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INTRODUCTION
Since bilateral normalization in 1991, Vietnam-China economic relations have been developing rapidly. One particular change is the dominant position in Vietnam that Chinese engineering contractors have managed to attain. According to China’s Ministry of Commerce
(2010), Chinese engineering companies were by the end of 2009 involved in projects
worth US$15.42 billion, turning the Vietnamese market into their largest in Southeast Asia.
Various Vietnamese sources also confirm that these contractors are strongly outcompeting contractors from Japan, South Korea, and Western countries. On occasion, Chinese
contractors have accounted for up to 90 per cent of EPC (Engineering/Procurement/
Construction) contracts for thermal power plants in Vietnam (Nhat Minh, 2012).
This interesting phenomenon begs several questions. First, given their relative lack of
international experience, how did the Chinese engineering contractors manage to achieve
their extraordinary success in Vietnam, and is it sustainable? Second, does this condition
present special problems for the Vietnamese? And finally, what implications does this hold
for Vietnam’s economic and political relations with China?

CAUSES
There are two major reasons for the spectacular rise of Chinese engineering contractors
in Vietnam: First, the conditions attached to Chinese concessional loans and preferential
export buyer’s credits for Vietnam; and second, the “flexible” business strategies of these
contractors.

1

.

While Chinese grants (aid gratis) to Vietnam since 1991 have been limited, standing
at around US$50 million, concessional loans reached as much as US$500 million by the
end of 2010.1 At the same time, China’s preferential export buyer’s credits have become an
increasingly important source of funding for Vietnamese projects. By the end of 2008, such
credits to Vietnam had reached US$1 billion (Xinhua News Agency, 2008).2 Since then,
it should have gone much higher. For example, the Vinh Tan II Thermal Power Plant alone,
which started construction in August 2010, received approximately US$1 billion in the
form of such credits (Tuoitrenews, 2010).
A key condition for Vietnam to receive China’s concessional loans as well as preferential export buyer’s credits is that it has to use Chinese contractors, technology, equipment, and services for related projects (China Eximbank, 2012). For example, the construction of Cao Ngan Power Plant, which was funded by Chinese concessional loans,
was open to four Chinese bidders and Harbin Electric Corporation was selected as the
EPC contractor of the project. Similarly, Electricity of Vietnam had to choose Shanghai
Electric Group Company Ltd. as the EPC contractor for the aforementioned Vinh Tan II
Thermal Power Plant. In other words, the condition attached to China’s concessional loans
and preferential credits buyer’s credits has undoubtedly contributed to the dominance of
Chinese engineering companies in Vietnam.
The second condition contributing to such a situation are the “flexible” business strategies practised by Chinese contractors in Vietnam. In projects funded in other ways and that
are open to international bidders, there are loopholes in Vietnam’s Law on Tendering which
favour low prices over technical aspects. Accordingly, Chinese contractors are able to offer
a markedly lower price than competing bidders.
According to Dr. Nguyen Thanh Son, who used to work for power plant projects run
by the state-owned Vietnam National Coal-Mineral Industries Corporation (Vinacomin) and
who had first-hand experiences dealing with Chinese contractors, Chinese companies
were able to offer low prices thanks to subsidies from the Chinese government given on
presentation of contracts they had won. In addition, unlike other contractors who, once
awarded the contract, would strictly implement its terms and conditions, Chinese contractors normally adopted a different strategy. They were willing to offer low prices, but
after being awarded the contract would try to save costs by persuading project owners to
change the contract’s original terms and conditions, or by just ignoring them.

1 Neither Vietnam nor China has disclosed the total amount of aid that China has provided Vietnam since
normalization. The estimate is therefore based on a report by Vietnam’s Ministry of Finance (2011, p. 15),
which shows that by the end of 2010, Vietnam’s outstanding government debt to China through official arrangements was US$551.7 million. Although the Ministry did not clarify what constituted the debt, it can be
inferred from the way the debt was categorized that it probably derived from Chinese ODA (i.e. interest-free
and concessional loans) that Vietnam had acquired from China through bilateral agreements. At the same
time, incomplete data from the Ministry of Planning and Investment (2009) on projects sponsored by Chinese
ODA show that interest-free loans are insignificant and Chinese concessional loans may therefore account for
most of the debt.
2 While concessional loans are considered aid, preferential export buyer’s credits are not. Although offered at
a better-than-market interest rate, these credits primarily promote credit providers’ exports rather than recipient
countries’ development and welfare.
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Consequently, components that did not meet project owners’ technical requirements
were still used and installed by Chinese contractors in a number of power plant projects,
such as at Quang Ninh, Hai Phong, Cao Ngan, and Na Duong (Thanh Phong, 2010).
In addition, in some power plant projects which require swift implementation due to
Vietnam’s electricity shortage, project owners were allowed by Vietnamese government to
appoint contractors without going through the bidding process. In such cases, Chinese
contractors also got appointed because of the competitive prices they offer. Moreover,
Chinese contractors are also interested in bidding for small-scale projects which are normally ignored by engineering contractors from Vietnam and other countries (Pham Huyen,
2010).
Such strategies seem to have worked. Many of the EPC contracts won by Chinese
contractors are upstream projects in essential sectors such as energy and mining.
Especially, as much 90 per cent of Vietnam’s thermal power plants have been built by
Chinese contractors (Nhat Minh, 2012). Such a situation has however produced a number
of serious problems for Vietnam.

PROBLEMS
First, there have been numerous reports in the Vietnamese media of poor performance by
Chinese contractors in projects in various fields (see, for example, Doan Cuong, 2012;
Linh Chi, 2012; Pham Huyen, 2010; Quoc Dung, 2011; Thanh Phong, 2010; Thanh Tung,
2012; Ve Dinh, 2011). The affected projects cut across all sorts of funding. The most
common problems come from the contractors’ failure to ensure quality; the inability to
keep deadlines, or the violation of contractual terms and conditions. These problems have
caused additional costs for Vietnamese project owners and hindered the sustainable development of Vietnam’s infrastructure system.
For example, Vinacomin complained that much of the equipment Chinese contractors provided for its power plants were of inferior quality than equipment of Japanese or
Western origin. The poor quality of equipment has caused repeated incidents in such
projects as the Hai Phong Thermal Power Plant No.1 (Le Thu & Van Thinh, 2010). The
Vietnam Energy Association (VEA) also reported in 2011 that many power plants constructed by Chinese contractors had faced protracted delay. Meanwhile, the Dinh Vu
DAP Fertilizer Factory, which was built by China National Chemical Engineering Group
Corporation as the EPC contractor, could not produce fertilizers of pledged quality. The
problem even led the Ministry of Industry and Trade to lower the Vietnamese standards on
diammonium phosphate chemical fertilizer so that the factory’s products could be sold on
the market (Chi Hieu, 2011).
Second, the condition that projects funded by Chinese preferential loans and export
buyer’s credits must import technology, equipment and services from China has also contributed to Vietnam’s perennial trade deficit with China. In any project funded by Chinese
concessional loans and preferential export buyer’s credits, the Chinese contractor selected
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by Vietnam will receive money directly from China Eximbank for the equipment and technology they import into the country as well as the services they provide to implement the
project. In projects funded by other financial sources, Chinese companies who act as the
EPC contractors also normally import most of the machinery and equipment from China,
including basics such as washers (Hoang Lan, 2010). The practice helps Chinese contractors save costs, which is almost a must given the low prices that they offer project owners.
However, it has also caused Vietnam’s imports from China to surge and its trade deficit
with the latter to remain high. Vietnam’s trade deficit with China, for example, increased
from US$9 billion in 2007 to 13.8 billion in 2011. Vietnam also imported US$5.26 billion
worth of machinery and equipment in 2011, accounting for more than 20 per cent of its
total import turnover from China in the same year (General Department of Customs, 2012).
Finally, Chinese contractors’ use of Chinese labourers is yet another important issue
that Vietnam has to deal with. According to Vietnam’s Ministry of Labour, War Invalids
and Social Affairs, by September 2011, there were 78,440 foreign workers in Vietnam, of
which 31,330 were illegal (Phong Cam, 2012). Various reports suggested that most of the
illegal workers were brought into the country by Chinese contractors. For example, among
about 1,700 Chinese workers working at Ca Mau Gas — Electricity — Fertilizer complex
in August 2011, more than 1,000 did not have a working permit (Thien Phuoc, 2011).
Similarly, many of the 1,300 Chinese labourers working at the construction site of Hai
Phong Thermal Power Plant No.2 in June 2012 were also illegal. Chinese contractors explained their preference for Chinese workers by referring to the language barrier, their lack
of trust in Vietnamese labourers, and Chinese workers’ more advanced skills (Giang Linh,
2012).

IMPLICATIONS
These problems have generated significant implications for Vietnam’s economic and political relations with China.
First, Vietnam’s dependence on Chinese contractors has generated concerns about
Vietnam’s national security, especially energy security. For example, such anxieties have
been officially voiced by Ms. Pham Thi Loan, member of the National Assembly’s Finance
and Budget Committee, at a conference in 2010 (Hoang Lan, 2010). Worries about the
country’s energy security, in particular, have originated from delays and from poor quality of
power plants constructed by Chinese contractors. Officials from the VEA have pointed out
that some power plants constructed by Chinese contractors could not start operation at
expected deadlines, while others repeatedly had to halt operation for maintenance. These
problems further exacerbate the country’s power shortage (Pham Tuyen, 2011). Such
concerns may ultimately contribute to the rise of policies aimed at restricting China’s unwarranted economic influence on Vietnam, which, in turn, will negatively impact Vietnam’s
overall relations with its northern neighbour.
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Second, the presence of Chinese workers, whether legal or illegal, has caused public
resentment in Vietnam. Chinese workers have been criticized for taking jobs away from
local labourers, especially when many jobs performed by Chinese workers, in contradiction
to claims made by Chinese contractors, are simple manual ones that require no advanced
skills. Partiality for Chinese labourers in terms of wage and working conditions has also
caused grievance among locals. For example, for the same job, Chinese workers are normally paid a significantly higher wage than are paid to Vietnamese (Giang Linh, 2012; Nam
Cuong & Nguyen Thanh, 2011).
Especially, the presence of Chinese workers has also caused security concerns. There
have been reports of Chinese workers breaking laws, causing social disorder, or even engaging in violent confrontation with local communities (Vietnamnet, 2009).
The presence of hundreds of Chinese labourers working for EPC contractor China
Aluminum Engineering Corporation (Chalieco) at Nhan Co and Tan Rai Aluminum Plants in
the Central Highlands also elicited objections from a segment of Vietnamese high-profile
figures, including General Vo Nguyen Giap. In addition to environmental concerns, General
Giap argued that the large numbers of Chinese working in the Central Highlands would
give China a foothold in this strategically important area of the country (Marston, 2012, p.
183). His argument was a rationale behind strong protests mounted by Vietnamese civil
society against bauxite mining in the Central Highlands.
Third, the poor quality of a number of their projects has created a negative perception
of Chinese contractors among a large segment of Vietnamese population. They further
deepen Vietnamese distrust of China in general and Chinese products and services in
particular. More importantly, they have also triggered official responses from Vietnamese
organizations and policy makers. In September 2011, for example, the VEA sent a petition to Party and State leaders calling for, among other things, a restriction on Chinese
participation in Vietnam’s power plants projects (Bao Anh, 2011). The VEA cited the
above-mentioned problems, especially the long delays and the poor quality, to support their
recommendation.
At the same time, there are also calls for revising the Law on Tendering to fix the loopholes that have facilitated the rise of Chinese contractors. Such a revision from the Ministry
of Planning and Investment is scheduled to be passed by the National Assembly in 2013.
Although it has multiple purposes, the revision seems to have the problems presented by
the dominance of Chinese contractors as a hidden target. Accordingly, it introduces the
quality-price tradeoff tender evaluation method. Under this method, project owners will be
able to disqualify bidders who offer low prices but seem unlikely to provide the expected
quality. In addition, the revised Law also provides that the winning contractors not be allowed to use foreign workers for jobs that can be done by Vietnamese. The revised Law
also puts restrictions on imports of goods and equipment that are locally available. Such
provisions will undoubtedly undermine Chinese contractors’ competitiveness in Vietnam.3

3 The revised Law, however, is not to be applied to projects funded by foreign sponsors, including China,
who require the use of their contractors.
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Chinese dominance in construction is reminiscent of the dominance of Chinese consumer goods in Vietnam in the 1990s. After Vietnam normalized relations with China in
1991, Chinese consumer goods quickly flooded the Vietnamese market. This quickly led to
Vietnam introducing a protectionist policy in September 1992 to ban 17 varieties of
Chinese imports. The ban, however, proved to be ineffective (Womack, 1994, p. 506).
It was only when Vietnamese consumers became disappointed with the poor quality of
“made-in-China” products several years later that the market share of Chinese consumer
goods in Vietnam began to contract. In the case of Chinese engineering contractors, however, their poor performance and tainted reputation, at least until recently, have not affected
their dominant position. Instead, it is changes in Vietnam’s legal and policy framework that
will probably play a more decisive role in bringing that about.

CONCLUSION
The case of Chinese engineering contractors in Vietnam shows that increasing bilateral
economic interactions since normalization have generated mixed implications for economic
and political relations between Vietnam and China. On the one hand, there has been
growing economic interdependence between the two countries, a key foundation for a
peaceful and stable relationship between them, but on the other hand, the dominance of
Chinese contractors and the problems associated with that have generated hostility in the
Vietnamese public and further deepened its distrust of China.
Vietnam’s decision to reform its legal and policy framework, which partially aims to limit
the dominance of Chinese engineering contractors, may lead to retaliatory measures from
China in the near future. Such a development will undoubtedly exert a negative influence on
the evolution of Vietnam-China relations.
********
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