceeds with
the Customs Office at Gate B (the gaie separating Lao Bao Special Economic -
Commercial Area and the" rest of Vietnarﬁj to avoid paying import tax on such

exceedings.

It is also likely that the increase in the Vél’U,eﬂ_of Imports at Lao Bao is partly due to
purchases in many large duty-free shopping centers close to the Lao Bao border gate by
the increased number of ‘tourists. The benefits from this trade are obvious for shoppers
with prices being significantly fess than through other channels, but less obvious from a
national perspective. It is likely. that most duty-free purchases simply displace tax-paid
purchases, resulting'in“a less of revenue 'to the Government of ‘Vietnam (ADB report,

2009).
4.2.1.2. Tax exemption for goods consumed in Lao Bao SECA

According to the Regulation, goods imported from domestic Vietnam and
imported from abroad into Lao Bao Special Economic - Commercial Area will be
exempted from import tax; and goods produced in Lao Bao Special Economic -

Commercial Area will be exempted from export tax when being exported to abroad.
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Therefore, local people and businesses are allowed to buy duty-free goods for their own
consumption within Lao Bao SECA. The local people just have to show their ID (Identity
Card) to buy goods without tax with unlimited volume and then give to traders for outside
consumption. Or businesses or individuals pay local people to “borrow” their ID so these
businesses or individuals can buy duty-free goods legally to sell outside of the Lao Bao

SECA.

According to Mr. Son, an official of Lao Bao Border Gate Customs Department,
goods from Lao Bao SECA are~exported out with the value of many million dollars
annually (in 2008, a total gialmest'USD9 million exported), mainly commaodities such
as beers, wines, and air conditioners. Howe\l/.er, commercial fraud in the border gate
area and Lao Bao SECA arg mare complicated;déspecially for some goods imported from
abroad and domestic goods entering the Lao_Béb economic zone that are exempted
from tax and value added tax refuhtds have been taken advantage of by some traders to

avoid taxes. The goods are then sold in domestic market.

The fraudulent trading acts mainly occur by taking advantage of the “risk
management” testing method .te, declare wrongly volume and the value of goods when
opening the customs declaration forms-for goods from-the Lao Bao SECA exporting to
domestic market,and vice versa for import tax exemption-and yvalue-added tax refund. In
addition, theisubjects also hide goods in reinforced vehicles or hide goods in other bulky
commodities such as coal, wood, plaster or agricultural products to avoid inspection and

controls of the Lao Bao Border Gate Customs Department when bringing goods in.

Some of the main goods flowing illegaly into Vietnam are, as follows:
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Air-conditioners:

According to statistics of Lao Bao Border Gate Customs Department, in 2007
there were 26,534 air-conditioner sets with a total value of USD8 millions imported tax-
freely into the Lao Bao SECA. As a rule, these duty-free air-conditioners are only
consumed within the Lao Bao zone or for export. However, a large amount of these sets
have slipped into Vietnam by ways such as hiring.docal people to carry them or borrowing

the 1D of local people to buy.

Air-conditioners are"soldein the LLao Bao SECA with the exemption of all kinds of
taxes and are purchased unlimitedly within the area. But this commodity is subject to tax
when exported out of the'Lao.Bag SECA; which means having to do customs declaration
procedures and pay 60% import tax {(including 40% for imported tax plus 15% for special
consumption tax plus 5% value added tax)."il'h.eﬂr_efore, if this kind of commodity is
slipped illegally into Vietnam, the government w_ilxl_lose a huge amount of revenue from

taxes.
Automobiles

According'to local-authiorities;“some automobiles ‘with £B number plates (the
number for-imperted vehicles-used-in-Lao-Bao anly) are based on-the-preferential policies

of Lao Bao SECA and are transported into inland Vietnam.

As reported by the licensing authority and management of imported tax-free cars
used within the Lao Bao SECA, by mid February 2009 there were 60 automobiles

registered by Quang Tri Police and granted LB number plate.
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According to government regulations, all organizations and individuals engaged in
investment and trade have official registered bases at the Lao Bao SECA and are allowed
to purchase and register their own plates and use imported automobiles with tax
exemption. The police office manages this process. In fact, many cars bearing LB number
plate incentives have been under the ownership of the objects that are not eligible for
preferential treatments, circulating outside the zone of Lao Bao SECA, and contrary to
the provisions of law. Consequently, preferential‘policies have been taken advantage of,
resulting in the loss of large amounts of tax revenue,.contributing to further confusion in

traffic and transport managemeni; which are already very complicated.
Reasons

There are many causes for taking advantage of preferential policies to avoid tax
and trade fraud; the main reason_is that thése‘ policies are not consistent with local

practice. It is also unclear who should enjoy preferential policies in Lao Bao SECA.

For Lao Bao SECA, the cause stems from the socio-economic planning of Lao
Bao area, which does not guarantee of an eligible non-tariff-area; hence it does not ensure
the management ofsimport and export activities: In principle, non-tariff barriers must have
hard barriers, no residents and have control and supervision of Customs. However, Lao
Bao SECAVis a large ‘area, densely population, with no natural-or artificial barriers
separating the area and the inland; on the other hand, apart from Highway No. 9 to Quang
Tri province, this area also has the Ho Chi Minh Trail running through it. Thus, goods of
local residents are difficult to control, the flow of illegal goods between the area and
inland is also very difficult to control. In addition, the control of goods in and out of the

non-tariff area at the Lao Bao border and domestic areas has faced difficulties due to the
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coordination between the forces of inspection and control areas such as customs, markets,

personnel guards, and police has been not tight yet.
4.2.2. Informal Trade and Smuggling

Informal trade, in the context of Vietnam, includes goods that do not go through
custom procedures, thus avoiding customs dutigs altogether or paying only a part of them,
and the smuggling of prohibited goods (ADB teporis;y2008). In Lao Bao SECA, informal
or unregistered trade takes place.meostly by importing.goods into Lao Bao SECA and then
finding ways to export them illegally to Vietnam’s domestic markets because of non-
VAT policy on goods and segvices made, consumed or imported at the Lao Bao border
gate. Prices of goods and services in the LaorﬂBao SECA are cheaper than other places in

Vietnam, increasing informal trade and smuggling activities.

In recent years, smuggling contraband gbod’é and trade fraud between the Vietnam
and Laos borders through Lao Bao internationéi "Cﬁéckpoint have not occurred massively
and obviously as before;but it still happens with more sophisticated tricks. Highway No.
9 is also a “hot spot” for smuggling and informal trade. The local authorities in Lao Bao
usually have to deal ‘with: smuggling ‘and' trade “fraud with -a large amount relating to
“sensitive” goods such as tobacco, foreign wines, sugars, electric appliances, woods, etc.
According“to the statistics.of Lao Bao/Bearder Gate Gustoms Office, in 2008 there were
3,093 smuggling cases detected and arrested with a total value of goods reaching
VND33.9 billion, an increase of 22.22% for cases and 20.47% for value compared to
2007. For the first six months of 2009, the number of smuggling cases decreased, but the
value of goods arrested increased more VND17.7 billion compared with the same period

in 2008. Tobacco smuggling in Quang Tri area accounts for approximately 10% of total
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tobacco smuggling arrests nationwide. But all of these arrested smuggling cases are just
the tip of the iceberg. In fact, the number of trade fraud and smuggling cases is much

higher than the arrested cases.

According to ADB, informal border trade takes one of three forms: (i)
transportation of goods by hired laborers to smuggle merchandise across the border for
traders on the other side; (ii) cross-border transpertation of merchandise by small-scale
traders, tourists, and the general population, and (iif) large-scale smuggling of goods
across borders by professional .eperators. For the case in the Lao Bao border area, the
major channel for unregistered or'smuggling goods from Laos to Vietnam is water-borne
transport in Se Pon River. Smuggled goads hé\./e been transported from Laos to Vientam

along Se Pon River in Huong Hea District, Quang Tri Province.
4.2.2.1.Contraband goods

It is easy to see that the Se Pon River, which 'separates the Vietnam-Laos border at
Quang Tri province, has piers that previously served for-transporting local people
between the two countrieS; now is being taken advantage of by smugglers. It has become
a gathering place for'smugglers.“ The Pier in~Tan Thanh cemmune, which is about 1
kilometre from Lao Bao border town, has been considered an “ideal goods gathering
spot” for smugglers due touits dense forest-covering; hence itiisieasy for smugglers to hide
goods and escape when being uncovered, or they can bring goods back to Laos’ river

side, making it impossible for Vietnamese police to capture them.

Everyday, smugglers gather goods and anchor boats readily in the other border
riverside of Laos, waiting for neglect from the customs forces to run to the middle of the

river. On the riverside of Vietnam, many small boats are waiting in advance to unload
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goods and then transport to the river bank for porters to carry ashore. After being
collected at piers, contraband goods are transported to Lao Bao SECA. Then, these goods
are transported to warehouses near markets or bus stations. Contraband goods are packed
in small bags and carried in buses traveling along National Highway No. 9 to be

transported to the plains.

In the Lao Bao SECA, due to immense forests and mountains, smugglers have
found ways to transport unregistered goodsisneaktly crossing over checkpoints of control
forces or hired local people to carry.000ds across forests to avoid checkpoints. At Gate B
of Lao Bao SECA, contrabant geods are hidden in secret places on buses and covered by
other bulky commodities ssuch™ as woods, ';.)llasters, agricultural products to deceive
customs inspection forces. Qr goods are gatheréd in front of Gate B, and then carried by
hired porters and motorbikes through .the checlk‘isr-lg stations or crossing deeply through
forests at night to avoid regular patrols of inv'est‘i"gation forces. And then, unregistered

goods are transported intand for consumption. |

For the observations of the author about smuggling activities on the Lao Bao-
Dong Ha bus: it is not diffieultsto notice smuggling activities on a 12 seat bus from Lao
Bao to Dong Ha provincial city. Thetauthor witnessed many 'small boxes being loaded
onto the bus, On:the,bus, passengers.are; mainly-loeal residents.;Seme-of them also carried
small bags of unregistered goods hidden within clothes. The author could not know what
kinds of goods they carried, but they were not large ones so it was easier for them to bring
along. The bus had to stop only one time mid way between Lao Bao and Dong Ha for
investigating. At that checkpoint, all passengers were required to get out of the bus so the
inspection forces could check the bus. There was no inspection of passengers. After 5

minitues, the bus was allowed to travel forwards to Dong Ha. At the destination of Dong
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Ha Bus Station, unregistered goods were unloaded to awaiting motorbikes and porters to

transport them for inland consumption.

Because of improvements in Highway No. 9 connecting Lao Bao to Dong Ha, the
travel time has been shortened to one and a half hours to two hours for Lao Bao — Dong
Ha. This not only increases formal trade between Vietnam and Lao but also causes an
increase in informal trade from Laos to Vietnam.Moreover, Lao Bao — Dong Ha buses
operate frequently with about 15 minutes per trip-from early morning until midnight. So
how many unregistered goods along these buses are transported from Lao Bao to Dong
Ha and then to other domestiC provinces-per day? The answer is unclear, but one sure

thing is that this amount prabably isn’t small..

As about the origin of contraband goods, most of these contraband goods are
made in Thailand and transporigd to Laos befd’fe"bging imported into Vietnam. There are
also Vietnamese goods traded in the Lao Bao :area and transported to other local
provinces. This is because,.at Lao Bao Trading Centre, these Kinds of goods are exempted
10% of value added tax and other taxes. The goods can be of any kind. Goods smuggled
from Vietnam into the Lao PDR.consist largelyzof consumer goods, while those smuggled
from Lao PDR into_Vietham are made-up of tobacco, wines, electric appliances, mobiles,

cattle, and,agricultural-products.

According to Mr. Son, an official of the Lao Bao Border Gate Customs
Department, goods most frequently smuggled are wines and foreign tobacco (primarily
Jet and Herro tobacco packets). In 2006, there was a large amount of duty-free foreign
wines imported into Lao Bao SECA worth USD1 million. From 2006 to date, the amount

of foreign wines imported into the Lao Bao SECA has reached several million dollars.
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With a current population of less than 40,000 people in Lao Bao, the consumption of all

this foreign wine is impossible; hence, smuggling wines inland seems obvious.

Recently, mobile phones are also goods that smugglers like to transport due to
their small size and lightweight. Smugglers can easily hide hundreds of mobile phones
inside their bodies or other goods to pass through the checkpoints. According to statistics
of the Lao Bao Border Gate Customs Departmentyfrom early 2009 to January 2010 there
were over 53,000 mobile phones imported into the Lao Bao SECA with a total value of
over VND70 billion. As a rulgsthe enterprises will be reimbursed 10% VAT, which
means that over VND?7 billien already was refunded to these enterprises. In fact, with the
small population in the area, the consumpti'olﬁ of mobile phones cannot be so large; a
large amount of this kind of.goads has flowed i_IJI-egaIIy inland immediately after being tax
refunded. It is an unavoidable thing. The manag.efﬁent of this commaodity is very difficult
because this item is too small and is-usually removed the box when transporting; it is even

separated by type of accessory and then disperséd to avoid.customs inspection.

In addition, cattle (oxen and buffaloes) from Thailand and Laos have been
smuggled increasingly with & large amount passing over the Se Pon river area of Lao Bao
by hired local residents“in the ‘Lao~Bao border area ‘and then sold for domestic
consumption insVietnam for-a cheaper price; (aceording toslacal autherities, about 500
oxen and buffaloes from Laos and Thailand were smuggled to Vietnam every day); this
cattle smuggling has raised concerns about possible diseases spreading to Vietnamese
animals because there are no quarantine checks for these illegally imported cattle; this
smuggling has also added to complicated situation in security and order in Lao Bao

border area as well as affected domestic cattle-breeding activities.



125

4.2.2.2.Counterfeit goods
Apart from contraband goods, the Lao Bao Border Gate Customs Department also

has to deal with an increase in counterfeit goods occurring in the Lao Bao SECA.
Imported goods in the Lao Bao SECA are very attractive because they are exempted from
the import tax and VAT and do not have to attach quality-verified-stamps. Imported
goods without stamps are very difficult to distingtish from those of domestic origin. It’s
hard to tell which ones are imported Iegal»‘ly or are-counterfeit goods. The information
about origin and quality ef'goods is very upclear and depends totally on sellers; and of
course they will say that these” geods are genuine from Thailand, Singapore or Europe,

etc., but the real quality of these goods:is unclear.

Based on interviews of the author-on co_-l;_.l'_lrl;érfeit goods issue in Lao Bao, Mr. Moi,
a 10-year-veteran motorbike taxi driver told théi he would take the author to Thien Nien
Ky Duty-Free Shopping«Center near Lao Bao fb'bf'der gate, where imported goods with
guaranty quality from Thailand, America and Europe are sold:'He added that this is only
place you could buy without thinking about quality. At other supermarkets and duty-free

shops, the quality and‘origin of goods are unclear.

In factpgoods withsuncertain-quality and .erigin are presented, and; sold openly in
many small“shops and stalls along roads and in some big supermakerts and shopping
centers. The authors also could not differentiate which goods are real and which goods

are counterfeit because they look the same.
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Lao Bao has become famous for fake goods passing across the Laos-Viet borders
and then being transported back to Lao Bao through the Se Pon River. Goods origins are

difficult to control, so counterfeit goods have increased in Lao Bao SECA.

Goods imported legally are also being counterfeited. One major commodity often
counterfeited is foreign wine. Lao Bao SECA is allowed to import wines. Therefore, this
commaodity has been imported from Singapore and”ASEAN countries. Imported wine sold
in the Lao Bao is not stamped, so fake wine makers freely do their business in Lao Bao.
Everyday, there are many counierfeited foreign wines from inland Vietnam sent to Lao
Bao to mingle with genuingsones: Fhen they attempt to transport them back to domestic
market after gaining the “Lao Bao hrand narﬁé” of imported foreign wines. In fact, the
“Lao Bao brand name” has been abused in rr;ény places. If you go to any restaurant
located near Lao Bao area and see wines withv(l)l‘JJf labels, when asked there all have the

¥

same answer: “Lao Bao wine”.

Cheap wine was the strength of 1 ao Bag before, bu how even foreign wines of
many brandnames are sold with prices lower than inland supermarkets by about 10% to

25%. Tourists hesitate knowing-about the increase in counterfeit wines in Lao Bao.

Beside wines being counterfeited, many other products are .also being faked
including “tobacco, ' cosmetics and, .electronic appliances (telewision, fridges, air-
conditioners, electric cookers, microwaves, etc.) of big brands such as Sony, Hitachi,
Panasonic, Sharp, etc. These commaodities are counterfeited by two ways: using fake
certificates of ASEAN origin (C/O form D) to enjoy tax preferential policies according to
CEPT/AFTA and from incentives policy of Lao Bao SECA; or using labels of brands to

attach to goods produced elsewhere — the most popular is to attach Thai labels “Made in
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Thailand”. Especially in festival and holiday occasions, fake “made in Thailand” goods

are sold widely in Lao Bao with tourists being the major victims.
4.2.2.3.Reasons

The main reason why the illicit trade is flourishing is the absence of policies and
sanctions. Sanctions against those who illegally transport and trade goods are not strong
enough, so the sanctions do not effect smugglers-Anether reason is due to the geographic
location of Lao Bao SECA whieh has no “solid fences or barriers” and a complicated
topography, it is very difficult.for inspection forces to manage and prevent “sensitive
items” (foreign wines, tobag€o, eic.)to flaw illegally into inlands. Moreover, the
cooperation among authority forces within Lao ‘Bao border area as well as Lao Bao with
adjacent localities is not tight enough: to' effectively inspect and control illegal trading

transactions.

4.2.3. Obstaclesin CBTA Implemenfaﬁdh

The CBTA has been implemented with the aim to facilitate the cross-border
transport of goods and people between and ameng the participating countries of GMS. It
also aims to simplify “and*“ harmonize ' legislation, regulations, procedures, and
requirements relating 4o the.cross-border; transport of goeds and people; However, the
implementation of the CBTA in the three participating countries (Thailand, Laos and
Vietnam) has not achieved targets rapidly as expected because many obstacles have been
solved slowly and many agreements signed by the three countries have not implemented
synchronously, especially the intial implementation of GMS-CBTA in the Lao Bao-

Dansavanh border checkpoints.
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For examples: Under the initial implementation of GMS-CBTA, some activities relating

to transportation have been deployed, such as:

An arrangement between and among the governments of Lao PDR, Thailand and
Vietnam on the Operation of the Tourism Road Transport which was signed on 2
November 2007 (a tripartite agreement). Under the agreement, passenger vehicles
and personal vehicles from. Thailand t@ Vietnam for travel purposes may go
through three border gates including Cau-Treo border gate 3 (Highway No. 8),
Lao Bao border gate«(Highway No. 9) and Bo ¥ border gate (Highway No. 40)
and are allowed to travel tordestinations along Highway 1 from Vinh City to Nha

Trang City.

The implementation 0t GMS-CBTA ha; also been launched by the inauguration
of truck movements" without transs_hvi'p?hent along the East West Corridor
organized by member countries in GMS including the Socialist Republic of
Vietnam, Lao People's Democratic Republic and the-Kingdom of Thailand on
11th June 2009, /Accordingly, Vietnam, Lao PDR .and Thailand reached an
agreement that eaeh country issues licenses to 500 vehicles respectively for
operating cross:border transport of goods along the East West Corridor in order to
foster transportation activities. As a result, licensed vehicles from Thailand are
allowed to cross ‘through. Lao. PDR ‘and rup nto Mietnam through Lao Bao
international border gate and operate on the route of Lao Bao and Dong Ha (along
Highway No. 9); Dong Ha - Da Nang (along Highway No. 1) without
transshipment and vice versa, vehicles of Vietnam can go through Laos and
Thailand by crossing Mukdahan border checkpoint and operate on the routes of

Mukdahan - Khalasin - Khonken - Phitsanulok along the corridor. Thus, cost
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savings and a reduction of transshipment time and transport costs are expected to

realize attributed to regional economic development.

Yet in reality, according to Mr. Le Huu Thang — vice chairman of People’
Committee of Quang Tri province, traffic volume along the corridor has been light. There
were a few freight trucks from Thailand that went to Vietnam (not yet passenger cars) and
Vietnam has not yet had any vehicle operating«in. Thailand. If the implementation of
GMS-CBTA Agreement as well aswas tripartite-agreements were deployed seriously, it
would be sure that the number_ ef getds and people movements between three countries
through their border gates insgeneraland through Lao Bao international border checkpoint
in particular would furthegfincrease; having ;trong impacts on developments of trade,

tourism and investment among border logalities of the three countries.

The main cause leading to this obstacl'é,f‘i's‘ the inconsistency in implementing the
GMS-CBTA among the three countries; so thérqv_is still a lack of necessary detailed
guildlines and instructions..This_causes the authorities of €ach side to implement the

Agreement unilaterally.
4.2.4. Shortcomings in Customs Procedures

Althoughithere~have been-many improvements inthe last, 5-years operating the
Single-Stop “Customs Inspection mechanism (initially in June 2005) to simplify cross-
border procedures for vehicles and people movements through Lao Bao border

checkpoint, there still exist a number of difficulties in customs procedures.

- According to Mr. Le Huu Thang — vice chairman of People’ Committee of Quang

Tri province, customs procedures in immigration between the three countries of
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the EWEC has many differences. The customs declaration forms for freight
movements through Lao Bao (Vietnam) — Dansavanh (Laos) border checkpoint
are wordy with around 45 necessary points and takes from 2 to 4 hours to finish,
while the customs declaration forms in Savannakhet (Laos) — Mukdahan
(Thailand) border gates are much simpler with only 6 essential checks. Moreover,
transit goods of Vietnam in Laos have to get permission from the Commerce
Ministry of Laos so it will take time; the transit goods from Vietnam through Laos

to Thailand do not yet havespecific regulations.

Also according to M Thang, the pilot implementation of the Single-Stop
Customs Inspection in kag Bao-— Densavanh border gates has dramatically
reduced the travel time for goods movements, but actually there is only applied a
single stop customs ingpection for good-s'a'l'one. Other procedures for immigration,
quarantines and health,/animals and bléhtsl_are checked by both sides. Fees and
charges at the Lao Bao —BPansavanh gates are also not united with differences in

fee collection rates:

Further, working heurs at the border gates are inconsistent. The closing time at the
Savannakhet, (Labs) ~Mukdahan (Thailand) border. gates-is 22:00 o’clock while
the closing time at Lao Bao (Vietnam) — Dansavanh (Laos) border checkpoints is
only.19:00 o’clocks Hence, although' the customs clearance is finished at Thailand
— Lao border gates, when reaching Vietnam drivers have to wait until morning for
the Vietnam — Lao border side’s customs procedures, resulting in wasted time and

a delay in goods for export-import enterprises.

In addition, restrictions on the entry of foreign vehicles into Lao Bao (Vietnam)

and differing standards on vehicle size, weight and safety requirements have
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hindered tourism, trade and investment between the three countries. For instance,
the issue of driving on the left or right has been discussed for years but remains
unsolved. Left-hand-driving caravan vehicles from Thailand, Singapore or
Malaysia are allowed to travel into Vietnam but they have to get the license
document from the Ministry of Culture-Sports-Tourism of Vietnam or permission
from the Vietnamese Government.: Hence, this has taken time and caused

inconveniences for tourists and drivers.

- Also, Vietnamese -enterprises: when participating in trade fairsand tourism
exhibitions in Thailand«or kkaes can bring objects easily through the border gates,
but the Thai businesses bringing goods for participation in trade fairs and
exhibitions in Vietnam arg often inspected for several days at border gates if they

do not have prior intepvention of the concerned units.
4.2.5. Other Challenges vl

4.2.5.1.Inequality

There are disparities between urban and rural communities and a growing gap
between rich and poor in Lao Bao SECA. Although increased cross border trade between
Vietnam and Laos through Lao Bao has had a positive impact on living standards in the
Lao Bao SECA this 4ias alsocaused a big gap between the! urbariiand rural dwellers,

leading to inequality in the Lao Bao border area.

As an analysis of residents’ incomes in the previous section, people involved in
trading and service activities and living in the central area of Lao Bao (mostly King
ethnic group) have incomes higher than many times compared to people participating in

pure agricultural production sector and living in remote mountainous areas of Lao Bao
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(mostly ethnic minorities). The average income per household working in agricultural
production sector is approximately VND14.3 million per year; and for household working
in trade-service sector it is about VND90 million per year, about 6.2 times the income of

households working in the agricultural sector.
4.2.5.2.Environmental Impacts

Since Lao Bao has become the Lao Bae"SECA and had Lao Bao international
border gate, a series of factorieswith both domestic-and foreign capitalization have been
increasingly invested in «the _area: There | has been ineonsistent and unreasonable
construction planning of Lag"Bao. This has caused the plants to be built quite close
to residential areas and leads to pellution in th“e Lao Bao SECA. The local authorties have
concerns about environmental impacts from factories and farms on the lifestyles and

health of residents.

Although Lao Bao is ahighland town,"(ﬂzl'ééh water sources here are also being
threatened. Wastewater fiom factories (such as the energy drink Superhot factory) are
discharged into the drainage system of the town and affecCt residential areas and their
surroundings. In (addition, sewage @and farm-chemicals from:30.farms located behind
the hills in northwest of the Lao Bao town have put more pollution into the town. Besides,
the amount of garbage ‘from the J.ae Bao-Trade Centerrose significantly and has also

caused pollution in Lao Bao.

While residents are “calling for help” and the local government has mentioned the

issue several times, the actual pollution in the area has not improved yet.
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4.2.5.3.Lack of Trained and Skilled Labors

The increase in trading and service acitivities with a number of factories and
plants constructed in Lao Bao has brought more employment opportunities for local

people.

However, there is still a lack of labor sources in Lao Bao, especially trained
labors. By now, more than 3,000 people have been.employed in the Lao Bao SECA; but
the ratio of unskilled labors is very high, accounting.-for 70% of total labors while semi-
skilled and skilled labors#account-for only 30%. Many of them received in-training
services or short-term training£o meetthe work requirements. Enterprises in Lao Bao are
now facing a shortage of skilled labors, partl-y due to skilled and proficient workers

holding their ground in big cities and.plains.

Moreover, because Lao Bao is located a far distance from large centers of
economy, science and teehnology, such as Hanoi and Ho:Chi-Minh City, the cooperation
of usage and training skilled labors is very limited, causing a‘lack of trained workers in

Lao Bao.
4.2.5.4.Dispropertioned Infrastructural Development across Border

Infrastructure #n the border,area -of Dansavanh (LLaos) has not developed in
correspondence with the Lao Bao side. The Dansavanh border economic zone on the Lao
side has not had a significant development of infrastructure and investment due to facing
capital difficulties. There has been an improvement in Highway No. 9 thanks to EWEC
completion. Construction planning for housing and markets are undeveloped. There are

some small markets in the Dansavanh border area but they do not have any big shopping
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centers in that area. The closest market near Dansavanh border gate is called Karon
market. It is the gathering place for transit goods. The market is not well planned, and it is

crowded on Lao Bao sides.

Figure 7. Karon ar{g?ﬁ?h-Dans%éﬁ{! border area of Laos
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CHAPTER V

CONCLUSION AND RECOMMENDATIONS

The last chapter provides the overall development orientation of Lao Bao SECA
by 2020. The conclusions and recommendations to further strengthen cross border trade

between Vietnam and Laos through Lao Bao border.gate are also presented.
5.1. Development Orientation of Lao Bao SECA

5.1.1. Overall Orientation Planning For Construction of Lao Bao by 2020

To further foster the development o‘fv ILao Bao border area, the Prime Minister
Phan Van Khai issued the. Decision No.189/i999/QD-TTg in 1999 to ratify the overall
orientation planning for the eonstruction of Lac_;i I_ééo area till the year 2020. Accordingly,
Lao Bao area will become an economic andleréﬁe promotion area and an important
international border-gate; with a role of prc.)}h._df.imng the. economic and trade ties of
cooperation between Vietnam and Laos, as well as with other countries. Moreover, the
area will be an important domestic and international land-road traffic hub and one of the
economic centers of Quang Tri pravingce; it will have an extremely important position for
national security and defense. Besides, by the year 2010, the total population of Lao Bao
will reach around 40,000 peoplejrand-bycthe year 2020, the.population.will increase to
around 55,000 people, of which: population living in Lao Bao township will be around

20,000; and living in Khe Sanh township with around 15,000 people.
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5.1.2. Strategy to Develop Border Economic Zones by 2020 set by

Vietnamese government in 2008

Cross-border trade between Vietnam and Laos has been growing steadily in recent
years and has proved the effect of the Viethamese government’s policy on developing
border economic zones with neighboring countries. Hence, to further promote the
development of border economic zones, Vietham’s.government has set forth a plan to
develop the border economic zones by 2020 with a general target to build border
economic zones to become dymamie economic zones of the provinces bordering Laos,

Cambodia and China.

According to this strategy, by 2015 four more border economic zones will be
established, including Long An (in Long An: Province), A Dot (in Thua Thien-Hue
Province), Nam Can-Thanh Thuy (in Nghe A'r:j"Pﬂr_ovince) and Na Meo (in Thanh Hoa
Province), raising the number of border economic_zpnes in the country to 27. In the 2016-
2020 period, Vietnam: will _continue investment in_the infrastructure of the border
economic zones, work out a project to establish three more new border economic zones,
including La Lay (in Quang TrProvince), DakaPer (in Dac Nong province) and Dak Rue
(in Dak Lak province), bringing the ‘number of the border gate economic zones to 30 by
2020. Moreever;the government.has-alsoset a target-that by 2020, the total import-export
turnover of goods and services through the borders with neighboring countries will reach

42-43 billion USD.

Also under the plan, the Lao Bao SECA is one of the nine border economic zones

that has synchronous construction in infrastructure, management organization,
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regulations, policies and measures. Other border economic zones are provinces of Mong

Cai, Lao Cai, Lang Son, Cau Treo, BoY, Moc Bai, An Giang and Dong Thap.

The border economic zones on the Vietnam — Laos border are built and developed
with aims to strengthen socio-economic development in the west of central provinces of
Vietnam; to become an attractive destination for domestic and foreign enterprises to
invest and develop production as well as goods processing; and to serve as a hub for the
import-export of goods and services io the markets of the provinces in the central and

northern areas of Laos and north-easiern areas of Thailand and Myanmar.

5.1.3. Specific Targets by, 2020 set by People’s Committee of Quang Tri

province in 2008

The local authorities of Lao Bao'and Qula‘r;g Tri province have set specific targets
for Lao Bao SECA’s development iy the coming y‘éars. Accordingly, Lao Bao will gather
all efforts to strive for a-target of building Lao Bao SECA into a city being in the driving
force urban system level 1 in border areas by 2020 based on the Decision No.
864/2008/QD-TTg for the*Vietnam - Laos Border Region“Scheme towards 2020 issued
by the Prime Minister, By 2015, the Lao Bao-SECA will contribute about 28% to total
production value of'Quang Tri province and 35% to its total foreign trade turnover. By
2020, the "economic structures of Lao Bao 'SECA will shift towards increasing the
proportion of trade-services sectors up to 60-70%, industry-construction sectors increased
by 25-30% and agro-forestry-aquatic sectors up 5-7%. In addition, it is expected that from
10 to 15 new investment projects will be attracted to the area every year. From the year
2008-2020, import-export turnover will increase 19-23%, the number of people passing

through Lao Bao will rise 19-20%, the volume of freight movements will increase 5-8%,
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the rate of urbanization will reach 63% by 2015 and 70% by 2020; and the rate of skilled

labors by 2015 will be 43%.
5.1.4. Lao Bao SECA Expansion

Thanks to achievements in trade and economy gained by Lao Bao SECA, in 2010
the People’s Committee of Quang Tri provinge proposed to the government a plan for
expanding the Lao Bao SECA with aims to premote«full potential advantages of the area
and attract more domestic and-foreign investors-into the area, contributing to the
economic development of thesprovince. Also, the expansion of this area will help
strengthen ties to promote cogperation between Vietnam and Laos and other countries in
the region. Accordingly, the Lao Bao SECA 'is expected to expand from 15,800 hectares
to 18,200 hectares over the next 15 years under the proposal of the overall development

plan.

Deputy Prime Minister Nguyen Sinh Hung has. agreed in principle with the
proposal of the People's-.Committee of Quang Tri province en expanding the Lao Bao

SECA.
5.2. Conclusions

Cross border trade‘has praoved to be.very important in developing the economy in
poor and isolated border areas, helping to stabilize national security and defense. Cross
border trade between Vietnam and Laos through Lao Bao international border checkpoint
has increased remarkably over the past years (2000-2010) with the growth rate about 20-
30% annually. The study found that the cross border trade activities of the two countries

have grown in all aspects of quantity, quality and scale.
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The globalization theory has been well applied to the case of Lao Bao border area
by the reduction and removal of barriers between Vietnam and Lao’s borders including
the implementation of CBTA and SSCI at the Lao Bao-Dansavanh checkpoints, the
completion of EWEC which facilitate the flow of goods, capital, services and people
easier than before. Globalization also presents the growing economic interdependence of
neighboring countries (Vietnam and Laos) through increasing volume and variety of cross
border transactions and freer-flow of internationalscapital between the two countries
through Lao Bao border gate. ln.addition, according. to cross-border co-operation theory,
there exist some barriers that de'not allow the full potential of cross-border relations in
the European region. Howeveg; for the case of Lao Bao border area of Vietnam, the study
found that barriers of language and lack of aésistance from focal and central governments
are not factors which hinder the full potential of eross-border relations between Vietnam
and Laos. The local and central governiments }:‘iiij’t‘slpecial concern on the development of
Lao Bao area by issuing many preferential po,l_ivqi_e;s_ to the area; moreover, people living
and doing business along the borders of the two countries €an communicate with each
other easily in both Vietnamese and Laotian. Therefore, the barrier of language is not a

matter for local people in Lao Bao border area.

There are many factors contributing to the increase of cross baorder trade; of these,
the most essential factor is the ohtaining of special eoncerns and interests from central
and local governments to set the target of changing Lao Bao border area to become a
driving economic force of Quang Tri province with a role of promoting the economic and
trade ties of cooperation between Vietnam and Laos, as well as with other regional
countries. The government has issued many encouraging policies and regulations for

strengthening the economic development of Lao Bao. The most important policy is to
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establish the Lao Bao Special Economic and Commercial Area initially in 1998. The
establishment of Lao Bao SECA, along with the set up of Dansavanh Border Economic
Zone over the border of Lao side, is really a motivation for the significant rise in cross
border trade between the two countries. Moreover, the completion and putting into use of
the East West Economic Corridor in late 2006 has served as another important factor to
increase cross border trade of Vietnam with Laos. The operation of EWEC has improved
connectivity and integration of Vietnam with other GMS countries; shortening distances,
reducing travel time, and lowering-transportation costs for people and goods crossing the
Lao Bao - Dansavanh border checkpoints; and resulting in increased cross border trade of
the two sides. In addition, the pilot implementation of GMS Cross Border Transport
Agreement in Lao Bao - Dansavanh border---gates started from 2005 with the first
adoption of a single stop customs .inspection: mechanism in these border gates have
proved to be effective in redu€ing tifme spéﬁit"fg_r declaration and clearance customs
procedures, leading to increased movements of go;)_ds and people across the border and

resulting in raised cross:barder trade between Vietnam and t a0s.

The increased cross border trade through Lao Bao international border checkpoint
has had many positive impacts on the'growth-of Lao Bao' SECA, with a high economic
growth rate of the area annually and positive economic restructure. The increase in cross
border trade has directly impacted the incomes of lacal people living in the area, and
helped to reduce poverty in Lao Bao. The increased trading and services activities with
the variety and diversity of goods in the area are also positive impacts gained by
increased cross border trade. Also, the boost in cross border trade impacts both directly
and indirectly the development of the industrial sector and the easier access to basic social

infrastructural services of local people (such as electricity, water, transportation,
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education, healthcare and cultural activities). Although there are many positive effects
from increased cross border trade between the two countries, there still exist a number of
challenges and obstacles for the development of cross border trade in the future. These
include gaps in preferential policies which the government specially issued for Lao Bao
SECA, increased smuggling activities in the area, shortcomings in CBTA implementation
and customs procedures, inequality, environmental impacts, lack of skilled labors and

undeveloped infrastructure over the border.

In general, the efficieney” of LL.ao Bao SECA’s operation has proved a sound
guideline and decision of the'Viethamese gavernment to ehange the isolated mountainous
border area into a centre qi‘trade and investrﬁént with development potentials of Quang
Tri province; contributing te the social and ecqﬁ-omic cooperation promotion of Vietnam
and Lao; and significantly impraving.the Iivelihbods of border residents. The previous
poorest area of Quang Tri province has changed dr’amatically to a new face with a high
rate of urbanization and-become an important 'trad’e'hub, a “spot light” on the East-West
Economic Corridor that links Vietnam, Laos, Thailand and-Myanmar. Lao Bao is now
considered a driving economic force in