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There is scope for expanding
Australia’s relatively modest = e
cconomic role in this vibrant region \!

arcat the Mekong’s mounting fortunes — and of its vulnerailily
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THE Mekong is the principal
source of life and livelihood for
more than 100 million people,in a
region gaining sleadily in econ-
omic dynamism.

The world’s tenth longest river,
it winds almost 5000km [rom the
Tibetan plateau down through
China’s Yunnan province, Burma,
[.aos, Thailand, Cambodia and
Vietnam  where it finally drains
into the South China Sea through
its massive delta.

As Auslralia seeks to broaden
and deepen its engagement with
Asia beyond China, the Mekong
region is an obvious largel.

Its markets are evolving from
comparatively basic levels, and
many Australianskills—inengin-
cering, in agriculture, in resourccs,
intourism, in energy, in finance —
are especially prized as the princi-
pal Mckong countrics seck devel-
opment and investment partners.

To meel the needs of the core
Mckong countries  Vietnam,
[.aos and Cambodia — requires
special focus by Auslralian
players, and a high degree of col-
laboration with official agencies.

For their governments are cul-
turally socialist  the former two
remain countries dominated by
their communist parties, while
Cambodia has been ruled by ITun
Sen and his Cambodian People’s
Party since 1985. All three coun-
tries are growingeconomically at a
reasonable speed, and continued
to do so through the global finan-
cial crisis — except for Cambodia.

This counlry of 14.3 million
suffered a 2 per cent decline in
gross domestic product in 2009,
though it bounced right back lo
6 per cent for 2010, with 6.7 per
cent expected in 2011.

Laos, with a population of jusl
6.4 million, has been growing at
7 per cent or more for the last
SIX yedrs.

Victnam, the regional giant
with 88.3 million people, is grow-
ing at a steadier pace, at about 6
per cent, in part because it was the
first of the three to pursue the now
well-trodden road of “opening and
reform” pioneered by Deng Xiaop-
ing in China 33 years ago.

This process is known in Viet-
nam as doi moi.

This Mekong grouping forms a
subset within the 10-country
Association of South-East Asian
Nations, which has itself been
enjoying a resurgence under the
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chairmanship of its largest mem-
ber, Indonesia.

Bul minor conflicts are playing
out as the Mckong countries step
up in confidence and as tensions
grow with domestic expectations,
resurgent nationalism, and in-
creased military capacity — with
unresolved colonial legacies com-
pounding the issues.

Cambodia has been squabbling
with Thailand over 4.6sq km on
their border, which contains a
UNESCO World Heritage listed
temple.

ITun Sen aggravaled the silu-
ation by inviting deposed Thai
leader Thaksin Shinawatra —
whose sister has recently become
Prime Minister of Thailand — to
become an economic adviser to
Cambodia.

Vietnamis alsoinvolved in skir-
mishes of its own —with its neigh-
bour China, wilh which it dis-
agrees about sca borders and
about access to the South China
Sea. They signed an agreement
last month to manage the dispute,
but relations remain awkward,
with Vietnam rapidly building
close military links with its former
adversary, the US.

Farmersin the Mekong Delta, a
great regional rice and vegetable
bowl, have also blamed China for
the impacl on river [lows thal has
resulted from the construction of
dams near the river’'s source,
where it flows through narrow,
deep gorges.

It is Vietnam's rise that is at the
centre of the Mekong's mounting
fortunes — and of its vulnerability.

Its chief challenge at present is
to contain inflation, which is run-
ning at 18 per cent this year and is
expected to continue through 2012
at 15 per cent. Last month the gov-
ernment increased the minimum
wage by 27 to 68 per cent, depend-
ing on the location and the indus-
try, in order to contain potential
civilunrest,

According to business analysls
IMA Asia, “as one of Asia’s low-
costexporters, Vietham appearsto
be doing well as buyers [rom Eu-
rope and North America look for
cheaper suppliers” —meaning, es-
senlially, cheaper than China,
where costs are rising rapidly.

The large textile sector has
been doing especially well
recently, with its exports surging
37 per cent, year on year, in Sep-
tember. Industrial production

Page 2 of 3

overall increased 11 per cent that
month. And Vietnam has rapidly
become the world’s second biggest
grower of colfee after Brazil.

Exports comprise about 70 per
cent of Vietnam’s GDP, a massive
increase on the 30 per cent share
15 years ago.

IMA blames “bad fiscal and
monetary policy settings over the
last few years” for the inflation,
and for the property bubble that
has burst over the last few months.
The damage, however, has been
limited because companies as well
as households tend to keep their
savings in US dollars, while the
dong, the Vietnam currency, looks
set to continue sliding by 5 to 8 per
centayear.

Although Australian trade with
Vietnam has risen 25 per cent in
the lasl five years, il remains
modest given the country’s high
population: $4.5 billion during the
lasl financial year.

Wheat, copper, gold, and scrap
iron,in that order, comprised Aus-
Lralia’s major exports, and oil, tele-
communications equipment, fur-
nishings and fruit and nuts the
major importls.

Australian investment in Viet-
nam is amodest $714 million out of
total foreign investment there of
about $23bn, while there is no
significant investment from
Vietnam in Auslralia.

Tim ITarcourt, Austrade’s chief
economist, who is shortly joining
the Auslralian School of Business
al the University of NSW, says
Australia has strong positions in
the finance sector, chiefly due to
ANZ, and in the education sector,
with RMIT University running a
campus in Ho Chi Minh City (still
widely known in Vietnam as
Saigon) as the first forcign-owned
university in the whole country.

Harcourtsays hopes  for
expanding ties came from these
sectors, and from agriculture and
energy,aswell as [rom the transfer
of technology. About 10,000
Vietnamese are studying Austra-
lian courses inside Vietnam, and a
further 23,000 are studying in
Australia.

Australia is helping to train 55
Vietnamese workers at a newship-
vard buill in the southern city of
Vung Tau, the nearest centre to
the site of Australia’s most famous
ballle during the Vietnam war, al
Long Tan.

Two years ago, Australia com-
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pleted the building of the econ-
omically strategic $150m Phu My
bridge across the Saigon River in
I1o Chi Minh Cily.

Australian aid to the region is
increasing as the overall aid bud-
get rises. This financial year, aid Lo
Vietnam rises to $138m.

Overall, the relationship is
being developed within the frame-
work of a Comprehensive Part-
nership agreed between the coun-
lries lwo years ago.

Australia’s relations  with
Cambodia are built on Australia’s
strong support for the Cambodian
peacce process 20 years ago, with
thecountry taking aleadingrolein
the running of the UN’s Transi-
tional Authority there following
the end of the genocidal Pol Pot
regime and the Vietnamese
invasion.

Since then, Australian Federal
Police supporl has remained
strong  countering, for instance,
people-smuggling and child sex
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tourism — while Australia has
contributed $14m so far to the
trials of Pol Pot regime rulers.

Trade remains extraordinarily
modest —just $58m overall,in the
last [inancial year — in part be-
cause of the country’s continuing
poverty, with income per head
about two-thirds that in Vietnam
and 80 per cent that in Laos. Aus-
tralia’s aid to Cambodia this finan-
cial year totals $77.4m.

Cambodia’s Royal Bank open-
cd six years ago, a joint venture
with ANZ, as AN/ Royal Bank.
Other commercial opportunities
besides further finance industry
involvement include offshore oil
and gas exploration and dev-
clopment.

Australia’s trade with Laos, a
land-locked counlry, is even smal-
ler than with Cambodia  just
$30m overall.

Like Vietnam with ils doi moi,
Laos is also following the Chinese
path of economic liberalisation

Page 3 of 3

with a strategy dubbed New Econ-
omic Mechanism.

Laos receives assistance from
its fellow communist neighbour
Vietnam. And Australian aid is
rising this financial year to $42.1m.

Four years ago, ANZ bought
60 per cent of the Vientiane
Commercial Bank, which hasbeen
operaling as a joint venture since
then.

The biggest Austratian involve-
ment in Laos has been in mining.
The massive Sepon gold and
copper mine was developed by OZ
Minerals in Australia, which has
been taken over by Chinese giant
Minmetals.

However, its Australian man-
agement team, which runs Min-
metals subsidiary MMG, con-
tinues Lo operale the mine.

And PanAust Ltd has been run-
ning two gold operations in l.aos
for the last few years.
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Companies line up to
explore for gas and oil

PAUL GARVE?Y

SOME of the biggest names in
the global energy business and a
collection of Auslralian
companies have converged on
the waters ot the Vietnamese
coast,with huge oil and gas
targetsin their sights.

The likes of ExxonMobil,
Chevron, Gazprom and Pelronas
are among the companies
exploring, with Australia
represented by companies such
as Santos, Origin Energy and
Perth-basedjunior explorer
Neon Energy.

The [lurry of activity is going a
long way to undoing some of the
damage done to the country’s
reputation in the 1990s, when Lhe
then BHP lost out substantially
onitsforay intothe country.

BHP notoriously invested
more than $500 million in the Big
Bear oil field as part of a joint
venlure wilh Vietnam’sslale-
owned cnergy giant
PetroVietnam. Thefield
delivered only a small [raction of
the oil and gas that BIHIP had
predicted, with the company
eventually having lowrite-down
the entire value of its investment.

[t'sindicative of Vietnam's
emerging reputation as an oil and
gas exploration hot spot that
thereiseven talk of BHP Billiton,
asitis now known, returning to
explorein the country.

The prospectivity of the
country’s offshore acreage has

Copyright Agency Ltd (CAL) licenced copy

long been known. The crucial
change hasbeen Vietnam's
willingness to welcome foreign
investors.

Roger Donnelly, the chief
economist of the Australian
government’s Export Finance
and Insurance Corporation, tells
The Australian that Vietnam’s
embrace of foreign oil and gas
investment contrasted withits
less enthusiastic welcoming of
foreign investment intoits
onshore mining industry, where
doingbusiness has proved
difticult.

e says the work of the major
oil and gas companiesin Vietnam
and the work of the likes of
Santos hasshown that when it
comes to oil and gas exploration,
Vietnam is open for business.

Santosis the mosl aclive
Australian oil and gas company
in Vietnam to date.

Last month, the Adelaide-
based company announced it had
started production atits 31.9 per
cent-owned Chim Sao project off
Victnam’s southern coast.

The project was delivered on
time and underbudgel, and is
expected toproduce around
25,000 barrels of oil a day.

Origin Energy also has high
hopes forits exploration
prospects, and hasbeen carrying
out seismic surveys over its
Viethamese block in preparation
for drilling.
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Neon, which holdsits acreage
ina50-50 joint venture with
private company Krisknergy, is
preparing [or a big yearin
Vietnam. The company has
interestsin two exploration
blocks immediately adjacent to
big oil and gas discoverics, and it
is confident of attracting a
significant joint venture partner
that will help cover the cost of
drilling on its prospects.

Independent studies have
identified structures on Neon's
acreage that, if found to contain

oil and gas, could boast trillions of

cubic feet of gas or hundreds of
millions of barrels of oil. While
such exploration is high risk, the
payday in the event of a discovery
could beimmense.

The recent confirmation of a
discovery by ExxonMobil
immediately north of one of
Neon’s prospects has helped the

junior company’s chances of

securing a partner soon.

Addinga layer of complication
tolhe oil and gas activitiesis an
ongoing dispute between
Vietnam and China over the
maritime boundaries between
the two countrics.

Tensions escalated earlier this
year when a Chinese palrol boal
cut cablesbeing towed by a
Vietnamese seismic survey
vessel. The incident, coupled wilh
inflammatory rhetoric from both
sides, led torepeated protests in

Vietnam.

The Austratian companies
have tried to steer clear of the
dispute. Santos’s projects are in
the south, away from the
disputed areas, while Neon and
ils partner have concentrated
their efforts on the western
portion of their northernmost
block, also away from the
disputed area that runs through
the eastern portion.

Neon managing director Ken
Charsinsky says he is conlident of
asmoothresolution.

The unrest between the two
countries is nothing compared to
therisk routinely seen inthe
global oil and gasindustry, he
says, which sees companies
involvedin far more challenging
Jjurisdictions such as Nigeria,
Libyaand Iraq.

The strong interest shown by a
number of major oil and gas
companiesin Neon's ongoing
scarch for a joint venture partner
shows the situation has done
little to dampen interesl in the
country. Alsohelping Vietnam's
rise as an oil and gasinvestment
destination has been the growth
of PetroVietnam.

Charsinsky says Petro-
Vietnam is well positioned to
grow into a significant playerin
the global oit and gas industry.
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Laos takes the lead in mining

Vielnam, Cambodia
struggle to keep up

PAUL GARVEY

A WELCOMING approach to
foreign investment has helped
Laos rapidly outpace its bigger
neighbours when it comes to ex-
panding its mining industry, with
a number of Australian compan-
ies al the forefront of the country's
emergence as a mining centre.

Despite ranking among the
pooresl counlries in Soulheast
Asia, Laos has leapt ahead of its
neighbours when it comes to
embracing foreign investlment
and helping its fledgling cconomy
grow in the process.

Oxiana, a market darling dur-
ing the carly to mid-2000s, put
L.aos onthe map for Australian in-
vestors when it identified and de-
veloped the Sepon copper project.

While Sepon has since heen
sold to Hong Kong-listed Min-
metals Resources, another Aus-
tralian company, Brishane-based
PanAusl, proved Sepon wasn't a
one-off for Laos when it success-
fully developed its Phu Kham
copper-gold mine. PanAusl is {ur-
ther growing its presence in the
country by building its Ban
Houayxai gold-silver mine just
25km from Phu Kham.

Landlocked Laos has a smaller
economy than Vietham or
Cambodia: il generated just
$USI5.7 billion in GDP last year,
almost half that of Cambodia
($US30.2bn) and a [raction of
Vietnam's $US276.6bn.

Yet its ability to outshine its
larger neighbours in atlracting
forecign investors has helped drive
the emergence of a mining indus-
lry in the country, delivering jobs,
cconomic growth and diversifica-
tion to its mainly agrarian econ-
omy in the process.

In contrast, Victnam and Cam-
bodia have a much lower protile
among lhe inlernational mining
investment community. The few
stories of foreign companies in-
vesting in Vietnam and Cambodia
that do emerge tend to involve the

Copyright Agency Ltd (CAL) licenced copy

companies being hit by new taxes
or being squeezed out by local
competitors.

So why have Vielnam and
Cambodia struggled to keep up
with their smaller, poorer neigh-
bour when il comes lo mining?

Roger Donnelly is the chief
economist of Australia’s Export
Finance and Insurance Corpor-
ation, which provided political
risk insurance to Oxiana when it
was developing Sepon.

Donnclly, who has spent time
based in Vietnam, believes there
are a number of reasons thal have
contributed to Vietnam’s sluggish
emergence as a destination for
mineral investment.

For one, he says, Vietnam has
an established domestic mining
induslry, including subslantial
statc-owned players that are wary
of competition from foreign
companies.

“The onshore mining sector is
dominated by a whole bunch of
essenlially quarrying firms, local
private companics as well as some
big state-owned firms. They don’t
like the competition,” Donnelly
tells The Australian.

Ontop ofthat, he says, thereisa
strong currenl of public oppo-
sition to forcign companics
both western and Chinese —
coming into Vietnam to exploil
the country’s natural resources.

“The overarching problem is
there’s a mindset of ‘we fought
several long and bloody wars with
foreign invaders to protect the
Vietnamese soil and our national
birthright,so we're blowed if we're
going to allow foreigners to come
in with their dollars and take over
our resources through backdoor
means’,” he says.

The few foreign miners that
have entered Vielnam have en-
countered problems with the local
authorities. In 2008, Donnelly
says, a Canadian [irm called Asian
Mineral Resources withdrew
plansforanickel minein northern

Vietnam after the government
proposed to quadruple an export
lax., That new impost was
announced after it had invested
$40 miltion in exploratory work.

Last December another Can-
adian company, Olympus Pacific
Minerals, warned that it may have
Lo hold back on $100m of ad-
ditional investment if the govern-
ment imposed a new 10 per cent
export lax on gold. The firm oper-
ates two goldmines in central
Vietnam and is the country’s
largest gold producer.,

Then, carlier this year, reports
suggested the Vietnamese gov-
ernment had put on hold bauxite
projects held in a joint venture in-
cluding Chinalco of China and
US-based Alcoa.

While Vietnam may not yet
have the record to show for it, the
counlry’s government has said it
wants to attract more foreign capi-
tal. “They’re substantially revising
their mining laws to make [the en-
vironment| more modern and
welcoming for foreign invest-
ment,” Donnelly says.

Both EI'IC and London-based
risk consultancy Exclusive Analy-
sis noled thal Vietnam had a
worrying tendency to regulate
businesses in the country through
administrative decree.

The prospect of a minister
making a snap, one-off ruling on
an individual project is a major
concern for companies consider-
ing spending tens of millions of
dollars on a project development.

“So much of the regulation that
business is subject to arises from
administrative decree. The gov-
ernment is seeking to pass a new
minerals law that on paper looks
pretty good and welcoming to
foreign investors, but nonetheless
you're still sceing a lot of
regulation by arbitrary decree,”
Donnelly says.

Rescarch prepared for The Aus-
tralian by Exclusive Analysis says
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the judicial syslem represenls a
risk to foreign companies doing
businessin Vietnam.

“Although considerable im-
provements have been made in
legislation related to investments,
contracls and arbitration over the
past four years, contract risks are
high in Vietnam,” Exclusive
Analysis says.

“In addition, corruption and
political interference is rife at all
levels, from trial to enforcement.

Laos’s ability to
outshine its larger
neighbours in
attracting foreign
investors has helped
drive the emergence
of a mining
industry, delivering
jobs, economic
growth and
diversification to its
mainly agrarian
economy
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Although licences are unlikely to
be arbitrarily revoked given the
government’s intent to altract in-
vestment, foreign firms arce un-
likely to win a contract dispute
with the government.”

One thing common to alt three
countries has been the rise of
pockets of community and envi-
ronmental protest movements
against mining projects.

Cambodia in particular has
been the subject of unrest linked

to the reclamation of land for
mining, according to Exclusive
Analysis.

Both Vietnam and Cambodia
have struggled to deliver a project
that can be to them what Sepon
was to Laos, and demonstrate that
their mining industries are open
forbusiness.

But as Sepon showed, it only
takes one project to turn the
perceplions of a country around
very quickly.

Page 2 of 2

A heavy-truck driver at the Sepon mine in Laos, a copper and gold project that was identified and developed by Oxiana
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TAN GRAYSON

Expanding scope for IT multinationals amid rapid urbanisation and growth

AMBITIOUS government plans
coupled with rising business and
consumer demand are crealing
growth in the Greater Mekong
information technology sector.

Public-seclor initiatives and
private-sector IT investments are
supporting the region’s rapidly de-
veloping economies and position-
ing countrics for growth.

Most technology-sector invest-
ment is taking place in Vielnam.
Local firms arc responding to
growing demand while interna-
tional firms are ramping up capilal
investments and sales teams.

Across Vietnam, a rise in urban
populations isleading lo increased
need for IT systems and services.

Government departments are
pushing to modernise their sys-
tems and make usc of the internet
to improve service levels.

Private businesses are search-
ing for ways to improve cfficicncy
and competitiveness, and are
invesling in everything from
desktop computers and servers to
networking and mobile devices.

“Vielnam has high potential,’
says Les Williamson , Asia-Pacific
head of networking company
Cisco.“Thereis great urbanisation
occurring and this brings oppor-
tunities. Itsignals amovetoamore
internet-enabled society.”

The growth in Vietnam's [T
sector can be traced back to the
Doi Moi economic reforms in-
itiated in 1986. Since then, signifi-
cant government stimulus spend-
ing has generated big oppor-
tunities for mullinational tech-
nology companies. Government
departments, banks and telecom-
munications companies all con-
tinue to spend significant amounts
on [T equipment and services.

Last year the Vietnamese gov-
ernment announced a 10-year
technology plan, worth $US8.5
billion, to build a national fibre-
optic network. For businesses this
will mean improved domeslic
communications as well as more
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reliable links to other countries.

LEyeing the region’s increasing
potential, international I'T com-
panies are making strategic in-
vestments to ensure they are well
positioned to take advantage of
rising demand.

Chip giant Intel invested $1bn
in a computer processor assembly
and testing plant in Ho Chi Minh
City which opened last vear.

“This is the largest and most
sophisticated assembly test facility
in Intel’s global manuflacturing
network,” Intel chiel execulive
Paul Otellini said at the opening.

Meanwhile, IBM has invested
heavily in cloud computing infra-
structure, creating a cloud tech-
nology lab facility. In 2009, it ag-
reed Lo provide a cloud computing
platform for the Ho Chi Minh City
government.

Asaresult of such investments,
cconomic analysts predict the re-
gion’s technology industry could
contribule up Lo 22 per cenl of
GDPby 2020.

Cisco’s Williamson says grow-
ing numbers ol IT companies are
also wusing Vietnam as an
outsourcing base, as an alternative
Lo countries such as China and
India. Labour costs in Vietnam are
between 25 and 30 per cent lower
than in China.

Companics with a corporate
headquarters in Singapore or
[Tong Kong can readily set up an
outsourced contact centre or help
desk facility.

“The Philippines is probably
leading in this space, but Vietnam
isaclosesecond,” says Williamson.

Industry waltchers poinl out
that thereis still plenty of scope for
expansion as long as economic
conditions remain favourable.

“Vietnam is a small but emerg-
ing I'T services market with strong
growth polential due Lo a rela-
tively young growing population
and an urgent need to modernise
ageing national infrastructure,”
says Gartner analyst ['reddic Ng.
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“However, short-term pros-
pects are somewhat clouded by an
uncertain economic environment
caused by monetary, national
fiscal deficils and currency vola-
tility issues.”

Williamson agrees, saying it is
only through solid relationships
with governments in the region
that international companies will
be able Lo help foster a stronger [T
scctor. “With cconomies such as
Vietnam, it is about relationships
wilh government,” he says. “This is
what [will decide] whether the
growth in [T will be achieved and
whether ils impacl on nalional
GDP willbe achicved.”

He says he remains positive
about the fulure of the technology
scctorin theregion and forecasts it
will grow in importance for firms
such as Cisco. At the moment
around 10 per cent of the com-
pany's revenues comes trom the
Asia region but this could increase
tobetween 15 to 20 per cent during
the next two to three years.

[T activity in Laos and
Cambodia is somewhat more con-
strained, but there are still oppor-
tunilies appearing. One, identified
by Gartner, is the prospect of
introducing widespread mobile
payments syslems. Because rela-
tively few people have bank
accounts, mobile payment
systems could provide another
method for people to pay for goods
and receive payment for work.

“Cambodia is an ideal place for
mobile payment, as banking ser-
vices have a penetration of less
than 5 per cent of the population
and mobile services have a
penetration of 46 per cent,” says
Gartner analyst Andy Shen.

e points to Wing, a subsidiary
of ANZ Bank, which has become
an established mobile payments
player in Cambodia.

It has established partnerships
with seven mobile carriers in
Cambodia and has some 250,000
registered users.
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‘Vietnam has high
potential. There is
great urbanisation
occurring and this
brings opportunities.
It signals a move to
a more internet-
enabled society’

LES WILLIAMSON
ASIA-PACIFICHEAD, CIsCO
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AUSTRALIAN educators and
policy-makers have been working
behind the scenes in Laos and
Cambodia for the past several dec-
ades, providing English language
teachers, building schools and
helping to shape education cur-
riculums in these two countries as
they strive to overcome their past.
While the government’s devel-
opmentagency, AusAlD, hasedu-
cation connections in Cambodia
and Vielnam, il has a larger role in
Laos as the leading donor in this
field. Having worked in education
developmenl in Laos for six years,
AusAID is in the position of being
able to count many successes,
including attracting other big
donors such as the World Bank.
“The World Bank brings to that
program signilicantly more
resources than we were able to
provide,” says Michael Wilson,
AusAID’s minister counsellor for
Mckong and the region. “We're
still seen as the lead donor, both in
contribution and the ideas and
intellectual effort behind it.”
Australia’s role includes assist-
ance with basic primary education
and Lhe construction ol over 550
schools; perhaps more signifi-
cantly, there is also a co-operation
between the aid agency and the
Education Ministry of Laos in
planning the national curriculum
and education policy, with the in-
volvement of Australian experts.
This work on the Education
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Laos and Cambodia are benefiting from
Australian donations and expertise

MARGOTSHAVE

Sector Development Framework
is vital to the future of Laos,
according to Wilson.

“It’'s a very productive and
stimulating conversation and, of
course, we can't pay for the entire
education system in Laos, but
we're having a real influence in
every dollar spent in basic
education,and that means a pretty
significant impact,” he says.

‘We're carrying
more of the

weight, but it is our
neighbourhood and
were happy todoit’

MICHAEL WILSON
AUSAID

Part of AusAID’s assislance
with the curricutum framework is
to achieve donor harmonisation
— that is, making sure the eflorts
of other donors are atigned with
the program.

One of the challenges the
agency faces is that many other
donors are winding up operations
in the region and focusing instead
on poorer countries, such as in
Africa, Wilson says.

“We're [inding ourselves, in the
sectors we're engaged with, carry-
ingmore of the weight,but that'sto
be expected as Southeast Asia is
our neighbourhood and we're

happy Lo doil,” Wilson says.

Another large contribution by
the Australian government to
education in this region involves
postgraduate scholarships to
study in Australia; last year, 255
Vielnamese students, 40
Cambodian students and 90 stu-
dents from l.aos received full aca-
demic scholarships lo Auslralia.

The purposc is to broadly sup-
port skills development in key
areas such as engineering, health,
finance, public policy and science.
The scholarships also enhance the
reputation of Australian universi-
lies in the region, potentially pav-
ing the way for research agree-
ments between these countries
and Auslralian institutions.

Wilson expects AusAID to re-
main activein Laos and Cambodia
for the next10 years.

“Both Laos and Cambodia have
really looked to Vietnam'’s experi-
ence and seen whal benefits have
been derived from such a clear
focus on education and they now
want lo emulate that, bul not copy
it,”hesays.

AusAlD also hasan active pres-
ence in Cambodia, but it is not the
leading donor in education. Aus-
tralian education is represented,
however, by an English-language
schools run by IDP Education,
which is owned by 38 Australian
universilies and facilitates studies
in Australia for forcign students.

One language school has been
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operating in Cambodia since 1992,
having been sel up not long after
the UN began helping the country
to move towards democracy.

Initialtly, IDP Education rea-
ched an agreement with
Cambodia’s Ministry of Education
toteach Englishto government of-
ficials. When Australia set up an
embassy in Phnom Penh in 1994,
[DP was commissioned to open
the {irst English-language school,
the Austratian Centre for Edu-
cation, and by 1999 had taught En-
glish to 6000 ministry officials.

IDP Education operates three
English-language schools, two in
the capital, Phnom Penh and one
in the northern city of Siem Reap,
with 7000 students, 1000 of whom
are sponsored by NGOs or inler-
national companics.
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Each year about 200 graduates
of IDP schools head to Australian
universities for further study;
many of the others study at
Cambodian universities or find
good jobs.

While IDP operates in a highly
competitive environment in
Cambodia, the school is the domi-
nant player in English-language
study, due to its reputation for
quality aswell asitslongevity,says
Paul Mahony, country director for
IDP Education,

“Tt’s also a relatively unregulal-
ed environment and a huge num-
ber of schools and universities
have sprung up; while a more
regulated environment would add
to ourstatus, asitis we have an op-
portunily Lo lead and be more
competitive,” he says.

Another factor is IDP’s annual
Camtesol professional develop-
ment conference, in conjunction
with Cambodia’s Ministry of Edu-
cation. As the Cambodian ccon-
omy continues to grow, Mahony
hopes IDP Education will be able
to open more language schools
and send more graduates to Aus-
(ralia for universily.

“Ourfocusisreally ontheinter-
national student journey, it’sreally
for students orienting themselves

if notfortravel, then towork for
an international organisation,” he
says. “There’s also a big demand
for lower levels of English, so I
guess we'll remain on that path-
way of growth. Now there are a
significantly larger number of stu-
dents enrolling, and that’s a posi-
tive sign for the future.”

Page 2 of 2
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University hopes to increase range of courses offered

RMIT University has made quite
asplash since setting up in Ho Chi
Minh Cily in 2001.

RMIT’s president and pro vice-
chancellor in Ho Chi Minh City,
Merilyn Liddell, says RMIT’s in-
volvement in Vietnam started in
1990s, with the “south Saigon”™
campus proper beginning in 2001,

She says itwas quite something
for the Vietnamese government
Lo do for a foreign institution: “[It]
put through special legislation to
allowustosetup.ltwasabigthing
for them to altow a foreign univer-
sity to set up acampus within their
national borders. And they have
been supportive ever since, as has
the Australian government in
terms of advice, problem-solving
and (roubleshooting along the
way. It's been a relatively smooth
ride for us but it's |had| its chal-
lenges along the way.”

‘I want to grow the
pool of human
capital, both
international and
local, to build up the
research capability
as well as the
teaching resources’

MERILYN LIDDELL
PRESIDENT AND PRO VICE-
CHANCELLOR, RMIT
INTERNATIONAL UNIVERSITY,
VIETNAM
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RMIT offers degrees in its
traditional areas of comparative
advanlage, such as business and
IT, accounting, business infor-
mation systems, media and com-
municalions, RMIT, after all, was
originally known as “the working
man’s college” when it was set up
as lhe Royal Melbourne Inslitute
of Technology, and has always
had reputation for otfering practi-
cal courses with strong appli-
cation to industry. This tradition
has continued in Vietnam.

According to Liddell: “Eventu-
ally I'd like to expand into RMIT's
traditional strengths in engineer-
ing, but produce business-ready
engineers by combining technical
skills with teamwork, creative
skills, problem-solving and other
strengths that Australian engin-
cering schools typically provide.”

Liddell also wants to increase

Page 1 of 2

the depth of academic staff at
RMIT Saigon.

“Many academics come here
foridealistic reasons — they wanl
to help a developing country and
clearly they have an aftinity with
Vietnam —but [ wanl to grow the
pool of human capital, both inter-
national and local, to build up the
research capability as well as the
teaching resources.”

RMIT also hopes to expand its
courses over the next decade.

By 2020, it hopes to add arcas
such as biotechnology and health
sciences to the courses it provides,
as those arcas will be important to
Vietnam as the economy develops
and the country’s population
becomes more affluent.

Tim Harcourt is chief economist
al the Australian Trade
Commission.
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CHRISTIAN BIRG

Merilyn Liddell is impressed by the support RMIT has received from the Vietnamese and Australian governments
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RMIT’s Asian study hub a global education operation

at
-

ios PAULINE WEBBER

TIIERE could be no belter
demonstration of RMIT’s com-
milment toils venture in Vielnam
than the universily's “Saigon
south” campus, a few kilometres
from the centre of bustling Ho Chi
Minh City.

The buildings, set in extensive
grounds planted with lush tropical
vegelalion, are modern, bright
and bold, reflecting the lively en-
ergy of thisdynamic environment.

RMIT Vietnam was estab-
lished a decade ago, after the Viet-
namese government extended an
invitaltion Lo RMIT Lo eslablish a
private international university in
the rapidly developing Southeast
Asian nalion.

The [To Chi Minh City campus
opened in 2001. A second opened
in the heart of Hanoi three years
later. High-quality sporting facili-
ties have since been added to the
first campus, its playing fields
regularly used by Vietnam's na-
tional AFL tcam, the Vietnham
Swans.

RMIT describesils Vielnamese
arm as the Asian hub of a global
operation. It's a description that
apltly reflects the blending of local
and international influences that
the university aims for.

Degrees are offered in business,
design and social context, science,
engineering and technology. Stu-
dents are taught in English and
awarded degrees [rom RMIT Uni-
versity in Australia, allowing them
to receive an international edu-
calion wilhoul leaving home. The
degree programs are recognised
by the Vietnamese Ministry of
Education and Training, and
audited by Australian Universitics
Quality Agency.

Interaction with the Vietnam-
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ese business community is strong
and the university orientates its
research towards regionally rel-
evanl projects such as food tech-
nology and safety and the control
of infectious diseases.

Academic staff are drawn from
a wide range of countries, includ-
ing the US, Canada, Britain, Aus-
tralia, Singapore and Thailand. A
complete command of English is
essential for teachers and a good
command of the language is re-
quired [rom students.

At present, the university has
about 6000 studentsand 500 staff.
About 90 per cent of students are
Vielnamese, which suggests the
university is achieving its goal of
providing quality education to lo-
cal people. The remaining 10 per
cent are a mix of Australian and
international students.

Ultimately, RMIT Vielnam ho-
pes to provide Southeast Asians
with an aftordable regional
allernative to going far away to
the US or Australia for their ter-
tiary education. In family-
orienled cullures, the idea of chil-
dren receiving a high-quality edu-
cation without leaving home is an
allractive one.

Victnamesc universitics arc
usually very specialised and one
atlraction of RMIT is the wide
range of disciplines on offer. Fig-
ures vary bul an undergraduate
degree costs in the region of
$US20,000 to $US25,000. The
university is fully private, receiv-
ing no subsidies or funding from
either the Vietnamese or Austra-
lian government. Balancing costs
is always a concern as it's crucial
the facility should remain access-
ible Lo Vieltnamese people.

About 30 scholarships arc of-

fered cach year, most going to lo-
cal Vietnamese. They are awarded
on he basis of achievement and
performance academically and
also within the community. Sec-
ondary school leachers encourage
and assist students to apply.

With a decade’s worth of
graduates behind it, RMIT is now
able to say with certainty that its
system is working. About 96 per
cenl of graduate students obtain
full-time employment or go on to
further study. Many are employed
by multinational corporalions in
Vietnam, where Vietnamese em-
ployees with international cul-
lural and language skills are
much in demand. Others are en-
gaged in tourism, hospitality and
other businesses thal involve in-
teraction with foreigners.

Thoughitis setup as a separate
business enlily, in academic
terms, RMIT Vietnam is a cam-
pus of its Melbourne parent.
There is plenty of exchange and
interaction between the two
countries. The international fo-
cus of both institutions means the
Vielnamese campuses are signili-
cant in their own right
and nol seen as little satellites
of RMIT.

The university is proud of the
Golden Dragon awards it has
won each year since 2003. These
are given to foreign-invested
companies by the government of
Vielnam in recognilion of a sub-
stantial contribution to the coun-
try's development.

With eight of these coveted
awards in its trophy cabinet,
RMIT Vietnam would seem to be
doingilsjob very well.
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Challenges
bring
openings
for business

DEREK PARKER

THE changes taking place in
Vietnamese society are creating
opporlunities for Australian
businessesbut a good measure
of patience and a willingness to
look Lo the long lerm are
essential, according to
specialists.

“Weare starting lo see a
middle class developing in
Vietnam, and thereisa
generation ol people who are
lookingfor abetter quality of
life,” says Geoff Sutherland, a
member of theboard of the
Australian Chamber of
Commerce Vietnam, which
operates oflices in Hanoi and
ITo Chi Minh City (still called
Saigon by many people). “Itisa
very young society, with about
65 per cent of the population
underthe age of 30 —the
proportion in Ho Chi Minh City
is probably considerably higher.

“The economy is still fairly
underdeveloped. Fifteen years
ago, for example, it was a cash-
only cconomy. You can see this
asaproblem, or you can see the
polential for growth here.”

Onc ofthe key drivers of
changeis education, with a
signilicant number of
Vietnamesc who have received
tertiary education in Australia

Copyright Agency Ltd (CAL) licenced copy

ot have studied al Auslralian
institutions operating in
Vietnam. They are now earning
decent money and want to
spend it. [To Chi Minh City and
the surrounding arca, with a
population more than twice that
of Hanol, is a good place to start,
although there are also
opportunitiesin regional centres
suchas Da Nang.

Animportant growth arcafor
Australian exportsis premium-
level food, especially seafood,
winge, olive oit and cheese. Some
Australian companies have
done well by establishing links
with the increasing number of
five-star hotels in Vietnam but
other avenues are also
developing.

“Thereused tobe one
gourmet [ood store in Ho Chi
Minh,” says Sutherland. “That
store recently doubled its size
and set up two other stores. You
alsosce more young Victnamese
peopleinupmarket restaurants,
which formerly mainly served
expatriates and tourists.

Those changes suggest
increasing demand for the sorts
of niche products that
Australians do well.”

Establishing a presence in
Vietnam is by no means easy.

There is a huge amount of
government regulation, and in
some cases there are no English
translations available. The
regulations give local officials a
great deal of discretion, and
transit delays for no apparent
reason are common, Thiscan be
aseriousissue for companies
sccking to bring perishable
goodsinfothe country.

“Some Australian companies
try tomove into Vietham
without much preparation,
capilal or expertise,” Sutherland
notes. “That’s not really the way
togo,especially in a country
whichisstill trying to
understand how a market
economy works. Youneed to
have some Vietnamese
experience. Fortunately, thereis
apool of young Vietnamese who
are familiar with Australia,
usually because they studied
there. Youneed someone who
canreliably translate not only
the language but the culture.

“It'snotan easy placeforan
importer to make money. But
you get the feeling that the
country has a bright future,
especially when you look at the
demography. If you can accepl
that,nowcouldbe a goodtimeto
start establishing a foothold.”
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WHEN Australian companies
talk aboutbusiness in Asia
nowadays, it seems everything
revolves around the Chinastory.
It'snot only the pachyderm in the
room but there are couple of
olhers waiting oulside; il sucks
the air out of conversation. Yet
while it does seem like the main
game, ANZ realises the China
story gocs well beyond its
relationship with Australia.

Moreover,in the finance
sector China remains a tough nut
to crack. Its banking sector is still
rather opaque, and strong
opposition to deregulation or
changesin itsforeign investment
rules meansitisnot a viable
option at present, with most
foreign banksrestricted to
capped investments in smaller
regional players.

The key for the Australian
banksistofind opportunities
where the growth slories remain
positive and where inter-Asia
trade is rising rapidly.

For ANZ, those opportunilies
lic across Asia, including in the
Greater Mekong area,which,
according to thebank’s
managing director of commercial
banking, Mark Whelan, “is an
imporlanl part of the ANZ story™.

Thatstoryisagood one
becausethe Greater Mekong’s
GDP has grownalaboul 7 per
cent over the past decade. What's
more, the region’s demographics
make il ripe for exponential
growth. Victnam has 89 million
people with an average age of 29
young people enter the
workforce every year.

Whelan is keenly aware thal
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ANZ makes headway
in a tough climate

MARK EGGLETON

Chinaisslill growing al a
phenomenal rate and that
growth story will continue, with
350 million more people
cxpected to urbanise, with all the
infrastructure investment that
will involve. Furthermore, as
urban growth continucs, wealth
will spread as wages grow and
Australia will conlinue to reap
the rewards of China’s increased
demand for our agricultural
products as well as our resources.

It'sall good news for Australia
but there’s a biggerstory to tell
and that's the trade between
China and the rest of Asia. For
example, the trade between the
Grealer Mekong and Chinais
$29billion a year. Furthermore,
the Greater Mekong’s trade with
the rest of Asia amountsto
$110bn, and that's the big story for
ANZ.

Without discounting the
importance of the Australian
market, Whelan saysthebank’s
super regional strategy goes
beyvondits home market. He says
inter-Asia trade dwarfs
Australian trade. “Sure, we are
closely aligned wilh the growing
opportunities available to
Australian companies, but it’s
also inler-Asia. Our footprint is
now Asia beyond Australia.

“The opportunities are
massive. We are jusl at the pointy
end. Weare a AA-rated
Australian bank so we're trusted
intheregion. Alol of companies
intheregion arcretreating from
the US and European banks and
we're privileged in a sense
because the reputation of
Australian banksis very strong

and for us, we've been in Asia

for awhile,” Whelan says.

The bank openeditsfirst
Greater Mekong ottice in
Bangkok in 1985. Through sleady
growth and strategic
partnerships, ANZ now hasmore
than 1300 staft, 35 branches, and
over 260 ATMs across Vietnam,
Cambodia, Laos and Thailand.

The bank offers a wide range
of products and services to
corporate and retail customers
and il's commilted to continue
delivering market-leading
capabilities in corporate,
commercial, online and retail
banking including credit cards.

Asfortheindividual countries,
Whelan says, thebankis the
strongest in Cambodia.

“Vietnam and Laos both have
very compelilive state-owned
relailbanks aswell aslocal
regional banks. The forcign
banks are not strong in retail but
the large mullinationals lend Lo
work with the bigger forcign
playerssuch as HSBC and
Standard Chartered.”

Hesays the Greater Mekongis
alsostarting to see alot of direct
investment [rom China, India
and South Korea, “particularly in
portsinvestment and
manufacturing. The rapidly
growing workforce in Greater
Mekong offers cheaper labour
coststhan China and it isslarting
tobescenasan alternative
manufacturing base to China.”

He ciles Mazda, Inlel and
Foxconn, which makes products
for Apple, as examples of
multinationals taking advantage
of lower wages and strong
government incentives.

According to Whelan, as the

leading bank in the region,
ANZ has considerable local
expertise and deep insights into
eachmarket.

“We offer afull range of
transactional banking, trade
services, lending, local currency
services and personal banking.

“Tor Auslralian companies we
can offer plenty of local advice
such as ensuring companies
adhereto theright trade
document regulations in these
countries. With trade driving the
growlh in these countries, it’s
importanttobe up-to-date.”

He says there are many
Auslralian companies ramping
up their presence in the region,
includinglarger playerssuch as
Toll Group, aswell as smaller
manufacturers.

Tolltook over management of
the Cambodian railway
concession in October 2009; the
Toll Royal Railway is a joint
venlure between the Toll Group
and the Royal Group.

ANZ helped TRR with a better
understanding of the local
economy and industry, which
helped the firm manage some of
the issues with the local
regulatory landscape.

“Wewill continue tolook at
opportunitiesin theregion,”
Whelan says.

“Our strategy is to strengthen
our presence in the Asian growth
corridors, [rom the Greater
China corridor of China, Hong
Kong and Taiwan tothe Greater
Mekong triangle, Indonesia with
its over 240 million people, and
obviously India aswell.”
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Tourism is growing
rapidly in the region

LOUTSs WHITE

[T is often said that the simplest
ideas are the best. Penny Slreet
can subscribe to that saying.

Twenty-three years ago, Street
established Narrowcasters to pro-
vide mulltilingual audio lours in
muscuins, galleries, historic sites
and wildlife parks across Austra-
lia, India and the Asia-Pacific.

Narrowcasters has now ven-
tured into the Viengxay Caves in
northeastern Laos. Viengxay is a
small town located just 52km from
the Vietnamese border.

In the 1960s Laos was caught
up in the Vietnam War and from
1964 to 1973 more than 20,000
peoplelivedina “hidden city” buill
inside the limestone peaks, to pro-
tect them from US bombing.

Farmers, political leaders and
locals lived in the caves and cre-
ated anunderground world.

“Ilis amazing when you look at
what they built inside the caves to
survive,” Street says. “There were
schools, a hospital, markets and
even a radio station. People gave
birth in those caves.

“We have original interviews
with survivors who give fascinat-
ing insights into how people sur-
vived through the war years.”

Tourism is one of the lastest
growing industries in Laos. In
2009, more than 16,000 Aus-
tralians visited Laos, 5000 more
than visited in 2006, according to
the l.ao National Tourism
Administration.

Tourism numbers generally
have been growing steadily in
Laos in the past 18 years. In 1993,
103,000 people visited the coun-
try. They spent $US6 millionand
stayed for an average of 317> days.

In 2009, two million pcople
visited laos. They spent
$US268m and slayed [or an aver-
age of seven days.

Tourism authorities predictthe
market will grow Lo 3.6 million
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visitors in 2020 and they will
spend more and stay longer.

“People love travelling to Laos,
Vietnam and Cambodia because
of the people, the culture and the
cuisine,” says Paul ITole, Travel
Indochina managing director.

“The relative inexpensiveness,
safely and reasonable proximily
also add to each country’s attract-
iveness.”

Travel Indochina first started
offering small-group holidays to
Vietnam in 1993 after Hole, who
co-founded the business, fell in
love with Asia during his first trip
to the region.

Laos and Cambodia were
added the following year.

“We have three offices in Viet-
nam, in Hanoi, Saigon and
Danang, employing a total of
almost 60 staff looking after
everylhing [rom managing our
tour leaders and local guides to
reservations and customer set-
vice, and a 24-hour emergency
contact,” Hole says.

“Vietnam, Laos and Cambodia
can be experienced al all budgel
levels, from cconomical through
to indulgent, and that’s part of the
reason Auslralians love visiling
there.”

In the early tom mid-1990s
liberalisation measuresresulted in
rapidly expanding exports and
high economic growth, with real
GDP growth averaging 9 per cent
peryear.

Growth slowed in the late 90s
but the momentum picked up,
wilh GDP growlh averaging
about 7.5 per cent per a year since
2001, reaching a high of 8.5 per
cent in 2007. Real GDPis forecast
to grow by 6.3 per centin 2011

Poverty rates are now less than
0 per cent, down [rom almosl
O per cent in the early 90s.

Australia’s total overseas de-
velopment assistance Lo Vielnam

2
6

in 2011-12 is expected to reach
$137.9m, making Vietnam Austra-
lia’s sixth largest development as-
sistance partner.

Tourism is booming, too, with
4.3 million arrivals up to Septem-
ber, representing a 15.5 per cent
growth over the corresponding
period last year.

Australians come seventh in
terms of frequency of visits;
20,000 of us had travelled there
this year by the end of September.

“Vietnam has a young, aspi-
rational populalion,” says Tony
Burchill, Austrade’s senior trade
commissioner for Vietnam. “I
think that two-thirds weren'l even
born when America left in 1975,
and that reflects a different atti-
tude to lourism.”

Cambodia is yet another coun-
fry in the Greater Mekong region
that has experienced an influx of
visitors from abroad.

Tourism figures have grown
from 118,000 in 1993 to 2.1 miltion
in 2009, according to the
Cambodian Ministry of Tourism.

Almost 27,000 Auslralians visi-
ted Cambodia from January to
March last year and that number
hasbeen rising every year.

“We expect that the number of
Australians visiting Cambodia in
both 2010 and 2011 will [be higher
than in] previous vears,” says
Maurine Lam, Austrade’s senior
trade commissioner for Bangkok.

“The economy is growing here
and there are a lot of positive
things happening in Cambodia.
Exports are rising in terms of
garments and general agricultural
foods.”

There can be little doubt that
the Greater Mckong area offers
plenty of naturally rich landscape,
unique history and good value
for money for any Australian
traveller.
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‘People love
travelling to Laos,
Vietnam and
Cambodia because
of the people, the
culture and the
cuisine’

PAULHOLE
MANAGING DIRECTOR,
TRAVEL INDOCHINA
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La Marguerite is a French colonial-style vessel that carries passengers on cight-day cruises in the Mckong Delta between Ho Chi Minh City and Siem Reap
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A magnet
for cruise
operators

THE Mekong, one of theworld’s
greal rivers, is becoming an
increasingly popular waterway
forcruises. Fromitssourcein
China’s Qinghai province, il
flows more than 4000km to the
South China Sea.

The Mekong crosses China’s
Yunnan province and forms the
border between Burma and Laos
as well as most of the border
between Laos and Thailand. Tt
then tlows to the sea across
Cambodia andVietnam.

The Mcekongis the longest
riverin Southeast Asia, the 12th
longest in the world and the 10th
largestin terms of volume. No
wonder cruise companies are
flocking to lake people there.

“Webuilt the AmaLotus ship
with a Vietnamese local partner,
Indochina Sail, and AMA
Waterways of Europe for cruise
voyages along the Mekong
River,” says Debra Fox, APT
general manager, marketing.

“The new 62-suite luxury
boutique river ship can hold 124
passengers and we have already

been inundated withinquiries.
Australianslove to travel to
Vietnam and Cambodia.”

Official statistics show thatin
2000-09, the number of
Australians travelling overscas
rose by 80 per cent.

Total expenditure by domeslic
tourists in Australia was worth
$59 billion in 2009, down 3 per
cenlinreal lerms compared to
spendingin 2004. Mcanwhile,
total spending by Australians
Lravelling abroad rose 50 per cenl
to $32bn. Trends suggest Asiais
likely to continue to serve as a
popular destination for
Australians.

Another company otfering
cruises down the Mekong River
is Globus. “We have been
involved in river cruises since
2004,” says Christian Schweilzer,
the company’s marketing
manager, Australasia. “We have
been adding two ships a year and
now we have the Avalon Angkor,
whichisspecifically designed to
cruise where other ships are
unable to go.

“|Its] design allowsus to be the
first to cruise all the way [rom Ho
Chi Minh City to Siem Reap.

“The design also lends itself to
amore intimate experience.”

LOUIS WHITE
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Banks struggle to control inflation

INFLATION is the prime issue
facing the banks in the Greater
Mekong nations of Cambodia,
Laos and Vietnam. This is particu-
larly the case in Vietnam, where
inflation — sitting above 20 per
cent — is the lastest rising in Asia
as a result of increasing com-
modity prices and internal aggre-
galed demand across a number of
sectors.

In recent weeks, parliamen-
tarians in the National Assembly
have been urging the government
to bring inflation down to single
figures even if it means sacrificing
economic growlh.

Ratings agencies Moody’s and
Standard & Poor's recently
warned that unless inflation is
curbed, the asset quality of local
banks will be at risk and funding
will become even more difficult.

But curbing inflation could put
the brakes on growth as compan-
ies struggle to find new capital
with loanrates rising even further.

According to the International
Finance Corporalion’s regional
manager for Vietnam, Laos,
(‘ambodia and Thailand, Simon
Andrews, the central bank’s tight
monetary package will take time
to drive down inflation but as it
beginstohurt businessil’swalking
atightrope.

“It’s a very fine line between
controlling inflation and growth,”
hesays.

Looking across the three coun-
tries, Andrews says each nation

‘It'savery
fine line
between
controlling
inflation and
growth’

SIMON ANDREWS
FINANCE CORPORATION
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varices significantly in its banking
sector but they do share a number
of altributes.

“The banking sector in these
countries is evolving rapidly and
has grown significantly in the last
10 years.

“A lot of the foreign banks are
coming in and making strategic
investments with the local banks
and some, such as Australia’s
ANZ, are pretty well established
and trade under their own name.

“Mostly though, the foreign
banks arcfollowing their clientsin
and bringing a little more sophis-
tication into local markets. They
are able to mobilise capital on-
shore and offshore, which is im-
portant as local banks look to in-
crease  Lheir capital Dbases,”
Andrews says.

He says while foreign banks
will serve a purpose in regard lo
long-term capital raising and the
development of new products, the
local sectors will be mostly driven
by domestic banks.

Part of the role the [FC is play-
ing in the three countries is offer-
ing advice to local banks through
supporting the growth of a strong
regulalory {ramework and by
promoting sustainable business
practices. And, as local banks look
to raise capital, the IFC has in-
vested in long-term capital rais-
ings and assisted in their moves to
privatise.

“Tt’'s known as equitisation and
we have taken an investment in

Page 1 of 2

some state-owned  banks,”
Andrews says. “We've also helped
banks move inlo the loan markel
at the smatl to medium business
level and in the growing energy
efficiency linancing space.”

And as the economices of these
countries open up further and
grow, the IFC has also invested in
ports, logislics and hydropower
(especially in Laos). As cach na-
tion’s infrastructure spending
grows the IIF'C has played an ad-
visory role aslocal banks and busi-
nesses have worked to bring in
more [oreign investors.

What's more, during the GFC
the IFC sponsored a trade finance
program because so much of these
countries’ growth relies on trade.

While the IFC has strongly
supporled the development of the
banking scctor in these countrics,
the Chinese have also looked to
extend their influence and in re-
cenl weeks have flagged the idea
of setting up an ASEAN Bank.
Operating in a similar vein to the
Asian Development Bank, the
proposal involves member na-
tions investing in small to medium
business rather than programs
designed to alleviale poverly.

The proposalis designed toim-
prove China’s relations with its
ASEAN neighbours over the next
few years before ASEAN's
mooted single market along the
lines of the European Union
comes into play in 2015.
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Trade is vitally important for the growth Mekong nations
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Middle classes keen on red
meat as a source of protein

MARK EGGLETON

IT takes an innovative industry
hody with an eye on the future to
see the benelils of lrade with the
Mckong region, and that is the
kind of leadership the nation’s
peak meal export represenlalives
have shown. “It is an arca of high
priority for us,” says Aaron lori,
the Meat and Livestock Associ-
ation’s rcegional manager for
Southeast Asia and greater China.

“Il's a very exciling region —
and there is such positivity. It is
one of the big opportunities we
have.” lori says the markel has
been on an upward trajectory
since the mid-2000s. “It began
with exports to top hotels and re-
sorts, and we are continuing to
meet demand there.”

He says it has continued to
boom as the region becomes more
affluent, with the rising middle
class demanding more beef and
lamb as a prolein source.

“As the market becomes more
aftluent there are more opportun-
ities Lo get into retail. We know
that will continue — people’s as-
pirations grow and they have
more purchasing power.”

Last ycar Australia exported
1000 tonnes of beef to Vietnam
and, according to Iori, it’s becom-
ing an increasingly important
market. He says the MLA also
helps educale consumers in the
region about how to get the most
out of our meat.

“We do lechnical training for
retailers and people in the service
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industry. We help pcople under-
stand the product.”

Moreover, lori says beel and
lamb arc an expensive source of
protein compared with traditional
prolein sources such as fish and
chicken. “We teach them how to
get the most out of it and how to
adapl it to local cuisine and cus-
toms, cultures and cooking styles.
We take them step by step
through all the things we lake for
granted in Australia, from hy-
giene to food preparation, so they
start with what might seem like a
chunk of meat and turn it into
something which is appropriate
for local consumption.”

So, is there a limit to how many
of the world's teeming billions
Australia can feed? “It comes
down to: we have limitations to
our production — it’s limited by
our herd size. We can respond to
increases in demand, but we can
only produce a certain percentage
and we have other markets that
need tobe serviced.

“But you have to understand
that there are other global sup-
pliers of beel — the US, Argen-
tina, cven China.”

About 60 per cent of Australia’s
beel'is exporled and, according to
Tori, we are in a healthy position,
but we have to worry about food
securily and sovereignly in Aus-
tralia first. ITe says we do have
enough capacity to respond to
spikes in demand, though, with
Luropean and US markets poten-
tially declining.

He suggests the Mekong does
present opportunities for the in-

dustry at a time when uncertainty
existsin other export markets.

“Asthese markels come on line
it gives Australian exporters more
choice and more opportunity to
place their producl. The strategy
we have got is about harnessing
emerging markets to support the
overall future and prosperily of
the industry,” Tori says.

Another of the MLA’s crucial
roles in the region is to help in
breaking down the entry barriers
our exporters potentially tace.
“We are lrying to open freer ac-
cess to these markets.” Tori says
Vietnam invoked technical re-
strictions on our exporlers,
“which pose a bit of a challenge”.
Hesaysitisnotthejob ofthe MLA
to break down trade barriers, but
to help the federal government to
doso.“Ourjobisto provideindus-
try intelligence on the ground to
the governmenl and support Lhe
government in their efforts to
break down barriers.

“The biggesl challenge is
understanding what the barriers
are to our exporters and having
our posilion put forward.”

Ontheplusside of the equation
is the nation’s reputation as a
“clean and green provider of beel™.

“The futurce is very bright. We
know that as economic prosperity
increases you gel nol jusl in-
creased protein consumption but
increased beef consumption. Our
challenge is to harness thal de-
mand, using nutrition as the trig-
ger,and toalsoprovide education,
as well as support the govern-
ment's efforts on free markets.”
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AUSTRALIAN investors wanting
to invest in the newly emerging
economies ol Southeast Asia don'l
have many direct avenues
available on their own stock
market, but Vietnam Industrial
Investments Limited (VII) is cer-
tainly one.

Listed on the ASX in 1995, VII
does whal it says on Lhe tin: it has
five industrial subsidiariesin Viet-
nam, which operate two steel roll-
ing mills at ITaiphong in the north
of Vietnam, as well as a steel roof-
ing factory in Hanoi and a weld-
mesh factory in 1o Chi Minh City.

The steelmaking division com-
prises two of the businesses, the
wholly owned SSE Steel and
Vinausteel, a joint venture with
state-owned Vietnam Steel (VII
owns 70 per cenl). SSE Steel owns
and operates a fully automated
rolling mill producing high-
lensile reinforcing bars (rebar)
and wire rods for the construction
industry. [t was the first company
in Vielnam lo inlroduce this ad-
vanced technology.

Vinausteel, which produces hot
rolled steel reinforcement bars,
operates the other mill at
Haiphong. is the first steel rolling
mill in Vietnam to receive [SO
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Growing
scope for
audacious
investors

The economic climate is uncertain but
there are prospects for good returns

IAMES

NN

9002 certification. the interna-
tional standard of qualitly pro-
duction. The steel products div-
ision consists of joint venture
Auslnam, which produces cold
rolled steel roofing, wall cladding
and associated materials at its fac-
tory in Hanoi; the fully owned
VRC Weldmesh, which makes
electrically welded wire products
for concrete reinlorcement,
screens, fences and partitions, at
its factory in Ho Chi Minh City;
and the fifth business, Tolal Build-
ing Systems Limited, which sup-
plies engineering services, build-
ing systems and construction
services to both industrial and
residential customersin Vietnam.

From an all-time high of 66¢in
October 2010, the stock has slip-
ped back to 29c, hit by unfavour-
able currency movements and the
struggling Vietnamese economy.
Significant depreciation of the
Vietnamese dong and US dollar
and appreciation of the Australian
dollaris the worst combination for
VII's profitability.

VII had its besl year in 2009,
when it earned a net profit of $24
million on revenue of $371m, but
profitability dropped away in 2010
when it increased revenue to

$492m but only earned $7m in net
proflil. Operating cash [low and
free cash flow turncd negative.
VII chief operating officer
Alanl Young says the company
has suffered from currency trans-
lations, liftting earnings before in-
lerest, lax, depreciation and
amortisation (CBITDA) by 35 per
cent in the June 2011 half in dong
terms, but that translated into a 4
per cent fall in A$ terms. For the
half-year, VII reported a net loss
of $4.03m, after a foreign ex-
change translation loss of $4.3m.
The travails of the Vietnamese
economy have also not helped.
Vietnam is trying to bring down
Asia’s highest rate of inflation
running at an annual pace of
nearly 22 per cent — reduce ils
trade deficit and strengthen the
dong, which has seen four devalu-
ations in 15 months. The govern-
ment has hiked interest rates to
try to cool the economy and cur-
lail speculalion, with lenders now
charging upwards of 20 per cent.
“The Vietnamese economy is
struggling at the moment, infla-
tion is very high, we’re having to
borrow money at 20 per cent and
we have quite a high working capi-
tal requirement because raw ma-

Page 1 of 2
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terials are 80 per cent of our costs,”
says Young. “At the moment there
is a bit of oversupply in the prop-
erty sector — people are slowing
down on developing apartmenls
andsoon.”

Longer-term, Young says
Vinausteel and SSE Sleel are the
“larger parts of the business”, and
that’s where the main emphasis of
the company will be.

“This is a developing country
with a lot of growth ahead of it and
thus a lot of requirement for steel.
As abet on a developing ASCLAN
economy with good demo-
graphics, we [eel conlident that

‘Vietnam is a
developing country
with a lot of growth
ahead of it... Asa
bet on a developing
ASEAN economy
with good
demographics, we
feel confident that
there’s a future here’

ALAN YOUNG

CHIEF OPERATING OFFICER,
VIETNAM INDUSTRIAL
INVESTMENTS

el
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there’s a future here, there's along
way to go in terms of developing
infrastructure. The economy has
hit a speed bump at the moment,
it'sareal crunch time for Vielnam,
but we take a longer-term invest-
menl horizon and we would hope
that our investors do, too,” he says.

Despite expecting “tough times
ahead” in the short term, VII is
moving ahcad with a new project,
called Australian Steel Billet
Company, which will operale an
clectric arc furnace (EAL) to make
steel billets from scrap. The fur-
nace, which will have a capacity of
500,000 tonnes a year, will be

located on a 7.4ha site adjacent to
the Vinausteel and SSE Steel roll-
ing mills in Haiphong.

Australian Steel Billet Com-
pany has been planned since
2008, but the global financial
crisis hit Vietnam hard, and it has
been delayed. But Young is conti-
dent that it will get off the ground.

“The furnace will provide the
mills with a stable supply of billets,
which is critical to their operating
capacity. We won't have Lo look
for outside customers, it's really to
supply ourselves,” he says.

1

A depreciating dong and a high rate of inflation are among the downsides in Vietnam, but conditions are expected to improve
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Dramatic transformations
since the end of the Cold War

LUKE HUN

WHEN the Cold War ended, the
communist regimes of Indochina
were in disarray and in danger of
following precedents in Moscow
and imploding. Fiscal realities had
forced the Russians to abandon
Vietnam, Cambodia and l.aos,
which were left to [end for
themselves.

Itwas atarfromideal situation.

On Dong Du Streel in Ho Chi
Minh City, along Sisowath Quay
in Phnom Penh or Vientiane's
Fountain Square, only a handful
of Westerners, mainly traders,
could be found in the bars where
the music, the menu and Lhe
vodka came with a politburo
stamp of approval.

A cyclo was the most common
form of transport, an inter-
national phone call cost $USI5 a
minute and was off limits to all but
a handful of the paranoid clite
who had access to one of the two
landlines out of Hanoi or Ho Chi
Minh City. Water was boiled and
stored injugs.

The likes of General Tran Van
Tra and Brigadier-General Pham
Xuan Anwerefar from impressed.
They had fought French colonial-
ism and US-led troops in Indo-
china and had expectations of a
better life once the contlict ended
in1975. North and Soutlh Vielham
were unified the following year.

Tra would sit, sullen, and de-
cline to say much, but was happy
tolet Anvent the odd frustration.

An had a habit of waving a
nicotine-stained finger while
drawing on a Lucky Strike and
deriding the leaders in ITanoi for
their inability to look beyond
themselves. Sometimes embil-
tered, he would say back then:
“Look, just look, look at what they
have done to my country.”

Communism offered a com-
mon belief structure and unifying
purpose for more than 100 ethnic
groups, in particular the Khmer,
Laos and Viet, and minorities like
the Muslim Chams, Montagnards
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and Hmong hill tribes that were
divided by the Mekong River, its
delta and the Annamile mounlain
range. But as the grumpy old men
An and Tra would discover, com-
munism cared litlle lor centuries-
old traditions and practices.

French was the second lan-
guage of choice. That changed
with unification and their chil-
dren were taught Russian and in-
doctrinated with Stalinist dogma
amid routine food shortages.

Contact with the outside world
effectively ended, travel restric-
tions prohibited people even from
moving outside their home prov-
inces. Ethnic Chinese were
purged from Vietnam alter Hanoi
went to war against Pol Pot.

Anything foreign was viewed
wilh deep suspicion and An's
complaints earned him regular
bouts of house arrest.

Most importanl, modernis-
ation had failed to take place. The
economy was allowed to bumble
along on US Army surplus, which,
along with the crumbling infra-
structure, was almost spent by the
time Soviel presidenl Mikhail
Gorbachev decided enough was
enough and ended the Cold War.

Two decades laler, the con-
trasts could not be greater. West-
ern aid and foreign investment,
combined with a rejuvenalion ol
the cconomices and the advent of
the digital age, did for Indochina
whal the Maoisls and Leninists
could only drcam about.,

Toyota replaced the Lada and
motorbikes displaced the cyclos,
although they remain popular
among the millions of tourists
who arrive each year. In places
such as Phnom Penh, the tap
water is as clean as in Singapore,
and brand names from KFC to
Gucci have taken up residence.

And a baby boom delivered a
tech-savvy youth culture that fol-
lows the fortunes of Manchester
United on the latest iPhone or a
second-hand Nokia. One recent

survey indicates more than 90 per
cent of Cambodian youths have
access to a mobile phone.

Inremote provinces, 12-volt car
batleries, a satetlile dish and a
cheap sccond-hand computer
have hooked up remote villagesto
email, Facebook and Skype.
Cambodia’s former commerce
minister, the atfable Sok Sophana,
ambitiousty  described this
phenomenon as “skipping the
kerb”,

Essenlially, he meant, thal the
Greater Mckong had not been
saddled with technology up-
grades and transfers, as in the
West. [t was easicr to build a satel-
lite mobile phone service than
worty about hooking each house
up to a telephone line.

His critics argued how could a
country build complicated com-
municalion systems when it
couldn’t prosecute the former
leaders of the Khmer Rouge for
genocide? Or make a shirt?

However, the digital era gave
the countries of the Greater
Mekong a head slarl, and in the
meantime the construction of
major infrastructure projects got
underway.

The Asian Highway project
will link Singapore to China and
London through a nelwork ol all-
weather roads, at this stage being
completed in Cambodia. Planning
for arail network following a simi-
lar routeisin the advanced stages,
with the Greater Mekong at the
regional crossroads.

The economics have expanded
from timber and tourism and now
include lextiles, mining, oil and
gas. There are stock markets in
Hanoi, Ho Chi Minh City, Phnom
Penh and Vienliane, while sectors
ranging from cducation to hotel
management have  grown
dramaticatly.

But old issues die hard and
would have An and Tra turningin
their graves. Corruption and a
culture of impunity among
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government leaders and the
nouveau riche remain the biggest
drawbacks.

In Cambodia, people who lived
in stums are butlied out of their
homes to make way for develo-
pers; in Vietnam, Montagnards
have seen their forests stripped for
coffee plantations; while dam
construction in Laos and the
upper reaches of the Mekong
threatens to displace thousands.
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The authorities, however, don’t
have it all their own way. Within
hours of the Vietnamese govern-
ment deciding to block any un-
wanled websile, a geek in a cyber
cale will have written the software
tobypassthe firewall.

It is a plucky disrespect for
authorities that arrived with the
internet, and which An approved
of. Shortly before his death nine
years ago, he told me his country

had improved far morc under a
decade of opening-up than in the
years of closeled communism.
“The corruption can be bad,
really bad, but the people are
tough and clever,” he said. “We've
had the French, the Americans,
the Russians, now it’s our turn.”

Luke Iunt is a foreign
correspondent who has lived in
Indochina for many vears.
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A rice-tractor taxi in Laos, where improvements in transport are on the developmental agenda
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GLORIA Jean's Cotfeesis an
Australian success story.

The coffee-house started in
the US 1979 when Gloria Jean
and Ed Kvetko opened a
specialty gourmet coffec outlet in
asmall town near Chicago.

Australians Nabi Saleh and
Peter Irvine bought the Gloria
Jean's brand and brought it
home, opening thefirst storein
Sydney in 1996. There are now
1000 Gloria Jean’s outlets in 39
countries, including Vietnam.

“Vielnam hasbeen one of the
key emerging marketsin the
world. After BRIC [Brazil, Russia,
India, Chinal, there hasbeen a
new term coined by HSBC
CIVETS, standing tor Columbia,
Indonesia, Vietnam, Egypt,
Turkey and South Africa,” Gloria
Jean's group CEO Keith Brown
tells The Australiun.

“Vietnam is now included in
the top 10 emerging markets
worldwide. This is cerlainly not a
market to be missed. With a
growing middle class and the
second youngest population in
Asia, Vietnam was ready to host
international brands.

“|After] launching Gloria
Jean'sin Vietnam, our strategy
was to gain the first-move
advantagein this very viable
market.”

The company has six coffee
housesin Vietnam and hasplans
to open 20 more within the next
five years.
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Gloria Jean’s a big
hit in coffeeland

CASSANDRA MURNIEKS

Expanding alocal brand into
aninternational brand canbca
costly and time-consuming
exercise, with possible logistical
and operational problems, but
Gloria Jean's has weathered the
storms,” Brown says.

“As Gloria Jean's Coffees was
one ofthefirstinternational
brandsentering the market,
there were some challenges, but
certainly none were
insurmountable, including the

supplierbase, an established legal

framework infranchise
operations and, from a consumer
perspective, the introduction of a
foreign coffee culturcinto
Vietnam, which has a very
established coffee heritage given
itisthe second biggest exporter
of coffee in the world.” he says.

Also, the Vietnamese have
been drinking cotfee since it was
introduced to the country by
French colonists in the
19th century.

“Theissue we [aced was nol so
much thelocals’ sweet taste
profile,” Brown says.“Rather, it
was Lhe tasle profile of robusla
versus arabica; 97 per cent of
Vietnam’s coffee productionis
robusta and, as such, the locals
havebeen used to the strong
profile of robusta beans.

“We have addressed this
challenge by targeting our
primary market segment asthe

young middle class, who are open

to new laste profiles and are

willing to try new products and
brands, especialty those |of them
whol have experienced more
global culture through travel or
mass communication channels,”
hesays.

When GloriaJean's was first
launched in Vietnamin 2006, the
key customer base was expats
working and living in Vielnam, as
well as tourists who were alrcady
familiar with the brand. This has
now changed, with the client base
now being 20 per cent foreigners
and 80 per cent locals.

Gloria Jean’s Coffee
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