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Summary

The rapid pace of urbanization and the lack of resources to provide Urban
Environmental Infrastructure and Services (UEI&S) are leading to severe urban
environmental problems in developing countries. At the same time, the cities of
developing countries are experiencing rapid increases in Foreign Direct Investment
(FDI). This combination of factors raises the obvious question; how can resource-poor
cities of developing countries improve their urban environments by using FDI in the
provision of infrastructure and services,an essential component of the Urban
Environmental Management (UEM)? Although both FDI and UEM are well-researched
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fields of study, the nature of the link between the two has not been adequately
addressed. This paper presents a conceptual framework for this link by using a case
study of Hanoi, Vietnam.

The central questions that have emerged from this work revolve around how to involve
foreign/ private investors in the provision of UEI&S, especially in the water supply and
sanitation sector in Hanoi. Specifically the paper addresses why it is difficult to attract
FDI in the water and sanitation sector in Hanoi, Vietnam and what the Vietnamese and
Hanoi governments should do to involve foreign investors in the provision of this
infrastructure. This research also touches upon the related issues of the recent
involvement of an increasing number of actors in the urban scene: city governments
(through devolution of central government authority), international organizations and
multinational infrastructure companies.

1. Introduction

In recent years, flows of Foreign Direct Investment (FDI) to the developing countries
have been rapidly growing. FDI is now an important contributor to the national
economy as well as to the urban growth in several developing countries. As the world
moves towards free trade and privatization and as Official Development Assistance
(ODA) to the poor countries is steadily declining, FDI is likely to assume an even
greater role in the future as a source of capital. In addition to capital, FDI provides jobs
and brings new technologies and skills and know-how to the developing countries.

Urbanization in developing countries is significantly different from that experienced in
the developed world, both in terms of the absolute number of people migrating to cities
and in the timeframe within which it is occurring (the intensity). Rapid urbanization in
Asian countries is leading to many problems in cities. Existing urban infrastructure and
municipal services have been unable to cope with the increased population and rapid
economic growth. The environment in these cities has, therefore, deteriorated. In these
cities, local authorities are trying to improve Urban Environmental Management
(UEM), which strives to protect the urban environment and improve the quality of life
of urban residents through better management of available resources.

It would be valuable to know how city governments can use FDI for improving their
urban environments. Although both FDI and UEM are well-researched fields of study,
the nature of the link between the two has not been adequately addressed. This paper
presents a conceptual framework for this link by using a case study of Hanoi, Vietnam.

Hanoi, the capital of Vietnam, is a good subject for the above-mentioned research, as it
is typical of many other cities in the Asian developing world. Hanoi’s population is
increasing rapidly and is likely to increase even faster in the future due to the widening
income gap between urban and rural areas. At the same time, pollution problems are
increasing in this city and the gap between UEI&S provided by the government and the
city’s demand/requirement is widening. Hanoi is also a good case study area because it
has already received large amounts of FDI and this trend is also likely to continue. So
apart from the general lessons that this study provides, it also gives insight into practical
application in Hanoli, as it provides insight into how FDI can be utilized to improve the
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urban environment by providing jobs, by introducing better environmental technologies
and by enhancing investment in Urban Environmental Infrastructure and Services
(UEI&S). It can also help the city government in shaping a better policy framework for
promoting sustainable development.

1.1. The FDI-UEM Link for Hanoi

Figure 1 provides a conceptual framework for the linkage between FDI and UEM in
Hanoi, Vietnam. Four powerful phenomena forced the Vietnamese government in the
mid eighties to carry out economic reforms: the deteriorating economic situation, the
collapse of communism in the former Soviet Union and other socialist countries, the
initial success of economic reforms in China and the global trend of structural reform
and privatization. The cluster of events outside the shaded bubble shows the
circumstances in which FDI started to take place in Vietnam while the inside of the
shaded bubble depicts a number of main linkages between FDI and the urban
environment.
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Figure 1. Linkages between FDI and UEM in Hanoi
As the links inside the shaded bubble of figure 1 indicate, FDI has the potential to

contribute to three urban environmental themes: 1) it has the potential to provide
employment, increase income and thus induce change in life styles that may lead to
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more consumption and waste; 2) it has the potential to add to the waste discharges in the
city and thus increase pollution; 3) it is a potential source of provision of urban
environmental infrastructure and services.

A deeper look into the linkages in the shaded bubble demonstrates that the use of FDI
for the provision of both employment and UEI&S can lead to improved quality of life in
the city. FDI-induced change in lifestyle, however, may be a mixed blessing; it can lead
to improvement in quality of life as well as environmental degradation due to increased
consumption. The remaining part of this working paper is an investigation into the third
theme that has emerged from Figure 1. While links between FDI and income and
employment and FDI and environmental pollution are important, the connection
between the provision of UEI&S and FDI is the area of most significant impact for
UEM.

The study is based upon information collected from general literature on related topics,
secondary data from government organizations and primary data from a questionnaire
survey, field observations, and discussions and interviews conducted in Hanoi City. The
author conducted her primary survey during the period from May 1999 to January 2000.
Out of a total 237 functional FDI enterprises located in Hanoi, 36 were selected for the
survey. The stakeholders related to FDI enterprises were identified in five groups: FDI
employees, foreign managers of FDI enterprises, self-employed dealing with FDI goods
and services, people living in the vicinity of FDI enterprises, and the governmental
officials concerned with FDI and UEM affairs. A total of 355 respondents were asked to
fill out the questionnaires or were interviewed. The findings from this survey have been
used as supporting arguments at various points in paper.

1.2. FDI for the Provision of UEI&S in Hanoi

The cities in developing countries are rapidly growing. The economies of many of these
cities, especially those in the Asia-Pacific region, have also been growing quickly. The
combination of population pressure and economic growth has led to exponential
increases in demand for UEI&S in cities throughout the region. Hanoi in Vietnam is a
good example of such a city. The UEI&S crunch is even greater in Hanoi than in other
cities in the Asia-Pacific region, due to Vietnam’s history. Decades of wars with the
French, Americans and others, left the Vietnamese government with few resources and
scant opportunities to provide new urban infrastructure or to improve the existing
facilities. As a result, most of the urban environmental infrastructure in Hanoi is the
same as that laid out by the French during the earlier part of the twentieth century.

Since the inception of economic reforms in Vietnam in 1986, the amount of inflowing
FDI has been increasing. A substantial proportion of this FDI is directed at Hanoi.
Nearly all the FDI arriving in Hanoi has been in services, industry or construction. The
government is increasingly pondering whether there is any way to attract FDI into the
provision of UEI&S. Unfortunately, there is little in the existing literature to answer this
question, particularly for Hanoi. The available literature focuses on the private provision
of UEI&S and on FDI’s relationship with the economy and the environment of the
developing countries. The current debate over the private provision of UEI&S itself is
not in line with the realities experienced in countries as poor as Vietnam. Furthemore, in
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any discussion of private provision of UEI&S in Vietnam, especially utilizing FDI, the
particular circumstances of the country and city must be taken into consideration. A
long history of wars with outside aggressors has left a mark on the psyche of the
Vietnamese populace. Despite the recent opening up of the country, the Vietnamese are
very cautious of foreigners. Total foreign control of strategic services, such as water
supply, in the capital Hanoi may not be palatable for the Vietnamese.

1.3. Some Important Considerations

In recent years the UEM scene in Asian countries’ cities has become complex. The
drive for decentralization has transferred responsibilities for provision of UEI&Ss from
central line agencies to local governments. In many cases, however, the decentralization
has not been accompanied by financial empowerment. This situation has forced cash-
starved local governments to look for other partners, such as those in the private sector,
for the provision of UEI&S. Recently, international development organizations have
also become more active in the urban scene. They are relentlessly pushing the agenda of
privatization of UEI&S. Another player, or aspiring player, in the new, increasingly
complex urban scene is the international utility companies. They are emerging as
important sources of technology, offering their services for provision of potable water
and other UEI&S. In short, there are powerful new forces at play in developing world
cities and there is a strong drive for private provision of UEI&S.

Privatization in itself is no panacea for the urban ills of Asia Pacific cities. Privatization
does not mean less work for governments; it requires careful planning, the
implementation of new procedures and mechanisms of cooperation and of monitoring
and many new roles for government. Further, there is concern that the prices for utilities
charged by private concessions may be beyond the urban poor’s financial capacity. For
smaller cities it may make better sense for the local governments to provide services
themselves or follow the Chinese model where local governments create utility
companies that function like the private sector. Even for larger cities, the nature of the
problem will determine if privatization is warranted at all.

1.4. Scope of the Research

This paper is limited to the discussion of water supply, sanitation and solid waste
management. Water supply and sanitation are areas within UEI&S that have the highest
potential of benefiting from FDI. Most of the discussion in the latter part of this paper
therefore tends to focus on this sector.

There are significant differences between water supply and sanitation and solid waste
management in terms of capital investment and technology levels. In most developing
countries, municipal solid waste service involves labor-intensive street sweeping and
waste collection. Solid waste collection, sweeping, transfer and disposal systems are
less capital-intensive than the water supply systems. Also solid waste services require
less advanced technology than water treatment. Water supply and sanitation
infrastructure is expensive and involves high levels of technological expertise. As solid
waste management is more suitable for domestic private sector involvement, the current
study focuses more on the use of FDI for the provision of the water supply and
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sanitation infrastructure.

This paper attempts to link Urban Environmental Management (UEM) and UEI&S
provision with FDI in the Vietnamese context. It begins with an elaborate account of the
FDI and UEM situations in Hanoi. It then presents an argument that some form of
privatization of UEI&S is a precondition for utilization of FDI in this area. The paper
then focuses on different possible modes and mechanisms of private provision of
UEI&S and examines the privatization initiatives of the recent past, especially those
taken in the developing country cities. Finally, it examines the modes and mechanisms
suitable for the Vietnamese case, keeping in mind the requirement for involving FDI in
UEI&S development.

2. Case Study Area Profile

Hanoi, the capital and the second largest city of Vietnam, celebrated its 990-year
anniversary in 1999. Hanoi has a population of 2.71 million, covers an area of 918.46
km? and is divided into seven urban and five sub-urban districts. Hanoi ranks first in
Vietnam in population density with 33 800 persons per square kilometer in some of the
inner districts. Two main rivers, Red and Nhue, and four small rivers pass through
Hanoi. The city also has many lakes and ponds covering a total area of about 600 ha.

Hanoi’s economy is the second largest in Vietnam following that of Ho Chi Minh City.
During the 1995-1999 period, the central government-owned sector played a dominant
role in the city’s economy accounting for nearly 60% of total GDP. Since 1993 foreign
investment has become increasingly important in Hanoi’s economy rising from 2.7% in
1993 to 11% of economic output in 1999. Vietnam’s economy started to grow rapidly in
the early 1990s and so has that of Hanoi, but the economic growth of the city has tended
to be higher than the national average.

2.1. Reviewing the Existing Situation of FDI and UEM in Hanoi

Since the inception of the Law on Foreign Investment in Vietnam in 1987, a series of
policies have been promulgated to encourage open market economy development. The
government rightly envisages that foreign investment will play an important role in
bringing investment and technology into Vietnam. During the past decade, Vietham
benefited disproportionately from direct investment inflows, which were on average
equivalent to 5.5% of GDP (compared to an average of 0.9% for all developing
countries and 1.1% for China).

Forty-two countries and hundreds of foreign groups and companies have entered Hanoi
to look for investment and business opportunities. By the end of 1999, 421 projects had
been licensed in Hanoi with a total investment capital of US$8 638 million accounting
for approximately 24% of total FDI inflows into the whole country. Out of these 421
projects, 297 were Joint Venture projects, 86 were 100% Foreign Investment projects
and 38 were Business Cooperation Contract projects.

In recent years FDI has contributed significantly to the structural transformation of
Hanoi’s economy. After years of almost no change, Hanoi’s economic structure has
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started to move in the direction of industrialization. The share of agriculture, forestry
and aquaculture decreased from around 9% in 1990 to about 3.9% of the GDP in 1999,
while that of industry and construction increased from 25% to 40% of GDP over the
same period.

FDI in the service sector accounts for more than half of the total FDI capital that has
been invested in this city. Investment in services is followed by investment in
construction that accounts for some 33.5% while 14.7% of all FDI has been invested in
the industries. About one third of the approved FDI have been for development of new
industrial estates, which includes infrastructure provision. While the overall
implementation rate of all FDI in Hanoi is about 40% of the total approved FDI capital,
that of industrial estates/infrastructure has been only 3%. This clearly points to the need
to make policy changes to facilitate FDI participation in infrastructure provision.
Another interesting aspect of FDI is its country of origin. Most of the FDI inflowing to
Hanoi is from Japan and the four Asian Tigers, i.e., Singapore, South Korea, Hong
Kong and Taiwan. Investments from these countries account for more than two thirds of
total Hanoi FDI capital.

In order to better understand the situation of FDI, especially that in the industrial sector,
it is worthwhile having a brief look at the industrial areas in Hanoi. There are 14
industrial areas—nine old industrial areas and five new Industrial Zones (1Zs) in the
city. Out of the nine old industrial areas five are located in the inner districts while the
remaining four are located in the outer districts. The nine old industrial areas have a mix
of industrial, commercial and residential activities. They are located in crowded areas
with severe shortages of urban environmental infrastructure. Nearly 90% of all the FDI
projects are located in these areas.

Since 1992, the Vietnamese and Hanoi governments have made five well-planned 1Zs,
to reduce congestion and pollution in the inner city and improve environmental
protection. These 1Zs are located in the outer districts and are equipped with good
physical infrastructure. Foreign investors are encouraged to set up their enterprises in
these zones through different incentive policies.

Over the past few years and in line with overall trends for the country, Hanoi has
experienced rapid urbanization and industrialization. This development has caused
considerable adverse affects on the environment as well as leading to shortages of
environmental infrastructure and services. The existing infrastructure and municipal
services in Hanoi have been unable to cope with the rapidly increasing demand.

The water supply system in Hanoi dates back to 1894, when the French colonists
developed the first water supply system by using surface water from the Red River.
Because of its abundant potential in supplying water to the city, groundwater has been
utilized since the early twentieth century. Presently, Hanoi Water Business Company
(HWBC) uses groundwater through fourteen major water treatment plants (WTPs) and a
number of small water supply stations to provide 390 000 m*/day to the Hanoi
population in urban districts. Only about 80% of existing capacity is utilized due to
obsolete equipment. Physical water losses are substantial, and result mainly from old
and faulty pipes and from an inadequate distribution system.
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There is no functioning wastewater treatment plant in Hanoi. In Hanoi the combined
storm and wastewater drainage network was constructed during the 1920s and it covers
only 1/8™ of the city area. Large segments of the population have no access to the
sewerage system. The sewer system only serves about 30% of the urban area, is
overloaded and is in poor state of repair. Wastewater is discharged into city lakes and
rivers without treatment and the level of maintenance and cleaning of the sewage system
is low. The annual discharge of untreated sewage and industrial wastewater is estimated
at 120 million m® for Hanoi. Considering the rates of industrial and commercial
development in these cities, the volume of wastewater in the next 15 years is expected
to be ten times higher.

Solid waste collection and disposal is a critical issue in Hanoi. Due to rapid economic
and population growth, waste production per household is growing rapidly. According
to a 1997 report of the Hanoi Urban Environment Company (HURENCO),
approximately 1 848 tons or 3 312 m*® of solid waste per day is generated in the urban /
inner districts of Hanoi. Only around 44% of this is formally collected; the rest is
burned or dumped in vacant areas or in waterways. There are no properly prepared and
managed sanitary landfill sites. The waste that is formally collected is disposed of in
open dumping sites, which are polluting their surroundings.

3. Arguments for and against Private Provision of Water Supply and Sanitation
Services (WSSS)

Privatization is a prerequisite for linking FDI with the provision of WSSS. In this
section we will look into the characteristics of WSSS that are cited as arguments in
favor of their provision by the public sector. We will also look into the problems faced
by WSSS that form the rationale behind the privatization argument.
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