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How Supply Chain Management improves Competitiveness of Vietnam in times of lower Growth ? 
Macro-economic Necessities and Micro-economic Challenges

Background:
Vietnam set itself a challenging target to become a Developed Economy by 2020. Over the past decade the economy has made big progress and had displayed impressive growth figures. At times where the 
global economy shows signs of slow-down Vietnam needs be concerned how to sustain and further increase the Key Industrial Clusters that were responsible for the strong economic growth. A particular 

challenge in this transformation process is to keep a Regional Balance and to ensure that all geographic regions (South, Center and the North) are equally participating and contributing to the desired result. 
The regional competitiveness is here addressed and the strength of Supply Chain in each of the Industrial Clusters will make a major difference to how the macro-economic targets can be achieved.

Other key developments in this setting are the increasing Trade among ASEAN plus China countries which posses a greater competitive threat to the Vietnamese economy as well as the political objective to 
complete the transformation and equitization of the SOEs and ensure their competitiveness in the marketplace.

In this scenario Vietnam Supply Chain will invite the Supply Chain and Industry Leaders to present, discuss and understand how Supply Chain Management can help to improve the Competitiveness of 
Vietnam, with a particular focus on the Northern Industrial Clusters and how Companies operating in Vietnam can benefit from Supply Chain Concepts, Tools and their organizational implementation to 

strengthen their position for the years ahead. 
This Conference will deal with the following Key Challenges:

How can the Northern Economic Region best be connected between Southern China and the Center and Southern part of Vietnam?  •
What Industry Cluster have already developed in the north and what adjacent sectors are appropriate to further encourage  •

How is the current quality of Infrastructure and what is the outlook for the next 5 years?  •
3rd Party Logistics and Outsourcing - does the Supply meet the demand?  •

Necessary Supply Chain Know how in Vietnamese companies especially current and former SOE  •
How to attract and develop young talent in the Northern Part in the Supply Chain Sector?  •

Nationwide Coverage: How to develop Distribution Systems that cover all key economic territories ?  •
Economic Policies and ODA: How can the public sector contribute to the economic development and improvement of Supply Chains?  •
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Franchising in Vietnam
A way to sidestep
Traditional Retail limitations
As the retail sector grows in importance, the concept of franchising is of increasing 
interest in Vietnam. this article looks at franchise from both the public and private 
business law perspectives, with a view towards market entry and expansion.
The public business law 
perspective
From the standpoint of public business law, 
franchising is regulated by international 
commitments, especially commitments 
Vietnam made to the Wto. the most 
important of these commitments are those 
that protect intellectual property rights and 
the schedule of Commitments on services 
(“Wto Commitments”). Franchise is also 
governed by the Commercial law 2005 
and its guiding documents. 

in its Wto commitments, Vietnam 
committed to open the market for 
distribution services, by means of 
franchising. particularly, “distribution 
services” include: commission agent 
services, wholesale services, retail 
services, and franchise. 
in addition to the horizontal commitments 
for distribution services, Vietnam’s 
commitments on foreign investors’ 
commercial presence in Vietnam are: 
“none, except a joint venture with a 
Vietnamese partner(s) is required, and 
foreign capital contribution shall not 
exceed 49%. As of 1 January 2008, the 
49% capital limitation shall be abolished 
to none. After 3 years from the date of 
accession, “branching is allowed” - with 
the condition that the head of the branch 
must permanently reside in Vietnam. 

From a public law perspective, except 
for a few types of goods excluded from 
the commitments on market opening for 
distribution services, franchising is almost 
restriction free. What is most interesting is 
that compared to standard retailing, which 
is subject to extremely tight restrictions on 
the number of retail outlets, franchises are 
not subject to this restriction. this makes 
franchising an attractive option for retailers 
with plans for multiple outlets.

Under the Wto Commitments, those 
distribution services other than franchise 
are subject to one common constraint: “the 
establishment of outlets for retail services 
(beyond the first one) shall be allowed 
on the basis of an Economic needs test 
(Ent)”. in the Wto Commitments, Ent 
is detailed in footnote No. 24, which 
stipulates, “Applications to establish more 
than one outlet shall be subject to pre-
established publicly available procedures, 
and approval shall be based on objective 
criteria. the main criteria of the Ent 
include the number of existing service 
suppliers in a particular geographic area, 
the stability of market and geographic 
scale”.

At the first glance at footnote No. 24, the 
term “based on objective criteria” looks 
good. if much attention is given to this 
though, a concern arises around the words 
“key criteria”. With even more attention, 
such “key criteria” are very general 
and open and inviting for controversial 

explanations and interpretation of the 
persons applying the laws. it has been 
over four years since Vietnam entered the 
WTO, the specific clarifications of ENT 
have not been issued, and the opening 
of retail outlets beyond the first one is 
therefore extremely difficult for foreign 
investors. the Economic needs test has 
been compared to the complaints which 
might lead one to see an Ear-nose-throat 
specialist – a running nose, sneezing and 
tinnitus. Franchises, on the other hand are 
not subject to the Ent test, which is less of 
a nuisance and as such has been chosen 
by many foreign investors as a more 
appropriate choice to enter the Vietnam 
distribution market. 

Additionally, the Commercial law 2005 
and its guiding documents stipulate the 
requirements for franchise, including some 
requirements that spill over into private 
business law. 

By Bui Ngoc Hong
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Franchising in Vietnam

The private business law 
perspective
According to Part 8, Chapter 6 of the 
Commercial law 2005, a franchise 
contract is a contract in which the 
franchisor is obligated to give franchise and 
provide technical support to the franchisee, 
while the franchisee is obligated to make 
payment in favor of the franchisor. the 
franchisee can continue to transfer the 
franchise to another party if it is permitted 
in the franchise contract, or if the franchisor 
allows the franchisee to do so.  

A franchise contract must satisfy the 
conditions of validity stipulated in the Civil 
Code. 

As prescribed by law the franchisor must 
meet a number of conditions. one of 
these conditions is to register the franchise 
activities before concluding the franchise 
contract. this requirement is buried deep 
in the procedural provisions for conducting 
a franchise from franchisor to franchisee. 
this requirement is often neglected by the 
parties – a point that if neglected may lead 
to the invalidity of the franchise contract. 

the object of a franchise contract is the 
franchise itself. According to Article 284 of 
the Commercial law 2005 such a contract 
object includes intellectual property 
rights and relevant technical assistance. 
the subjects of franchise contracts are 
intangible assets. it is often not easy to 
reach a consensus among the parties as 

to the quality of such intangible assets. 

public business law has provisions to 
support this. the franchisor must disclose 
information about the franchise so that all 
intellectual property rights can be properly 
registered and protected. Government 
support for this is limited, however, due to 
the difficulty in evaluating such intangibles 
as ip. the best strategy to ensure that ip is 
properly valued and registered is to conduct 
a sensible business evaluation (on brand 
reputation, networks, financial capacity, 
etc. of the franchisor; and the franchisee’s 
abilities to develop the franchise) and a 
well drafted franchise contract. 

the franchise contract is a tool for mutual 
cooperation and benefit where normally 
the benefit of one party is the obligation of 
the other. in a franchise relationship, the 
contract governs the purchase and sale of 
the rights to use a business idea which has 
been developed and proven in practice. 
the terms and conditions are by and large 
under the control of the seller. 

the price for the franchise must be set at 
a point appropriate for the nature of the 
franchise and the financial capability of the 
franchisee. the rights assigned should be 
specific and limited and address the risks 
as well as sanctions for violation. the term 
should allow for sufficient development of 
the business but be aware of any expiration 
of rights. it is best if the term is set after 
consideration of the proposed business 
plan of the franchisee. 

A snapshot
Compared to other methods of business, 
franchising has many advantages. it is 
a way to proliferate a business idea that 
has been proven successful; it spreads 
the financial risk from the franchisor 
to franchisee; and it offers a system of 
support and training to the franchisee to 
turn the investment into a successful and 
profitable business recognized across 
territories. in Vietnam, franchising is even 
more attractive as it is not subject to the 
strict constraint of an Economic needs test 
that is applied to other forms of distribution 
services. 

Franchising is subject to regulations of both 
public business law and private business 
law. Between the restrictions erected by 
public business law and those which may 
be created in private business law, a choice 
of the latter is generally more comfortable. 
it offers franchise parties choices that they 
may take or reject at their discretion.




