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Calligraphy, a traditional art form with scholastic roots, is still used to mark important celebrations in Vietnam. On the occasion of weddings or house moves, a message of hope for the period that is about to start is usually conveyed through thoughtful strokes. Thick ones yield Yang, countered by Yin from the thin ones; dark is for Yang, and light for Yin; quick stokes produce Yang and then slow down to bring back Yin. The importance of natural harmony is thus part of the message of hope. Originating in China, calligraphy made a long journey north to Japan, where it mixed with Zen, and then down south, where its strict rules were combined with those more liberal and broadminded of Vietnamese, to create an inspirational style. The subsequent adoption of Roman characters made communication easier. Calligraphy roots this new, more global and more effective expression deep in Vietnamese tradition.
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EXECUTIVE SUMMARY



The year 2006 was a very important milestone in Vietnam’s quest for prosperity. Accession to the WTO confirmed how much progress the country had made in its transition towards a market economy in the barely two decades since the beginning of doi moi. The approval of the new SEDP, in turn, affirmed the vision of Vietnam becoming a middle-income country by the end of the present decade. Going from dire poverty to middle-income status over such a short period of time may sound overly ambitious. But the country’s track record allows for optimism, even while recognizing that the task will be demanding. Aiming high is indeed justified in Vietnam’s case. Such is the spirit of the donors who jointly produced this report, and who jointly have chosen to align their support to the objectives of the SEDP. The report can actually be seen as a “reading” of the SEDP, with the intention of fully understanding the development challenges faced in each area, and contributing ideas towards the attainment of Vietnam’s ambitious objectives. In line with the Hanoi Core Statement, donors fully accept the government’s “ownership” of its reform program and seek to “harmonize” their support, in order to reduce transaction costs. In a sense, this report is also aiming high, in its attempt to push the harmonization effort upstream, from processes to analysis. Reaching middle-income status is more than just attaining some arbitrary threshold in terms of income per capita or some other productivity measure. The vision for the next five years goes beyond the quantity of growth, to focus on quality issues. A middle-income country has a more complex economy, much more diverse across regions and across sectors. This requires more nuanced policy responses in each case, trying to reconcile the need for differentiation with the goal of inclusion. A middle-income country is also characterized by the growing importance of networks, from transport infrastructure to value chains in agriculture. This requires a stronger emphasis on cross-sectoral issues. And a middle-income also has more stakeholders. This leads to an increasing separation between regulation and ownership, or between policies and service delivery, requiring both increased delegation and stronger accountability. Becoming a middleincome country is thus more than an economic transformation: it also entails a gradual change in the relationship between state and society. At this important juncture, several new challenges need to be taken into account. First, the continuation of economic growth cannot be taken for granted. Reaching middle-income status seems feasible, but this does not automatically put Vietnam on a track to become a developed country. Few countries in the world have actually managed to sustain many decades of high growth rates. Putting in place the institutional arrangements needed to handle an increasingly complex economy might have been one of the keys of their success. Second, the increased differentiation of stakeholders also calls for a better management of risk. Financial deepening, infrastructure regulation or social protection, all hallmarks of a middle-income country, can be seen as increasingly sophisticated mechanisms to pool risks among stakeholders. And third, as Vietnam emerges from dire poverty, it can increasingly afford to look into the future, and commit to the protection of its environment. Managing this important juncture well is all the more important considering that Vietnam will have less access to concessional support after this five-year cycle, and will therefore have to rely more on its own resources.



The vision outlined by the SEDP is one characterized by important trade-offs, in each of the pillars of the reform program. In relation to business development, there is a tension between investing massively and investing well. The former choice can be justified in light of the enormous infrastructure needs of the next five years; the latter focuses on achieving efficiency in public projects and not crowding out private investment through excessive taxes or excessive levels of public debt. Within the social inclusion pillar, the tension is between rapidly raising incomes in the economic hubs of the country and the prospect that specific population groups, and especially ethnic minorities, could be left behind. This is mirrored by the tension between fully integrating in the global economy, so as to make the most of market opportunities, and becoming more exposed to market fluctuations and sudden downturns. The environmental tradeoff is perhaps the most obvious at this point. The still poor Vietnam of today could choose to sacrifice clean air and water and biodiversity to achieve faster growth, but the richer Vietnam of tomorrow (or the children of those who decide today) would regret that choice. Finally, in relation to building modern governance, the trade-off is between the need to delegate more responsibilities to local levels, or to stakeholders outside government, and the prospect of rampant moral hazard. As the government gradually moves from doing to steering, increased transparency and accountability would help in handling these trade-offs. They will also be essential to contain and gradually eliminate corruption. The reform agenda outlined by the SEDP is so comprehensive, and the current juncture so important, that some form of prioritization seems warranted. This report, with its proposed “reading” of the SEDP, represents an attempt to identify the most important policy measures to undertake in the coming years, so as to align donor support behind them. It would be tempting to interpret prioritization as choosing one SEDP pillar over the others. But Vietnam is facing important trade-offs in all of them. Hence the choice to prioritize within pillars. However, the report also recognizes that moving on all fronts is a formidable challenge, requiring stronger coordination, so that in the end result is more, not less, than the sum of the parts. In the spirit of harmonization, the report emphasizes the importance of a strong coordination mechanism for the implementation of the SEDP, cutting across all four pillars of Vietnam’s reform agenda, and making the most of the donors’ support to it.
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FROM PLAN TO ACTION



1.



PLANNING FOR DEVELOPMENT



While some of the economic transformations of Vietnam can be traced back to the beginning of the doi moi, the modernization of planning was lagging behind other important reforms. Until recently, five-year plans still entertained the fiction that government was in direct control of delivering goods and services, which resulted in the compilation of large numbers of production targets. Consultation processes involved government agencies only, whereas selfreporting and administrative data substituted for a genuine assessment of results. The new SocioEconomic Development Plan (SEDP) 2006-2010, on the other hand, represents a major departure from this approach. It focuses on development objectives, identifying the policies to attain them. Its preparation involved a broad consultation outside of government and led to the choice of appropriate indicators to monitor progress. The transition to the new approach shows the merits of engagement and perseverance. An initial attempt to incorporate the new planning approach into government strategies under preparation was not particularly successful. In the following years, donors and government had to work on the sides of established planning processes, around the Comprehensive Poverty Reduction and Growth Strategy (CPRGS) document. This strategy had its own shortcomings. At first, issues related to large-scale infrastructure were not properly addressed. Also, the fact that CPRGS was outside normal planning processes made it difficult to rollout its approach to provincial levels, or to use its content to influence the preparation of the budget. Nevertheless, the demonstration effect of the CPRGS was very powerful. Barely two years after its completion the government decided to mainstream its approach in the preparation of the SEDP 2006-2010. This new five-year plan offers a sound strategy for Vietnam to become a middle-income country by the end of the period. If the conduit of macroeconomic policy remained as prudent as in the past, the strategy would also be affordable, in the sense of not leading to excessively high levels of public debt. A new approach to planning The importance of planning should not be over-emphasized, especially in a market economy. To a large extent, change also happens outside documents produced every five years. For instance, some of the most important decisions over the last cycle, from the acceleration of negotiations to accede to the WTO to the adoption of the banking reform roadmap to the approval of the Ant-Corruption Law, were not foreseen as such in the SEDP 2000-2005. Also, the plan is at times a follower, more than a leader, to the extent that it records and scales up provincial innovations. But insofar as it sets a framework for the operation of the government, the plan is still an important force in setting out objectives and outlining instruments to meet them. With this caveat in mind, the SEDP 2006-2010 represents a major milestone in planning reform. Approved in June, 2006, it outlines the policy measures needed for Vietnam to advance to middle-income status by the end of the decade. Following an established practice, the SEDP sets the framework for government action and resource allocation. But this framework is much more focused on attaining development outcomes than in the past, when five-year plans would involve long lists of production targets, as if the government was still in charge of directly producing goods and services. The framework was also influenced by consultations outside government, from grassroots communities to the overseas Vietnamese. And for the first time the
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government’s primary planning document will also be used as a basis for guiding and allocating Official Development Assistance (ODA). These changes reflect the transformation of economic management, and more broadly of the relationship between state and society, that is taking place in Vietnam. The pace of this transformation has varied across policy areas. In some cases its beginning can be traced back to the early stages of doi moi. In the case of planning processes, however, the transformation was lagging behind other important reforms (Table 1.1). Credit should be given to homegrown efforts to expand consultation with stakeholders within the traditional planning process. Local and sectoral public consultations through the mass organizations of the Party were given more prominence in preparation for the SEDP 2001-2005 than anytime in the past. This trend reflected a predominantly internal process of Vietnam, and suggests a certain readiness for a deeper change. However, consultations for the SEDP 20012005 remained formalistic, and did not extend beyond government and Party organizations During those early stages of planning reform, several donors engaged in a policy dialogue with government, providing technical assistance to various modernizing efforts. Thus, donors provided support to the implementation of Hunger Eradication and Poverty Reduction program (HEPR), managed by the Ministry of Labor, Invalids and Social Affairs (MOLISA). And the United Nations Development Program (UNDP) assisted the Development Strategy Institute to prepare background papers for the Socioeconomic Development Strategy 2001-2010 (SEDS). In addition, there had been some assistance to government in producing documents for conferences abroad and to meet international commitments. Japan and Sweden are recognized as being especially influential during this period. The end of the 1990s witnessed a shift in practice, on both government and donor sides. In preparation for the Ninth Party Congress, in March 2001, there was an intensive phase of formulating strategies and plans. In December 1999, the government announced its intention to develop the SEDP 2001-2005 over the following year. In that context, it requested support from the international community in preparing a “comprehensive poverty reduction strategy”. Donors responded eagerly to this request, which clearly matched global trends. Indeed, this was also the time when countries which were eligible for concessional lending started to be encouraged to outline their strategy to reduce poverty. A defensible strategy was seen as the pre-requisite for direct budget support. Government hoped that MOLISA’s ten-year strategy and five-year plan for HEPR could be transformed into the kind of document that would meet the criteria of the international community. Donors initially supported the proposed approach, and a consultative process including a number of workshops across the country was launched by the Asian Development Bank (ADB). Donors’ hoped that MOLISA’s HEPR strategy and plan would indeed be broadened to address the structural elements of poverty reduction, and influence policy decisions beyond targeted programs for the poor. As the HEPR strategy was re-drafted, however, it became clear that hopes on both sides would be followed by disappointment. The strategy remained focused on a narrow range of issues within the mandate of MOLISA, essentially describing the planned delivery of a series of assistance programs targeted to poor and vulnerable households. Though recognizing targeted programs as an important component of any comprehensive strategy to reduce poverty, donors emphasized the need to link poverty reduction to the pace and characteristics of economic growth, hence to economic policies and resource allocation more broadly.
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Table 1.1: Planning Reform over the Last Five-Year Cycle Government



Time



Donors



Announces formulation of SEDP 2001-2005



December 1999



Requests donors to support the HEPR strategy



JanuaryMay 2000



Shifts emphasis to new strategy under MPI



June 2000



Consultations on HEPR and new MPI strategy Drafts SEDS, new MPI strategy and HEPR



JulyDecember 2000



Support consultations on new MPI strategy with national government, local officials and donors



New MPI strategy approved by the Prime Minister



MarchApril 2001



First direct budget support operation for implementation of new MPI strategy



Party Congress discusses SEDP 2001-2005



May 2001



MPI given responsibility to draft CPRGS; cross-ministerial team in charge



June 2001April 2002



CPRGS approved by the Prime Minister



May 2002



Prime Minister establishes inter-ministerial task force for CPRGS implementation



SeptemberDecember 2002



Haiphong workshop to discuss policy measures necessary to achieve CPRGS objectives



June 2003



Second direct budget support operation for implementation of CPRGS



MPI proposes to “expand” CPRGS so as to better address issues related to infrastructure



First CPRGS progress report produced; CPRGS expanded to incorporate infrastructure



Help MOLISA develop HEPR strategy



Support CPRGS consultations and analytical work to localize the MDGs



Work on MTEFs initiated



NovemberDecember 2003



MPI launches CPRGS rollout process, which will eventually extend to 24 provinces



JanuaryApril 2004



Support to provinces in adopting the CPRGS approach to planning



June 2004



Third direct budget support operation for implementation of CPRGS



December 2004



Express hope that SEDP 2006-2010 can provide the framework for ODA



June 2005



Fourth direct budget support operation for implementation of CPRGS



Guidelines establishing more CPRGS-like process for formulation of SEDP 2006-2010



Broad consultations on draft SEDP, including community level and overseas Vietnamese Adoption of multi-year framework for the preparation of annual budgets



July October 2005



Draft SEDP 2006-2010 discussed by the National Assembly



November 2005



SEDP discussed by Party Congress



April 2006



SEDP approved by the National Assembly



June 2006



Action plan for the SEDP approved



October 2006



Support SEDP consultations



Last direct budget support operation for implementation of CPRGS Donor alignment behind the SEDP
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In response, in April 2000 the government assigned the Ministry of Planning and Investment (MPI) to work on a more comprehensive poverty reduction strategy. MPI was by then stepping up the preparation of the SEDP 2001-2005 and its associated Public Investment Program (PIP). The second half of 2000 witnessed a number of consultative events designed to inform the development of the new strategy, and MPI registered more than 60 comments out of those events. The MPI officials involved in preparing this more comprehensive poverty reduction strategy also took the unusual step of giving their email addresses to stakeholders outside government (including non-governmental organizations (NGOs)) to facilitate the input of broad range of perspectives. Consultations on the HEPR strategy and the new MPI strategy proceeded in parallel, with the two drafts being discussed with donors in December 2000. Shortly after, in March 2001, the poverty reduction strategy document prepared by MPI was approved by the Prime Minster. But at that point there was not much clarity in relation to the next steps. In particular, there was no discussion between the government and donors about integrating some of the principles of this strategic document into the preparation of SEDP 2001-2005. Using the latter as the reference document to align donor support was not a practical option. By then, the SEDP 2001-2005 was largely ready for discussion at the ninth Party Congress. In practice, it was too late already to engage in its preparation or influence its approach. The government then decided that MPI should lead the preparation of the CPRGS. This would be a stand-alone document, rather than one to be folded into established planning processes. This decision was supported by donors, who agreed that the HEPR strategy had too narrow a focus to serve as the reference document to tackle the structural causes of poverty. It was also clear by then that the SEDP 2001-2005 (already approved by the Party Congress) lacked the participatory process or strong poverty focus expected for a strategy of this nature. MPI established an inter-ministerial committee including 52 officials from 16 line ministries and government agencies to guide the drafting process of CPRGS. Local experts and researchers were engaged as consultants to assist the committee and to prepare background papers where necessary. The document was drafted in Vietnamese and went through several iterations in response to feedback consultations. Four drafts were translated into English and circulated to the international community for comments and suggestions. A stepping stone The CPRGS was neither the SEDP nor a recognized sectoral strategy. As a result, it was positioned on the margins of the mainstream planning process of Vietnam. Without doubt, this unclear status subsequently generated some confusion among officials, who found it difficult to judge what their obligations were in relation to the document. But despite the unclear status of the document itself, the preparation of the CPRGS had some demonstration effect, showing that strategic planning for development indeed made sense in a market economy, but was quite different a process from the one leading to the five-year plan. In preparing the CPRGS, MPI made a serious effort to extend consultation and debate beyond the limits of established planning processes. An inter-ministerial task force engaged government agencies; their input was reinforced by four consultation workshops held at the central level. These workshops also included participants from international and local civil society organizations. A number of line ministries established cross-departmental poverty task forces (PTF) to coordinate their input into the CPRGS. Sub-national levels of Government were
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involved through four regional workshops, which brought together a total of approximately 500 local officials, politicians and elected representatives to discuss the content of the draft CPRGS. Poor communities were also consulted on the main policy measures proposed in the strategy. The consultation was conducted under the form of a research exercise that involved returning to sites where Participatory Poverty Assessments (PPAs) had been carried out in 1999. Five international NGOs (ActionAid, Catholic Relief Services, Oxfam GB, Plan International, and Save the Children UK) were partners in the exercise. More than 1,800 local people and commune-level officials participated, the goal being for them to jointly prioritize the policy measures and public actions most necessary to reduce poverty. The final CPRGS drew on many of the findings from these grassroots consultations. CPRGS represented an important step in terms of content as well. The drafting team broadened the scope of the analytical work and data used to underpin the strategy. The standard practice had been to rely mainly on administrative records. The change is evident, for example, in the analysis of poverty presented in the CPRGS. This analysis combined high quality quantitative and qualitative data into the discussion, which in turn led to address sensitive issues not well-covered in the SEDP 2001-2005. For instance, ethnic minorities were mentioned in the SEDP, but only with reference to the provision of boarding schools and cultural materials, and with regards to ethnic and religious tensions. The CPRGS, by contrast, focused on the challenge of combating ethnic minority poverty, with the analysis supported by stark household survey data. Similarly, the SEDP 2001-2005 made no reference to problems faced by urban migrants in accessing basic services, while clear statements on this issue, informed by qualitative research, could be found in CPRGS. In parallel, there was a shift in focus away from the description of inputs and the setting of targets towards the statement of development objectives. As the CPRGS was being prepared, the government asked the PTF, a partnership group, to examine how to bring together national challenges and the international commitment to meeting the Millennium Development Goals (MDGs). In support to this process, the government identified eight thematic areas as the heart to its strategy to fight poverty. Between May and September of 2001, work around those eight thematic areas provided the analytical basis for localizing the MDGs into a clearly defined set of Vietnam Development Goals (VDGs). The collaborative work associated with this exercise, and the VDGs themselves, helped to bring a stronger emphasis on outcomes to the accountability framework of the CPRGS. There were important efforts in the CPRGS to connect policy actions and resource allocation. The traditional approach to planning, geared towards the funding of investment projects, was increasingly ill-suited to inform the preparation of the budget. As a result, by the turn of the century there was an almost total disconnect between planning and budgeting processes in Vietnam. This disconnect was mirrored in insufficient integration of capital and recurrent expenditures. To bridge this gap, a rudimentary “costing” exercise for the VDGs, was undertaken as part of the CPRGS preparation. The CPRGS was approved in May 2002, and covered a three-year period. A few months later, in October 2002, government officials, donors and NGOs met over three days in Haiphong to discuss the sequence of policy actions necessary to attain the CPRGS objectives. This exercise, jointly with subsequent analytical work by the World Bank and ADB towards the Vietnam Development Report 2003, laid the foundations for a series of direct budget support operations. Initially, several donors remained cautious about supporting a strategy that was not part of the established planning architecture and there was much discussion about what could constitute “alignment” in practice. Nevertheless, since June 2003 an increasingly large number of donors channel resources to the government on annual basis, in recognition of the progress made
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in the implementation of the CPRGS agenda. The allocation of those resources was to be decided by government and their spending to be processed through Vietnamese procedures. Considerable progress in public financial management over the previous years had made this approach workable. But the triggers to proceed with the following operation in the cycle were related to the adoption of the key policy measures to deliver on the CPRGS promise. The last budget support operation in the cycle, approved in June of 2006, involved 19 donors in its preparation and was co-financed by a dozen of them. At that point it was clear that CPRGS had been a very important stepping stone, not only in relation to planning processes in Vietnam, but also in relation to the design of ODA to Vietnam. From CPRGS to SEDP The success of CPRGS should not mask its shortcomings. The gap between traditional five-year plans and the new approach turned out to be wider than it first seemed. It actually went beyond the nature of the consultation process or the quality of the analytical work: it also concerned the importance attached to large-scale infrastructure. Planning documents for a command economy would emphasize massive investment projects, so that developing a PIP was the obvious next step to the preparation of the SEDP. On the other hand, proponents of the new approach would rather emphasize expenditures related to human development and social protection. In other words, the established planning mechanisms concerned primarily the capital expenditure budget whereas the new approach focused more on recurrent expenditures. At times, this gap translated into a debate on whether ODA resources should be channeled to investment projects or rather to the government budget. Not all donors where on the same side. At a deeper level, the importance (or lack thereof) attached to large-scale infrastructure also reflected diverging views in relation to the main drivers of poverty reduction. In light of the East Asian experience with rapid economic growth, policy makers in the region attach more importance to large-scale infrastructure than Western development economics would. Moreover, poverty analyses in the Western tradition are grounded on household survey data and on participatory assessments. These tools allow assessing the impact of local infrastructure, such as rural roads or access to water. But there are not directly geared to assessing the impact of highway networks, or development in telecommunications. The relative neglect of large-scale infrastructure in the CPRGS somewhat reflected this more microeconomic (or grassroots) approach to poverty analysis. In practice, however, these views can be easily reconciled. Discussing whether ODA should be channeled through investment projects or budget support, using an “either-or” perspective, was simply misguided. Subsequent experience clearly showed the complementary of these two vehicles for ODA. Neglecting large-scale infrastructure was a mistake, but it would also be a mistake to ignore the local interventions needed to make likelihoods sustainable. In December 2002, aware of the need to bridge this gap, the government proposed to “expand” the CPRGS so that it would more appropriately address the role of large-scale infrastructure in economic growth and poverty reduction (Box 1.1). Another shortcoming of the CPRGS was the difficulty to convey its approach and messages to authorities at local levels. With the progress made in decentralization in Vietnam, almost half of public expenditures are allocated by government officials in provinces, districts and communes. The ability to keep development inclusive, depends crucially on the capacity of local governments to embrace strategic planning, leading to sound policy choices, supported by commensurate budget allocations, and monitored through an appropriate set of provincial-level
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development indicators. But few local officials knew about CPRGS or considered that it had any direct implications for their daily work. This was a consequence of CPRGS being located outside the normal planning processes of Vietnam.



Box 1.1: Large-Scale Infrastructure and the CPRGS Recognizing the CPRGS as a living document the Government actively set about strengthening the document in 2002 with the addition of a chapter on large-scale infrastructure. Several donors participated actively in this exercise. Japan conducted a series of studies on the linkages between infrastructure development and poverty reduction, including an empirical study on the local development impacts of Highway 5, in North Vietnam. Australia conducted a similar assessment in the case of the Phu My bridge, in South Vietnam. The chapter allowed a fuller discussion of the link between investment policies, economic growth and poverty reduction. This was an important addition, especially given the high levels of infrastructure investment that have underpinned Vietnam’s impressive growth and poverty reduction performance. Ensuring a balanced debate between growth and direct poverty reduction objectives also made the CPRGS process more inclusive. ADB and JBIC, both large donors with a significant portfolio of infrastructure projects, had previously acknowledged the importance of the CPRGS. But they had chosen not to align to it as a strategic planning document. The new infrastructure chapter allowed them to articulate their contribution to Vietnam’s development more comprehensively and work in closer collaboration with other donors. As a consequence of the “expansion” of CPRGS, both donors could consider joining direct budget support operations in Vietnam, for the first time ever. Subsequently, they both worked with others to support the preparation of the SEDP 2006-2010, which incorporates many of the issues highlighted in the additional CPRGS chapter. This provides a good example of how recognizing different agencies comparative advantage and working together increases the effectiveness of joint donor support to Vietnam’s development.



To redress this shortcoming, an initiative to rollout the CPRGS approach to the provinces was launched. Guidelines for this effort were issued by MPI in April 2004. Over time, about two dozen provincial governments experimented with the preparation of strategic plans. Their efforts were supported by donors in a decentralized fashion, each local government choosing its own approach to bring together the various departments involved and come up with a renovated provincial plan. The experience has been diverse, if measured in terms of success on ground, but certainly rich in terms of learning. In parallel, efforts were made to better link planning and budgeting processes. An obvious follow-up to the “costing” of CPRGS, these efforts focused around the preparation of Medium-Term Expenditure Frameworks (MTEFs). The first pilot MTEF reports, covering education, health, transport, and agriculture and rural development, were submitted to the Ministry of Finance (MOF) towards the end of the five-year cycle. Four provincial MTEFs are also under preparation. These pilots have now been extended and have been complemented by regulations that set annual budgets within a multi-year framework. The circular guiding the preparation of the 2006 budget represented a key step in this direction. While the submission and approval of the budget by the National Assembly will continue to be done on an annual basis, they have to be based on a multi-year framework. Initially covering three years, this framework has by now been extended to the entire planning cycle.
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A further link between planning and budgeting processes resulted from the introduction of norms for allocating recurrent budget expenditures first, and capital expenditures more recently. Both sets of norms will be fully operational in 2007. While mainly based on population figures, these norms also incorporate poverty measures into their formulas and should lead to additional resources for poorer parts of the country. Towards the end of the five-year cycle that just finished, the need to mainstream the CPRGS approach in the normal planning processes of Vietnam was obvious to government and donors alike. In September 2004 the Prime Minister issued Directive 33, outlining the preparation of the SEDP 2006-2010. This directive stated that the new five-year plan would be drafted according to the same principles that had governed the preparation of the CPRGS. Guidelines subsequently issued by MPI to line ministries and provinces emphasized the importance of using a broad range of data (including participatory poverty assessments, survey data and research carried out by institutes and international organizations) to underpin planning objectives. The guidelines required an open process, specifically involving the publication of draft plans. They also specified the need to identify indicators linked to the VDGs and to include a resource dimension to the plan. A credible strategy? The preparation of the SEDP 2006-2010 had important strengths compared to its predecessors. Applying the new regulations, the drafting process was characterized by serious efforts to collect inputs from different groups of the Vietnamese society. In addition to internal discussions within government, MPI organized consultation workshops with local officials, groups of academics, the domestic business sector, international and local NGOs, people living with disabilities, overseas Vietnamese, women and women’s groups, and donors. A series of participatory research exercises involving local experts and international NGOs also helped to gather feedback from poor communities in 17 sites across the country. The draft SEDP was declassified for the first time ever. The consultations played an important role in shaping the final SEDP 2006-2010 in a number of important respects (Box 1.2). In some cases, consultations led to the expansion of specific sections; for example, on gender and on children. In other cases, they resulted in shifts in emphasis; for instance, in relation to the mainstreaming of poverty issues beyond targeted programs. Or they prompted modifications to language, particularly with regards to activities previously described as “social evils”. Oxfam GB describes below some of the changes that they feel are attributed to the grassroots consultations. The draft SEDP 2006-2010 was discussed by the National Assembly in November 2005, a departure from previous practice which scheduled National Assembly discussion after the Party Congress. This innovation gave members of parliament more influence over the content of the document than in previous planning cycles. There was also a second round of consultations within government and with donors and NGOs following the first discussion at the National Assembly. The Party Congress discussed the SEDP in April of 2006 and the National Assembly approved it in June. The Prime Minister subsequently approved an Action Plan to implement the SEDP and the two documents are now published together in October 2006. These documents are supplemented by a results framework, approved by the Minister for MPI. The SEDP 2001-2005 described poverty using only official government data, presented poverty largely in terms of programs of targeted assistance and contained almost no discussion of ethnic minority or urban poverty. The iterative process of drafting the SEDP 2006-2010
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increased both the depth and breadth of discussions on poverty. Reliable data, from representative household surveys, was used to present a comprehensive analysis of poverty in Vietnam. The text includes candid discussions about disadvantaged groups and regions and about the challenges presented by the emergence of a growing absolute gap between socioeconomic groups. Importantly, issues of social inclusion are no longer restricted to the discussion of targeted programs but are instead tackled in the sectoral sections of the plan.



Box 1.2 Consultations: What Difference Do They Make? In August 2005 the draft SEDP 2006-2010 was widely circulated for comments. MPI called for the support of donors and international NGOs to conduct consultations on the draft SEDP in different provinces. In response, Oxfam GB focused on poor communities and local officials in Ninh Thuan province. In total, six researchers spent eight days conducting participatory research exercises with nearly 900 people. Their report covered a wide range of topics, including agriculture and rural development, the delivery of basic services, national targeted programs for hunger eradication and poverty reduction and a number of governance issues, such as the promotion of grassroots democracy. After submitting the consultation report to the SEDP drafting team, Oxfam GB followed subsequent drafts to assess whether the consultative process had any impact on the content of the plan. Attributing changes in the SEDP to any one particular consultative exercise is problematic. But the findings were encouraging. The feedback from the local consultation process in Ninh Thuan had been particularly important in strengthening the poverty focus of the SEDP, through the following changes: •



A strengthening of the section on agricultural extension. The draft SEDP incorporated specific actions to promote agricultural extension networks, community-based organizations and farmer groups. In addition, actions were included to address problems in farmer access to information, particularly in remote areas.



•



More attention to the delivery of basic services to ethnic minorities. After the consultation process, education development in ethnic-minority and remote areas was presented as a priority, with an explicit commitment to implement the policy on the exemption of tuition fees. The postconsultation draft also emphasized the importance of implementing a preferential remuneration policy to encourage doctors and nurses to work in the remote and disadvantaged areas



•



An expanded discussion of the importance of people’s participation in the decision-making process. In the final SEDP this now covers the need to improve participation, transparency and accountability in programs for hunger eradication and poverty reduction. Subsequent drafts also state that mechanisms for monitoring progress of the SEDP should seek to incorporate the views of poor communities and of civil society.



Source: Oxfam GB (2006).



The SEDP 2006-2010 was also characterized by a better monitoring and evaluation framework. A large team from MPI has been training line ministries and provinces on indicators related to development outcomes. This work led to the design of a monitoring system structured logically around a results chain from inputs to outcomes. The framework also provides a useful summary of how broad development objectives are connected to activities and outcomes under the plan, a link that is not always easy to discern from the narrative. The results framework was approved by the Minister for MPI only in October, after the adoption of the SEDP by the National Assembly. This delay allowed time for wide consultation on the results framework across ministries and provinces, making a significant difference to its overall quality.
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The results framework, albeit not perfect, represents an important improvement. For instance, it includes a substantial pillar that refers to measuring progress in the promotion of good governance. Previous attempts to assess the results of governance reforms had been relatively unsuccessful. The governance pillar commits the government to measuring progress in improving transparency and participation, strengthening decentralization, managing public resources better and reducing corruption. The framework also recognizes that much of the information on results will need to be provided or verified through independent surveys. This represents a shift from the previous near-exclusive reliance on administrative systems for measuring and reporting results. Though administrative data remain useful in many respects, this broadening of data sources is likely to improve the accuracy of information. Hopefully these changes to planning processes will be permanent. There is encouraging candor in SEDP assessments, reflecting greater openness to address the shortcomings of policy making in Vietnam (Box 1.3). There also indications that government intends to extend the new approach to planning beyond the SEDP 2006-2010. Initiatives underway include the drafting of a Law on planning and the development of a manual on planning in a market economy produced by MPI. These documents should provide guidance and “how to” advice under the new approach. There is also an effort by MPI to modernize planning in provinces, seeking to capitalize on the experience of rolling out the CPRGS at sub-national levels.



Box 1.3: Main Weaknesses of Vietnam’s Development Strategy First and foremost, economic thought is slowly innovated. Some key economic theoretical matters such as socialist-oriented market economy, the key role of the state sector, economic independence and autonomy, socialization of cultural and social sectors have not been satisfactorily clarified, which led to confusion and delays in implementation of some major policies such as re-arranging and equitizing State-owned enterprises (SOEs), development of potential services (real estate, insurance, finance, banking and tourism); renovating management mechanism of social-cultural fields, especially public services. There has not been a synchronized establishment of different types of markets in accordance with market principles. Secondly, these weaknesses result from the low starting point of a competitively weak economy, the small scale of the economy, under-developed socio-economic infrastructures and supplementary industries, low productivity, low technological standards, high production costs. We also have not got good policies or measures to mobilize internal and external resources in socio-economic development. Thirdly, the reform in personnel, organization work and public administration is too slow to meet the development requirements in new situations. The socio-economic management in ministries, sectors and various levels of authority still contains a number of deficiencies and overlaps. Mechanisms for supervising the execution of policies, resolutions, directives from the Party and Government lack consistency and strictness, and power is dispersed. The responsibilities of the sectors, levels of authority or their leaders are not clearly defined. A number of Party members do not set exemplary behaviors and even violate regulations. The situation of red tape, corruption, waste, embezzlement has remained serious. Fourthly, guidance and implementation remain the weakest area. Coordination among ministries, sectors and levels is weak. Solutions for the implementation of plans are slowly carried out. Indicators for the evaluation of socio-economic situations tend to focus on quantity rather than quality and efficiency; and there persists a strong mentality of formal achievement. Source: Reproduced from SEDP (p. 15), Government of Vietnam, 2006.
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A sustainable strategy? One of the most notable challenges of the coming period will lie in balancing the desire for faster growth against the need for quality growth. This tension turn raises issues related to the soundness and sustainability of the proposed development strategy. In the SEDP, the Government sets out intended actions over the next five years to reach the goals of the SEDP 2001-2010. These actions fall broadly into four main areas: (a) the promotion of growth and transition to a market economy; (b) reducing poverty and ensuring social inclusion; (c) managing the environment and natural resources in a sustainable manner; and, (d) building institutions that can support the strategy. Taken together, the government believes that these intended actions can pave the way for Vietnam to become a middle-income country by the end of the period. But one frequently expressed concern is whether Vietnam has the necessary resources to implement these actions, without pushing public debt to dangerous levels. However, a joint assessment of the SEDP 2006-2010 by the World Bank and the IMF concluded that its strategy was fiscally sustainable, despite the high level of public investment associated with the development of large-scale infrastructure. A baseline scenario that is broadly in line with the investment and growth outlook of the SEDP, combined with other realistic macroeconomic assumptions, estimated public and publicly-guaranteed debt to increase from nearly 44 percent of the Gross Domestic Product (GDP) in 2005 to around 51 percent by 2011 (Figure 1.1). The increase in debt, though significant, is still considered well within manageable limits, especially since more than half of it will remain on highly concessional terms. Figure 1.1: Public Debt Forecast from 2005 to 2011 35



55 50



30



40



% G DP



% GDP



45



35



25



20



30 15



25 20



10



2005



2006



2007



Public Debt



2008



2009



2010



2011



2005



NPV of Public Debt



2006



2007



External Debt



2008



2009



2010



2011



NPV of External Debt



Source: World Bank and IMF estimates (IMF, 2006).



The concessional component of Vietnam’s debt, embodied in long repayment periods and low interest rates, is reflected in the gap between the nominal level of public debt and its net present value. External debt, both public and private, is projected to decline somewhat: from a little over 32 percent of GDP to just under 31 percent. The ratio of external debt service
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payments to exports is estimated to remain below 6 percent during 2005 to 2011. Vietnam should thus remain at low risk of external debt distress during the period covered by the SEDP. But this is under the assumption that external borrowing continues to be guided by the prudence that has characterized government policies over the last few years. Delays in state sector reform could generate further liabilities for the government and pose risks to this relatively positive outlook. With a sound and sustainable strategy at hand, the challenge now lies in implementation. Substantive progress will require that government prioritizes the many policy actions identified in the SEDP, clarifying their sequence and timing and assessing their possible cost. Effective implementation will also require sound reporting systems that can identify and acknowledge shortcomings, supported by processes for adjusting policies accordingly. The existence of a monitoring framework is a good start in this respect, but more is needed.
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Large numbers of indicators were traditionally used in Vietnamese planning processes, but they tended to be isolated from development objectives, government policies and resource allocations. This made it difficult to assess overall progress and to speculate as to which policies and programs had been successful and which ones needed to be improved. Also, the focus was to a large extent on government inputs and production outputs and less so on development outcomes. Monitoring progress was often done through self-reporting by government officials and the information was not always reliable. The CPRGS changed the focus to outcomes. And the monitoring framework for the SEDP 2006-2010 explicitly relies on “chains” of indicators, linking government policies to development goals. Fortunately, reliable data sources to measure outcomes already exist in Vietnam, thanks to sustained efforts to develop the statistical database over more than one decade. But important gaps remain. Lack of reliable information to assess progress in improving the investment climate and in strengthening governance is of particular concern, as these are essential ingredients of development. This lack of reliable country-specific information is no justification to uncritically embrace popular cross-country indicators. A closer look at some of them shows that they say little about the situation on the ground. Instead, a more determined effort is needed to further improve the information systems of Vietnam. The new Investment Climate Assessment (ICA) module of the enterprises survey is an important step in this direction. It should be followed by the inclusion of a governance module in the household survey, in the spirit of report cards surveys. These statistical tools can provide reliable feedback from households and enterprises on the performance of government agencies and the transparency of government processes, at the provincial level. In parallel, carefully designed cross-country metrics, subject to rigorous technical checks, could also be helpful to assess strong and weak areas in the implementation of reforms. Country Policy and Institutional Assessment (CPIA) ratings for policy performance across a range of policy areas, and the Public Expenditure and Financial Accountability (PEFA) framework for the comprehensiveness and transparency of public financial management, are promising in this respect. What to measure? In Vietnam’s traditional approach to planning, indicators have always featured in large numbers. Not only do strategic documents often contain many targets, but separate lists of indicators also exist in parallel. However, these variables are seldom linked to a set of prioritized development objectives, or associated to budgets and programs. The multiplicity of indicators and targets makes it difficult to assess the extent of progress towards meeting broader development goals. The absence of a link between variables under the direct control of the government and those broader development goals calls into question whether progress is in any way linked to specific policy actions. Admittedly, evaluating policy impacts is always difficult, because there are many other circumstances at play. The problem of “attribution” (assessing which part of the change in a broad development indicator is due to a specific policy) cannot be solved easily. Any convincing response requires a control group, or a credible counterfactual, to assess what would have happened in the absence of the policy being evaluated. However, just introducing a hierarchy of
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indicators, under the form of a “chain” linking variables under direct control of the government to broader development goals would be helpful. These chains are often called “log frames”, in reference to logical frameworks. In the usual jargon, they involve “inputs”, for variables under direct government control, “outputs” for the immediate consequences and “outcomes” for the final development objective of the policy. Short of a rigorous impact evaluation, log frames can at least shed some light on the effectiveness of public policies. Until recently, planning in Vietnam focused mainly on inputs and outputs, such as mobilizing investment, producing industrial and agricultural goods, building infrastructure, and training people. Some outcome indicators, such as poverty and literacy rates, were also used. But a conceptual link between all these indicators was most often missing. This started to change with the preparation of CPRGS, in 2001, when the emphasis shifted to attaining outcomes such as the VDGs. The SEDP 2006-2010 went even farther, by introducing an explicit monitoring framework, linking indicators for inputs, outputs and outcomes under the form of various results chains (Box 2.1). These chains are organized around the four main pillars of the reform program envisioned in the SEDP, namely business development, social inclusion, natural resources and modern governance.



Box 2.1: How the Monitoring Framework was Prepared In 2005, when the Ministry of Agriculture and Rural Development (MARD) started preparing its new five-year plan, it was keen to build on its previous engagement with the CPRGS process and to further renovate its approach to planning. Under the leadership of the Minister and with the coordination of the International Cooperation Department an intense collaboration process involving domestic and foreign experts was launched. The result was a set of departmental log frames focused on results, which were subsequently aggregated into an overall log frame for MARD. This approach, presented at various workshops and seminars, attracted much interest from other ministries. Towards the end of 2005, when the SEDP drafting process was nearing completion, MPI called for help develop a similar, results-based monitoring framework for the five-year plan. Between December 2005 and March 2006, several training seminars were conducted for officials from MPI and line ministries. Participants in these seminars worked in groups to draft the monitoring framework for each of the four SEDP pillars, following the results-chain format. Once an aggregate matrix was finally available, in April 2006, MPI conducted a number of consultations with the General Statistics Office (GSO), provinces and sector ministries. At present, MPI has been conducting a second round of consultation with the line ministries and agencies before approving the matrix. MPI is currently developing guidelines on the use of the monitoring framework. These guidelines include a definition and suitable data sources for each of the indicators considered.



For instance, one development objective of the SEDP is to improve access to health care services. A policy action to attain this objective is to extend the coverage of health insurance, providing financial support to those who cannot afford it. An input indicator is the fraction of the population holding health insurance cards. However, just having a card would be meaningless if it did not lead to better access to health care. The actual delivery of health services to the population is thus a better outcome indicator. And one way to assess whether this is working is to collect feedback from users on their overall satisfaction with the delivery of health services. The focus on development outcomes has important implications for measurement. Reporting on progress under the traditional planning approach revolved largely around targets set
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at national, provincial, district and commune levels. But these targets were often perceived as mandates by local authorities, and therefore tended to become “reality”. In addition, most of the data used for reporting on these targets was from administrative records. Relying on administrative data is appropriate in the case of inputs and some outputs; much less so in the case of outcomes. For the latter, self-reporting can lead to excessive optimism, as delivering on the outcomes can also be seen as an indicator of job performance. A proper measurement of outcomes requires the collection of information directly from households and enterprises, through an agency with technical expertise, logistic capacity and no vested interest in the result. In Vietnam’s case, GSO is the natural candidate to play the role of such “referee”. Fortunately, reliable data are increasingly available to measure progress towards meeting development objectives, making it possible to monitor the implementation of plans at national, regional and some times provincial levels. Those data are gathered directly from households and enterprises. Key data sources include the bi-annual Vietnam Household Living Standard Survey (VHLSS) and the annual Enterprise Survey. Other relevant sources are the Demographic and Health Survey and the Multiple Indicator Cluster Survey, each conducted every five years by GSO, the nutrition surveys conducted annually by the National Institute of Nutrition and the Ministry of Health (MOH), and the annual household business surveys conducted by GSO. The development of this rich statistical data base, initiated more than a decade ago, makes it possible to assess progress in reaching development outcomes. Importantly, this data base provides a foundation to eventually conduct rigorous impact evaluation analyses for government policies. However, there has been more progress in generating raw household and enterprise data of high quality than in analyzing it. Official use of this information is limited, and the conduct of rigorous statistical and econometric analysis is still uncommon among academics and policy advisors. Yet, there are some encouraging signs. The measurement of poverty is a case in point (Box 2.2). On the other hand, reliable data sources are not available to measure many indicators which would be important from a development perspective, such as domestic violence, the worst forms of child labor or human trafficking. Trustworthy data on the labor market in Vietnam are absent too, making it hard to construct credible indicators on unemployment rates or working conditions on a timely basis. Also missing are reliable time series on a number of environmental indicators such as surface water quality, air quality and biodiversity. There are also important shortcomings in relation to input and output indicators. For instance, GDP measurement may not be fully reflecting the extent of the household business sector in Vietnam. And provincial GDP estimates do not add up to the national figure. Gaps with international practice are even bigger in relation to financial statistics. Information on the monetary aggregates which are commonly used for the conduct of macroeconomic policy is still partial in Vietnam. There has been much progress in relation to the comprehensiveness and disclosure of budgetary data. But the regular reporting of accounts by units using budgetary resources remains partial, especially in the case of SOEs. Recent accomplishments Vietnam has just completed a five-year planning cycle and one relevant question is how to assess the progress made over this period. While neither the SEDP 2001-2005 nor CPRGS had a results-based monitoring framework attached to it, progress can be gauged along a set of available cross-country data sets.
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Box 2.2: Measuring Poverty in Vietnam Poverty measurement is important not only to benchmark the overall progress of Vietnam from an international perspective, but also to ensure a fair allocation of resources domestically. With growing decentralization, key policy decisions involving public resources are increasingly made at sub-national levels. The recently adopted budget allocation norms are based on population figures but also include several indicators of need which tend to favor poorer provinces. However, there is no equivalent mechanism to allocate resources down to district and commune levels. As a result, there is no guarantee that public spending goes to the areas where it is more needed. Vietnam has high-quality household surveys, with a nationally representative sample, for the years 1993, 1998, 2002, 2004 and 2006. These surveys, conducted by GSO, allow computing estimates of poverty which are comparable across time and across regions. Poverty estimates based on these surveys have actually played an important role in informing the poverty policy debate in Vietnam. However, until very recently official poverty estimates were not based on them. Instead, they were derived from nationwide counting exercises led by MOLISA, from local levels up. Under the MOLISA approach, a household is considered poor if its income per capita is below some specified poverty line. But both the determination of the poverty line and the measurement of income were problematic. The poverty line is not based on the local cost of a well-defined bundle of goods and services, necessary to sustain a healthy life. Income is seldom measured in an accurate manner. In practice, local officials have a very good sense of which households in their area are richer, and which ones are poorer. But where to set the line separating poor from non-poor depends on local conditions. The reported poverty rates often tried to reflect success in meeting government targets (usually, reducing poverty by two percentage points per year). Local officials were also given freedom to set higher poverty lines if they had resources available to assist larger number of poor people. Lists of households were updated annually and community meetings were often held to decide who would be declared poor and who had “moved out of poverty”. These meetings often made household income measurements unnecessary. The commune and ward-level poverty rates that emerged from this exercise were aggregated at the district level, and then at the provincial level, and finally, at the national level. Because these poverty counts were affected by a range of local conditions are were to some extent subjective, the resulting poverty rates were not comparable across administrative units. Poverty rates based on household surveys have their own limitations. Given their sample sizes, they are reliable at the national and regional level and, since 2002, also at the provincial level. However, no mechanism exists for producing comparable poverty estimates at the district and commune levels. An attempt is under way in Vietnam to combine the strengths of household survey and local level approaches to the measurement of poverty. In 2005 the Prime Minister issued Decision 170, which determines the poverty line for the period 2006-2010 and mandates MOLISA to conduct surveys to adequately identify the beneficiaries of its targeted programs at local levels. Decision 305, meanwhile, mandated GSO to calculate poverty rates at the national and provincial level using household survey data. In between provincial and local levels, the Institute for Labor Studies and Social Affairs (ILSSA) is currently working on the measurement of poverty rates at the commune level. ILSSA’s approach relies on proxy indicators that can be used to assess whether households are poor. This approach was used earlier in Vietnam to produce poverty maps at a highly disaggregated level. It remains to be seen whether the aggregation of poverty rates computed at the commune level using proxy indicators yields provincial poverty rates which are similar to those estimated using household survey data. If the result of this pilot is successful, Vietnam could have a three-tier mechanism producing reliable poverty estimates at various levels of aggregation and allowing the identification of poor households eligible for targeted poverty alleviation programs.



18



ASSESSING PROGRESS



Economic growth is an obvious yardstick. Vietnam is known to be one of the fastest growing countries in the world, and its performance in this respect has improved over the last five years. As a clear illustration of the attribution problem, however, it could be argued that this improvement says more about the international environment than about Vietnam itself. After all, the East Asian crisis of the late 1990s affected all countries in the region, even if Vietnam coped with it better than others. One way to address this concern is to rank all countries, from the fastest growing to the worst performer, and see whether there is an improvement in Vietnam’s relative position over time. To iron out the effect of short-term fluctuations and measurement error, three-year moving averages can be used for the growth rate. Also, to take changes in relative prices into account, several definitions of output can be used, such as GDP per capita in local currency at constant prices, in US dollars at current prices, or in PPP dollars at constant prices. If the trends in Vietnam’s ranking are similar regardless of the output definition used, then they can be considered robust. The results of this exercise are unambiguous: Vietnam’s relative position improves quite steadily over time, both from a global perspective and in relation to its East Asian neighbors (Figure 2.1). China and a few oil-rich countries, in the Caucasus and elsewhere, still do better than Vietnam at present. But since the turn of the century Vietnam climbed some 40 to 60 positions worldwide, and six or seven in the region. Vietnam is not only growing fast today. Over the last few years, it has also done increasingly better than others. Figure 2.1: A Solid Performance on Economic Growth Vietnam in East Asia and the Pacific
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Poverty rates are another obvious indicator to consider, although comparisons across countries are trickier in this case. The difficulty stems from the fact that both the structure of consumption bundles and the prices of goods and services can differ considerably from one place to another. It is therefore difficult to define a meaningful common poverty line. One usual shortcut is to set the poverty line at some intuitively appealing level, such as one PPP dollar per day. Thus, a poor person would be someone whose daily income or expenditures can buy less than a dollar would in the United States. This shortcut actually adds one more methodological difficulty, namely the limited precision of PPP estimates.
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These methodological caveats cannot overshadow the stellar performance of Vietnam in terms of poverty reduction (Figure 2.2). According to this measure, Vietnam has reduced poverty faster than any country in the region, including China. Between 1990 and 2004, the percentage of the population living in poverty in Vietnam fell by roughly 3 percentage points per year, twice the rate of China. Adjustments to PPP exchange rates might somewhat modify these results, but they are unlikely to lead to substantially different country rankings. Moreover, in Vietnam’s case the trend is confirmed when using a comparable poverty line, related to the consumption bundle (including food and non-food items) necessary to secure a daily food intake of 2,100 calories per person per day. Figure 2.2: A Stellar Performance on Poverty Reduction. Proportion of people living with less than 1 PPP $ per day 60
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As the poverty rate declines, reducing it further becomes more difficult, so that a gradual deceleration of the process can be expected. However, after a slowdown between 1998 and 2002, the pace at which Vietnam is reducing poverty picked up again. This acceleration could to some extent have been amplified by a quirk of the data. The VHLSS 2002 was much larger in scale than previous household surveys, and was conducted with less supervision and training of enumerators. While the VHLSS 2004 is already of a better quality, there is a possibility that poverty was over-estimated in 2002. However, it could have been under-estimated as well. And in any event, the apparent acceleration in poverty reduction is consistent with other developments during the period. Output grew faster, the prices of commodities which are essential to sustain farmers’ livelihoods (such as coffee and rice) increased, and the volume of resources transferred to poorer provinces in the context of decentralization expanded. However, it should also be mentioned that progress in poverty reduction has been much slower for Vietnam’s ethnic minorities. Using a domestic poverty line that reflects basic calorie and non-food needs, poverty among ethnic minorities in Vietnam was still 61 percent in 2004, compared to 14 percent of the Kinh majority. In some parts of the country, such as the South Central Coast, poverty rates among ethnic minorities are above 90 percent. And in 2004, more than one third of all ethnic minorities in Vietnam lived in hunger and was unable to meet basic calorie needs. These gaps highlight the importance of going beyond cross-country comparisons and using outcome indicators disaggregated by population groups.
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Another key benchmark to assess the progress made by Vietnam over the last planning cycle is provided by the MDGs. These are a set of development outcomes agreed by world leaders at the Millennium Summit at the United Nations in 2000, focusing on health, education, other human development indicators, and the environment. The MDGs provided the framework for the definition of the VDGs in 2001, and were integrated into the monitoring and evaluation framework for the SEDP 2006-2010. Vietnam has again outperformed many other countries in relation to these common goals. It has already achieved five of the ten main MDG targets for 2015 and is on track to achieve another four ahead of time. But it might only partially achieve the target on reversing the loss of environmental resources (Table 2.1). Also, it should be noted that alongside a remarkable performance on nearly all of the MDGs, important disparities in achievement remain between the Kinh majority and ethnic minority groups. For example, fewer ethnic minority children are enrolled in school, especially girls. Also maternal mortality and child mortality rates are much higher in mountainous areas where many ethnic minorities live than in the rest of Vietnam. Table 2.1: Progress towards the Millennium Development Goals Goal 1



Eradicate extreme poverty and hunger



Progress



Status



Target 1



Halve between 1990 and 2015 the proportion of people living in poverty



Poverty reduced by two thirds between 1993 and 2004



Already achieved



Target 2



Halve between 1990 and 2015, the proportion who suffer from hunger



Proportion reduced by more than two thirds between 1993 and 2004



Already achieved



Progress



Status



Goal 2 Target 3



Achieve universal primary education By 2015 boys and girls to complete a full course of primary schooling



Grade 5 completion rate has risen has reached 89 percent



Likely to be achieved



Goal 3



Promote gender equality



Progress



Status



Target 4



Eliminate gender gaps in primary and secondary education no later than 2015



Gender equality at all school levels, except for ethnic minorities



Already achieved



Goal 4



Reduce child mortality



Progress



Status



Target 5



Reduce by two thirds between 1990 and 2015, the under-five mortality rate



Goal 5



Improve maternal health



Target 6 Goal 6



Reduce maternal mortality by three quarters, between 1990 and 2015



Reduced by 60 percent between 1990 and 2002, now at 23/1000 Progress Fell by two thirds, from 250 per 100,000 births in 1990 to 85 now



Combat HIV/AIDS and other diseases



Progress



Likely to be achieved Status Likely to be achieved Status



Target 7



By 2015 have halted and begun to reverse the spread of HIV/AIDS



Infection rate went up from 0.34 percent in 2001 to 0.44 in 2005



Likely to be achieved



Target 8



By 2015 halted and reverse the incidence of malaria and other diseases



Malaria cases severely reduced



Already achieved



Goal 7



Ensure environmental sustainability



Target 9



Embrace sustainability and reverse the loss of environmental resources



Target 10 Halve, by 2015 the share of people without drinking water and sanitation



Progress



Status



Forest cover up but loss in closedcanopy forest and biodiversity



Uncertain to achieve



Share without improved water source fell by almost three quarters



Likely to be achieved



Source: UNDP (2005), VHLSS surveys and World Bank (2003).
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Strong and weak areas While progress towards meeting fundamental development goals is undeniable, the question remains as to which policies contributed to Vietnam’s success. This is not just an intellectual quest, aimed at finding an appealing answer to the attribution problem. Identifying strong and weak areas in policy making is essential to ensure the sustainability of this success over time. Vietnam has managed to achieve rapid growth, but more may be required to secure quality growth. Similarly, attaining development objectives such as the MDGs seems feasible, but making sure that all population groups meet those objectives may require specific measures. In addition to assessing the broader development outcomes, the “chain” approach involves having a closer look at key inputs, outputs and outcomes in each policy area. A regular assessment along these lines was conducted since the third general budget support operation for the implementation of the CPRGS agenda. Starting with PRSC 3, a set of indicators covering a broad range of policy areas was used to assess progress. The set of indicators chosen for this exercise can be questioned. Neither the SEDP 2001-2005 nor the CPRGS had a monitoring and evaluation framework to build upon. Indicators were then derived from the text of those documents and from other relevant sectoral strategies and policy statements. To some extent, the selected indicators mixed inputs, outputs and outcomes. Taken together, however, they provide some sense of the strengths and weaknesses of Vietnam’s policy reform program. This exercise showed that progress had been strong overall, but achievements across policy areas were uneven (Table 2.2). Given the comprehensive nature of Vietnam’s reform agenda some areas were bound to register faster progress than others. However, substantive progress occurred in the structural, the social and the governance pillars of the reform agenda, making it difficult to identify any of pillars as a systematic laggard. The speed at which progress was made across policy areas within each of these pillars depended on the political will to implement the reforms. The contrast between rapid progress in the integration with the world economy and slow reform in the banking sector is revealing in this respect. To some extent, this contrast may reflect a deliberate choice, whereby rapidly moving towards World Trade organization (WTO) accession would be a way to “lock-in” the need for subsequent reforms in the banking sector. In other cases, as in water, limited progress reflects institutional overlap and unclear delimitation of competencies across several ministries or agencies. In the case of corruption, the commitment to fight it is undeniable but it is more recent. This is one area where progress on inputs (such as laws, or coordinating bodies) may take quite some time to translate intro progress on outputs and outcomes. Another way to assess progress across various areas of the reform agenda is provided by the CPIA. This is a set of ratings produced by the World Bank on an annual basis for all developing countries. The average rating is used, alongside indicators on population, poverty and ODA disbursement, to allocate concessional resources across countries. The underlying idea is that resources should go towards the countries where the policy context increases the chance of a high payoff. The ADB uses a similar set of criteria for a similar purpose. In the case of the World Bank, the ratings are prepared by country teams, in reference to two “benchmark” countries per region. The results are then vetted through several iterations with sector experts comparing the results across all developing countries. Since June 2006, CPIA ratings are disclosed on a country-by-country basis. The criteria considered by the CPIA have evolved over the years, in response to new analytical insights and experience gained. Currently the CPIA comprises 16 indicators organized
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around four clusters. These are: macro-economic management (3 indicators), structural policies (3), policies for social inclusion and equity (5) and public sector management (5). For each indicator, the country receives a score in the 1-6 range, with 6 being the best. Based on these criteria, Vietnam scores higher than the average in the region for most of the indicators related to macro-economic management and social inclusion. Lower scores are obtained in relation to the financial sector, labor and social protection, and transparency and anti-corruption (Figure 2.3). The results of the CPIA exercise are thus generally compatible with the assessments obtained through the PRSC process. Table 2.2: What Went Well… and Not so Well Policy areas with clear progress over 2001-2005 Policy area



Indicator



Value as of 2001



Most recent



Trade



Ratio of exports to GDP



47 percent



61 percent



SOE reform



Share of outstanding banking credit going to SOEs



42 percent



32 percent



Private sector development



Wage employment in the formal private sector



1.3 million



3.6 million



Infrastructure



People living within 2 km of an allweather road



76 percent



84 percent



Health



Infant mortality rate



37/1000



18/1000



Education



Net lower secondary school enrolment



62 percent (in 1998)



80 percent



Land



Households having a land use certificate for their agricultural land



42 percent ( in 1998)



72 percent



Water



Population with access to an improved water source



76 percent (in 2002)



79 percent



Planning process



Planning documents become more results-oriented



Focus on production targets



Results-based M&E framework



Public financial management



Detailed budget information publicly available



Partial access only



Full disclosure of central budget



Policy areas with more limited progress over 2001-2005 Policy area



Indicator



Value as of 2001



Most recent



15 percent



Maybe 8 to 10 percent



Banking reform



Ratio of non-performing loans in banking system



Water



Integrated river basin planning



Limited coordination



Institutional conflicts



Environment



Preservation of highly bio-diverse forests, wetlands and coral reefs



Widespread degradation



Degradation continues



Legal development



Legal system in place with the ‘rule of law’ replacing the ‘rule of man’



Limited legal transparency



Good strategies, little action



Anti-corruption



Reduced corruption as measured by independent monitors



Widespread corruption



Progress difficult to assess



Source: Adapted from Program Document for PRSC 5 (World Bank, 2006c).
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Figure 2.3: Country Policy and Institutional Assessment
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Can it all be measured? It is often argued that what gets measured gets done, which stresses the importance of focusing on the right variables and measuring them well. But this is easier said than done, as suggested by the previous discussion on the appropriate ways to measure poverty in Vietnam. In addition to key economic statistics, some methodological consensus has been reached in relation to the MDGs. But the same cannot be said about other development indicators. A strong investment climate and good governance are probably among the most important ingredients of rapid and sustainable growth. But measuring the investment climate or the quality of governance is not straightforward. Recent attempts to produce quantifiable metrics for these two key areas of development are certainly welcome. The resulting indicators get enormous media coverage and public attention when they are released, which shows the appetite for reliable data on these issues. However, such appetite has also led to some neglect of the associated methodological caveats. In some instances, apparently rigorous measurement simply emboldens the commentators’ priors, without shedding much light on the actual progress towards meeting development goals or the challenges that need to be addressed. Consider the investment climate first. In the law and economics tradition, the regulatory environment is seen as one the main determinants of the ease to do business. From this perspective, measuring the time and resources needed to comply with key bureaucratic procedures provides an objective way to assess the quality of the investment climate. The shorter the time and the lower the cost, the more conducive is the business environment. But the way measurement is conducted matters. Three data sources can be used in Vietnam. The ICA survey covers a representative sample of formal sector enterprises in manufacturing. This survey has been implemented in
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almost 60 developing countries around the world, with support from the World Bank and the ADB. Vietnam had its first ICA in 2005. A second data source is provided by the Provincial Competitiveness Index (PCI), conducted by the Vietnam Chamber of Commerce and Industry (VCCI) with support from the United States Agency for International Development (USAID). This initiative uses a mail-in survey to entrepreneurs to collect their feedback on a range of issues related to the investment climate. The third source is associated with the Doing Business report, which is produced on an annual basis by the World Bank and covers by now 175 countries, both industrial and developing. The raw data for this report is based on the interpretation of a country’s regulatory framework by legal experts. Assessments by legal experts and responses by entrepreneurs yield a relatively different picture of the investment climate in Vietnam (Table 2.3). For example, 11 procedures are necessary to start activity according to the Doing Business report. But according to PCI respondents, the number of procedures they needed to go through was, on average, 3.5. A similar difference is observed in the time needed to obtain a construction permit in Vietnam, and the gap is even higher for the time required to pay taxes. To some extent, differences result from the way the questions are phrased in each of the three data sources. Also, surveys of entrepreneurs do not reach those who were so discouraged by bureaucracy and red tape that they never managed to get started in the first place. This may result in some under-estimation of the time and cost needed to register an enterprise. But there are also deeper reasons for the discrepancies. Legal experts often assume that the steps in a bureaucratic process have to be undertaken sequentially. In practice, not all steps are needed in all cases, and some of them can be undertaken in parallel. Also, legal experts often take the maximum time allowed by regulations as a measure of the time normally required. However, competition among provinces to attract investors results at times in faster turnout times. Methodology also matters in terms of identifying the most important constraints to doing business. From the law and economics perspective, regulatory constraints are very important indeed. But more open questionnaires do not necessarily support this assessment. In many developing countries, the predictability of economic policies, a stable macroeconomic environment, the quality and cost of labor, crime levels and the extent of corruption may be considered more relevant. Only when these fundamentals have been tackled do the complexities of regulation become prominent. Table 2.3: Methodology and the Ease of Doing Business in Vietnam Doing Business Report 2007



Provincial Competitiveness Index 2006



Investment Climate Assessment 2005



Number of procedures



11



3.5



n.a.



Time needed (in days)



50



22



n.a.



Obtaining a construction permit



Time needed (in days)



133



n.a.



48



Paying taxes



Time needed (in hours)



1050



9



12



Starting a business



Source: Based on data from VCCI (2006) and World Bank (2006c and d).
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The sources mentioned above tell different stories in this respect. There are six aspects of the investment climate which are covered by both the Doing Business database and the ICA survey. According to the former, Vietnam is especially weak in relation to tax administration, where it does much worse than other countries. However, for respondents to the ICA survey in Vietnam, dealing with tax administration is only the ninth most severe constraint, out of 20 proposed for consideration. The top constraint is access to finance, followed by access to land. Differences of this sort may explain why Vietnam gets low scores in the Doing Business report, where it is ranked 104 out of 175 countries, while being at the same time one of the top recipients of Foreign Direct Investment (FDI) worldwide. International comparisons are even more difficult in the case of governance. As a consensus emerges on the importance of institutions as drivers of development, a flurry of crosscountry indicators has been produced. The most reputable ones are the Corruption Perception Index (CPI), produced by Transparency International, and the six related indices developed by Dani Kaufmann, Aart Kraay and Pablo Zoido-Lobaton (KKZ for short) at the World Bank. The six indicators refer to voice and accountability, political stability, government effectiveness, regulatory quality, rule of law and control of corruption. None of these two sources reveals a clear trend in the overall quality of governance in Vietnam over the last few years, for better or for worse. However, a closer look at the way the CPI and KKZ indicators are compiled suggests the need for caution in their interpretation. The CPI, produced since 1995, is based on surveys of resident and non-resident business people and expert assessments on the degree of corruption in a country. As clearly stated in the name of the indicator, respondents convey their perceptions about corruption. Countries with fewer than three surveys available are not considered in the CPI. Unfortunately, some of the surveys cannot be updated and are therefore removed from the database, whereas other new data sources are added. As a result of these changes, year-to-year fluctuations in a country’s score may be influenced by the availability of information on a particular year, and not only by changes in the reality of corruption in the country. The KKZ indicators are the most comprehensive and carefully constructed data source on governance. Their compilation involves the use of a sophisticated statistical method to “extract” the common information underlying hundreds of existing indicators derived from 37 different data sources produced by 31 different organizations. The extraction process is organized around the six key aspects of governance mentioned above. However, like in the case of CPI, the methodology suffers from the change in the number of perception indicators available at any point in time. It is therefore difficult to tell whether change (or lack thereof) in the level of any particular indicator is due to real developments or rather to the changing mix of underlying data sources over time. For instance, the KKZ indicators suggest that Vietnam’s performance in terms of the quality of its business regulations has barely changed in recent years (Table 2.4). This somewhat contradicts common knowledge. Similarly, the greatest improvements in governance, according to KKZ indicators, seem to concern the rule of law. This upbeat assessment does not necessarily coincide with more casual observations. The question remains whether these results are not simply reflecting the variation in the available number of underlying surveys.



26



ASSESSING PROGRESS



Table 2.4: Vietnam’s Performance according to the KKZ Indicators Governance indicator



Year



Percentile rank (0-100)



Number of surveys/ polls



Voice and accountability



2005



7.7



8



1998



3.4



4



2005



59.0



9



1998



56.1



6



Government effectiveness



2005



45.0



11



1998



48.8



6



Regulatory Quality



2005



25.7



10



1998



23.6



5



Rule of Law



2005



42.0



14



1998



17.3



9



2005



26.6



11



1998



27.0



8



Political Stability



Control of corruption



Source: World Bank (2006f).



What is needed The methodological caveats mentioned in relation to indicators on the investment climate or the quality of governance should not be interpreted as a case against measurement. For reasons explained above, assessing progress in a credible way is a fundamental ingredient of good policy making and is a crucial part of the modernization of planning processes in Vietnam. The caveats just mentioned are rather a word of caution in relation to popular cross-country indicators. In fact, a strong case can be made for the measurement of indicators related to the investment climate and the quality of governance which are firmly grounded in country-specific sources. Data collected directly from businesses operating in the country, and from households, involving in both cases representative sampling frames, are a promising avenue in this respect. Indicators of this sort may not always allow straightforward comparisons with the situation in other countries. But they can certainly be used to assess progress over time in a rigorous and credible manner. An important step has already been taken by GSO in relation to the business environment. In 2006, a simplified ICA module was attached for the first time to the Enterprise Survey. The sample size was chosen so as to ensure that the responses will be representative at the province level. GSO plans to attach this module to the survey every other year. Together with the mail-in survey for the PCI initiative, this module will enable the identification of key constraints in the investment climate and the assessment of their evolution over time. Because many of the decisions affecting the ease of doing business are made at local levels, the provincial dimension of the data will provide a valuable “chain” indicator, between nationwide policies for business and the actual vibrancy of the investment climate. A regular repeat of this survey will make it possible to hold provinces to account for improving their investment climate.
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The ICA module of the Enterprise Survey should also be valuable from a governance perspective. Questions are asked in the ICA module about the service orientation of various government agencies and their overall friendliness to business. There are also questions related to bribes and “gifts”, on an agency-by-agency basis. Are they requested? Are they expected? How sizeable are they? In a similar spirit, scaling up the successful experiences with report card surveys would enable the monitoring of the quality of governance from a household perspective. In Vietnam, most internal accountability measures for service delivery agencies tend to focus on inputs such as number of personnel, facilities, and expenditures. The government gathers less information about the outcome and quality of service delivery, especially as perceived by users of those services. In an attempt to gauge citizen perceptions of the quality of public service and gather information about the level of transparency and accountability in the provision of services, four cities piloted a “report card” survey in 2004 and 2005. A number of subsequent initiatives suggest that this exercise was useful. The People’s Council of Ho Chi Minh City has already commissioned its second report card survey, using much of the original survey in this second round, but also adding new services to the list. The recent decree 43, regulating service delivery units that raise fees, requires that citizen feedback be incorporated as part of the mainstream monitoring mechanisms. And the monitoring framework of the SEDP now includes a number of governance indicators that will require follow-up surveys in the spirit of report cards. In practice, the addition of a governance module to the VHLSS 2008 would allow the government to collect data on many of the indicators identified in the fourth pillar of the SEDP monitoring framework. Such a module could explore some of the same questions asked in earlier surveys with a governance dimension, such as the report card survey or the corruption diagnostic survey. This would enable the monitoring of trends in indicators that are useful and relevant to the Vietnam context, based on the perceptions of Vietnamese citizens. A strong case can also be made for the reliance on well-defined cross-country metrics for specific aspects of governance. The CPIA is one example of such metrics, with the vetting process within each region first, and then worldwide, ensuring some minimum reliability of the ratings. More specific sets of indicators have been developed recently for public financial management, which is one of the foundations of good governance. The Open Budget Index (OBI) and the PEFA framework are gaining prominence in this respect. The former is produced by an international NGO, the Public Budget Institute, based in the United States. The PEFA framework is the result of collaborative work involving the World Bank, the IMF, the European Commission (EC) and several other donors. Both approaches rely on experts to answer a set of questions on various aspects of the public spending cycle, such as the comprehensiveness of the budget, its disclosure, its execution, its reporting and auditing. The OBI focuses more on the extent to which outsiders have access to the budget preparation process, whereas the accent of the PEFA framework is more on comprehensiveness and transparency in execution. Vietnam’s experience with the OBI suggests that close attention to detail is needed when conducting an exercise of this sort. A considerable amount of legal and administrative information has to be compiled. Making sense of it, in turn, requires technical expertise in public financial management and a good understanding of country-specific features. The same, very specific, 122 questions underlying the OBI methodology can be answered in different ways. The “official” OBI was compiled at a time when the implementation of Decision 192, on the transparency of institutions using budget resources, was just beginning. But it also appears that important documentation related to budget openness that was available at the time was
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overlooked. An “unofficial” version of the OBI yields a substantially different picture. The resulting range for the OBI is relatively wide, depending on how the rating for a specific sub-set of questions is interpreted. But the level of fiscal transparency in Vietnam seems to be higher than expected at its development level (Figure 2.4). Without claiming that one of these two versions is better, it appears clearly, again, that methodology matters. Figure 2.4: The Open Budget Index and Vietnam 100 90 80
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Source: Based on Public Budget Index 2006 (Center on Budget and Policy Priorities, 2006) and MOF.



The PEFA framework can overcome some of these obstacles because of the relatively tight way in which the questions are framed and also because it requires the involvement of the government, where most of the local expertise resides. The PEFA methodology was developed over the past five years by a group of donors to promote a common framework for assessing the quality of public financial management systems and measuring their performance. It includes a set of 31 objective indicators supplemented by narrative. Those indicators allow ranking components of a country’s public financial management system according to their adherence to recognized international best practice. As a new planning cycle starts, the government of Vietnam should consider the conducting a PEFA assessment, which could then serve as the basis to benchmark progress in this most important aspect of governance.
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Vietnam is one of the biggest recipients of ODA, worldwide. But the amount of aid it receives is not particularly high in relation to its output, and it is relatively modest on a per capita basis. In fact, one of the distinctive features of Vietnam is that it is not an aid-dependent country, which in turn explains the strong country ownership of its reform program. Because donor resources cannot “buy” reforms, high-quality analytical work and a constructive engagement at the policy level are essential to foster new ideas. General budget support operations have been an important vehicle for this engagement. Delivered on an annual basis, over the past five-year cycle, they have provided a predictable flow of resources to finance the additional cost of reforms. But their main contribution has been in terms of coordinating the implementation of policy reforms across a growing range of policy areas. An increasingly large number of donors co-finance these budget support operations and, more importantly, participate actively in their preparation. While some feared that general budget support could displace other aid modalities, in practice they have been influenced by analytical work and technical assistance activities, and have provided a more conducive policy framework for investment credits and the actual implementation of policies. However, the quality of the policy dialogue across policy areas has been uneven. The fact that donors with substantive expertise in specific areas do not participate in the preparation of budget support operations has been a clear shortcoming. More generally, there is by now a considerable overlap between multiple partnership groups. Government and donors together should outline a process to review the existing structures and design a more effective partnership architecture in the near future, in the spirit of the harmonization agenda. Aid instruments Vietnam is among the most important countries from the perspective of development assistance. A distinctive feature is the volume of resources committed in its support by the donor community. Vietnam is indeed the largest recipient of ODA in the world after Iraq and Afghanistan. It is thus above all other low-income countries, including the largest ones in SubSaharan Africa. Annual pledges by the donor community now exceed $3.7 billion; commitments are only slightly lower and disbursements are close $1.8 billion (Figure 3.1). However, these figures are to some extent misleading. Even after setting aside countries with a population of less than 2 million, Vietnam is only an “average” recipient of aid if the inflow is measured in relation to its product. And it is a relatively modest recipient on a per capita basis. As the Vietnamese government sometimes phrases it, donor resources are important for the country’s development, but they are not essential. This absence of aid dependence differentiates Vietnam from other low-income countries, and it is actually one of the reasons that make it so important from the perspective of development assistance. Donors cannot “buy” policy reforms in Vietnam, and this in turn ensures a strong country ownership of the program. Over time, there has been a need to find constructive ways to engage with the Vietnamese government, to foster the adoption of new ideas without departing too much from official development strategies. The story of CPRGS and planning reform is about this kind of constructive engagement. But there are other examples where pilot initiatives through investment projects, or joint analytical work with local researchers and institutes, where



SUPPORTING POLICY REFORMS



the entry point for policy makers to embrace new approaches to economic management, service delivery or public accountability. Figure 3.1: One of the Biggest Aid Recipients? Total Aid (Current US$ Million) 0
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Not being able to “buy” reforms enhances the importance of good analytical work in support of new ideas. Vietnam’s experience has been salient in this respect too. A sustained effort to develop the statistical database was launched in the early 1990s and has been supported by donors ever since, with financial and technical resources. This effort has led to the production of high-quality household surveys, by now every two years, and more recently to the production of annual enterprise surveys. Meanwhile, a strong analytical program is conducted with local institutions which participate in domestic policy making. Gradually, the preparation of core diagnostics and studies, such as poverty assessments or public expenditure reviews, is being handed over to local agencies and institutes. This active engagement has increased the mutual understanding between Vietnamese and international academics and policy makers. In several opportunities, joint analytical work with leading Vietnamese institutions has supported major policy breakthroughs. A three-year work program with the Vietnam Academy of Social Sciences (VASS), the think tank of the Party, supported Vietnam’s accession to the WTO by conducting analyses on the situation of key sectors and the possible impacts of various commitment scenarios. This work helped build consensus among senior leaders that WTO accession would be beneficial for Vietnam, and led to a substantive acceleration of the negotiations. Building on a range of technical assistance activities, a low-key analytical effort for senior leaders in government and the Party made the case that banking reform was urgently needed. This effort contributed to the drive towards a more comprehensive reform roadmap in this critical area. Vietnam is also remarkable for the extent of harmonization attained between government and donors, from its early endorsement of the Comprehensive Development Framework, in the late 1990s, to the issuance of the Hanoi Core Statement (HCS) in 2006. Government and donors can take pride in the strength of the development partnerships built, and the steps undertaken towards the simplification and harmonization of ODA. The spirit of mutual respect in evidence in SEDP consultations, the policy dialogue and the work of the partnership groups is testament to the strong collaboration between government and its international development partners. General budget support The implementation of the ambitious reform agenda that had been spelled out in CPRGS and other government strategies and plans was supported through five general budget support, or Poverty Reduction Support Credits (PRSCs). PRSC 1, a two-tranche operation for $250 million, was approved by the Board of Directors of the World Bank in June 2001. Its focus was mainly on the structural reform agenda. The second tranche of PRSC 1 was released in December 2002. PRSC 2, a one-tranche operation for $100 million, was approved in June 2003. By then, CPRGS had already been issued, making it possible to broaden considerably the range of reforms supported by the international community. In addition to the mainly structural aspects covered by PRSC 1, this second credit included various policy actions aimed at keeping development inclusive and building modern governance. PRSCs 3 to 5 were also one-tranche operations of $100 million each. These were approved in June 2004, 2005 and 2006 respectively and had a broad sectoral coverage too. In addition to providing resources to the budget, PRSC operations served as an effective coordination device, supported by an increasingly large number of donors. PRSCs have been cofinanced by bilateral and multilateral agencies, either through grants or through parallel lending. More importantly, the process saw a transition in the role of co-financiers, from providers of finance to partners substantially engaged in the preparation of the operations and the policy
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dialogue with government. This dialogue is organized by policy areas, in which donors engage selectively, based on their interests and technical capacity on the ground. The number of donors co-financing the operations has increased from four in PRSC 1 to 11 in PRSC 5; 19 donors actively contributed to the preparation of the last operation in the cycle. The PRSC process led to disbursements to the budget on an annual basis, thus meeting the objective of aligning aid to domestic budget cycles. Since PRSC 2, commitments were made in June of each year, which is the time when the preparation of the budget starts. The budget is approved by the National Assembly towards November, for the following calendar year. The submission to the National Assembly already factors in the amount of resources expected from PRSCs. Because such credits are disbursed fully within a few months of their signature, PRSCs have been a relatively predictable source of funds. Disbursements by co-financiers, either under the form of grants or parallel lending, take place over a longer period of time. But there has been progress in speeding up those disbursements (Table 3.1). Table 3.1: General Budget Support over Time Committed (US$ million)



Disbursed (US$ million)



Total



Grant Element (percent)



Year



World Bank



Cofinanciers



22



172



66



2001



150



0



100



27



127



69



2002



100



22



PRSC2



100



31



131



70



2003



100



27



PRSC3



100



116



216



75



2004



100



67



PRSC4



100



118



218



73



2005



100



80



PRSC5



100



154



254



75



2006



100



113



-



-



-



2007



-



159



Operation



World Bank
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PRSC1 (I)
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-



Note: World Bank staff estimates.



Combined with the increasing number of co-financiers, and the regularity of PRSC operations, the result has been an increasingly smooth transfer of aid resources to the government. Because of the concessional terms of the loans involved, and the grant nature of much of the cofinancing, a large fraction of the resources transferred do not need to be paid back by Vietnam. The total grant fraction was three quarters towards the end of the cycle. In spite of the increasingly large volume of aid resources disbursed through PRSC operations, the amount is still modest compared to the financing needs of Vietnam. Some of the reforms supported through the PRSC process entail substantial costs to the budget. The restructuring of state-owned commercial banks (SOCBs) initiated under PRSC 1 led to a phasedin re-capitalization financed by government bonds. The social safety net to assist workers who become redundant as a result of SOE equitization and restructuring became more active over time. The PRSC process also supported additional spending in the social areas, under the form of support for health expenditures among the poor, and a steady increase in the budget for education.
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Even if all other policy actions under the PRSC process had been budget-neutral, the additional cost of the reforms would be in the range of US$ 300 to 600 million per year. The total resource contribution by PRSCs represents less than half of this amount (Table 3.2). From this perspective, general budget support operations can be seen as an effective cost-sharing arrangement between the government of Vietnam and the donor community. Table 3.2: General Budget Support and the Financing Gap Cost of key reforms (US$ million)
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SOCB Recapitalization
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Social safety net
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Health care funds
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PRSC contribution (percent)
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Cost of key reforms



39.5



31.7



42.9



28.8



Budget deficit



14.9



11.8



72.6



17.1



Government expenditure



1.4



1.2



1.4



1.3



Note: World Bank staff estimates. Budget deficit includes on-lending of ODA.



The contribution of general budget support operations is even more modest when compared to government spending at the aggregate level. The resources provided represent less than 20 percent of the total budget deficit, except in 2004, and less than 2 percent of total government spending in Vietnam. The main contribution of PRSCs has been their ability to serve as a platform for a continued policy dialogue on a broad range of issues with key government counterparts. The policy dialogue Conditionality has not been a central feature of PRSCs in Vietnam, except at their inception. PRSC 1 included a series of conditions for the release of the second tranche (one of them waived) and PRSC 2 had a limited number of effectiveness conditions. As the policy dialogue matured, however, incentive mechanisms were softened, with the assessment of a set of forward-looking triggers being used to launch the preparation of the next operation in the series. But each of the individual operations remained backward-looking, in the sense of reckoning the actual progress accomplished in the implementation of the reform agenda up to that point. The PRSC process was expanded over time to bring more areas and an increasing number of co-financiers into the policy dialogue, without jeopardizing the stability or cohesion of the instrument. Although reforms have moved at different speeds across sectors, the inclusion of a broad range of areas has brought coherence to the process, especially in relation to cross-cutting issues (Box 3.1).
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Box 3.1: An Independent Evaluation of PRSCs in Vietnam There are clear benefits of PRSC support to the government’s reform program. The policy dialogue is highlighted as one of them by both government and co-financiers. The government clearly values the ideas provided by donors on policy content and implementation mechanisms, while donors gain a broader understanding of the direction of the reform process and government thinking. Other PRSC benefits stem not only from improving the quality of policies, but also from locking-in government’s commitment to specific reforms, speeding up the implementation of policies, and providing additional resources to support policy actions. PRSCs have been most effective in supporting the development of policy, legal and institutional frameworks, with implementation left to government. Institutional strengthening specifically through supporting the development of systems has been an important element and can be seen for example through the strong effects of the PRSC in strengthening public financial management systems. There have been similar systemic effects through linking policy, planning and budgeting. Institutional and regulatory frameworks have been particularly important in providing the enabling environment for other donor and government activities. The PRSC process itself has provided a mechanism for encouraging harmonization between donors and alignment with government systems PRSCs have been less good at influencing the two “extreme ends” of reform: strategic breakthroughs and grassroots level reform. PRSCs have also had difficulty in addressing sectors that are by their nature complex and fragmented, such as public administration reform, legal reform and governance. This applies particularly where there is no clear focus for the reform agenda or consensus on an underlying strategy or where this has taken time to emerge and needs a consensus on an implementing framework. PRSC funds are obviously welcomed by government, but funds are often seen as less important than the policy and institutional changes supported by the process. However, funding is still clearly important, particularly in sectors such as health, education and social protection where the government is a provider of services or where the innovations supported by the PRSC have considerable costs. Strong national ownership of the reform agenda underpins the PRSC, with government participation in negotiations increasing over time, particularly from line ministries. The inclusiveness of the process has been one of its strengths, as there has been participation in the policy dialogue by non-financiers of the PRSC. The recent process to produce the Vietnam Development Report, which has included the majority of the donor community, international NGOs, technical departments of government and local research institutions, indicates the value of further opening up of consultations to more stakeholders. Source: Adapted from Ann Bartholomew and Catherine Dom (2006).



The PRSC has benefited from there being only one general budget support mechanism, unlike in many countries where several of them coexist. Close coordination across sectors, among donors and with government, has been integral to the success of the PRSC. Although this implies a considerable annual work load, it has ensured the smooth running of the process. There are also clear benefits from the use of common monitoring, disbursement and reporting mechanisms which has increased harmonization and alignment and lowered transaction costs for government. However, the quality of policy dialogue has not been uniform in all sectors. In some cases, poor performance has been associated with lack of government commitment or with conflicting institutional responsibilities within government. In other cases, the responsibility has been more on the donor side, and has been associated with lack of clarity as to what needs to be done or the absence of strong expertise in the area. Another weakness related to the monitoring
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and evaluation framework, which was not always well defined and occasionally needed to be adjusted. This reflects a process of learning by doing and adaptation, but it also makes it difficult to track progress over time. General budget support operations are not the only vehicle for the policy dialogue, but they are intrinsically linked to the overall aid environment. There is actually some concern that PRSCs could displace other aid modalities. However, the experience so far has shown that they rather complement them. PRSCs often support actions that provide the policy and regulatory frameworks for the implementation of donor projects and programs. Meanwhile, analytical and technical assistance activities provide upstream support to PRSCs, by identifying key development challenges and helping in the design of appropriate actions to overcome those obstacles. Policy actions supported by the PRSC process can also provide more opportunities for work at the grassroots level, for instance as they create an enabling environment for the delivery of social services by non-state providers. Generally, PRSCs have interacted more smoothly with other aid instruments in less complex sectors. For instance, the experience is better on education than it is in relation to public administration reform. However, this sectoral diversity may to some extent reflect differences in the way donors and government interact in each sector. Performance has generally been better when there is a shared view on what needs to be done, and when the donors with most technical expertise in an area are also part of the PRSC process. The emergence of sectoral budget support modalities raises the prospect of better harmonized support to government in areas where considerable consensus exists. In those policy areas, PRSCs could adopt a lighter approach to the policy dialogue. Partnership architecture General budget support operations have become an important donor coordination mechanism, in the spirit of the harmonization agenda. Discussions with government in each of the policy areas are jointly conducted with all the co-financiers and potential co-financiers with an interest in them. From the government’s perspective, this arrangement reduces transaction costs. From the donor’s perspective, it increases the coherence of the support to economic reforms. Donors jointly make key decisions, including whether a policy action satisfies the criteria required to be addressed through the PRSC process, whether triggers are met, and how satisfactory is the progress towards attaining each of the development outcomes. But coordination between government and donors has been successful in other areas, in addition to the policy dialogue around PRSCs. Several multi-donor trust funds and multi-donor facilities are already in place. And there are multiple partnership groups to discuss policy issues and technical assistance needs on a sectoral basis. Some of those partnership groups pre-date PRSCs, as they were set up when Vietnam adopted the Comprehensive Development Framework. Others were established subsequently, as is the case with the Partnership Group on Aid Effectiveness (PGAE) and its various thematic groups. With the formation of working groups organized by policy area, donors have had the opportunity to engage in discussions on reform with government counterparts on an ongoing basis. Such an arrangement is also helping to ensure coherence across donors’ programs of support, and to mobilize funding for high priority tasks in each policy area. The increasingly broader scope of the policy dialogue raises important logistic challenges. PRSCs require an effective coordination mechanism in order to be delivered on an annual basis. One of the potential strengths of general budget support is to provide a predictable
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flow of aid resources to the government. But the predictability would be lost if operations were to slip as a result of their administrative complexity. The institutional arrangement established at the onset of the process, whereby PRSCs fall under the direct responsibility of the first Deputy Prime Minister, proved effective in this respect. In practice, a PRSC secretariat operating in the State Bank of Vietnam (SBV), under the leadership of one of its Deputy Governors, has been instrumental in translating this empowerment into a workable schedule of meetings and exchanges of documents between line ministries and government agencies on the one hand, and donors on the other. On the other hand, the broadening scope of PRSC operations has created some overlap between the teams involved in each of the policy areas and other partnership groups (Figure 3.2). By one count, there are at present 42 formally established groups and sub-groups. Four of them discuss issues related to public financial management reform. Administrative arrangements differ from one group to another, as does the level of activity. Most groups have a line ministry, government agency or donor playing a leading role; all PRSC teams have the SBV Secretariat as the coordinator on the government side and the World Bank as the coordinator on the donor side. An important shortcoming of the PRSC mechanism is that not all the donors with recognized expertise in each specific policy area participate in it. Government and donors together should outline a process to review the existing structures and design a more effective partnership architecture in the near future, in the spirit of the harmonization agenda. Figure 3.2: Too Much of a Good Thing?



Source: PGAE (2006).



This period has also seen a slight change in the role played by the IMF. Since April 2004, the IMF has not had a lending arrangement in Vietnam. However, it remains committed to supporting the implementation of the policy reform agenda. The IMF maintains a regular dialogue with the government and seeks to build capacity through training activities. It supplements this dialogue with technical assistance on tax policy and administration, budget management, monetary and financial sector policy, and macroeconomic statistics. The IMF has taken the lead in the policy dialogue on macroeconomic issues, with an important advisory role in relation to the monetary policy functions of SBV. In the absence of an active lending program, the IMF has provided an assessment of the macroeconomic framework as part of the preparation of each of the direct budget support operations.
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Vietnam is currently experiencing a period of thorough social and economic change. Improving on its performance, in terms of speed of economic growth and poverty reduction, would not be easy. But important development challenges remain in relation to the quality of growth. Given the encompassing nature of the government’s agenda for the next five years, there is a need to be selective in supporting the actions with most potential to address those challenges. One possible approach is to emphasize one of the pillars of the government’s reform agenda over the rest. However, there is not a clear consensus as to which pillar that should be. For some, completing structural reforms is the key to avoid a dangerous build up of contingent liabilities and even to accelerate growth. For others, Vietnam’s transition to a market economy has already passed the point of return, and the priority is to strengthen governance, by increasing transparency and accountability. However, it can also be argued that one of the reasons behind Vietnam’s success has been its ability to reform across all fronts. This approach calls for selectivity within each pillar, rather than across pillars. Based on a few, simple criteria to prioritize, a dozen key actions can be highlighted as the possible focus of the policy dialogue over the next five years. But delivering on those actions will not be easy. Most of them require some degree of coordination across line ministries, agencies and levels of government. Because the economy is becoming more sophisticated, many of these actions are also relatively technical in nature. And the distributional impacts need to be considered, both to overcome resistance by vested interests and to minimize adverse social consequences. This complexity of the key actions over the next five years, both substantive and logistical, calls for an empowered coordinated mechanism to steer the process. Led by a strong vision, such mechanism could serve as an effective link across government units, but also with local researchers, relevant stakeholders and donors. Upstream harmonization The SEDP 2006-2010 clearly spells out the government’s priorities and approach to development for the next five years. It might not be a perfect document, but it is good enough for donors to use it as the strategic vision to guide their support to Vietnam. Indeed, the process leading to the preparation of the SEDP was open and consultative, and the feedback from stakeholders outside government was reflected in the final document. The analysis in the document is sensible, showing a willingness to learn from past experience and adjust policy making accordingly. There is a strong focus on social inclusion and poverty reduction; it goes beyond targeted programs and influences the overall policy framework and allocation of resources. The social and economic targets established in the document are ambitious but achievable. Strong discipline may be required to protect the macroeconomic prudence that has characterized Vietnam in recent years. But provided that such discipline is exercised, and barring an unforeseen change in the external environment, the investment targets of the SEDP are also “affordable”, in the sense of not leading to dangerous levels of public debt. Importantly, a monitoring framework was set up for the first time, allowing a more rigorous assessment of the progress made towards attaining key development outcomes. This framework includes well-defined indicators, organized around conceptual chains linking government policies to broader outcomes, all of which should help identify strong and weak areas
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in the program. With this information, central, sectoral and local agencies can adjust policies, priorities and patterns of resource allocation to achieve the goals set out in the SEDP. For all these reasons, the SEDP 2006-2010 offers an opportunity for upstream harmonization, whereby development assistance becomes more effective because government and donors share a common view of what needs to be done. Government and donors in Vietnam can certainly be proud of what they have already accomplished in terms of harmonization. The jointly drafted HCS established an agenda to simplify procedures for development assistance, to reduce transaction costs for both government and donors, and to uphold government ownership as the main organizing principle of aid delivery. Building on the Rome and Paris Declarations on Aid Effectiveness, the HCS provides the opportunity of better aligned donor assistance to Vietnam. All this said, harmonization is not an end in itself, and there is some risk that the architecture of ODA partnership could become a burden on government. As a new five-year cycle starts, development partners should revisit the structure of ODA coordination mechanisms in Vietnam with an eye towards their simplification. But perhaps more important that the architecture itself is to reach a common view on what the development challenges and policy reform priorities are. While the SEDP offers a chance to better coordinate in practice, and make the policy dialogue more effective, it is also clear that agendas on both the government and the donor side extend beyond that single document. On the government side, there are other important plans and strategic documents which are not fully reflected in the SEDP, such as the legal and the judicial reform strategies. Over the next five years, existing strategies are bound to be revised and updated, whereas new ones will emerge. There are also policy reform agendas implicit in the international commitments subscribed by the government of Vietnam. The Millennium Declaration and the commitments made to accede to the WTO are obvious examples. Alignment to the SEDP cannot amount to ignoring those other commitments, or closing the door to new plans and strategies as they emerge. On the donor side, there is allegiance to specific, global agendas. And there is also a commitment to a series of norms and standards that extend beyond growth and poverty reduction to encompass a broader range of development outcomes relating to quality of life and human dignity. Some would phrase those norms and standards in terms of “universal values”, including freedom, equality, solidarity, tolerance and respect for nature. Most would consider their assistance to Vietnam partially unsuccessful if it did not contribute to fostering the broader set of norms and standards; for instance, under the form of increased transparency and accountability. Perhaps the clearest illustration of the possible tension between aligning to a national strategy and promoting a broader agenda is provided by issues related to human rights (Box 4.1). For all these reasons, aligning to a nationally owned strategy is not as simple as it may sound. One important question is how much “departure” from the SEDP is necessary to push the reform agenda farther, and make the most of the next five years, while still remaining within tolerable limits from the government’s point of view. A more practical question is how to make the current architecture for donor support more effective and less cumbersome. In particular, the overlap between partnership groups increases transaction costs while not guaranteeing that all the relevant technical expertise is involved in each area. In some cases, problems go beyond transaction costs or incomplete information, as revealed by substantially different views on what needs to be done.
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Box 4.1: The SEDP and Human Rights The SEDP proposes a range of reforms, actions and legal changes that will have an impact on human rights, either through changing the capacity of the state as “duty-bearer” to deliver their obligations or by improving the prospects for citizens to claim their rights. Few of these proposed reforms are expressed through the explicit vocabulary of rights, although there is explicit reference to the commitments made by the government under international agreements. The SEDP also intends to tackle discrimination in upholding the rights of both women and children and property rights for ethnic minorities. For example, it recognizes that “…violations to women’s right to equality and dignity have not been effectively settled” (p. 53) and sets out a number of measures to “improve people’s awareness of gender equality […] to help them protect their own rights” (p. 104). Non-discrimination is also discussed with reference to people living with HIV/AIDs, and there is a specific discussion about rights with respect to land tenure. Here the SEDP commits to implementing legal obligations to include names of both men and women on land certificates and to accelerating land titling in more remote areas, including the allocation of forestry land and the assurance that ethnic minorities will be guaranteed title to a land with a fixed minimum limit. With or without the explicit language of rights, there is much in the SEDP that has a direct relation with social and economic rights. The text makes frequent reference to the localized MDGs. But it is fair to say that an inclusive approach to the equitable delivery of basic services has long been a commitment of the government of Vietnam, predating international initiatives. There is perhaps more emphasis on actions of the government as the duty-bearer that delivers on obligations than on efforts to strengthen citizen’s abilities to claim their rights. But even here, there are significant changes with respect to earlier plans. For instance, the section on education emphasizes the role of families and communities in engaging with schools to ensure quality education. And the policy changes in the delivery of health service should enable citizens to demand services more effectively. But the SEDP also commits to other reforms that are associated with human rights, even if they are not presented within a human rights framework. Measures to be implemented over the coming years include many that will apply core principles of accountability, rule of law, access to justice and participation, all of which will contribute to more effective, legitimate and accountable governance. Many of these measures aim at changing the functions of state agencies in ways that will allow them to deliver their obligations better. Some, maybe fewer, will improve the capacities of citizens to claim their entitlements. The work of the United Nations Children’s Fund (UNICEF) in Vietnam has been showcased for its ability to integrate a rights dimension to its development work in an environment where the language of rights was problematic. This success demonstrates the results of long-term engagement using a non-confrontational language and high-level political dialogue. When UNICEF first introduced child rights principles in its analysis and planning, explicit rights language would have been too sensitive. By broadening the range of its state and party counterparts, UNICEF was able to raise awareness of children’s rights in a number of areas. As a result, important progress was made in legal reform, juvenile justice and child protection. Source: Based on SEDP, Government of Vietnam 2006b, and Organization of Economic Cooperation and Development (OECD)/DAC(2006).



Forget the rest? Divergences of views often materialize in the way different stakeholders “read” the SEDP, and interpret its implications for the policy reform agenda. At the risk of caricaturing,
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some of the readings amount to emphasizing one of its pillars over the rest. But there is less of a consensus regarding which of the pillars is the most important one at this stage. One common view is that Vietnam’s success in the long term crucially depends on the acceleration of structural reforms. The weakest point of the economy would be the accumulation of contingent liabilities, resulting from unchecked lending by SOCBs to SOEs. The lack of reliable information on the quality of loan portfolios, slow progress in banking reform, and the small share of the state capital that has actually been sold in the context of equitization, are all reminders of the vulnerability of the current growth path. From this perspective, the policy dialogue should focus on delivering on SOCB and SOE reform, instead of getting distracted by a multiplicity of well-meaning objectives concerning areas where Vietnam has is doing reasonably well, so that donor inputs are unlikely to make a big difference. At times this view is articulated in relation to the speed of economic growth. If Vietnam were to adopt bolder steps in relation to SOE and SOCB reform, it would stand a chance to increase its growth rate even further, and hope to catch up with its richer neighbors in a shorter period of time. This argument is certainly appealing, as Vietnamese policy makers and the Vietnamese public more generally are keen to see their country join the ranks of the developed nations within a generation if possible. However, except for a few oil-rich countries and China, Vietnam is already one of the best performers in the world, in terms of growth rates, so doing better would be difficult. And it is not by any means clear that the reason why China is growing faster is because of its better handling of SOE and SOCB reforms. In sum, as real as the vulnerabilities emphasized by this view are, its articulation in terms of growth speed is questionable. Completing structural reforms remains a key priority indeed. But this is mainly to avoid losing many points of economic growth in the future, through expensive bail outs of unreformed banks, and not so much to grow faster today. Another view is more optimistic about Vietnam’s ability to deliver on the structural reform agenda, but less so in relation to the governance agenda. In this view, market forces have already been unleashed past the return point. International commitments made in the process of acceding to the WTO almost guarantee that the transition to a market economy will be complete and irreversible. The resulting “lock-in” of structural reforms reduces the need for donors to actively engage in this area. On the other hand, there is not a similar “lock-in” mechanism to prevent social disparities from widening as economic grow soars, nor to ensure increased transparency and accountability. In this view, better governance is the key to keep growth inclusive, at a time when unleashed market forces are bound to increase inequality. Better governance is also necessary to manage the pressure on natural resources and avoid the havoc created by rapid urbanization in most of East Asia. As Vietnam approaches middle-income status, the focus of policy is expected to shift from poverty reduction and access to basic services to this wider development agenda. Rule of law and the development of an impartial judicial system need to become the cornerstones of a modern market economy. As the economy and society become more complex the government will have to find ways to create more space for social and cultural life outside of the confines of the state. A culturally diverse society like Vietnam must also build tolerance and mutual respect into socio-economic and particularly education policies. Respect for nature argues for sustainable development, including prudent management of the country’s natural resources and heritage and the preservation of the natural environment for future generations. More generally, the reform agenda for the next five years need to be cast in the framework of changing relations between state and society (Box 4.2). Again, it is difficult to disagree with any of these two views. Both completing structural reforms and strengthening governance are key priorities for Vietnam as it strives to become a
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middle-income country. If anything, it is possible to question the need to embrace any of these views at the detriment of the other, or at the detriment of other important priorities identified by the SEDP.



Box 4.2: The Governance Agenda for the Next Five Years The governance agenda implied by the SEDP is broad. It is not just about government. It is also about the Party, elected bodies, the judiciary, the media and citizens. It is about how citizens, leaders and public institutions relate to each other and make change happen. In order to implement the ambitious goals of the SEDP, reforms will be needed in the executive and in other places too. And they will need to address three things: (i) state capability: the ability of government and leaders to get things done; (ii) responsiveness: public policies and institutions responding to the needs of citizens and protecting their interests; and (iii) accountability: citizens and elected bodies holding the executive and public institutions to account. Rapid economic development in Vietnam is precipitating profound social change and the relationship between the state and its citizens is changing. How the state responds to (and manages) the process of social change is crucial for continued development and stability. There is now more lively media, greater willingness on the part of citizens to speak out, on corruption and other issues; and increased pressure for participation. Key citizen concerns include better access and fairer administration of land and registration services and improvements to the quality of health, education and other services. Increased pressure for accountability and participation are making new demands on state capability. In the meantime both central and decentralized levels of government are working to become more responsive and more accountable to citizen demands. Deepening decentralization in particular will bring more participation and more complex tasks requiring strong leadership and better sharing of information. Greater responsiveness and accountability will also involve the progressive strengthening of checks and balances (including formal oversight institutions, civil society and media, and formal and informal participation) that achieve stability through a larger element of self regulation. The process is already underway through the expansion in the role of the National Assembly and the process of legal and judicial reform. Source: Peter Owen and Hieu Huu Nguyen (2006).



A nowadays popular approach to development claims that reformers should focus on removing “binding constraints”, whatever they are, while relegating other issues to a secondary place. This approach is intellectually appealing, but somewhat at odds with what has been the main strength of economic reform in Vietnam, namely its comprehensive nature. And it does not necessarily help when there are multiple views on what the binding constraint is, and those views are equally compelling. Five years ago, there was a divide among donors in relation to the development priorities of the CPRGS. One group emphasized the importance of human development policies and ensuring the sustainability of livelihoods at the local level. Another group saw the development of large-scale infrastructure as the key to long-term growth, hence to durable poverty reduction. In a wise way, the government of Vietnam avoided the pitfall of a confrontation between these two views, by pushing towards their integration. In practice, this integration happened through the “expansion” of CPRGS, so as to address large-scale infrastructure issues within the same document. It might be wise to adopt a similar approach at this point, recognizing that the next five years are not about “either-or” priorities. Alignment should not be about emphasizing one
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pillar of the SEDP over the others. It should rather be about preserving one of the main strengths of Vietnam’s reform process, namely its comprehensive, cross-sectoral nature. Clear priorities Supporting the implementation of Vietnam’s reform agenda across its four pillars requires being selective within each of them. The SEDP is a thick report, with almost every page in it including long lists of policy actions to be adopted over the next five years. As shown in subsequent sections of this report, even a focused reading of the development challenges in each policy area leads to the identification of more than one hundred actions to be supported. It is unlikely that all those actions have the same strategic importance, however. And even among priority actions, appropriate sequencing may be the key to success. The last five-year cycle provided clear illustrations of this principle, with accession to the WTO being a pre-requisite to make politically more difficult decisions in banking a necessity. At a more practical level, there are capacity constraints, both on the government side and on the donor side. Many argue that limited government capacity is one of the main bottlenecks in the implementation of development programs, and the paramount reason for slow disbursement of ODA. If true, this certainly calls for selectivity. The fact remains that donor resources (financial and technical) are limited too, and thus cannot possibly support the full range of initiatives set out in the SEDP and related plans and strategic documents. Donors must establish priorities within the government’s priorities. And they will need to work with government to do so in ways that achieves alignment with government plans, satisfies the mandates given them by their governance structures and stakeholders yet achieves maximum development impact. One useful lens to achieve this prioritization is to focus on the quality of growth, as opposed to its mere speed. Vietnam has made tremendous progress in introducing the principles of a market economy, reducing poverty and improving in social indicators including health, nutrition, literacy and access to basic infrastructure. Priority should now be given to policy actions which contribute maintaining this success in the long run. In practice, several criteria can be used to identify those actions. First, the list should include policy actions aimed at increasing the overall efficiency of resource allocation. Included in here are decisions related to clarifying the respective roles of the government and non-state stakeholders in producing goods and services. Actions to further develop the legal and regulatory foundations for a market economy and to use public resources better are part of this group as well. Steps are also needed to prevent the build up of liabilities (explicit or implicit) which could end up costing dearly to society later on, amounting to the loss of many years of economic growth. Second, priority should be given to interventions that keep development inclusive. The focus in this respect should be on actions that produce the highest payoff in terms of development outcomes, such as poverty reduction and the achievement of the MDGs more broadly. The focus should also be on actions improving the well-being of the country’s most vulnerable citizens; for example ethnic minorities, people living with disabilities (PLWD) or with HIV/AIDS and those most vulnerable to natural disasters. Actions aimed at building a modern social protection system, mitigating the social impacts of other reforms and fostering gender equality and the empowerment of women would fall in this group. Third, priority should be given to interventions that work to sustain progress over the longer term, through the development of transparent, democratic and accountable public
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institutions. The sustainable management of the environment and natural resources clearly fall into this group. Actions in this third group stem from the recognition that the Vietnamese economy is becoming increasingly more sophisticated, and the role of state is being redefined. Institutions need to accommodate the changing relationship between state and society, building new mechanisms to channel citizens’ feedback to public deciders. These criteria are not prescriptive but they do provide a starting point for consensus building. Based on them, it is possible to build a tentative list of priorities for the next five years (Box 4.3). In practice, however, an open and continuing dialogue on these priorities needs to be established between government and donors.



Box 4.3 : Key Policy Priorites for the next Five Year



• • • • • • • • • • • • • •
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Implement WTO commitments with a “development approach”, instead of a mere “compliance approach”. Deliver on the banking reform agenda, bringing in strategic investors to change the governance of SOCBs and strengthen their commercial orientation. Separate SOE ownership from regulation; maximize returns on state capital and report transparently on those returns. Simplify administrative procedures for business, remove unnecessary licenses and eliminate red tape Establish appropriate regulatory frameworks (private participation, access, pricing…) for infrastructure Shift to demand-side financing of health, expanding health insurance coverage and subsidizing the participation of the poor Lay the foundations of a modern old-age pension system, supporting the participation of the informal sector, and modernize labor market regulations Ensure that forest land is allocated to ethnic minorities and targeted programs are adjusted to their specific needs Make land-use planning, administration and conversion more transparent; bring land valuation closer to market prices for taxation and compensation purposes Foster the development of strategic planning at provincial level and introduce long-term regional planning Further reform the management of public finance with a focus on information systems for public debt and contingent liabilities Specialized judges, revamped court finance and focused procuracy to increase the independence of courts Develop reliable user feedback on key public services and agencies, from households and enterprises, by province Implement an effective mechanism to monitor the assets of senior civil servants and their immediate families
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Strong coordination The preparation of general budget support operations to assist with the implementation of SEDP offers one obvious entry point for the policy dialogue on key priorities for the next five years. In the context of general budget support operations, the actions which appear to be most strategic in the eyes of government and donors are typically used as “triggers” to assess progress in the reform agenda. Effectively working towards meeting those actions usually leads to the release of the next operation in the cycle, hence to funds being channeled directly to the budget. But there are also other instances for this policy dialogue, such as specialized partnership groups by policy area. More generally, donors and other development partners need to work with government to identify the areas in which they can have the greatest impact, agreeing on modalities for support in line within their comparative advantage and respective mandates. Providing resources to the budget to help defray the cost of key actions is only one support modality. Conducting analytical work, providing technical assistance for the design of the policies, assisting in their actual implementation or providing sectoral budget support are other, equally important modalities to consider. Those modalities are complements, rather than substitutes, to general budget support. However, delivering on the priority actions will be a formidable challenge in practice. Those actions would typically have one line ministry or government agency leading their adoption and implementations, but most would require the participation of various sectors and levels of governments. The involvement of multiple participants raises important coordination issues, especially when not all of them share the same views, or have the same interests. Getting the right content in each of the actions is fundamental too. Passing a law or a decree is not the issue, but rather making sure that the law or the decree is well designed. As Vietnam becomes an increasingly sophisticated economy, content requirements are also becoming increasingly technical. Equally important, most strategic policy actions explicitly or implicitly confront vested interests. Addressing their concerns, and eventually overcoming their resistance, is a requirement for success. In the same spirit, some of those who stand to lose from reforms belong to poor or vulnerable groups. No reform agenda can be considered satisfactory if it omits to design complementary policies to minimize the adverse social impacts of reform. The experience in addressing these concerns so far is mixed. In Vietnam’s functional organization, only the Office of Government (OOG) is formally “above” line ministries and government agencies. This would make it a natural candidate to lead when there are coordination issues. However, OOG’s role is mainly related to process, and less so to content. Also, even when a ministry or agency performs this coordinating role very well, substantive involvement of the senior leadership of the country may be occasionally needed. The direct intervention of the Prime Minister in shaping Vietnam’s offer to the 8th Working Party meeting for WTO accession is an illustration of this necessity. Numerous Steering Committees have been created, involving various ministries and agencies with a senior leader as the chairperson. But in general these committees have not been a resounding success. The National Steering Committee for Enterprise Reform and Development (NSCERD) and the Steering Committee for Public Administration Reform (PAR) are cases in point. There is a successful experience with the government secretariat for general budget support operations, which has acted diligently to bring together up to 24 line ministries and agencies around a tightly timed policy dialogue. But the main competencies of this secretariat are administrative, and not technical. In particular, the secretariat is not empowered, and most often has limited qualification, to review and discuss the content of policy proposals by the line ministries and government agencies involved in the process.
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As many development issues are interdependent and involve cross-cutting inter-agency communication, coordination mechanisms for the implementation of SEDP and other key plans and strategies would benefit from a rethinking. The experience of other countries in the region is worth considering in this respect (Box 4.4).



Box 4.4: Reform Coordination Mechanisms in China and Malaysia China’s Office for Economic Institutions Reform (OEIR) was established at the beginning of economic transition, with a mandate to manage the reform process, and upgraded in 1998. With a ministerial rank and a staff of about one hundred people, it has the following functions: (1) Research issues related to economic reform and the openness policy agenda, and provide recommendations to the government. (2) Monitor the implementation of the reform agenda, according to the Premier’s authorization, and timely provide recommendations for resolving problems as they arise. (3) Conduct surveys to review the implementation of economic reform and openness policies in order to formulate long-term strategies for the future (4) Review policies on special economic zones, and provide recommendations. (5) Study and exchange views with international partners to learn external experiences on economic management, and to compare Chinese economic institutions with those from other countries. (6) Study any other specialized issue related to economic reforms, based on assignments by the Government and the Premier. In terms of organization, OEIR has one administrative department and five policy departments. The General Research Department is responsible for reform studies related to global issues, comparing different reform scenarios, combining economic strategy with technology and education strategies, and reducing the imbalance between rural and urban developments. The Macro Institutions Department focuses on the investment regime, economic planning, fiscal and monetary policies, foreign exchange regime, income distribution, employment policy, and policy coordination. The Market Institutions Department takes the lead in researching and recommending on governance, the ownership regime, the development of market mechanisms and on real estate and other markets. The Openness Policy and Special Economic Zones Department focuses on issues related to such zones are their spillover on the rest of the economy. Finally, the Department of International Institutions is in charge of comparing domestic institutional mechanisms with those abroad, exchanging views and cooperating with the international community. Malaysia has been quite successful in coordinating policies across sectors, especially in relation to long-term social and economic development. Recognizing the comprehensive and complex process of societal transformation, the Malaysian Government introduced a strong coordination mechanism applying to each phase of the policy cycle: formulation, planning, implementation, monitoring and evaluation. This decision was motivated by the insufficient motivation of key stakeholders, and the need to take into account and occasionally overcome resistance by interest groups. In Malaysia, five-year plans are formulated and coordinated by the Economic Planning Unit in the Prime Minister’s Office, an agency that also helped create and disseminate the concept of “Malaysia incorporated”. Under this concept, stakeholders in government and the private sector share rights and obligations as if they were shareholders within a company. This creates both rights and obligations, within an overall philosophy that is common to other countries in the region, including Japan and Korea. Source: Tan Sri Mahmud Bin Taib (1996) and Office of the Government of China (1998).
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Introducing an empowered coordination structure to deal with the key priorities of the reform program would have several benefits. First, such a structure would be able to mobilize the advice of national experts in each area in relation to policy content. A close collaboration with institutes such as the Central Institute for Economic Management (CIEM), ILSSA or VASS would do much to strengthen policy content. An empowered structure could also identify knowledge gaps, mobilize international technical assistance, and conduct consultations with relevant stakeholders. Much the same as the secretariat for general budget support operations, it could ensure proper sequencing and timely completion of the selected policy actions. And it would be the natural focal point to coordinate the policy dialogue with donors, especially in the context of budget support operations.
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DEVELOPMENT



5.



GLOBAL INTEGRATION



Integration with the world economy has been one of the main drivers of Vietnam’s transition to a market economy. It has led to increased competition and has brought in resources and know-how. More recently, it has resulted in a range of legal and institutional reforms, and strengthened the incentives to accelerate the restructuring of the state sector. But the new phase of integration associated with accession to the WTO, as well as potentially deeper regional and bilateral agreements, raises important challenges. While most of the legislative changes required have already been enacted, further measures will be needed to ensure their effective implementation. Competition, intellectual property rights and standards stand out in this respect. Improving food safety and agricultural health will be important to diversify agricultural production to include a greater proportion of higher-value, higher-quality products, hence supporting its ability to compete in global markets. Vietnam’s ability to compete will also depend on better trade logistics, from adequate infrastructure to speedy customs clearance. But competition from abroad and the removal of remaining subsidies may still lead to adverse social impacts in contracting activities. Because those impacts are difficult to predict with precision, an early warning system is needed, involving communication from government on commitments and policies, and effective monitoring of the situation relevant population groups. Implementing WTO commitments with a “development approach” while addressing possible adverse impacts will require solid policy analysis and strong inter-agency coordination. Development challenges Vietnam’s transition to a market economy has gone hand-in-hand with greater international integration. The early stages of this process were pursued largely through unilateral reductions in barriers to trade and investment. In recent years, bilateral, regional and multilateral initiatives have been playing a greater role. The Common Effective Preferential System of the ASEAN Free Trade Area (AFTA) led to reduced trade barriers and increased competition in goods markets. Implementation of the US-Vietnam Bilateral Trade Agreement (USBTA), the bilateral agreement with the EU and the process of accession to the WTO have become driving forces in developing the legal, judicial and institutional underpinnings of a market economy. Increased openness and an improved business environment have attracted a sizeable volume of FDI. The resulting exposure of the Vietnamese economy to international markets, foreign investors and external competition has brought in resources, technology and know-how to support economic development. Greater global integration has been accompanied by rapid economic growth but also by a deep transformation of the economy. Between 1995 and 2005, GDP grew by 7.2 percent per year on average, but exports soared at an average rate of 21.3 percent. As a result, the ratio of exports to GDP climbed from 26 percent to 62 percent. While global integration has resulted in increased economic openness, it has not been accompanied by major trade deficits (Figure 5.1). Imports have been generally larger than exports, especially over periods when the growth rate of GDP accelerated, but the gap has remained manageable, and has been filled in (often in excess) by remittances, ODA disbursements and FDI inflows. The latter now stand at 3.7 percent of GDP, a level that is on par with China. New commitments reached 12 percent of GDP in 2005. Global integration has gone hand in hand with private sector development. Foreign invested enterprises
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accounted for around 16 percent of GDP in 2005, up from 6 percent in 1995. The contribution of the private sector, both domestic and foreign, to non-oil exports rose from 35 percent in 1997 to 77 in 2005. Figure 5.1: Openness and the Balance of Payments 10 Trade openness (left axis) T rade opennes s (% of G D P)
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Source: Based on data from GSO. CEPT refers to the phase when the inclusion list was considerably expanded.



Progress in integrating with the world economy has been faster than in other policy areas, and especially faster than the restructuring of SOEs and SOCBs. But to a certain extent, this contrast reflects a strategy. Global integration has been used as a mechanism to “lock-in” other structural reforms, and gradually create the incentive for changes in areas where inertia was stronger. Some reforms are being carried out through binding commitments to trading partners, thus reducing the probability of backtracking. Other reforms are simply made more necessary, or more urgent, as the pressures from global integration become stronger. In 2006, as accession to the WTO was getting closer, an ambitious roadmap to revamp the banking sector was approved, and a new approach to SOE reform started to emerge. These changes were not part of any explicit commitment with trading partners. Yet, the prospect of imminent WTO accession did provide some of the impetus to undertake them. The drive to accede to the WTO has clearly been the boldest step towards integrating with the global economy. The accession process involved tough negotiations with trading partners. It required even more difficult internal negotiations to build consensus on which areas to protect or favor, and which to liberalize and further expose to competitive forces. In addition, Vietnam has negotiated, or will soon negotiate, trade and partnership agreements with key partners such as ASEAN, China, the EU, Japan, and the US. These agreements sometimes involve larger tariff and services concessions, investment related commitments, and in general, deeper integration. Global integration commitments intersect with many aspects of the reform agenda, including legal development, private sector development, the regulation of utilities, public
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financial management and public administration reform. Implementing commitments concomitantly with this broad reform agenda holds great potential for sustaining rapid growth and poverty reduction. Investment is encouraged as the lock-in of policy reforms enhances predictability. Moreover, in many instances, the restraints on policy choice implied by commitments tend to reduce the ability of vested interests to push uncompetitive investments through subsidies or protection. Unlike other developing countries that have become WTO members in recent years, Vietnam will have to comply with the bulk of its commitments upon accession (Box 5.1). Tariff reductions are to be phased-in over 5 to 7 years. The most direct consequence of reduced tariffs will be greater competition of domestic production with imports. In certain cases, the domestic suppliers of both goods and services will have the potential for becoming more competitive. Reducing protection is likely to improve the availability of imported inputs at lower cost, and often better quality. In other cases, the goods or services may not be in line with Vietnam’s comparative advantage and may be forced to decrease or cease production. The role of government policy in the first case is to ensure that competitiveness of producers is not hampered by regulatory hurdles or lack of access to key inputs at non-distorted prices. In the latter case, the role of government is to help mitigate the adverse impacts on those who might stand to lose. The example of agriculture is particularly relevant in this respect. Owing to the strong supply-side response to the policy reforms of the early 1990s, Vietnam quickly became a leading exporter of a number of agricultural commodities, including rice, coffee, rubber, pepper and, more recently, fisheries products. But this agricultural export growth came largely from relatively low-value, low-quality products. Production of bulk commodities has begun to stabilize as, with rising incomes, consumer preferences in both export and domestic markets shift towards higher-value and safer products. Future agricultural growth will be driven more by demand for higher-value, higher-quality goods such as fresh fruits and vegetables and livestock products, in which Vietnam is still at low levels of competitiveness, particularly in terms of product quality and delivery, food safety, and agricultural health. The ability to compete in world markets also depends on logistics. Ensuring timely delivery of imported inputs to factories, and transporting export products from factories to ports and foreign markets under strict time schedules will be crucial to strengthen competitiveness. This creates an urgent need to improve trade facilitation and logistic services, especially as the volume of trade increases rapidly. Such facilitation services include modernized customs processes that rely on risk-assessment rather than physical inspection. They also involve streamlining the documentation required for trade, employing information technology to speed-up processing, and ensuring easy access to trading rules and procedures. A related priority is to improve the coordination among border management agencies such as customs, agriculture, health, standards and security, to accelerate the movement of cargo and persons. To be sure, addressing bottlenecks and inefficiencies in supply chains will also need massive investments in the physical infrastructure of ports, customs, inland transport, and telecommunications. Moreover, the government will need to focus on building modern regulatory environments for delivering these services. Ensuring greater competition in the provision of services is a priority in this respect. When this is not possible, the focus of regulation should be to improve pricing and access charges. At the same time, given very large investment requirements, regulatory changes will also be needed to attract private investment, especially FDI, into sectors such as electricity and transportation.
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Box 5.1: Main Commitments for WTO Accession Policy Area



Commitment



Tariff Reductions



Average tariffs to fall from current level of 17.4 percent to a final bound of 13.4 percent. Agricultural tariffs to decline from 23.5 percent to 21 percent. Non-agricultural tariffs from 16.6 percent to 12.6 percent. Tariff reductions to occur over 5-7 years, mostly in equal annual cuts.



Trading Rights



All foreign firms and individuals to be able to import and export, except items subject to state trading. Importers can choose their domestic distributors. No minimum capital requirements for firms engaging in trading activity. Transition period up to January 2009 for foreigners for pharmaceutical products considered essential to human life, and other products considered sensitive to public morals or public order. Transition period up to January 2011 for foreigners for rice.



State Trading Enterprises



Manufactured tobacco products; culturally sensitive products such as newspapers, journals and audiovisual materials; and petroleum and aircraft which are considered natural monopolies



Excise Duties



Within three years a single rate will apply for all forms of beer (draught, fresh, bottled, canned) and a single rate for all spirits containing alcohol of 20 percent or more



Tariff rate quotas



Eggs, un-manufactured tobacco, sugar and salt. increase at 5 percent annually



Quantitative restrictions



Import bans on cigarettes, cigars, large motorcycles and used cars to be abolished. Cigarettes and manufactured tobacco products to have production quota (including imports).



Export restrictions



Export controls on rice for food security reasons. Controls on wood products and minerals for environmental reasons and to prevent illegal exploitation



Standards



Comply with TBT and SPS upon accession.



Agricultural Subsidies



“Amber box” or supports that have direct impact on prices or quantities of 3.96 trillion dong in addition to the de minimus allowance to developing countries of up to 10 percent of the value of domestic agricultural production



Agreement on Subsidies and Countervailing Measures



Comply upon accession. Subsidies in the form of investment incentives contingent upon exports to be phased out over five years for existing beneficiaries.



TRIMS



Comply upon accession. Preferential state credit and import tariffs contingent upon localization ratios to be abolished.



TRIPS



Comply upon accession



Information Technology Agreement



Agreement signed. Around 330 lines on IT products to be reduced to zero mostly over 3-5 years, but some after seven years.



Quota volumes



In strengthening the competitiveness of domestic enterprises, attracting investment to develop certain sectors or poorer regions, and encouraging exports, Vietnam will have to rely on WTO-consistent instruments. Some traditional forms of industrial policy which were available to
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other East Asian countries in the early stages of their industrial development are prohibited under WTO rules. Firm-specific subsidies, in particular, cannot be used to increase the domestic value added in exports, or to stimulate inter-industry linkages and value chains. In this respect, global integration is also accelerating the process of phasing out any special treatment for SOEs. Vietnam will need to comply with provisions dealing with national treatment, the activities of state trading enterprises, and access to markets which are currently the sole preserve of state enterprises. Therefore, an enabling environment for private sector development will be a key complement to the implementation of international agreements. In the past, the government was also able to encourage exporting sectors by providing special incentives to firms located in industrial zones or special economic zones. These firms had access to better quality infrastructure, import duty exemptions, reduced corporate tax rates and land below market prices. Some of these incentives could be questioned under the Agreement on Subsidies and Countervailing Measures (ASCM). Economic zones can, however, be made WTO compatible and are widely used in member countries. The ASCM also allows countries to provide subsidies to encourage development of lagging regions, provided that such regions are defined in terms of objective criteria. One of the advantages of WTO accession for Vietnam is to gain access to a trade disputes resolution mechanism, making it possible to counter antidumping measures affecting its sales abroad. As a result of its success in expanding exports rapidly, Vietnam has been confronted with a range of anti-dumping suits, many of which may actually be a form of disguised protectionism. However, this potential advantage will be greatly diluted in practice, because Vietnam will still be considered as a “non-market economy” after accession, possibly until 2018. The non-market economy status makes it less onerous for trading partners to take antidumping actions against Vietnam. In particular, its production costs will be comparable to those of other reference countries which may or may not provide an appropriate benchmark. Greater competition from imports, as well as successful antidumping cases put forward by trading partners, could mean that certain factories will have to close, some domestically grown crops will face shrinking market share, and the producers of these goods will need to find other forms of livelihood. Greater integration will also increase Vietnam’s exposure to international markets and fluctuations of currencies and capital flows. On the positive side, newer investments in sectors where Vietnam is competitive will mean more jobs. In many cases the unemployed workers will find job opportunities in these new areas. The geographical distribution of economic activity will also change as industrialization proceeds and people move out of agriculture. Rapid global integration may thus be associated with an increased mismatch between job seekers and earnings opportunities. Facilitating adjustment would require addressing policy and institutional impediments that lock people and enterprises into declining activities and prevent them from moving into new fields of business and employment. It will also be important to ensure that the interests of disadvantaged people, or those with less direct influence on resource allocation issues, are taken into account. Analytical work on these issues can inform policymaking and help in the design of appropriate complementary measures. Such policies will need to have a focus on the poorer and generally more vulnerable populations as international commitments are implemented. Equally, careful analyses of gender dimensions of adjustment will be important as the participation of women in economic activity evolves. The implementation of international agreements can be undertaken with a minimalist, “compliance approach” or with a more ambitious “development approach”. Rather than viewing commitments only as formal requirements that must be met, there is merit in implementing them with an eye on harnessing the development benefits they offer. At times this may entail
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complementary reform efforts to what is implied by the commitment itself. It could also, for instance, involve identifying the additional steps needed to escape the non-market economy status as early possible. A development approach would not only facilitate the participation of people in the global economy, but also include the adoption of complementary measures to mitigate adverse social impacts, whenever appropriate, as commitments are implemented. The challenge for the government will be to find ways of defusing pressures from vested interests to defer reform or to resist the adjustment they promote, while responding to genuine hardships as they arise. The government would need to continue building support for the policy change, as it has done with success in the lead-up to accession. It will need to facilitate a behavioral change among stakeholders to enable them to better respond to market signals. Strengthening the mechanisms for effective dialogue with stakeholders, including representatives of provinces, business people, workers, farmers and civil society, offers a promising route for achieving these objectives. Government strategy Trade liberalization was a central component of the global integration agenda until recently. However, agreements such as the USBTA and especially the commitments made in the process of WTO accession are shifting the emphasis in the direction of institutional reform (Box 5.1). Perfecting the legal framework for a market economy is one of the most important priorities highlighted by the SEDP. Thus, the government is instructed to “[b]uild and complete laws for international economic integration[, and g]ive priority to the development of legal documents and necessary institutions to protect the economy during this process, including most-favored nation treatment, national treatment, measures of self-defense, fighting against dumping sales, subsidy and antagonistic methods in international trade” (p. 89). The improvement of trade logistics and facilitation and the introduction of reliable product standards also receive special attention in the government strategy. The SEDP includes among its objectives to “[r]esolutely fight against counterfeit, imitated goods and smuggled goods [and to s]treamline customs, export and import procedures” (p. 82). In relation to standards, it notes that “[e]nvironmental hygiene and food security has not been strictly controlled” (p.50) and pledges to “[r]eview, supplement and develop standards for product quality, regulations on product labels and trademarks, etc. [and o]rganize examination and inspection of product quality to protect the consumers and guarantee the prestige of Vietnamese agricultural and forestry products exported” (p. 77). The challenges raised by the implementation of international commitments are also highlighted. Indeed, according to the SEDP, “[t]here has yet to be a close link between requirements of the integration course and the renovation and completion of the legal system and economic policy mechanism during the course of international integration. There is a lack of a proactive roadmap for effective integration” (p. 36). Policy reforms Much of the legislative changes required to embody WTO agreements into Vietnamese law have already occurred, thanks in part to the work undertaken on implementation of the USBTA. However, there is likely to be further work required to address the implementation of those legislative changes. And, undoubtedly, the new laws will need to be refined over time in
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the light of experience with implementation. There will also be considerable effort required in building the capacity of institutions that will be charged with overseeing and implementing specific agreements, and familiarizing courts and administrators (provincial as well as national) with the implications of the legislative changes. From a trade perspective, regulations related to competition, Trade Related Intellectual Property Rights (TRIPs), Sanitary and Phyto-Sanitary (SPS) and Technical Barrier to Trade (TBT) will be especially important. These challenges have been foreseen in the government’s legal system and judicial reform strategies, but there is now a need to roll out the actions envisioned therein. The decree for the implementation of the Law on Competition is a case in point. If the Vietnam Competition Administration Department is to take resolute measures against suspicious cases, detailed administrative procedures as well as interpretation of the provisions in the law will need to be established. The detailed institutional arrangements for the operation of Competition Council will be important as well. Enforcing the TRIPS agreements is one of the most complex requirements associated with WTO accession, and it is one which is given high importance by large trading partners. While Vietnam has passed a WTO-compatible law on Intellectual Property, focus will now shift to its implementing guidelines. A key requirement for effective enforcement will be coordination among the agencies involved. This is also an area where the capacity of officials and legal personnel needs enhancement. Importantly, the business community needs to be made considerably more aware of the implications of TRIPS. A better understanding of the issues by the business community is important not only for the sake of compliance, but also to establish their own trademarks, patents, and geographical indications. Vietnam has agreed to comply with the SPS and TBT agreements upon accession. As a result, it has the right to adopt standards that it considers appropriate for food safety, animal or plant health, industrial products, to protect the environment or meet other consumer interests. But trading partners need assurance that such standards will not be used a disguised form of protection. On the other hand by complying with the standards of trading partners, Vietnam can enhance its export opportunities. Producers and exporters need to know what the latest standards are in their prospective markets. In line with WTO requirements, Vietnam has already set up enquiry points to make such information easily accessible. The attention now needs to turn to the smooth functioning of these agencies, as well as meeting the transparency requirements of the SPS and TBT agreements. While adopting international standards is not required, it would be useful to do so when possible. It is estimated that at present about a quarter of Vietnam’s standards are aligned internationally, and this ratio is to be raised to 35 percent in the next five years. Other steps include facilitating the participation of Vietnamese experts in the technical committees of international standardization organizations, enhancing the capacity of Vietnamese agencies to test the conformity of Vietnamese export products with foreign technical regulations, negotiating equivalence and mutual recognition of standards with developed countries, and enhancing the role of private sector input in the preparation of standards. Improving food safety and agricultural health requires action not only in the context of agricultural competitiveness and growth, but also from the perspective of long-term public and agricultural health. The promulgation of a National Action Plan for Food Safety, in 2006, was an important step forward. The adoption of the National Action Plan for SPS and Agricultural Heath, would be the next step to bridge remaining gaps in the existing policy and institutional framework. This new action plan covers cross-border trade, agricultural health and regional cooperation. It applies modern principles in the organization of agricultural health and food safety services, as implemented by Vietnam’s major trading partners. Those principles include a
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farm-to-table approach, an integrated agricultural health safeguards system, the concept of risk analysis and increasing reliance on international safety and quality control systems. But there is still a need for clear prioritization and close coordination between the two national action plans, leading to effective implementation. The next priority step in implementing the food safety and agricultural health action plans is to complete the review of Vietnam’s regulatory tools and harmonize them with those introduced by international bodies such as SPS, OIE and IPPC, to which Vietnam has already committed. Legal instruments shall be issued as soon as possible to revise or complement the existing Ordinances on Animal Health and Plant Protection. Vietnam has said that it will be compliant upon accession with the ASCM, which prohibits the use of subsidies contingent upon exporting or using domestic inputs. In the past, Vietnam had been able to provide grants to exporters through an Export Promotion Fund as well as subsidized credit through what used to be the Development Assistance Fund (DAF). In preparing for accession, the granting of such preferential credit to the textile and garments sector has been abolished. The government has also transformed the DAF into the Vietnam Development Bank (VDB) through which it should be possible to provide export credits in a WTO-compatible manner. And it has removed tax incentives for those manufacturers that used a high proportion of locally made inputs. Another important subsidy available to exporters that will be eliminated over a five-year period relates to reduced Corporate Income Tax. When this happens, enterprises exporting bulk or 100 percent of their production will be taxed at the same rate as other domestic producers. Vietnam has committed that enterprises in export processing zones would not be required to export their products and would be entitled only to incentives such as facilitation of procedures with respect to investment and rental of land and premises, facilitation in the supply and training of labor, and supply of water, power and other utilities. Measures of this sort are commonly applied by other countries to attract foreign direct investment. The agricultural sector has received subsidized inputs such as credit, seeds and utilities. Under WTO agreements, these will now be limited. Vietnam has been permitted “Amber box” measures that have direct impact on prices or quantities of 246 million dollars in addition to the “de minimus” allowance to developing countries of 10 percent of the value of agricultural production. Subsidies deemed to have a minimal impact on trade or “Green Box” measures, such as disease control and infrastructure can be used freely. But in order to invoke a threshold, the amount and types of subsidies paid for agricultural products have to be regularly quantified. Such quantification will also be an important input when Vietnam takes part in future negotiations on agricultural trade liberalization. Support for research and development, and building linkages between universities, research institutes and firms is another WTO- compatible policy option. Vietnam could develop a “technology policy,” as some other countries have done, to acquire a comparative advantage in selected knowledge intensive industries. Strengthening research activities can also address challenges faced in the agricultural sector. One such activity could analyze value chains in which the poor have a larger stake and suggest ways in which more value added can be retained by them. For example, one study shows that the commercialization of recent innovations in bamboo processing has created significant new market opportunities in areas such as flooring and laminated furniture, where the proportion of total output value captured by poor communities is potentially large. In addition, the WTO also allows instruments such as Tariff Rate Quotas (TRQs) and special safeguards for agricultural products. Under TRQs, a lower tariff rate can be charged only up to a specified quantitative level of imports; above this limit or quota higher rates can apply.
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Special safeguards permit countries to take certain emergency measures in case rapidly falling prices or import surges are having a detrimental effect on farmers. Designing complementary measures to mitigate adverse social impacts from global integration is not straightforward. Predicting accurately or sufficiently in advance which groups or regions will be adversely affected is technically difficult. Instead, the mitigation of adverse social impacts could rely on early warning systems. Those systems could be of two types. One would provide advance communication to the groups or regions that could potentially face adverse impacts, and help them prepare better for changing circumstances. The second one would relay information to relevant authorities as soon as adverse impacts are being felt by specific groups or in specific regions. For the early warning approach to operate effectively, the government will need to widely disseminate information regarding the commitments that have been made. It will need to highlight not only the potential adverse impacts, but also the resources and methods that are available to mitigate such impacts. Information on how to best use those resources, or even gain access to them, will be crucial. In the case of poor people, or those in remote areas, the government could gainfully conduct these communication tasks in close collaboration with civil society groups which are well versed with the situation on the ground. The early warning approach also requires reliable and timely data on the labor market situation. An improved labor force survey, with a representative sample and a high frequency of production, would be crucial in this respect. The most protected industries, hence the most vulnerable to global integration, are those where SOEs have been dominant players. A social safety net for redundant SOE workers has been in operation for more than three years. It has assisted more than 120,000 people who lost their jobs in the process of SOE transformations. So far, the assistance package made available to those who lose their jobs has been roughly commensurate with the loss in earning and wellbeing they experience. This has resulted in relatively high levels of satisfaction with the assistance received, as revealed by two tracer surveys of retrenched workers. There is a strong case for continuing this fund, although there may be a need to adjust its parameters, as the design of the assistance package was based on labor market conditions and business opportunities prevailing several years ago. Another option is to focus assistance on provinces, if they either suffer disproportionately from adverse shocks, or if they lag behind while other parts of the country thrive. Budget transfers targeting geographical areas (as opposed to enterprise-specific subsidies) are compatible with WTO rules. Moreover, due to the geographical concentration of several crops, it is likely that adverse impacts would be felt more severely in some provinces than in others. And Vietnam already has in place an effective mechanism to transfer budget resources from richer provinces to poorer ones. The size of the budget transfer to each province varies from year to year. Some of its components, such as large-scale infrastructure investments, are difficult to modulate on a short notice. But equalization grants are determined on an annual basis, as part of the budget process. Several budget allocation norms guide those grants, including poverty levels. Grants of this sort ensure that provinces which face growing poverty after accession can receive more assistance. However, there could be cases in which assistance cannot wait for an entire budget cycle. In preparation for those cases, a contingency fund could be set aside in the budget, in the spirit of the contingent resources which are allocated on an emergency basis to provinces hit by typhoons. The implementation of the commitments made to accede to the WTO will also test the government’s organizational capabilities. In the last couple of years, Vietnam has made commendable efforts to re-write or amend several key pieces of legislation in order to ensure compatibility with international commitments. But many more steps are needed to effectively
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implement the new legislation. A tentative action plan for the implementation of WTO commitments already includes more than 100 tasks to undertake. There is a need to prioritize those tasks, check their internal consistency, and make sure that they are cost-effective. Application of these new laws and regulations often requires coordinated efforts from more than one ministry or agency. And in an increasingly decentralized setting it points to the need for more intensive engagement with provincial authorities. The absence of such cooperation would not only mean falling behind on international commitments, but also that Vietnam would not be fully harnessing the potential gains of greater international integration. This in turn implies the need for an institution with the mandate, capacity, and power to ensure that such coordination does actually happen on the ground. The Government has recognized the scope of this challenge, and is developing a comprehensive program aimed at sustaining rapid economic development post-WTO accession. It is expected that the program will include a plan for implementing formal actions required by WTO-accession and other international agreements. It will also provide a basis for allocating responsibilities among different agencies, timetables for implementation, as well as the associated resource requirements. It will identify areas requiring policy analysis or research to inform decisions, and areas where capacity strengthening is needed. In this context, a much stronger analytical and legal capacity will be needed to handle to trade disputes. Looking forward, identifying measures that would allow Vietnam to escape the non-market economy status as soon as possible is a priority.
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After a slow start, the reform of SOEs is reaching tuning point. The last few years have seen the equitization of an increasingly large number of enterprises. Their average size and the share of the capital sold to outsiders have grown as well. There is evidence that this process has increased enterprise efficiency, by giving managers more independence from supervising ministries, agencies and provinces. However, divestiture has affected mainly smaller SOEs, and it has not solved all the corporate governance problems faced by enterprises with state capital. The new approach involves reducing the number of activities where 100-percent state ownership is warranted, equitizing larger SOEs, and selling their shares through public auction. Importantly, the exercise of state ownership rights is to be transferred from line ministries, agencies and provincial governments to the recently created State Capital Investment Corporation (SCIC). Such transfer should reduce the incentives to allocate resources or regulate markets in ways which undermine the level playing field. However, running the SCIC for profit will be challenging. This will require much more transparent and reliable information on the performance of the enterprises in its portfolio. In practice, larger enterprises will need to be listed and smaller ones fully divested or disbanded, so as to keep the size of the portfolio manageable. One of the biggest risks ahead is the possible combination of commercial and financial endeavors under the SCIC, or under the large economic groups to be created under the Prime Minister. This combination raises the prospect of related lending, loosening once again the budget constraint on enterprises with state capital. Development challenges Vietnam has effectively become a multi-stakeholder economy. From being entirely dominated by SOEs at the beginning of doi moi, the production of goods and services is increasingly in the hands of businesses with a variety of ownership and governance structures. SOEs remain important among large- and medium-scale firms, but this segment also includes a growing number of FDI companies. At the other end, a myriad of household businesses and small domestic private firms are among the biggest generators of employment. The gradual formalization of household businesses and the rapid expansion of domestic private firms are starting to fill in the “missing middle” of Vietnam’s enterprise distribution. The share of SOEs in manufacturing production, non-oil exports and banking credit has declined steadily over the last five-year cycle (Figure 6.1). The decline is not apparent in total value added, but this is to some extent due to a composition effect: SOEs account for a shrinking share of economic activity in manufacturing and services, while manufacturing and services account for a growing share of total economic activity. Yet, Vietnam still has an unusually large number of SOEs compared to other countries. From roughly 5,600 in 2001, their total has been brought down to around 2,100 at present. The reduction process has been guided by master plans for each line ministry and province, approved by the Prime Minister. From an initially slow start, transformations picked up in 2003. The reduction in SOEs has been mainly through equitization, whereby the SOE after a sale of shares is converted to a joint stock company (JSC) that operates under the Enterprise Law, rather than the
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SOE Law. Other forms of SOE transformation have been mergers, conversions to limited liability companies, outright sales and liquidation.
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Figure 6.1: The “Size” of the SOE Sector in Vietnam
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Initially, the focus of equitization had been on smaller SOEs, but in 2004 the list of sectors where 100-percent state ownership is to be retained was substantially shortened. Since then, the average size of the SOEs transformed has been rising. The equitization process itself has undergone major improvements, with appraisals being conducted by outside evaluators and the sale of shares taking place at market price, through auctions at the securities trading centers. The percentage of capital sold to non-employees (including foreigners) has also been increasing. Based on figures at divestiture, the state holds around 46 percent of the chartered capital of equitized companies; employees control 30 percent and outside shareholders 24 percent. Active trading of shares in the informal stock market suggests that the part of capital controlled by outsiders is growing. Increased competition in product markets and a gradual hardening of the budget constraint have been the two main mechanisms to increase the efficiency of SOEs and to level the playing field. The liberalization of foreign trade and the reduction of barriers to imports, especially in the context of the Association of South East Asian Nations (ASEAN), have gradually confronted SOEs with the market test. The USBTA, and even more so the accession to the WTO, further undermine the monopoly power of SOEs, especially in the case of services. Progress has been more gradual in hardening the budget constraint faced by SOEs. Directed SOCB lending has been formally curtailed, although it continues at provincial levels. The DAF was first restructured, so as to limit the sectors it could support; it was subsequently transformed into a development bank (the BDV) compatible with WTO rules and authorized to support a specific list of economic activities, regardless of firm ownership. All formal subsidies from the budget have been removed, although subsidy-like budget expenditures under the form of compensation for losses, export allowances and additions to chartered capital, still remain. The transformation of SOCBs into commercially-oriented institutions, as foreseen in the banking reform roadmap, should eliminate policy lending. And the accession to WTO limits the scope for
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subsidization. In the coming years, the hardening of the budget constraint will crucially depend on how state capital is allocated to SOEs. The diversification of ownership has also contributed to increased efficiency at the enterprise level. A survey of 550 equitized SOEs was conducted in 2005, following a similar one undertaken two years earlier. Almost 90 percent of those sampled reported an improvement in their financial performance. Turnover had increased by 13 percent on average and pre-tax profits by 9 percent, considerably more than among non-equitized SOEs. Investments and salaries had increased as well. Most equitized SOEs continue to be managed by the same individuals as in the past, though with greater autonomy from supervising ministries, agencies or provinces. The survey results also suggest that performance improved faster when the reduction in the state share of capital was larger. The ability of equitized SOEs to reduce overstaffing by utilizing the safety net for redundant workers could also be a factor in explaining their better performance. The findings of this survey are corroborated by evidence on total factor productivity growth, from the enterprise census. In this respect, equitized SOEs do not appear to be too different from private enterprises, while their productivity grows substantially faster than that of non-equitized SOEs. However, there are also shortcomings in the government’s approach to equitization. In spite of the narrower list of sectors where 100-percent state ownership is allowed, divestiture still concerns the smaller SOEs. Only 23 percent of companies with chartered capital of over VND 10 billion have completed the process. And the shares sold for now account for only 14 percent of total SOE capital. Divestiture mechanisms, involving public auctions, are considerably more transparent by now. But SOEs continue to face difficulties in relation to the valuation of their assets. How to appraise landholdings and intangibles remains one of the most contentious issues. Some SOEs are also facing excessive debt levels, which makes their divestiture difficult. The Debt and Asset Trading Company (DATC) has started addressing this problem, but it is still too early to assess its effectiveness. Success will crucially depend on DATC’s ability to swap debt for valuable (and generally under-used) landholdings. While equitization increases the autonomy of enterprise management to make business decisions, it does not fully remove the distorted incentives faced by supervising ministries and provincial governments. The latter may want to encourage local SOCB branches to lend to the enterprises they partially own, whereas the former could be tempted to design sectoral regulations in a way that favors enterprises with state capital. Distorted credit allocation at the provincial level and inefficient market regulation at the sectoral level may be more damaging to the economy than the micro-management of enterprises. Moving the exercise of state ownership rights out of line ministries and provincial governments is necessary to address this potential conflict of interest. The transformation of SOEs has labor implications. SOEs had a social function, and not only an economic function, in the period under central planning. In particular, they were used to generate employment, among others for the families of heroes in the struggle for independence and for those having suffered disproportionately from wars. As a result, many SOEs remain overstaffed compared to the employment level of a similar, profit-oriented enterprise. A social safety net set up in 2002, has been successful in providing assistance to redundant SOE workers, and there is general satisfaction with its operation. Several enterprises have cited the availability of the fund as a key factor facilitating equitization. However, its design was based on remuneration parameters that prevailed in the late 1990s, so that the level of assistance provided may not be well-suited to current labor market conditions. Also, the safety net has now been expanded so as to address redundancies in state-owned farms, forestry enterprises and plantations. But the availability of alternative jobs and business opportunities are more limited in the rural (and sometime remote) areas in which they operate. The smooth
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continuation of state sector restructuring probably requires an adjustment of the mechanisms available to support those who stand to lose. While a majority of SOEs are profitable in Vietnam, their returns on equity are often modest. This comes as a surprise in a rapidly growing economy. For instance, recent audits of 44 major SOEs in HCMC revealed a profit margin of only 6.7 percent. The possibility that SOE directors under-report their companies’ profits cannot be ruled out. Anecdotal evidence also suggests that directors selectively allocate the best contracts to companies they or their families own, keeping the less profitable contracts for the SOEs. This suggests the need to strengthen corporate governance in all companies with state capital. Equitized SOEs are already operating as JSCs. The Enterprise Law passed in 2006 stipulates that all remaining SOEs will be moved to work under its reins in 2008, effectively creating one common set of corporate governance models for all types of firms. Whether the state will be able to effectively exercise its shareholder rights in the transformed SOEs remains to be seen. Government strategy Enterprise restructuring will remain a priority over the next five years, but it should involve increasingly large SOEs and lead to the divestiture of a larger share of their capital. The SEDP instructs to “[s]teadily speed up the reorganization and renovation of State enterprises by diversifying the ownership to improve efficiency and competitiveness” and to “[e]xpand the scope of equitization of State enterprises”. Not all SOEs are up for divestiture, however. The “State holds controlling shares in all corporations and JSCs in the important fields or sectors which play key roles in the economy; the State only holds 100 percent shares of non-equitizable businesses in the fields of national defense, security, vital production and public service provision” (p. 136). As for the mechanisms to be used, the SEDP mandates to “[c]arry out the auction in equitizing SOEs, accelerate equitization pursuant to market principles, and SOEs equitization must parallel the public offering and listing in the stock market”. There is a “[f]ocus on equitizing large-scale businesses, entire corporations and attract more capital through their valuation in the stock exchange”. The SEDP also requires to completely dispose of loss-making state enterprises in suitable ways” (p. 136) and to “[r]eclaim land and water surface of no or limited use from institutions, organizations or SOEs and provide it to other investors” (p. 133). The holding company model is to be used for “large-scale corporations which cannot be equitized as a whole”. In their case, the chosen approach is to “equitize their member businesses and transform the remaining ones into single-member (i.e. the State) or limited companies of several State members; at the same time, transform those corporations into the form of group companies held by a holding company. The management board is reorganized to represent the ownership in the corporation” (p. 136). The strategy is also clear in relation to the need to “[s]eparate state management functions from owners’ management and from business administration functions” (p. 139). The key to accomplish this separation in practice is to “[g]radually narrow and eliminate the function of representatives of ministries, provincial and city peoples’ committees in the governance and management board of State enterprises” (p. 136). In most cases, the exercise of state ownership rights will be transferred to the recently created SCIC, a holding company under MOF with a mandate to allocate state capital so as to maximize its returns.



64



STATE SECTOR REFORM



Large, self-standing economic groups, directly reporting to the Prime Minister, are envisioned as well. Such groups should be established “in such fields as petroleum, aviation, telecommunications, electricity, etc., with financial and technological potentials to participate in regional and world markets” (p. 136). Policy reforms The divestiture of state capital is bound to continue, with as many as 1,500 SOEs to be equitized over the next five years. It is expected that enterprises in 28 business activities will remain 100-percent state owned whereas all the rest will have to diversify their ownership. In practice, this means that close to 80 corporations and large firms, including Vinatex and Vinashin will go public. If this plan is followed, by 2010 Vietnam would have 554 wholly state-invested companies including 26 large-scale economic groups and corporations, 178 enterprises operating in national defense, security and producing or providing essential production and services, 200 agriculture or ry plantations and 150 enterprises which are members of corporations or economic groups. Several important regulations will have to be revised to guide this process. A new version of Decision 155 will further restrict the list of activities where 100-percent state ownership is to be retained. A revised Decree 187 is expected to make the equitization process more market-oriented, emphasizing share auctions as the main mechanism to be used for divestiture. The reform of state-owned farms and forestry enterprises will be one of the most challenging parts of this process. The valuation of their land-use rights has been particularly slow. The same can be said of the transfer of under-utilized land to local authorities for its reallocation to households, ethnic minority communities and private enterprises. Some of the most difficult challenges ahead are related to the exercise of enterprise ownership rights on behalf of the government. The current strategy foresees the transfer of the state share of capital from line ministries and provinces to the SCIC. But there seems to be less clarity in relation to the state share of capital in General Corporations 91. If that share is to remain out of the SCIC, other mechanisms will be needed to strengthen their corporate and increase the transparency of their operations. Similarly, the experience of the economic groups reporting directly to the Prime Minister will have to be closely monitored and evaluated, so as to develop an appropriate regulatory framework over time. Effectively running the SCIC for a profit will be technically demanding. Reallocating state capital to the most dynamic enterprises while fully divesting from the worst performers (and possibly liquidating some of them) should increase economic efficiency. But it requires knowing who the good performers really are. Share prices in the stock market can help in this respect; one of the priorities of the SCIC should thus be the preparation of large companies for listing. For many smaller enterprises this will not be an option however, so that other performance assessment mechanisms will be needed. The experience with Decision 271, which forces the annual classification of SOEs in three tiers, is a useful precedent. However, implementing Decision 271 in practice has not been easy, and the reliability of the resulting classification is still uncertain. In practice, effectively running the SCIC for a profit may require disengaging the state from a large number of small, non-strategic companies, so as to keep the size of the investment portfolio manageable. High standards of transparency should be encouraged as well. Ideally, the SCIC should not only report on its aggregated returns, but also provide information on the performance of the companies it has in its portfolio. For some of the largest ones, this could involve the release of
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International Accounting Standard (IAS) audits, in the spirit of what the Electricity of Vietnam (EVN) is already doing. There is also a risk of loosening the budget constraint on companies with state ownership if the SCIC, or some of the large economic groups, are to combine commercial and financial interests. A hard budget constraint requires an arms-length relationship between those applying for funding and those allocating it. The separation of policy lending from commercial lending in SOCBs, the subsequent restructuring of DAF and its transformation into VDB, and the ongoing banking reform initiative, are all aimed at grounding credit decisions on the assessment of risks, rather than on connections. This trend could be undermined it related lending was to develop between banks and enterprises within the SCIC or within large economic groups. Some such lending, albeit small, does already occur. While the institutional framework for the assessment of credit risk remains weak, mixing financial and commercial interests under the same roof is simply not advisable.
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Vietnam has experienced a rapid financial deepening in recent years without suffering any major turbulence, not even during the East Asian crisis. There has been a sustained monetization of economic transactions, a parallel expansion of credit, a rapid growth of stock market capitalization, a gradual emergence of the bond market and a boom in insurance. This progress is all the more remarkable considering that barely more than a decade ago Vietnam’s financial sector was simply a “window” to channel resources to SOEs. However, important weaknesses remain, including a still rudimentary approach to monetary policy, a poor quality of banking credit and insufficient surveillance of the stock market. These weaknesses may lead to financial instability if Vietnam is confronted with an unexpected slowdown. While the probability of this happening in the coming years is low, financial crises are among the most devastating blows an economy can experience, which justifies devoting special attention to the regulation of this sector. Even assuming the absence of major turbulence, Vietnam needs to expand access to financial services to more citizens and the emerging business sector. Aware of these challenges, the government has launched both a roadmap for the reform of the banking sector and a strategy for the development of capital markets. Combined with the international commitments made to accede to the WTO, the roadmap and the strategy should lead to a larger and more efficient financial sector. But success will crucially depend on the ability of the government to transform the SBV into a modern central bank, focused on the conduct of monetary policy and the supervision of the banking system. Equally important, strategic investors need to be attracted to the SOCBs, so as to strengthen their commercial orientation and improve their ability to assess credit risk. Development challenges A host of developments and improvements reveal the rising level of formal financial intermediation in Vietnam. Key monetary aggregates amount to an increasingly larger fraction of GDP (Figure 8.1). Growing public confidence in the banking system, and in the local currency more broadly, has resulted in a rapid increase in deposit mobilization, by more than 28 percent per year. Banking credit has grown at a similarly rapid pace, accounting for 66 percent of GDP in 2006, compared to a mere 39 percent in 2000. The expansion has taken place at an even faster pace in the case of joint stock banks (JSBs), whose total charter capital has almost tripled over the last two years. Access to finance has increased substantially, with the number of savings accounts standing at close to 25 million. There are by now more than 1,100 ATMs in Vietnam, and 2.1 million credit and debit cards are in circulation. The most spectacular (and somewhat worrying) development is the surge of the stock market, with the VN-index doubling in one year. Since its creation, at the beginning of the decade, the stock market’s capitalization reached US$ 4 billion, or almost 8 percent of GDP. There have also been over 300 series of government bonds over this period, amounting to roughly 5 percent of GDP, and there is a comparable volume of unlisted T-bills and retail bonds. The insurance market has also grown significantly, accounting now for approximately 2 percent of GDP from 0.4 percent in 1993. This development of formal financial intermediation is the result of a series of reforms aimed at adapting the banking sector to the needs of a market economy. Financial sector reform
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accelerated in 2001, when the government pushed for changes in the regulatory, supervisory and institutional framework for commercial banks. However, gradualism and adaptability have been the main characteristics of this process over the longer term. In the early stages, the banking reform program aimed at restructuring JSBs and making them comply with regulatory standards. As for SOCBs, it involved phasing out their policy lending, dealing with their accumulated stock of non-performing loans (NPLs), conducting IAS audits of their loan portfolios, and recapitalizing them.
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Figure 7.1: Rapid Financial Deepening
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However, the resolution of old NPLs was mainly through write-offs, the re-capitalization of SOCBs was not conditional on them reforming substantially, and loan classification continued to be reported under more unreliable domestic accounting standards. Progress was more substantive in terms of modernizing banking information and payment systems. The year 2005 also saw the issuance of a potentially important Anti-Money Laundering decree. Guidelines followed and an information center was even set up and staffed. But the implementation of the guidelines needs to be accelerated, to facilitate the ability of Vietnamese banks to obtain licenses abroad. Progress was also considerable in relation to policy lending, which was transferred out of the SOCBs in 2004 to two specialized institutions, the DAF and the Vietnam Bank for Social Policies. Initially, policy lending continued to expand rapidly through the DAF. However, the introduction of sounder regulation led to a rapid slowdown. Subsequently, DAF was transformed into the VDB, which is supervised by MOF and is bound to operate in a WTO-compatible manner. Several important weaknesses remain, however. The supervisory capacity of the SBV over the banking system is limited, as its methods are still based on compliance with mechanical rules, with little focus on risks. The institutional organization does not help, as four simultaneous inspection-related systems coexist, whereas an extensive provincial branch structure results in overlapping functions and responsibilities. More importantly, the SBV faces an inherent conflict of interest, as the regulator of a banking system that is still dominated by the SOCBs it owns. The SBV is indeed acting as the sole shareholder in the SOCBs, which have no independent board
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members, face serious corporate governance problems and are subject to interference from various government authorities. Not surprisingly, the incentive structure within the SOCBs is not tied to performance targets and credit risk management practices remain weak. The conflict of interest between regulation and ownership is exacerbated by the current branch structure. At the provincial level, the SBV branch, SOCB agencies and local SOEs do all report, in one way or another, to the same People’s Committee. This coziness makes it difficult to contain policy lending at the provincial level, and is probably at the roots of many NPLs. The actual share of credit at risk is difficult to assess. Until 2005, reports based on domestic accounting standards suggested an implausibly low level of NPLs. This upbeat assessment reflects the strong repayment rate of borrowers in Vietnam; but such strong repayment is due in part to loan rescheduling. The issuance of Decision 493, in April of 2005, was an important step towards bringing Vietnam’s loan classification and provisioning practices closer to international standards. It will take a few years to move from quantitative assessments of loan quality, based on the number of days the servicing of a loan is overdue, to more elaborate qualitative judgments, based on the expected solvability of the borrower. However, Decision 493 is a step in the right direction. Applied consistently, it should exercise considerable pressure on SOCBs to improve the quality of their lending. Assessments of credit quality based on AIS suggested much higher NPL figures. However, the evaluation of credit risk by outsiders not always familiar with Vietnamese enterprises proved quite sensitive to assumptions. For instance, loans to EVN could be classified as non-performing because of their recurrent rescheduling, aimed at matching the maturity of credits to that of deposits; yet, lending to EVN should not be a major risk. For specific banks, it was difficult to tell whether dramatic fluctuations in the share of NPLs from one year to the next resulted from real changes in the quality of credit or rather from the replacement of one team of auditors by another. In spite of the still ongoing improvement in the assessment of credit quality under Decision 493, and the potentially large margins of error of IAS audits, these two approaches are not as far apart as it may seem. Not all NPLs are equally risky, so that they require different levels of provisioning. When focusing on the level of provisioning, as opposed to the share of NPLs in total credit, Decision 493 and IAS audits yield more similar results. As of 2004, based on IAS audits, the required level of provisioning was estimated to be around 15 percent of all credit to the economy, or over 7 percent of GDP. A first estimate based on Decision 493 was produced in early 2006; after large write-offs of bad debts, this estimate is in the range of 8 to 10 percent of total credit. This is less than many observers expected, but twice as high as previous estimates based on domestic accounting standards. Solving NPLs is not easy in Vietnam, especially when the debtor is an SOE. The four largest SOCBs had all established asset management companies to conduct standard recovery and collection processes of delinquent loans. But the main institutional constraint to their operation was their lack of power to reach foreclosure, seize assets and force liquidation of the assets. The central DATC, created under MOF in 2003, could potentially overcome this institutional constraint. However, the operations of DATC only started in 2005, so that it is still too early to assess its performance. However, anecdotal evidence suggests that the DATC faces the same problems as the SOCBs’ asset management companies in dealing with SOEs. Developing domestic capital markets is critical to mobilize long-term finance, better manage risk, and strengthen the discipline of enterprise performance. The securities market has benefited from the increasingly positive assessment of Vietnam’s economic potential by the international community. But specific policy measures have also supported the upward trend. A Securities Law was recently passed, improving disclosure requirements for all publicly held
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companies, regardless of whether they are listed or not. The quality of publicly held companies has also increased over time, especially as bigger SOEs started to be equitized. Trading on the shares of equitized SOEs became very active in the informal market first, but the dynamism has now shifted to the official stock market, as the number of listed companies increased. This said, the securities market still suffers from important shortcomings, including an under-developed regulatory and supervisory structure, an insufficient trading infrastructure and weak information systems. Other segments of the financial market are still at early stages of development. The bond market is hampered by fragmentation. This is due to the multiplicity of channels and methods used for the issuances, and to a pattern of “buy and hold” by investors, which results in little secondary trading. The corporate bond market remains very small, tapped only by a few largest SOEs. The insurance market has been especially dynamic in relation to life, less so in relation to property. This market suffers from an inadequate regulatory framework in relation to taxes, entrance, investments and exit. Tools such as factoring and leasing could serve to meet needs of SMEs but are constrained due to the inadequate regulatory framework, limited funding sources, low public awareness and lengthy foreclosure procedures. The underdeveloped money market is forcing them to rely on bank loans to finance their business while there is a question as to the commitment of the banks to promote this business which could potentially compete with their core corporate lending business. Greater foreign competition as a result of Vietnam’s WTO commitments in finance and leasing is hoped to force banks to either fully commit to this business or withdraw from it. SBV, which supervises this industry, recently permitted business of operating lease in addition to financial lease, which is hoped to widen the business scope. Government strategy The reform agenda for the financial sector is spelled out in a series of important government documents, in addition to the SEDP. The commitments made in the context of global integration are one of the most important drivers in this respect. Specific aspects of liberalization can be found in the USBTA, in similar agreements entered into with the EU and Japan, and in the negotiations to accede to the WTO. Entry by foreign banks and opening up the capital of SOCBs are among the most important agreements made in this process by Vietnam. These commitments, in turn, generate strong incentives to accelerate the reform of the banking sector. The strategy for such reform is provided by a comprehensive roadmap, issued through Decision 112 in May, 2006. A previous version had been adopted in 2003, but it was not ambitious enough to address the challenges faced by Vietnam’s banking sector. The roadmap foresees converting SBV into a modern central bank, with capacity to run monetary policy and effectively supervise financial institutions. It also involves introducing private capital into the SOCBs, so as to strengthen their commercial orientation, and transferring the exercise of remaining ownership rights of the state out of SBV. It requires opening up the sector to entry by competitors to the SOCBs, including foreign banks. And it entails modernizing the regulatory framework and information systems. The objectives of this roadmap are reflected in the SEDP, which instructs “[i]n the two years of 2006-2007, build and complete the legal framework in line with the roadmap of integration and market opening commitments [and g]radually abolish all preferences enjoyed by SOCBs, while stop the interference of SBV into the business of commercial banks” (p. 85).
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The mandate of the reformed SBV is further detailed by the SEDP. “The objectives of monetary policies over the next five years are to control inflation and to ensure the safety of the banking system and the credit organizations”. This is with a view to “stabilizing the macroeconomy and contributing to the economic growth”. More specifically, the SBV is supposed to “[r]estrain inflation within permitted limits, lower than the economic growth rate”. As regards the regulation of the banking system, the objective is to “[r]apidly reduce the proportion of overdue debts of the banking systems to an average level of the countries in the region by 2010. Other safety ratios of banking systems like bank’s assets against total liabilities, bank’s total assets against total credits, etc., are to be equivalent to those of other countries in the region” (p. 141). In parallel, in early 2006 MOF and the State Securities Commission (SSC) approved Decision 898, a strategic development plan for capital markets, towards 2010. Its main goal is to raise the level of operational and supervisory practices in the market to international standards. Decision 898 also sets out objectives to improve market transparency, increasing the number of securities on the market and building the trading infrastructure, among others. The SEDP focuses on the implementation of this strategy, mentioning the need to “[r]apidly complete the legal framework and policies for operating and developing the stock market, [… to e]xpand the right of foreign investors in capital contribution or buying stocks” (p. 86), to “[c]omplete policies and laws concerning overseas capital [and to] define a reasonable roadmap for the liberalization of capital flow in the international economic integration process.” It also adds that a “significant proportion of bonds will be issued annually through the stock market” (p. 86). Policy reforms The two strategies for financial sector reform, Decision 112 and Decision 898, are now entering their implementation phase. Moving forward with concrete actions will be important as the timeline for further opening the financial sector to increased foreign competition is fast approaching. A key milestone in the process is the submission of the Law on the State Bank of Vietnam and the revised Law on Credit Institutions to the National Assembly in 2007, and their passing in 2008. These two laws should provide a new regulatory environment for commercial banks and transform SBV into a modern central bank for a market economy. In practice, the transformation of SBV will require a revision of its structure, and in particular of its organization by provincial branches. Regrouping those branches by regions could help introduce an arms-length relationship with provincial People’s Committees (PPCs) and the provincial branches of SOCBs, thus undermining the cozy relationship that there is at present between borrowers, lenders and supervisors. Upgrading the supervision capacity of SBV is another important priority. At present, this capacity suffers from the duplication and overlap of functions between departments at headquarters and provincial levels. The respective roles of SBV and other government bodies such as MOF and the Deposit Insurance Agency in relation to supervision should also be clarified. Which agency will exercise the state ownership rights in SOCBs, once this function is taken away from SBV, is not clear either. Equally important, the transformation of SBV will require the strengthening of its capacity to run monetary policy. The increased financial depth of the Vietnamese economy and its growing openness to international capital flows, call for a better understanding of the relationship between external shocks, policy instruments and macroeconomic outcomes. For instance, a major stock market correction was almost irrelevant a few years ago, but it could
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become a major source of instability nowadays. Admittedly, other ongoing trends could actually strengthen financial stability. If the government were to move more fully to non-cash payments there would be a greater predictability of the volume of deposits. If the economy was to become less “dollarized”, the stability of money demand could be enhanced as well. But even in the presence of these trends, the conduct of monetary policy in an open economy will be challenging. Upgrading the human resources of SBV and supporting the development of its in-house expertise should be priorities for technical assistance over the next five years. The other key law, on credit institutions, should aim at establishing a sound regulatory framework for commercial banks, focusing on prudential regulation, provisioning and risk management requirements. The classification of loans under Decision 493 should gradually move from quantitative to qualitative assessments. The scope of application of this Decision should be extended beyond commercial banks, so as to include loans by VDB. The new law should also contribute to diversify the type of credit institutions operating in Vietnam and to broaden the scope of their activities. However, the corporate governance of SOCBs and their commercial orientation are unlikely to improve much if strategic investors are not brought aboard. The equitization of Vietcombank and Mekong Housing Bank is scheduled to be completed in 2007, when that of the Bank for Investment and Development of Vietnam (BIDV) and Incombank will start; VBARD should follow in 2008. Vietcombank and Mekong Housing Bank are about to start the process of valuation, while BIDV has already obtained a rating from Moodys. For now, the government is focused on cleaning up and restructuring the SOCBs’ balance sheet, and enhancing the adequacy of their capital. And there is little doubt that most of these banks will succeed in attracting private capital. However, a disperse ownership may not fundamentally change the way they are run. Allowing foreign investors to hold a larger share of capital and, especially, avoiding the sale of shares in small packages, would help in attracting international banks with a sufficient scale and managerial expertise. Other measures could help improve the quality of credit and facilitate the recovery of NPLs. The implementation of current plans to develop a private credit bureau and to bolster the SBV credit information center could be brought forward. The system of registration of mortgage over land-use right certificates (LUCs), to be managed by MONRE at province and district levels, needs to be upgraded. Security over movables (other than airplanes and ships which have specialized agencies) is registered with the National Registration Agency of Secured Transactions (NRAST), which has been in operation since March 2002. Registration with NRAST is generally regarded as efficient by the banks that use it, but not all banks use it, particularly for the more intangible types of collateral like company shares. Above all, the authority of DATC to reach foreclosure, seize assets and force liquidation of assets should be upgraded, especially in relation to SOEs. Auctioning the idle or unused land of delinquent SOEs would probably go a long way towards solving the NPL problem in Vietnam. The new securities law could do much for the development of capital markets. The law strengthens the authority of SSC over all public offerings, traded securities and publicly held companies. Brokers and intermediaries dealing in securities will need to be licensed by the SSC, which will be able to regulate issuers, intermediaries and investors in the over-the-counter market. The law also provides the legal basis for the establishment of the Vietnam Securities Depository, which is expected to become a privately owned entity. However, to make the most of this new law it will be necessary to upgrade the systems supporting trading at the stock exchange, the Central Securities Depository, and information management by the SSC. Such upgrade would involve the introduction of registration systems for securities and for individual brokers.
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The equitization process should also be more tightly linked to the development of the capital market, with a clear requirement for SOEs to meet the standards applying to publicly held companies. The equitization of the exchanges should also be considered, as a way to separate the ownership of the markets from their supervision. Consideration should also be given to the establishment of an investor protection fund, as an incentive for investors to trade through regulated brokers. The development of contractual savings policies to expedite the formation and growth of private sector pension funds would generate new demand for securities and the regulations for institutional investors. In terms of the bond market, the Government could create a debt management policy that aims to build sizable and predictable debt issuances and an integrated primary market. A recent government decision providing for the issuance of benchmark bonds could be a turning point for the development of the government bond market. The corporate bond market should capitalize on the availability of benchmarks, which should allow banks and enterprises to control the maturity and currency mismatches. This in turn could contribute to reducing NPLs, by helping reduce systematic rollover of short-term loans to infrastructure enterprises. Securitization needs to be made possible in order to provide new means to finance infrastructure projects, SMEs and housing development.
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Vietnam has succeeded in building a multi-stakeholder economy, including a vibrant private sector, over a relatively short period of time. The number of domestic private enterprises is growing rapidly, as is their share of total production and exports; meanwhile, the volume of FDI is reaching record highs. This remarkable performance is partly due to the simplification of administrative procedures for enterprises, and a gradual leveling of the playing field between SOEs and the private sector. But these two processes should be further deepened in the coming years, to support the emergence of SMEs and gradually fill the “missing middle” in the distribution of enterprises by size. Business development is also constrained by limited access to finance and to land, and by insufficient infrastructure. However, the ranking of constraints varies considerably across provinces, highlighting the crucial role of local governments in fostering business development. At the national level, the reform of the banking sector and an ambitious investment program should lead to easier access to credit and to better infrastructure. But additional measures will be needed as well. The development of capital markets can provide long-term finance to larger firms, and also serve to bring market discipline more strongly onto SOEs. For smaller enterprises, a legal framework for asset securitization, credit guarantee services with nationwide coverage, and thriving leasing markets are more urgent priorities. The release of industrial land currently in the hands of SOEs would help develop urban land markets. Reform priorities are different in the case of agriculture, a key sector in terms of the share of the population that depends on it. In this case, a combination of market development the provision of collective goods is needed to reconcile enhanced productivity with social inclusion. Development challenges The Doi Moi reform process unleashed an enormous entrepreneurial energy. Private enterprises started expanding and formalizing, and the process has accelerated in recent years. As of August 2006, there were about 200,000 registered private firms, accounting for 33 percent of the value of production in manufacturing. Between 2000 and 2005, the share of the private sector in non-oil exports rose from about 50 percent to over 70 percent, while its share in manufacturing production rose from 57 to 65 percent. Over the same period private investment increased from 12 percent of GDP to over 17 percent, with the domestic private sector being especially buoyant in recent years. The result has been massive job creation, allowing the absorption of 1.4 to 1.5 million entrants to the labor market every year. The rise of the domestic private sector has been accompanied by a boom in foreign direct investment. At first most investors were from East Asia and partnered with SOEs. Now investors from Western countries are well represented too. An increasing share of projects takes the form of green-field investment. FDI could reach US$ 9 billion in 2006, almost half as much as India in absolute terms; relative to GDP, this is more than China. FDI now accounts for 16 percent of total investment and 46 percent of non-oil exports. Japanese investors rank Vietnam as the third most attractive investment destination worldwide. Vietnam has made impressive progress over the last two years in upgrading its legal framework for business development to international standards. The new Unified Enterprise Law effectively creates one common legal framework for all types of firms, including those with state
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capital. The passage of the Common Investment Law has laid a ground for leveling the playing field between domestic firms and foreign ones. Several other important laws and regulations such as the new Land Law, Common Investment Law, new Civil Law, new Insolvency Law and associated guidelines have been promulgated. This has made a pivotal contribution to Vietnam’s accession to WTO. The implementation of WTO commitments, as well as greater integration into ASEAN, will bring domestic firms on an increasingly equal footing with foreign firms. Because domestic firms differ in their ability to withstand and benefit from greater competition, the gradual leveling of the playing field will have different consequences across sectors. The government is only now starting to build a capacity to analyze industrial linkages and value chains within Vietnam, and across national borders, in order to identify the impacts on various industries and strategize the liberalization process and steps. The flow of information directly from the concerned sectors to policy makers is limited too, as business associations are still weak. The impressive performance of the private sector in recent years is partly due to a radical simplification of bureaucratic procedures. The Enterprise Law of 2000 protected the right of citizens to establish and operate private businesses without needless official intervention. And licensing is dealt with efficiently in Vietnam. However, administrative procedures at both national and local levels still leave inconsistencies, gaps and overlaps in authorizing an investment and a new business. In particular, there is room for improvement in relation to starting and closing businesses, paying taxes and clearing customs. The weak legal framework for bankruptcy and insolvency does not promote the restructuring of the SOEs and SOCBs and prevents valuable resources such as land from being released for use by other businesses. According to one estimate, a typical bankruptcy process in Vietnam takes five years, costs up to 15 percent of the property value and has a recovery rate of only 18 percent of the redeemable value. The Civil Law requires consent of the debtor in order for the creditor to foreclose on collateral in an event of default. As a result, there have been very few cases of formal bankruptcy brought to court. This is especially so in the case of SOEs, with only 26 of the 3,004 enterprises equitized between 2001 and March 2006 going bankrupt. There is also room to facilitate market entry by non-government stakeholders, from private enterprises to NGOs, in the delivery of social services. The main constraints to business development in Vietnam are access to finance, access to land, infrastructure availability and, in some instances, the high turnover of skilled personnel. This is what comes out of an Investment Climate Survey (ICS) conducted in 2006, covering 1,150 formal enterprises in 25 provinces. However, these constraints affect businesses of different sorts to different degrees. Foreign companies are the ones most affected by shortcomings in infrastructure and the high turnover of skilled workers, whereas they do not face major problems to get access to credit. SOEs, on the other hand, are not constrained by land, and get better access to finance than domestic private firms. Interestingly, constraints to business development also vary considerably across provinces (Box 8.1). Developing long-term finance requires well-functioning capital markets. A Securities Law, issued in July 2006, has contributed to a stock market boom. However, the development of capital markets may not do much to improve the access to finance by small and medium enterprises (SMEs). One of the distinctive features of Vietnam’s business landscape is precisely its “missing middle”, meaning that the overall distribution of enterprises by size is skewed towards either very large ones (mainly SOEs and foreign companies) or very small ones (household businesses and new start-ups). Trends are encouraging in the sense the missing middle is being gradually filled through entry of bigger enterprises and the growth of small,
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existing ones. But SMEs are characterized by the limited scope of the assets they can pledge, which in turn limits their access to credit. Box 8.1: The Local Dimension of the Investment Climate The different way in which local governments apply nationwide regulations, and more broadly the different quality of local governance, have long been recognized as key determinants of business development in Vietnam. At times, contiguous provinces have dramatically different trajectories in terms of business registration or the creation of wage employment. But so far it has been difficult to pinpoint the provincial traits which are more conducive to local business development. A recently completed Investment Climate Survey (ICS) conducted by GSO in 2006 represents an important step to fill this gap. This was the second time an ICS had been implemented in Vietnam, but the first time it was conducted in a large-enough scale to yield representative samples for all provinces. The survey was conducted as part of the GSO annual enterprise census, through an extra module that was administered to 8.3 percent of participants. A total of 9,460 enterprises, of all sizes, from all sectors and with all ownership structures, were covered. Preliminary and still unofficial results show that a wide range of constraints affect the conduct of business at local levels in Vietnam. Access to finance comes at the top of the list, with 23.3 percent of enterprises claiming that this is the biggest obstacle they face. This is consistent with the findings of the previous ICS for Vietnam. Unlike that other ICS, however, access to finance is followed by uncertainty regarding regulatory policies, with 9.5 percent of respondents saying that this is their most severe constraint. The uncertainty might be partly associated with lack of clarity in relation to the WTO commitments made by Vietnam. Infrastructure constraints come in third, with transportation and electricity mentioned by 7 or 8 percent of respondents as the main constraint. Access to land and the burden from taxes are roughly within the same range. Some constraints seem to have a strong regional dimension. Access to finance, for example, was identified as the biggest constraint to business development in the three Northern provinces of Phu Tho (52 percent), Dien Bien (43) and Lao Cai (39), and was mentioned the least often in the three southern provinces of Soc Trang (9), Ben Tre (8) and Tien Giang (8). Policy uncertainty was mentioned as the key constraint in Ha Giang (24 percent), Thanh Hoa (19) and Bac Can (19), and least often in Dien Bien (0), Quang Nam and Phu Tho (1 percent each). Access to land is perceived as the most important problem in the three northern provinces of Thai Nguyen, Thai Binh and Ninh Binh (by 18 percent of respondents, in all three cases), whereas the burden from tax payments seems to be most problematic in the three southern provinces of Ben Tre (31 percent), Bac Lieu and Kien Giang (with 23 percent each) For other constraints, which is striking is the wide dispersion across provinces. This is particularly so in the case of infrastructure. For instance, electricity is not seen as a constraint at all in Lao Cai (0 percent) but is a very serious problem in Soc Trang (41). Similarly, transport is most frequently mentioned in Dak Nong (40 percent) and least frequently in Ha Nam (1). Interestingly, corruption does not appear to have a regional dimension, as both the most corrupt and the least corrupt provinces are found in different corners all the country. Corruption was mentioned as either a severe or a major constraint most frequently in Kien Giang (24 percent of respondents), Kon Tum (20), Ha Giang (20) and, perhaps surprisingly, Ho Chi Minh City (19). It was mentioned least frequently in Tuyen Quang, Quang Ngai, Ha Nam, Bac Lieu and Thai Binh, where less than 4 percent of respondents saw it as severe or a major constraint. The ICS survey conducted by GSO in 2006 provides a solid baseline for the quality of provincial investment climate across many of its components. As GSO intends to conduct this survey again in 2008 and 2010, it will be possible to track progress over time on a province-by-province basis. This should provide the government and citizens with a powerful tool to hold local governments to account for strengthening their business environment and reducing corruption. Source: Based on GSO (2006).
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The market for industrial land and commercial property needs to be developed and rationalized. This critically important reform agenda is intertwined with state sector reform. The Land Law issued in 2004 established clear rights in relation to agricultural and residential land, including rights to lease, pledge, trade and invest in-kind. However, the law did not clearly address rights in relation to industrial and commercial land, particularly that occupied by SOEs including equitized ones. The value of land-use rights has not been included in the valuation of SOEs at the time of equitization, and whether equitized SOEs can actually dispose of the land they are sitting on remains unclear. The practice is creating serious distortions in the allocation of this very valuable resource. It is in fact limiting access to finance, and not just to land, as LUCs are usually the most valuable assets enterprises can pledge. Fostering business development outside the main economic hubs is one of the main challenges faced by policy makers at present. With almost three quarters of the population living in rural areas and more than half of the labor force still working in agriculture, Vietnam will remain a solidly agrarian economy throughout the coming five-year period. Although sector growth rates have been slowing in relative terms, agriculture continues to be an important driver of growth. Since an overwhelming majority of the poor live in rural areas, the dynamism of agriculture and the wider rural economy is critical to sustaining inclusive development. The creation of wage employment in rural areas, both in agriculture and off-farm, has been one of the main drivers of poverty reduction in recent years. Government strategy Developing a multi-stakeholder economy, one that allows space for the private sector to prosper, requires a level playing field for all enterprises regardless of their ownership. In this respect, the SEDP notes that “[s]everal policies that encourage the development of non-state economic sectors are slow to take effect”, noting “signs of discrimination and unfair treatment that discourage these economic sectors from investing their capital in business and production development” (p. 32). To redress this imbalance, it recommends to “[c]learly identify the role as a driving force of the private sector. Create favorable conditions for the development and investment of the private sector without limiting their scales, trades, fields and regions. Strictly eliminate all forms of discrimination and praise good producers and entrepreneurs. Encourage the development of large private enterprises, private economic groups and women-owned enterprises” (p. 137). The flip side of this recommendation is to “[m]inimize the scope of state monopoly and eliminate business privilege” (p. 136). The SEDP also envisions a series of reforms aimed at creating a more conducive business environment. They range from the introduction of new legal frameworks to the simplification of administrative procedures. Thus, the SEDP proposes to “[d]evelop e-commerce, using the Internet to search for market information, advertisement and business opportunities” (p. 81). It also instructs to “[c]ontinue improving supportive environment to provide favorable conditions for enterprises of different types to develop; focus on the development and implementation of “one-stop shop” procedures, review and reduce licensing procedures, time and cost for all domestic and foreign investors to participate in Vietnam market; remove limitations of investment and labor scales; remove discrimination in terms of access to opportunities, resources and market information” (p. 132). The strategy for private sector development also rests, to a large extent, on the attraction of FDI. In this respect, the SEDP proposes to “[r]emove regulations imposed on export proportion, localization rate, value of transferred technology, and consensus principle in Board of
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Directors in foreign-invested enterprises. Loosen and ultimately remove the investment limit into a Vietnam’s enterprise by a foreign investor. Simplify licensing procedures for foreign-invested enterprises as those for domestic enterprises. Reduce the number of projects requiring licensing procedures” (p. 133). The SEDP also recommends to “[a]bolish limitations on capital contributions and mobilizations of foreign-invested enterprises” and to “[i]nstitutionalize the mechanism that allows foreign investors to use as collateral their property, including land and values of their land use rights in accessing loans from credit institutions who are permitted to operation in Vietnam. The land tenure can be automatically renewed if the investors wish, and the rent is defined to be negotiable” (p. 138). The government strategy also has a strong focus on agricultural development. The SEDP notes that “[w]ithin agriculture, advanced cultivating methods at large scale has been slowly applied” (p. 25), adding that “[i]nadequate attention has been paid to industrial development in rural and remote areas” (p. 26) and “[p]referential policies and mechanisms are not attractive enough to investment in mountainous regions, areas of ethnic minorities and difficult regions” (p. 41). The proposed way forward is to “[t]ransform agricultural and rural economic structure in the orientation of industrialization, modernization; enhance the research capacity levels, improved efficiency and technology through the application of scientific and technological advances to production, preservation and processing” (p. 75). Policy reforms Major policy reforms currently underway should lead to a more level playing field in Vietnam. Commitments made for WTO accession foster competition in markets for goods and services, including several which are currently dominated by SOEs. Commitments also curtail the possibility of providing subsidies through the budget. Meanwhile, the banking reform agenda should lead to the hardening of the budget constraint on SOEs. And the implementation of the Unified Enterprise Law will force all SOEs to convert into the same corporate governance models as the private sector by 2010. However, there is a need to remain vigilant on several fronts. The Competition Law and associated policies should be implemented consistently, to avoid situations of privilege or excessive market power. Similarly, the strategy to create major corporate groups around General Corporations under the Prime Minister should not inadvertently create an anti-competitive business environment. The possible combination of multiple commercial and financial interests under the SCIC could also facilitate practices compromising the objective of sound corporate governance, such as transfer pricing and affiliated party transactions. The voice of the business sector should be strengthened, through business associations capable to effectively represent and communicate the interests of the industry to authorities, as an input to policy making. Channels of policy dialogue between government and representatives of the business community should also be strengthened and formalized, so as to benefit from the direct knowledge and perspective of enterprises and to communicate policy orientations more clearly. However, in promoting the role of business associations, care must also be exercised not to allow them to become an anti-competitive industry cartel. In addition to playing the role of lobbying body, the business associations can be a standard setter for business practices and ethics for their industry. This useful function could be turned into hurdles against potential new entrants if not properly watched from the perspective of competition policy. Further improving the business environment requires a streamlining of administrative procedures, to reduce transaction costs as well as the scope for corruption. There clearly is room
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for improvement in relation to tax and customs procedures. And the government also has to issue the rules and regulations to implement the Unified Enterprise Law and the Common Investment Law. MPI and local governments are already working on reregistering firms and re-licensing investments under these two laws. Yet, limited capacity of local governments, particularly at the district level, is causing delays in the process. While Vietnam has made admirable progress in building basic legal foundations for business and economic activities, the process is not complete. Aside from a need to further improve existing laws, there are so-called second generation requirements as Vietnam strives to become a middle-income country. For instance, in the context of WTO accession, the government will have to honor and protect intellectual property rights. Success on this front would encourage investments in innovation and research and development, a requirement to step up Vietnam’s development into a next phase. Monetary and fiscal policies also matter for business development. On the monetary front, the quality and accuracy of economic and monetary statistics is limited. Those should be made available to the public in a timely manner and in internationally comparable formats so as to facilitate businesses to make appropriate and timely business and investment decisions. On the fiscal front, there is a risk that tax policies will be developed with a focus on maximizing government revenue, neglecting efficiency considerations. In particular, care must be exercised to ensure that tax reform efforts will not inadvertently create impediments to the healthy development of the financial sector. Financial markets are particularly sensitive to incentives implied in the tax system. Inappropriate taxation of capital income can invite unhealthy financing behaviors of companies and financial institutions, thus creating risks to the financial system and the economy as a whole. Vietnam also lacks a Trust Law, which would be useful to support asset securitization and structured finance, which both are needed to address the mounting financial requirements for developing infrastructures. In this regard, a dedicated legal framework to enable the use of special purpose vehicle should also be useful. Indeed, the new Securities Law leaves open a possibility to accommodate such a vehicle as a potential issuer of securities to raise finances particularly for infrastructure development. The government may also want to consider preparing a Bond Indenture Law. Several measures can support a more efficient use of the resources currently under the control of SOEs. Strengthening the legal framework for bankruptcy and insolvency could promote the restructuring of the SOEs and SOCBs and make valuable resources such as land available for use by other businesses. Listing SOEs in the stock market could also contribute to their efficiency, by exposing them to market discipline more directly. Listed companies tend to face stronger incentives to adopt sound corporate governance principles, which in turn should result in better management practices. With access to credit being identified as the most important constraint faced by enterprises in Vietnam, priority should be given to mechanisms supporting long-term finance. The development of the stock market is one of them. The Securities Law issued in July 2006, with its disclosure requirements for publicly held companies, has been an important step in this direction. But now those requirements need to be enforced by the State Securities Commission (SSC). And they should also be applied to SOEs undergoing equitization. Indeed, aligning the equitization process more closely with policies for the development of capital markets would help build investor confidence. SOEs and SOCBs could provide an example for others to follow. The SCIC would also have an important role to play in this respect, both as the issuer of secondary public offerings of securities and as the promoter of sound corporate governance in enterprises in which it holds a significant stake.
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However, capital markets are unlikely to become an important source of long-term finance for SMEs. Asset securitization should be made possible to further broaden the channels through which they can mobilize financial resources. However, a sound secured lending framework requires a collateral and asset registry of nation-wide coverage that allows any lender in the country (and possibly beyond the national border) to easily verify or establish lien and other rights to assets pledged. The current approach to the provision of credit guarantee services seems to merit a review. Provincial governments are establishing credit guarantee companies to support SMEs’ access to finance. However, a state-supported approach to this business can open the door to political interference, particularly at local levels. The commercial viability and sustainability of credit guarantee services crucially depends on their level of transparency and fiscal accountability. There are few successful cases around the world, and similar ones in China are also struggling. For these reasons, alternative approaches should be considered, including the provision of the services by private insurance companies, or the establishment of an independent credit guarantee company by credit institutions. Leasing companies can support SMEs with little pledgeable assets to obtain credits, thus filling part of the financing gap left by credit institutions. SBV recently permitted the business of operating lease in addition to the traditional financial lease in order to broaden the scope of leasing business to meet the needs of businesses. SBV is also working on building capacity of its Credit Information Center while at the same time examining the feasibility of establishing a private credit bureau jointly with the banking community. Availability of reliable information on the borrower’s creditworthiness is crucial for banks and other credit institutions to extend credits without collateral. Securitization can facilitate the resolution of non-performing loans (NPLs); it can also enable banks to raise finances, restructure their balance sheet and manage maturity mismatches and interest rate risks. Well-functioning registries have been established in some urban areas. However, those are individually isolated without network links among them and do not allow investors and creditors located outside the designated area to access to the information on the ownership and establish the seniority of lien or other rights to the land or property. The policy reforms needed to foster business development in agriculture are quite different. One of the main challenges in the coming years will be to narrow the gap in development outcomes between the leading edge of the irrigated lowlands and the lagging, rainfed uplands, in which the great majority of ethnic minority people live and which account for most of the remaining pockets of trenchant poverty. But this will have to happen at a time when Vietnam needs to move up the ladder, from the production of relatively low-value, low-quality commodities to a growth pattern driven by product quality, food safety and agricultural health. Reconciling these two objectives will be a delicate balancing act (Box 8.2).
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Box 8.2: Market Development and Collective Action in Agriculture Succeeding on both the “rural development” and the “agricultural modernization” agendas will require careful policy design, combining the strength of market mechanisms with a better management of support services and increased reliance on collective action. The public agricultural extension system is unable for now to meet the challenge. It suffers from top-down approaches, which often neglect field experience and do not adequately link with agricultural research. There is a pressing need to enhance the service orientation of agricultural extension services, recognize the value of competition among multiple service providers, build on local experience and increase cost recovery. These changes are all the more important to raise the productivity and market-orientation of upland, rain-fed farming systems on which ethnic minorities depend. On the other hand, in lowland farming areas, a more active role for public-private partnerships should be envisaged. Changes are also needed in relation to the organization of the enterprises involved in agricultural production. Completing the transformation of SOEs, including state-owned farms, state forestry enterprises, and irrigation management companies, is vital in this respect. SOE reform should enhance competition within the agricultural sector and unlock resources which currently tied up and used inefficiently. There is also a need to promote collective action by small producers and service providers, to realize economies of scale, facilitate the exchange of good practices, promote self-help among rural people and increase their bargaining power. But the existing legal framework focuses exclusively on formal cooperatives, which suffer from excessive state control, neglecting other forms of cooperation and association. The Law on Smallholder Cooperatives and Associations should be revised to create space for various voluntary and informal forms of cooperation. In addition to horizontal forms of association, smallholders also need to forge vertical linkages to markets, by participating in value chains that are more responsive to business opportunities. Admittedly, there has been an attempt to promote contract farming and linkages among farmers, traders, processors, and researchers, with active government intervention. But an early review of this initiative, in 2005, revealed persistent weaknesses owing to farmers’ lack of market information, the neglect of farmer interests, and weak contract enforcement. Future policy actions in this area should focus on the development of regulatory instruments to promote long-term, business-oriented vertical integration.
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Meeting the infrastructure needs of the Vietnamese economy over the next five years will require an extraordinary mobilization of resources. Some of those resources will have to come from the private sector, which in turn requires the adoption of a sound regulatory framework for Build-Operate-Transfer (BOT) projects and other partnership arrangements. However, resources are only part of the solution. As the most urgent bottlenecks are addressed, choosing the right investment projects becomes more difficult. The introduction of transparent allocation norms for capital expenditures represents an important step towards prioritization within a given budget envelope, instead of reliance on the “ask and give” mechanism. But better coordination of infrastructure development plans across sectors and provinces is needed too, and the entire project management cycle has to be strengthened, with an emphasis on the appraisal process. Increased efficiency also requires that the supply of infrastructure services be un-bundled, and competition fostered in segments outside the networks. Transparent regulation, including clear rules for access to the networks and pricing of such access, are needed to attract private investment. User fees can help raise resources for infrastructure while increasing the accountability of providers. But they also call for support to disadvantaged population groups, with insufficient ability to pay. Specific measures are needed to ensure access to infrastructure by PLWD. Development challenges Enormous progress has been made in developing Vietnam’s infrastructure over the last few years. Annual investments rates in the order of 9 to 10 percent of GDP led to significant increases in paved roads, telephone lines, port capacity and power supply (Figure 9.1). There is also enormous progress in access to infrastructure at local levels, even in mountainous and remote areas. For instance, the proportion of people living within two kilometers of an all-weather road has increased almost in parallel for both Kinh and ethnic minority rural residents in the six years between 1998 and 2004. But sustaining rapid economic growth over the next five years presents the government with enormous challenges as well. Meeting the anticipated expansion of infrastructure demand could require investments in the order of 10 to 11 percent of GDP. But such an investment volume cannot, and should not, be carried through the budget only. Greater private sector participation in infrastructure is needed either directly, under the form of BOT and other partnership arrangements, or indirectly, from the local and international investment funds which are developing rapidly in Vietnam. The equitization of power supply plants, telecommunications operators and other providers of infrastructure services can bring in additional resources. Adjusting user fees so as to better reflect costs is another way to mobilize resources. Currently, only 15 percent of the costs of infrastructure investments are met by revenues, predominantly in power and telecommunications. Prospects are limited in transport and sanitation, but there is some more potential in relation to water supply. Resources are only part of the solution, as there is also a need to substantially increase the efficiency of infrastructure provision. With basic facilities largely in place, the quality of investments becomes more important. Very crude indicators such as the Incremental Capital-toOutput Ratio (ICOR) show a steady decline in returns to investments, which should be expected
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as the dramatic shortage of capital characterizing the early doi moi years is gradually eased. But improving efficiency is challenging. Reallocating resources across sub-sectors and projects, towards those which address most urgent bottlenecks, should lead to a positive “composition” effect. Another important step would be to strengthen the investment project cycle, from planning to appraisal to implementation. Transferring some of the costs of infrastructure services from taxpayers to users could also increase the accountability of providers and lead to higher efficiency in the operation and maintenance of infrastructure services. Figure 9.1: A Rapid Expansion of Infrastructure Stocks and Access 18
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The implementation of the commitments made for accession to the WTO will certainly help increase efficiency, as it will foster competition and eventually lead to important institutional challenges, especially in the regulation of infrastructure services. But more is needed. Increased decentralization requires that the mandate of MPI be clarified, if not redefined. A large number of investment decisions are now in the hands of line ministries and provincial governments. Until recently, the list of projects deserving financial support was compiled by MPI, through an “ask and give” approach, whereby line ministries and provincial governments would often over-estimate their needs in the hope of receiving greater funding from the budget. The “ask and give” approach also encouraged non-transparent practices in order to win MPI’s favor. The adoption of transparent budget allocation norms for capital expenditures represents a significant change to this approach. Provincial governments are now much freer to choose their own projects within a given budget envelope. But decentralization raises the risk of poor coordination between investment decisions. The median population of a province in Vietnam is close to one million people, which is not large enough for large-scale infrastructure planning. Thus, there are situations were every province wants to have its own port, or university, which leads to duplication and waste. In other cases, provinces do not reach the minimum scale to aspire to an airport, despite the fact that a regional one could be justified, which then results in the under-provision of services.
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The project management cycle needs to be strengthened as well. At present, planning for infrastructure development remains overly focused on inputs. Project preparation rightly emphasizes engineering aspects and investment costs, but it does not devote enough attention to expected returns and indirect costs. Insufficient consideration of operation and maintenance needs, for instance, may lead to inadequate budget allocations and rapid infrastructure depreciation. The under-estimation of resettlement costs, and their possible escalation, is often associated with considerable delays in project implementation. A more responsive and integrated process relying more systematically on demand data and market principles needs to be developed. Exploring the possibilities for private sector participation also needs to become a routine practice. However, the main institutional changes to support it need to happen at a higher level, through the appropriate regulation of infrastructure services. For an investor to risk resources in a power plant, or a telecommunications company, strong assurances are needed in relation to its access to the network (the electricity transmission grid, or fixed-line telephony) in the hands of the state. Clear rules are also needed in relation to the price associated with these connections, and the way this price is to be adjusted over time, or in response to unexpected shocks. Transparent and impartial dispute resolution mechanisms are needed as well. Setting up regulatory bodies which are strong at the technical level and independent from vested interests is a priority as Vietnam strives to become a middle-income country. At a lower level, there is a need to strengthen the management of project implementation. Concerns have been expressed about the capacity of project management units in government. The recent Project Management Unit (PMU) 18 scandal has also highlighted their potential vulnerability to corruption. Specialized units in charge of infrastructure projects will be needed anyway, regardless of whether they are called PMU or get a different name. But the rules for their operation will need to be revised so as to improve their capacity and limit the scope for corruption. Last but not least, access issues need especial attention. The nature and location of infrastructure demand is changing rapidly. With about one million people moving to cities every year, there is a risk of failing to serve migrant populations and those living in the urban fringe. At the other end, ensuring access to services to the last segment of remote and mountainous communes is particularly expensive. For instance, in spite of all the progress made on rural roads, ethnic minorities still face a disadvantage when compared with the Kinh, with about one third of their population living more than two kilometers away from an all-weather road. At the same time, ethnic minority people are among those with the lowest ability to pay for infrastructure services, which calls for a well-considered subsidization policy. Access to infrastructure services by PLWD raises issues of a different nature. Most obviously, public buildings and facilities are not always designed taking PLWD into consideration. However, one of the biggest constraints to sustain the livelihoods of PLWD is related to transportation, as this is the way to connect to markets and jobs, the two main avenues for poverty reduction in Vietnam. At present, PLWD are refused the health certificate need to secure a driver license. As a result, they cannot get insurance either. Also, the three-wheeler vehicles and modified motorbikes needed to go around by many PLWD are difficult to get approval by traffic authorities, so that they are in fact illegal. Government strategy The SEDP states one of its goals as “creating a breakthrough in infrastructure to […] boost the economic growth rate” (p. 67). To attain this goal, the SEDP stresses the need to steer



84



INFRASTRUCTURE



“the management of investment resources in the direction of providing favorable conditions to mobilize the most possible investment resources in the society. Also, tackle with shortcomings and problems in the existing investment management to effectively utilize the investments for essential purposes as planned to avoid loss and waste. Quickly establish a legal framework for planning work to ensure that planning is one step ahead, serving as the basis for implementation of investment projects” (p. 117). The SEDP is also quite specific regarding the regulation of infrastructure services. The overarching principle is to un-bundle supply and foster competition outside the network component. “The management policy is to maximize efficiency by sharing the national infrastructure network, separate infrastructure network management from service management” (p. 85). In this spirit, the SEDP mandates to “[c]ontinue to establish a competitive electricity market (p. 79)” and to “[s]upport the air transportation regulatory roadmap to reach liberalization of air transportation in ASEAN” (p. 84). Private participation in the supply of infrastructure services requires to “[i]ssue policies and mechanisms to attract private economic sectors, including FDI in constructing infrastructure and urban structures (p. 85)”. Furthermore, clear guidance is provided in relation to the pricing of infrastructure services. In this respect, the SEDP proposes to “[r]enovate the charge management mechanism in which the State directly controls the charges of services still affected by monopoly, applying the principle of ‘cost-based charges’ and making them compatible to those in the region” (p. 85). It also says that “[c]harges for the services for which truly competitive markets have been established are decided by the service providers themselves, while the services with newly-born competition are controlled according to the charge framework” (p. 85). In relation to the management of project cycle, the SEDP states that the government “will continue to decentralize investment management responsibilities to conform to requirements of administrative reforms, to increase the efficiency of State management, and to simplify investment procedures. Besides the decentralization of investment management, it is necessary to identify responsibilities of institutions and individuals to increase their liability involved in investment activities. Provide standards for consultant companies, entrepreneurs to ensure independence and objectiveness of consultancy services, remove the existing “closed” procedures in investment and construction. Enhance the community supervision in regard to planning work, ensure publicity of plans, strengthen inspection and examination of construction management and land use plans in selected provinces” (p. 134). Policy reforms Diversifying the sources of investment finance requires action on several fronts. The effective regulation of local funds for infrastructure development is one of them. Funds such as Ho Chi Minh City Investment Fund for Urban Development (HIFU) are proving very effective at leveraging banking credit and other private resources to support the rapid development of provincial infrastructure. However, their current design raises serious concerns. PPCs develop infrastructure master plans. Then, provincial funds translate these master plans into projects, mobilize resources to fund them and call for tenders to implement them. Finally the winner of the bid is responsible for the civil works and possibly for the management of operations. A first problem with this architecture is that banks and private investors may lend too much to provincial funds, on the assumption that the PPC will be forced to bail them out if necessary. The perception of a low risk for investors may thus result in a high risk for the budget. The explicit banning of any government bailout of provincial funds may partially address this
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risk. But it may not be enough to convince investors, as the government is unlikely to let a provincial infrastructure fund go bankrupt. The second risk is related to conflict of interest. PPCs contribute capital to their provincial infrastructure funds, which in turn can be the shareholders of companies bidding for their projects. Under these circumstances, it is difficult to believe that a firewall can be established between those issuing a tender and those bidding for the contract. Conflict of interest undermines the level playing field in the provision of infrastructure services, and could become a source of corruption. Fostering private participation in infrastructure also requires the issuance of a sound BOT decree, clearly spelling out the technical characteristics of the project and the minimum requirements the investor has to meet in order to be considered. The more detailed the specifications are, the lower is the risk of ending up with a sub-standard project or allowing unnecessarily high profits for the investor. But also the higher is the risk of not attracting any private investor. This trade-off is particularly delicate in the case of projects that were not originally part of a government approved master plan, and whose nature and characteristics are proposed by a prospective investor. Assessing the merits of these new proposals may stretch the technical capacity of the corresponding ministries and local governments. Deciding when to provide guarantees to private investors will also need clear guidelines and assessment tools. Roadmaps to un-bundle the supply of infrastructure services are already in place for electricity and telecommunications. In relation to water, the direction of reform is clear, but the roadmap is less so. Transport is furthest behind. Support is required to accelerate reforms in those sectors with clear roadmaps. In those without, clarifying the long-term vision is fundamental to achieving long term improvements in efficiency. Competition in the supply of infrastructure services can be supported through changes in the ownership or management of existing providers. The equitization of power supply companies and mobile telephone operators is an obvious example. Reliance on management contracts for the operation of ports and airport terminals would go in the same direction. The equitization of public construction companies and the transfer of the management of remaining state ownership rights to the SCIC would make the market for civil works more competitive. These reforms would also reduce the risk of conflict of interest and corruption in the allocation of contracts for infrastructure development. Some of the most challenging steps ahead concern the pricing of infrastructure services when there is not sufficient competition among providers. It is clear that increasing the levels of cost recovery would generate investment finance and free up state budget resources for investment. But up to which point should user fees be raised? Some argue that the optimal price should cover all operation and maintenance costs, plus any infrastructure development costs beyond the establishment of the network. In electricity, for instance, this would amount to charging for generation costs, power losses over transmission, and distribution costs. Others would claim that full cost recovery, including the cost of developing the network, should be considered. This way, the providers of infrastructure services would be self-reliant and not require any budget support. In the electricity example, the cost of setting up the national power grid would be charged to consumers too. In Vietnam’s rapidly growing economy, full cost recovery may not be sufficient to ensure the equilibrium between supply and demand. In practical terms, end-users could be rationed, as electricity customers are in the event of a black-out. If user fees cannot be raised enough to avoid shortages, the obvious response is to accelerate the development of supply. This is what Vietnam is currently doing in the case of electricity. But this should only be part of the response. Infrastructure services are usually congested at specific times of the day, such as rush hours for transport and the hours following the sunset for electricity. An appropriate modulation of user
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fees to “shave” demand peaks is often possible. Practical rules can also be worked out to avoid penalizing those with a limited ability to pay. A related question is when to provide government subsidies for infrastructure development. VDB has issued new guidelines on investment areas eligible for such subsidies. But are these guidelines appropriate in the case of infrastructure? The main objective of the subsidies is to fill in the gap between acceptable user fees and actual costs, when the service is deemed socially valuable. Some sub-sectors, such as telecommunications, do not face this problem. At the other end, there may be a rationale to subsidize sanitation services. And even within the same sub-sector, a case can be made to support access to infrastructure for households with a limited ability to pay, such as ethnic minority people living in remote areas. Planning for infrastructure and the project management cycle will need to be modernized. The increased devolution of investment decisions to lower levels of government effectively undermines the “ask and give” process and the role of MPI as a compiler of projects. Looking ahead, MPI will need to focus on strategic planning and the coordination of sectoral and provincial development submissions. Indeed, the central government needs to take on the responsibility for regional planning to assess overall demand, avoid duplication, ensure better integration of network infrastructure and monitor provincial performance (Box 9.1).



Box 9.1: Sanitation: An Opportunity for Modern Planning? Sanitation is one of the few off-track MDGs in Vietnam. As of 2004, it covered about 76 percent of the urban population but only 16 percent of the rural population. The government targets for 2010 are 85 and 75 percent respectively, which could entail financing requirements in the order of US$ 1.3 and 0.5 respectively. But attaining these targets and getting the sector back on track will require concerted action. Action is beginning to be taken. The SEDP recognizes the need to address the costs of poor health, environmental pollution and poor sanitation. It sets challenging targets for the treatment of domestic wastewater in urban areas, disposal of solid waste and industrial pollution. It also states a move to “polluter pays” principles that can help mobilize the resources for urban and industrial treatment. Rural sanitation remains a particular challenge, however. Government policies do not emphasize basic sanitation as a priority, there is no associated VDG, and rural sanitation it is not included in the definition of basic infrastructure provision. The SEDP marks a shift towards a more integrated, demand responsive and outcome-focused planning process. This is precisely the approach needed to effectively address the sanitation challenge. The currently fragmented sanitation policies has to be integrated into one consistent strategy which is owned across government agencies, clearly articulates the roles of each agency and assigns budgets to achieve targets. Policies also must recognize the very personal nature of domestic sanitation choices. Past programs focused on construction of standard latrine designs that were often inappropriate, and in too many cases simply unused. A market based approach that promotes rural sanitation as modern, convenient and desirable is far more effective. The demand stimulated in this way could be met with a range of private sector sanitation options that match the incomes levels and aspirations of users. In the case of urban areas, the priority is to raise the investment finance required for infrastructure and to recover costs from users. Wastewater charges should ensure sustainability and attract non-budget investment. There are real reasons to be optimistic about Vietnam’s ability to “get sanitation back on track”. Vietnam has a proven track record for delivering the targets it sets for itself. The development of the Unified Sanitation Strategy, currently underway, will put these targets in place and assign institutional responsibilities. It will then be important for donors to support the implementation of this strategy, as ODA will remain a significant source of finance for the sector over the next five years.
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A more rigorous and transparent appraisal process would allow more meaningful comparisons between options, and help increase the overall return to infrastructure investment. The new procedures should mandate that operation and maintenance costs be spelled out, so as to fully take them into account in the process of preparing the budget. The implications of every project in terms of land conversion and resettlement should also be spelled out, and their cost included in the appraisal. Other externalities, from social and environmental impacts to the death and injury toll from traffic accidents to the costs of added congestion in surrounding areas, need to be taken into account whenever appropriate. On the positive side, the potential for job creation needs to be factored in as well, especially when trying to support the emergence of regional development poles. Specific measures will be needed to ensure access to infrastructure for all (Figure 9.2). In the case of the most disadvantaged population groups, this may require targeted subsidies, such as the community-based transfers currently provided under Program 135. Providing subsidies to transport providers, so that they do extend services to the poor, is another practical approach. More participation in planning is needed as well. For instance, in rural areas the provision of water supply is predominantly women’s responsibility. Ensuring that women’s views are adequately captured at the planning stage may lead to a better prioritization of investments. Figure 9.2: Targets for Access to Infrastructure at Commune Level 2004
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Two sets of measures need to be considered to improve the access of PLWD to infrastructure services. First, all new public buildings and facilities, including public transportation, should be designed taking PLWD into consideration. Upgrading schools and health facilities so as to make them accessible is part of the same approach. This may require the issuance and enforcement of accessibility codes and standards. And second, special health certificates should be issued to allow PLWD to obtain driver’s license and insurance, together with the approval of motor vehicles with special disability modifications. Addressing the mounting human toll from traffic accidents also needs specific attention. International experience suggests the need for a holistic approach, involving education,
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engineering, enforcement, environment and emergency (the so-called “5 Es”). Engineering improvements are certainly important. But the primary focus should be on education. Changing social attitudes to the risks and impacts of ignoring basic safety precautions, such as wearing helmets or following even rudimentary traffic rules, is essential to make regulations enforceable and reduce the tragic loss of life.
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The education and training system of Vietnam is already confronting some the challenges typically faced by middle-income countries. Enrollment has expanded rapidly, at all levels, and is almost universal in the case of primary education. Gaps between rich and poor have narrowed, in spite of the increased reliance on fees as a source of funding. These successes shift the focus of the reform agenda towards improving the quality of education and reaching the last group of children out of school. At the primary level, the main obstacle to better quality is the low number of hours of teaching. A move towards full-day schooling is under way, but it is financed by parents, in a way that penalizes the poor. The ongoing decline in the number of children of school age should facilitate the move to mandatory full-day schooling. More systematic monitoring of learning outcomes should also help improve the quality of education. As for the last group of children out of school, they come from very disadvantaged social backgrounds or suffer from disabilities. Programs targeted to their needs are necessary to bring these children into the school system. Improving the quality and relevance of education requires different approaches at higher levels. Vocational training programs should be based on employers’ needs, with a flexible curriculum and a practical orientation; their design should involve the participation of business associations. Improving the quality of higher level education should be one of the top priorities of the coming years, if Vietnam is to move up the value added ladder. Increased autonomy, combined with a diversification of funding sources, should be used to bring businesses and universities together and foster excellence. Development challenges Vietnam continues to make impressive gains in access to education, at all levels. Net enrolment rates reached 94.6 percent for primary, 90.1 percent for lower secondary and 63 percent for upper secondary in the school year ending in 2004. This is the result of an active expansion of supply, including school construction and teacher recruitment. A system of targets is in place to reward and give recognition to provinces that mobilize their children to schools. Public spending on education has been increased steadily, reaching 18 percent of the budget in 2005. To mobilize additional resources, fees are in principle allowed from lower secondary upward and the private provision of schooling is encouraged. In spite of the increased reliance on fees, gaps in school enrolment between the rich and the poor continue to narrow (Figure 10.1). A sustained effort is also under way to ensure that the quality of schooling is similar for all children, regardless of their socio-economic status. A set of explicit standards has been adopted to monitor the performance of the education sector and link resources to needs. Vietnam’s Fundamental School Quality Levels (FSQL) combine indicators related to the management of a school, the training of its teachers, the quality of its infrastructure and the availability of classroom material, among others. An annual audit of primary schools nationwide was launched in 2004 to assess progress in the quality of education. By 2005 the average FSQL index had increased substantially, especially in poorer districts. Notwithstanding these remarkable achievements, the quality of education remains a great concern to the public. A recent study assessed the secondary education system of Vietnam against an international benchmark. On most counts, the findings are encouraging. The study
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found that teachers are well educated and have at least two years of training. Many attend inservice training. They prepare their lessons and are assiduous in teaching the prescribed curriculum. Textbooks are in mostly adequate supply. Buildings and equipment are not characterized by lavish standards, but most schools have the basics, including libraries and a reasonable range of teaching aids. Class size is well within the normal range. Principals manage in a “hands-on” way, and further supervision is provided by regular formal inspection. This is a long way from the dismal story of poor cognitive outcomes, deplorable conditions and ill-trained and frequently absentee teachers familiar in many developing countries Figure 10.1: Net Enrolment Rates among the Poor and the Rich 100
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Source: Based on data from GSO. Figures are from the 1993 Vietnam Living Standard Survey (VLSS) and the 2004 VHLSS and correspond to primary school (PR), lower secondary (LS) and upper secondary (US). The two population groups are the poorest (Poor) and richest (Rich) quintiles, based on levels of expenditure per capita.



However, this study also highlights the main shortcoming of the Vietnamese system, in comparison with other countries: namely the low time for instruction. Schooling is organized on a half-day basis, from primary through upper secondary. Over the last decade, to respond to the demand for higher-quality education, the government introduced full-day schooling at the primary level. Pupils in full-day classes receive 35 periods of instruction per week, compared to 23 periods in half-day classes. In fact, the 20 percent of Vietnamese teachers who are already in full-day schools have a similar workload to that of their Korean counterparts (around 820 hours of teaching per year). The additional instruction is not financed by the government but through parents’ contributions. This arrangement allows for better quality of primary education, but only for the children whose families can afford it. Pupils attending full-day schooling learn significantly more, as shown by a study of achievement in mathematics and Vietnamese by Grade 5 students, conducted in 2001. This system, therefore, puts children from poorer families at a disadvantage in accessing quality education.
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Meanwhile, the last group of children out of school is proving difficult to reach. Total household spending in education is about five times higher among those in the richest population quintile than among those in the poorest. To ease the burden of schooling for the neediest households, Vietnam implements a fee exemption policy. Evidence suggests that this policy is reasonably well targeted and contributes to higher enrolment rates among the poor. For lower secondary education, where official tuition fees kick in, students in poor regions in the North, Central Highlands and Mekong Delta are more exempted. Similarly, students from the poorer families and ethnic minorities are consistently exempted. However, about half of household spending in education, even among the poor, is related to private lessons and tuition fees to attain full-day schooling. Those expenses are officially out of the system, hence not covered by exemptions. The last group out of school is actually made of children from the most disadvantaged social backgrounds. For instance, evidence from HCMC shows a strong correlation between family registration status and drop out from secondary school. For children aged 11 to 14, the drop out rate among unregistered migrants is four times bigger than among regular residents. The last group out of school also comprises children with disabilities. In Vietnam disability tends to be viewed as a medical condition, not to be addressed by social institutions, including schools. As a result, less than 5 percent of children with disabilities have access to education. The primary school construction program for disadvantaged districts sets out to ensure that newly built classrooms and toilets are physically accessible to them. However, this commendable goal is often neglected at the implementation stage. As a result of plummeting fertility rates, the number of children of primary school age declined by 25 percent over the last decade (Figure 10.2). This decline in the school-age population provides a window of opportunity that has not been harnessed. In primary school, pupil-teacher ratios are down to roughly 23 at present, from 35 in 1994. Moving to mandatory full-day classes would allow increasing the number of teaching hours for all children, regardless of their social background. But moving to mandatory full-day schooling requires the building of many more facilities. Figure 10.2: Students and Teachers in General Education 12000000
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Other steps towards increasing the quality of education relate to the management of the teaching workforce. Professional standards have been developed to guide the appraisal of teachers’ performance and the identification of their professional development needs. Those standards combine indicators related to knowledge, pedagogical skills and attitudes. Differential salary bands for three categories of teachers (regular, senior and lead) have been adopted, although they are based on qualifications only. These reforms need to be closely coordinated with the overall PAR agenda as teachers account for a significant proportion of the civil service. Broader concerns are raised about the relevance of the education imparted. The credibility of the education system, hence social satisfaction with it, will depend on the match between educational content and the economic development needs of Vietnam. There is a perception that the education system is functioning quite well but in the pursuit of outdated goals. The quality debate is often related to the need for an approach to teaching and learning which is better suited to Vietnam’s transition to a market economy. Knowing how to learn, problem solving and evaluation skills are necessary to deal with the uncertainties and continued changes brought by integration into the global economy. Learning by rote will not do. Adapting content to the needs of a market economy is especially important in the case of vocational training. According to a recent ICA, the third most important constraint faced by entrepreneurs in manufacturing, after access to finance and access to land and infrastructure, is the shortage of appropriately skilled workers. To some extent, the severity of this constraint reflects the fast labor turnover characterizing the Vietnamese economy. Workers use their assignments with the best companies (especially, those with foreign technology and management) to learn on the job and then rapidly move on, either to create their own businesses, or to get jobs with bigger responsibilities in domestic private companies. With rapid economic growth, and the change in economic structure towards activities with higher value added and knowledge content, labor skills will have to be upgraded. But current training offers are concentrated on center-based training, which favors sometimes outdated theoretical instruction. Initial training is still inputoriented and follows curricular requirements, instead of workplace requirements. For higher levels of education, the main challenge facing Vietnam is to balance the competing demands of enrolling a larger number of students and achieving a better quality than in the past. There is an impressive expansion in higher education under way. It reflects increasing household demand and increasing returns to education; it is also the result of the rapid growth in secondary school enrollment. At present, 230 institutions accommodate more than 1.3 millions higher education students. This growth in supply has occurred to a large extent through private sector provision and the introduction of cost-recovery mechanisms. Not surprisingly, enrollment is highly skewed, with participation by the richest population quintile being four times that of the poorest quintile. No national system of scholarships for students from disadvantaged families is in place yet. The government tries to influence the quality of higher education mainly through administrative means. For instance, it controls the entrance examination and sets admission quotas. However, in-service students are not required to take entrance tests and enrollment above the authorized quotas is common among institutions seeking to increase their income. The government also sets the teaching curriculum in most cases, with institutional autonomy mainly limited to diplomas with high tuition fees. Ensuring teaching content is more difficult, as only 12 percent of the faculty has doctoral degrees, and the student-faculty ratio is high (approximately 30 to one). The majority of academics are not engaged in research activities. On average, they produce 0.4 publications per person per year, but more than 80 percent of those publications are in Vietnamese outlets. Institutional accreditation standards are being piloted at present.
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While scholarship programs, entrance examination and institutional accreditation could go some way towards reconciling expansion with quality, a more fundamental reorganization of higher education will be needed. It should involve a combination of greater autonomy for higher education institutions to make decisions and a diversification of their funding. Government strategy The SEDP 2006-10 sets out specific quantitative targets for the education sector; it also outlines a program of actions covering network rationalization, renovation of examination and pricing policies. The long-term objective is for enrollment in higher education to reach 40 percent by 2020. Medium-term milestones to get there are ambitious yet achievable, provided that an appropriate balance of funding mechanisms, autonomy and accountability is established. The objective in this respect is to “[r]enovate financial mechanism and policies in education and training institutions to make them more pro-active and responsible for finance, staff and organization” (p. 91). More specifically, the SEDP seeks to “[f]undamentally renovate the tuition regimes: apart from the state support depending on the budget, the tuition has to cover necessary costs for teaching, learning and partly become investment for school construction; in the first stage, the tuition compensates adequately for regular costs”. At the same time, it instructs to “[e]liminate other fees except tuition”. To avoid penalizing children from a modest background it specifies that “[t]he State is to issue policies of subsidizing fees or granting scholarship to students of the educational universalization program, beneficiaries of social welfare, learners in disadvantaged areas, poor students and excellent ones in both public and private schools” (p. 91). In several paces, the SEDP mentions the need for more attention and resources to be devoted to vocational training, with the objective of increasing the pool of skilled labor and improving the quality and competitiveness of Vietnamese products. There is also recognition of the need to better educate and train young people, especially in rural areas, to enable them to get jobs. Increased private participation is seen as part of the solution. The SEDP wants to “[e]ncourage the establishment of private education, training and vocational training institutions; encourage training cooperation with high-quality foreign training institutions; foster the opening of high quality, accredited and 100 percent foreign-invested training institutions in science, technology, techniques, and economic management” (p. 91). A more fundamental transformation is considered in the case of institutions related to science and technology. While the discussion focuses mostly on research institutes within government, the proposed approach also applies to higher education. The aim is to “increase autonomy, self-responsibility in line with their creativeness as well as risks in scientific and technological activities” (p. 92). To do so, the SEDP proposes to “[s]trongly transform some non-productive scientific and technological activities into service provision mechanism in line with the market economy, including the evaluation, assessment, appraisal, information, consultancy and brokerage of technology transfer; study, design and implementation; legal counseling on intellectual property right; and services on standards, measurements and quality” (p. 85). Providing the right incentives for the relevant institutions to deliver requires to “[a]bolish monopoly in scientific and technological activities; substantially improve the bidding and ordering contract mechanism to select projects, research themes and research institutions; commercialize R&D activities” (p. 148).
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Policy reforms The emphasis on quality standards to assess the performance of the education system and allocate resources has proven effective in Vietnam. The implementation of this approach is well underway for primary education with the establishment of the FSQL, which guarantee a minimum level of service delivery. But further quality improvement may require setting standards for learning outcomes, teacher performance and institutional capacity. A more ambitious evaluation mechanism would involve school-level and national-level examinations and testing, as well as quality assurance and accreditation at university level. Increased reliance of international quality benchmarking would also help. Above all, assessing the performance of the education system would be facilitated if there were a greater involvement of parents, together with other stakeholders, in providing information and inputs for an effective management of teaching facilities. Engineering these changes requires not only a strong leadership, but also reliable monitoring tools. An Education Management Information System has been developed but has not become fully operational. At present, key indicators of student enrolment, staff and school characteristics are only reported in aggregates. Information on learning outcomes is very limited. Analysis of trends and variations in quantity and quality of educational service provision cannot be yet conducted systematically. Public monitoring tools such as scorecards and media watch should be encouraged. All of these interventions would contribute to a culture of evidence-based policy making, implementation and evaluation. In primary education, moving to mandatory, full-day schooling would address two development challenges at once. On the one hand, this move would lead to a substantial increase in the number of teaching hours. Limited time for learning is indeed one of the main weaknesses of the Vietnamese system at present. On the other hand, mandatory full-day schooling would remove the largest source of out-of-pocket education expenses faced by households. Fees for full-day schooling remain an important source of inequality in access to primary education, because of the burden they impose on poor households. The rapid decline in school-age population provides a window of opportunity to make this move. Mandatory full-day schooling will require a reallocation of resources, because it will entail the construction of many more schools. Construction standards should be enforced in their case, so as to ensure physical access for children with disabilities. But more than infrastructure is required to reach out to this group. An assessment of the number of pupils with special needs of different sorts should serve as the basis to inform policies for inclusive education. Those policies will most likely involve specific interventions to support the families and teachers of children with special needs. Examples include free or subsidized reading glasses and hearing aids in the case of families, and special training on sign language in the case of teachers. At higher levels of education, raising the quality and relevance of the teaching imparted involves both more private sector participation and increased autonomy of publicly-funded institutions. The new Vocational Training Law promotes offers at various levels oriented towards labor market needs and a standardization of curricula. It also foresees an increased role of businesses in designing and implementing training offers. More systematic consultation should lead to an upgrade of the curriculum, teaching methods and training places, with the latter including actual workplaces. One of the main constraints in this respect is the overlap of responsibilities between MOET, MOLISA and other relevant bodies. The respective roles of the main stakeholders should be revisited at all levels, from national government to provincial governments to local training centers.
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In terms of autonomy, universities in Vietnam may need to go through a transformation similar to that of SOEs. The issue is not so much changing ownership as it is changing incentives and corporate governance. Institutions in higher education should have an empowered board, where distinguished members of the academic community (who embody the highest scientific standards) can sit side by side with those representing leading businesses (who know the needs of enterprises). While the creation of such boards is allowed by the recent Law on Education, very few of them have actually been established. Management should not only meet the standards set by government, it should also report to the board on the performance of the institution. In exchange, it should have more flexibility in recruiting the faculty and setting its pay scale. On the funding side, partnership arrangements between businesses and higher education institutions should be encouraged. But they should not be seen as a substitute for government resources, especially in areas related to research. Business sponsorships may lead to a neglect of research and general knowledge, in favor of the technical skills more urgently needed by enterprises. However, support to research is one of the few tools for industrial policy available to Vietnam, as a latecomer to the WTO. The direct subsidies to industry used by other East Asian countries in their development drive are all but ruled out. Supporting laboratories, libraries and faculty working on basic knowledge would be a way to both improve the quality of universities and help move Vietnam’s economy up the knowledge ladder. Grants should be provided through competitive mechanisms, open to all higher education institutions. A program could also be set up to encourage the return (permanent or temporary) of reputable academics and researchers from the overseas Vietnamese community. Delivering on the education agenda requires a thorough rethinking of the overall financing framework for the sector. On the revenue side, the government strategy envisions an increased reliance on tuition fees. But this has to go in parallel with the elimination of all other fees and out-of-pocket payments. For vocational training and higher education, the private sector should become an increasingly important source of funds. But to avoid disadvantaging students from poor families, subsidies to training facilities or a scholarships program should be considered. On the expenditure side, harnessing the demographic transition and moving to full-day primary schooling implies the reallocation of expenses towards school construction. Ensuring the participation of children from the poorest households, at all levels, requires that sufficient resources be devoted to the exemption of fees at lower and upper secondary levels. Targeted programs aimed at the hard-to-reach groups of children still out of school may be needed. Keeping education inclusive also requires a scholarship program for higher education. Supporting research activities and the generation of basic knowledge, without an immediate market value for the private sector, will also involve funding for laboratories and libraries meeting international standards. A sector-wide financing framework along these lines, covering all levels of education, all sources of financing and all managing authorities, would have to be institutionalized. Most importantly this framework should measure the cost-effectiveness of spending units and use the assessment as a basis for funding allocation and monitoring.
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Progress in primary health care has been impressive in Vietnam, to the point where several MDGs have been attained or even surpassed well ahead to time. These achievements partly result from an ongoing transformation of the health sector, whereby providers can increasingly “sell” their services whereas the government tries to exempt the poor from out-ofpocket payments. However, these incentives have led providers to focus more on high-end services, while the exemptions have not managed to really protect the poor. In fact, there is a widening gap in the use of health care facilities, and in health outcomes more broadly, between regions and population groups. The government strategy to address these problems relies on extending the coverage of health insurance, with the ambition of making it a universal program. Health insurance shifts the funding of health care services from supply to demand, opening the prospect of increased competition among providers. Health insurance also allows for a better protection of the poor, whose premium is by now paid for by the budget. But in order to fully reap the gains from this new approach, the mechanisms to reimburse health care providers have to be modified in a way that discourages unnecessary treatment and encourages cost containment. In parallel, better monitoring and clear scientific standards and protocols are needed to avoid insufficient treatment. Reliable feedback from users of health services is a necessary complement of technical monitoring. The success of the new approach depends, critically, on the ability to extend the coverage of the voluntary health insurance program. Without a determined drive for group enrollment, involving mass organizations, the program will only attract heavy users of health services, undermining the financial viability of the system. Even if this move to demandside financing were successful, there would be a need for more budget resources for the health sector, in order to subsidize the participation of the poor and the near-poor and to further develop preventive care at local levels. Development challenges Vietnam has gained international recognition for its impressive gains in primary health care. Some of the health-related targets set under the MDGs have already been reached or even surpassed at the national level. The Vietnam Demographic and Health Survey for 2002 reports infant mortality to have declined to 18 per thousand live births, compared with 30 per thousand at the time of the 1997 survey. The corresponding numbers for under-five child mortality are 24 and 40 per thousand. While these estimates are subject to measurement error, the progress accomplished is undeniable. Gains have also occurred in relation to malnutrition among children and on communicable diseases. There has been progress with regard to malaria and successes in diagnosing and curing a high proportion of new TB cases. These encouraging outcomes partly reflect an increase in government spending on health. However, increased public funding was not the main driver. Health spending remained low, at about 5.3 over the last five-year period. More importantly, there was a sustained move towards strengthening the incentives faced by health-care providers, by allowing service delivery units to charge fees for non-essential services and giving them some freedom in the use of the associated revenue. This move helped formalize out-of-pocket payments, and has resulted in more rational control over funding, staffing, revenue norms and expenditure, leading to important efficiency
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gains, especially in larger hospitals. But it also created incentives for the over provision of health services, focusing on better-off patients. To avoid penalizing the poor, a system of exemptions was set up, first through the distribution of health care cards and subsequently through the creation of provincial health care funds to cover the medical expenses of the poor. More recently, children under six years of age were provided with free access to health care. However, these policy changes have also resulted in sharp disparities in health indicators among regions and among population groups. Some of the largest gaps concern neonatal mortality, child nutrition and mothers’ health. Disparities in health indicators point to the large number of Vietnamese not receiving adequate health care. In spite of the exemptions policy put in place by the government, health care costs remain unaffordable for many among the poor. This might not be obvious at a first glance, as the poor spend less on health than the rich, relative to their total expenditure (Figure 11.1). But the apparently progressive distribution of health care expenditures largely reflects the fact that the poor use formal health care services less, relying instead on traditional medicine and self-medication. Figure 11.1: Inequality in the Use of Health Services Hospital contacts (per year)
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Meanwhile, Vietnam is going through a rapid change in the pattern of health care needs, as communicable diseases get increasingly under control and non-communicable diseases become more prevalent. The main causes of mortality now include cardio-vascular diseases, traffic accidents and cancer. Greater longevity, unbridled economic development and changing lifestyles underlie the growing importance of these other conditions, some of which are very expensive to treat. Vietnam is also confronting, increasingly, new life-threatening diseases. SARS and bird flu remain confined to the status of potential threats, but HIV/AIDS has by now spread to all 64 provinces of Vietnam, extending beyond a narrow group of populations at risk to the general public, and affecting mainly young people in their twenties. HIV prevalence remains around 0.5 percent and injecting drug use is central to it, which makes it possible to still contain the epidemic. The government has gradually moved away from a repressive approach that stigmatized the affected population groups under the general heading of “social evils”. And
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various disease control initiatives have been launched. But these initiatives have not been integrated and consolidated, which greatly reduces their impact. The epidemiological transition of Vietnam calls for a change in the financing of health care interventions, from a disease-centered approach to an individual-centered approach. In practice, a different mechanism is needed to channel resources: not directly, through the suppliers of health care services, but rather indirectly, through those who need the services. But moving from supply-side to demand-side financing of health care involves a fundamental transformation in the role of sectoral authorities. MOH needs to redirect its efforts and resources from delivering health care services to introducing adequate incentives for health care providers, regulating their operation and overseeing their performance. In other words, it has to re-focus its functions towards the stewardship of the health sector. The move towards demand-side finance is taking place in Vietnam through the development of health insurance (Figure 11.2). This program was proposed in 1992 but is taking off only now. As of 2005, the budget still remained, by far, the main source of funding for hospitals, accounting for 42 percent of total resources. User fees by patients provided 36 percent of the funding, and health insurance a growing but still modest 16 percent (the rest corresponded to miscellaneous sources). Health insurance coverage is compulsory for workers in the formal sector. The premium amounts to 3 percent of the salary, with two points paid by the employer and one by the worker. More recently, a voluntary health insurance program was introduced. It aims primarily at farmers the self-employed, and their dependants, but is accessible to anyone who wants to join, based on group participation. As of June 2006, there were 30.5 million people with health insurance at present, up from 3.9 million in 1993. But they are mostly formal sector workers, school children and poor people whose participation is fully subsidized through the health care funds for the poor. Figure 11.2: Health Insurance and the Financing of Health Care Premium
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The setting up of health care funds for the poor in all provinces has significantly increased the volume of resources available to support the most disadvantaged population groups, including ethnic minorities. A survey conducted in two provinces found a more frequent utilization of health services after the funds became operational, especially for inpatient care. A significant increase in health services sought at commune health stations was reported as well.
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Although average out-of-pocket expenditures on outpatient and inpatient care were still substantial, they fell considerably among the poor. Results are less encouraging in relation to the voluntary health insurance program. Apart from school children, where a somewhat compulsory component is at play, participation remains very limited. In a clear illustration of the adverse selection problem, bearers of voluntary health insurance cards are also heavier users of health care services. If school children are excluded, admission rates into hospitals for this group are almost three times higher than for the formal sector workers covered under the compulsory program. The combination of low pick-up rates and intensive use of health care services among participants in the voluntary program raises doubts about the financial viability of the current approach to health care reform. Some question whether reliance on voluntary health insurance would eventually allow Vietnam to reach universal coverage and fear that it might actually wreck the financial viability of the overall system. This risk highlights the difficult trade-offs faced in improving the design of the health insurance program. A higher premium would help defray health care costs better, but it would also reduce the attractiveness of enrollment, and confine it to population groups with the highest demand for health services. One of the biggest challenges ahead will be to keep health care costs affordable. Demand for health care services has increased dramatically over the past decade. The trend will even accelerate because of the income gains associated with rapid economic growth, the change in disease patterns and population aging. The handling of this surge in demand has not been particularly effective so far. Higher-end hospitals are over-burdened, which in part reflects limited resources, but also results from a poor referral system. The supply of services is only weakly responsive to an increasing and more diverse demand. Line-item budget transfers from the government do not provide strong incentives for health care providers to become more efficient. While user fees remain relatively low compared to industrial countries, a rapid escalation could take place in the coming years. Meanwhile, there is no effective oversight system to ensure a reasonable quality of the care provided by both public and private facilities. Government strategy The strategy for the health sector is one of dramatic reform, going well beyond what the SEDP may suggest. In the last years, the government has launched measures that have the potential to radically transform the sector from both service delivery and financing perspectives. New reform initiatives are organized around the drive towards universal health insurance coverage. A central piece of the strategy was Resolution 46 of the Politburo, which identified key tasks to be implemented in priority order until 2010 and beyond. These include the development of the public health system, the reform of health financing policy, the improvement of the human resource base, the strengthening of sector governance and the acceleration of privatization. Resolution 46 also points to difficulties in meeting the health needs of the poor and ethnic minorities in upland areas. A number of important regulative documents have been issued based on this ambitious strategy. They include Decree 63, which established the voluntary health insurance program in order to extend the system to the rural population, and allowed the reimbursement of private service provision. They also include Decision 139, which set up the provincial health care funds for the poor and the subsequent provision in Decree 63 requiring that coverage for this group is provided through their participation in the health insurance program, and not direct refunds to health care providers. Revisions to Decision 139 are expected to introduce a partial subsidy
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mechanism was introduced to help the near-poor participate in the voluntary health insurance program. Other key regulations concern the operation of service delivery units. The recent Decree 43 introduces more oversight over the delivery of services by these units, and makes user feedback mandatory in assessing their performance. The Health Master Plan also envisions an increase in overall government expenditure on health, from 5.3 percent of the budget at present to 8 percent by 2010. Work conducted in the preparation of the MTEF for the health sector clearly identifies the cost of subsidizing the participation of target groups in the health insurance program; fully in the case of the poor, ethnic minorities and children under six years of age, and partially in the case of the near-poor. According to the MTEF estimates, this cost will grow from roughly US$150 million per year in 2006 to nearly US$250 million by 2008. The Government has also developed and is now implementing extensive control and prevention programs in response to threats posed by resurgent TB, emerging HIV/AIDS and potential threats such as SARS and avian influenza. The new HIV/AIDS Law provides a progressive legal framework, committing to scale up harm reduction programs and to fight stigma and the discrimination of people living with HIV. The development of the implementation guidelines for this important law is underway. Policy reforms The health sector will need more budget resources in the coming years. Even if there is a substantial increase in the share of demand-side funding, the government will still need to cope with increased expenses. The subsidization of the health insurance costs of targeted groups (fully in the case of the poor, ethnic minorities and children under six years of age; partially in that of the near poor) will be costly. Even if poverty rates continue to decline rapidly, the volume of subsidies needed might remain considerable due to the gradual increase in the cost of health services. Interventions to strengthen the rural health network and preventive systems are also bound to remain at the charge of the budget. Those interventions are essential to reduce the current gaps in infant mortality, child malnutrition and maternal health across regions and population groups. Similarly, pre- and post-natal visits should be introduced to reduce the incidence of disability and mortality. Budget resources will be necessary to reduce the incidence of poor birth, survival and development outcomes, and to make prosthetics and other disability aids available. However, an increase in the volume of resources available to the sector will not be sufficient to improve its performance. There is also a need to adequately distribute those resources between investments on health care infrastructures, expenditure on human resources, subsidization of targeted groups, and delivery of preventive health care services at local levels, among others. All these competing demands should be brought together under the form of forward-looking budgets, in the spirit of the ongoing MTEF exercise, linking closely the overall strategy and resource allocations. At the same time, caution should be exercised in setting the premium of the health insurance program. As the first law on health insurance is being prepared, the temptation to balance the books by increasing the burden on employers and employees is understandable. But this could discourage the formalization of employment and eventually reduce the coverage of health insurance. The priority should be to have a better understanding of the demand for health care services by different population groups, of the way that demand reacts to coverage by the health insurance program, and of the actual cost of providing those services. A stronger
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analytical program will be necessary to forecast trends in health care spending over time, and to adjust the design of the health insurance program accordingly. Careful thinking will also be needed on the most appropriate ways to cover the cost of catastrophic health shocks, at a time when a large portion of the population still lacks health insurance. Importantly, the overall system to reimburse the providers of health care services has to be reconsidered. The line-item budget transfers used at present do not encourage efficiency gains. Such transfers, typically based on the number of beds or on their occupancy rates, are effective at controlling budget spending and preventing overruns, especially in relation to staff costs. But they do not generate incentives for the efficient use of resources nor for the improvement in the quality of services. Fee-for-service reimbursement schemes, in turn, create an incentive to provide unnecessary treatment. Incentives to increase efficiency would be much stronger if VSS operated as a single wholesale purchaser of health care packages from health care providers, fostering competition between them. The range of participants should include public facilities, but also private hospitals and clinics and NGO providers. However, this move requires better information tools to monitor the performance of all these providers, and to regularly certify their technological level and overall quality. Ideally, it also requires adopting more complex mechanisms for the refund of providers, such as case-base payments. In this approach, the provider is covered up to a certain point for a specific health condition (for instance, a patient with diabetes), which discourages the use of unnecessary treatment. But case-base payments also require the development of clear standards and protocols, to avoid insufficient treatment. Reliance on user feedback on the delivery of health services, as foreseen in Decree 43, is an obvious complement to scientific standards and protocols. Implementing such feedback in practice entails a change in the mentality of managers of health care facilities, who are more used to administrative reporting. For instance, standardized forms on the timeliness, quality and cost of the services provided could be required as part of inpatient care discharge. Expanding the coverage of health insurance more broadly, to farmers and the selfemployed, will need determined action too. Voluntary participation alone will not lead to universal coverage, as it is not in the interest of the young and healthy to enrol. However, together with the formalization of the economy and the subsidization of the poor, voluntary participation can be used to expand the coverage of health insurance substantially over the coming years. Vietnam is in a better position than other countries in this respect. Mass organizations such as the farmers’ union and the woman’s union can be mobilized to create a sense of responsibility and civic duty among the population at large. Group enrolment should also be encouraged, to reduce the impact of adverse selection. Substantial discounts to the health insurance premium could be offered to sufficiently large and diverse groups; for instance, for entire villages. The collection of the premium could be left to the mass organizations, in exchange for a modest financial incentive. Meanwhile, MOH has to fully embrace its stewardship role. It will need to continue to monitor long-term health outcomes. But in the short term, a focus on the coverage of the health insurance program and the utilization of health care services would be warranted. MOH will also need to become increasingly vigilant of the financial sustainability of the system. Spending well the increased volume of resources that will be available to the health sector will require vigilance on actual allocations, and their match with forward-looking budgets. MOH will also have to become a strong regulator for the pharmaceutical industry and the overall market for medicines. And it will need to run effective public information campaigns, especially in relation to the emerging health hazards, from HIV/AIDS to health and safety at work.
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Poverty is declining rapidly in Vietnam, but as a result of this success it is also becoming more of a social problem, one that economic growth alone will not be able to tackle. Poverty is increasingly concentrated among ethnic minorities. Targeted programs have done well at reaching them, less so at improving their livelihoods. Adjusting the features of those programs to take into account the specific characteristics and needs of ethnic minorities, especially in relation to land use, is a priority. For the majority of the population that has emerged out of dire poverty, issues of vulnerability and risk mitigation are becoming increasingly important. Natural disasters, health shocks, disabilities and the death of a breadwinner are among the most severe blows to household wellbeing. Natural disasters call for government assistance, but also for the introduction of new insurance modalities in agriculture. Other risks are better handled through the development of social insurance. Vietnam has spelled out a clear approach in relation to health insurance. It involves a universal program, with multiple entry modalities (compulsory, subsidized and voluntary). Elements of a similar approach are emerging in relation to pensions. But the design of the pension program needs to be reviewed, to bring the average value of benefits close to that of contributions, and to encourage workers to participate. Explicit subsidization will need to be considered if the goal is to reach the poor and those in the informal sector. And the management of social insurance reserves will have to be strengthened. The introduction of a universal social insurance number, covering targeted programs, health insurance and pensions, would increase the chances of success of a universal approach to social protection. This would also be a step towards replacing registration cards as the basis for the delivery of social services. Access to services by the poor would be enhanced; access by migrants would help mitigate the emergence of new forms of poverty, in a context of massive urbanization. Making social benefits “portable” (occupationally and geographically) should also facilitate job formalization and increase labor market efficiency. In this respect, Vietnam will need to review its wage setting mechanisms. International commitments prevent applying different minimum wages to domestic and foreign enterprises. But minimum wages by region would be able to reconcile workers’ protection with job creation. The collective bargaining architecture would also need to be adjusted to the needs of a modern market economy. Development challenges Poverty is increasingly concentrated among ethnic minority groups. The poverty rate fell from 58 percent in 1993 to 20 percent in 2004. The corresponding figures for ethnic minorities were 86 and 61 percent. The gap in welfare between the majority (Kinh and Hoa) and the rest has grown over the decade, resulting in a situation where ethnic minorities are 39 percent of all poor people, despite representing only 14 percent of the total population. Even in regions considered remote, the majority group has seen remarkable improvements in living standards (Figure 12.1). More worrying, hunger among ethnic minorities is still widespread. Diverging trends in poverty are taking place in spite of various assistance programs to improve the living standards of the poor. National Targeted Programs are especially important in this respect. HEPR, coordinated by MOLISA, includes six support policies on free health care, tuition fee exemptions, special support to ethnic minorities, support to vulnerable people, housing
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support and support with production tools; it also includes eight projects on credit, extension, infrastructure, production assistance, training of cadres, settlement of migrants into new economic zones, sedentarization and settlement in poor communes and developing models for replication. Program 135, managed by the Committee for Ethnic Minorities (CEM), focuses mainly on infrastructure investments in extremely disadvantaged communities. The effectiveness of these various components varies considerably. It is high in the case of tuition fee exemptions, but more uncertain in other cases. While the identification of the poorest households at local levels is reasonably well done, the distribution of resources across localities is not necessarily commensurate with needs. Figure 12.1: Diverging trends, even in remote areas Poverty trends of Kinh and non-Kinh in the North West and Central Highlands
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There is increasingly good access to these programs by people from ethnic minorities. In 2004, 95 percent of enrolled minority children enjoyed a complete exemption from primary school tuition fees and 60 percent reported an exemption from fees at lower secondary level. In addition, more than half of primary students reported either a complete or partial exemption from school contributions, often the most expensive part of education. Nearly 30 percent had some kind of exemption from school contributions at lower secondary level. Reported exemptions are much higher for ethnic minorities than for Kinh households, indicating that government efforts to promote stronger educational attainment for ethnic minorities are beginning to reach out to target groups. In education, a beneficial impact on the educational attainment of ethnic minority children is already apparent; in health, there is a greater outreach of healthcare cards and health insurance. Yet, ethnic minority children, and especially girls, have lower enrolment rates than Kinh children. Among 15-17 year-olds, ethnic minority girls lag 12 percentage points behind ethnic minority boys. A gap is also evident in the actual use of health services. In 2004, ethnic minority people who sought treatment made on average 2.3 out-patient visits, compared to 3.5 visits for Kinh people. Similar problems arise with agricultural extension programs. Several ethnic minority groups cultivate their land collectively, and depend on the use of forests as commons to sustain their livelihoods. As a result, their needs in terms of agricultural extension services are different.



107



AIMING HIGH



For the majority of the population that is by now out of dire poverty, dealing with risks is becoming an increasingly important concern. Some of those risks affect large groups at once. Natural disasters, disease and price fluctuations represent a growing challenge in the agriculture sector and wider rural economy. Vietnam is prone to a variety of hazards, such as typhoons, floods, drought, pests and diseases, which have severe impacts on agricultural production and people’s livelihoods. More than one million people, on average, need emergency relief each year due to such natural calamities. Many of the affected households are just above the poverty line, and the impact of a flood or typhoon often pushes them back into poverty. Rising market integration increasingly exposes rural producers to market volatility, particularly associated with the fluctuation in the prices of key agricultural commodities. Health shocks are an increasingly important source of vulnerability, especially as the introduction of market forces in the health sector and the availability of modern treatments has made health care less affordable. Out-of-pocket expenditures for health remain progressive, in the sense that wealthier families spend relatively more than poorer ones. But this is mainly because the poor increasingly avoid using modern health care facilities. Securing a sustainable livelihood is especially difficult for PLWD. MOLISA estimates that there are around five million PLWD in the country, and that around 8 percent of households have a disabled person. The death of a breadwinner is another potentially devastating blow. Insurance against poverty in old age is also bound to become increasingly important, as rural-urban migration and the development of nuclear families gradually undermine intra-household support for the elderly. Few Vietnamese households rely on formal insurance or the government for support in dealing with risks. Considerable reliance is placed on the family and other informal sources of support. In 2002, 80 percent of the population received at least some household transfer, largely from domestic sources, with gifts from children accounting for a major source of income for the elderly. Social insurance has been extended from the state sector to the formal private sector, but the outcome is still a dual system. Formal sector workers contribute towards health insurance, old-age pensions, and a series of short-term and long-term benefits. In the case of health insurance, a similar program is available on a voluntary basis for those in the informal sector. Moreover, the Government fully subsidizes the health insurance premium for the poor and ethnic minorities, and plans to subsidize 30 percent of the premium for the near poor. Old-age pensions may be developed along the same lines. The introduction of a voluntary program for the informal sector was decided recently. The financial sustainability of the compulsory pension program covering the formal sector has been strengthened as well. But the design of this program is too distant from the actuarial benchmark, encouraging short contribution spells and the under-declaration of earnings. Whether informal sector workers and farmers participating in the voluntary program will be able to “carry” their contributions with them as the economy formalizes remains unclear. But it is clear that few among the poor and the near-poor will participate in a voluntary pension program in the absence of some substantive subsidization. While some of these challenges concern a distant future, building a modern social insurance system takes time, and this is better done while the population is still overwhelmingly young and healthy, so that it can save for future expenditures. The possibility to secure gainful employment remains one of the most effective ways to cope with risks. Vietnam’s labor market has done relatively well in this respect. Underemployment is common in rural areas, but the proportion of workers relying on wage income has grown rapidly, and has actually been one of the main drivers of poverty reduction. Open unemployment affects mainly urban first-time job seekers with secondary education or more. The process of equitizing and restructuring SOEs is leading to considerable labor retrenchment, given their overstaffing. But an effective social safety net has been in operation since 2002. To date, around 120,000 workers have been retrenched, which cost the budget around US$300
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million; another 120,000 workers will be separated in the next two or three years. Two tracer surveys revealed a reasonably high level of satisfaction among assisted workers. One concern is the inadequacy of this safety net to assist redundant workers in state-owned farms and plantations, which are now up for restructuring. In areas with limited employment and business opportunities, severance pay could be insufficient to sustain the livelihoods of retrenched workers. Over time, the pace of job creation could be hampered by inappropriate labor market regulation. To a large extent rural, and at the early stages of formalization, Vietnam remains a dual country from a labor market perspective. A large majority of the labor force is made of farmers, self-employed and informal sector workers, with no labor regulation applying to them. At the other end, the rigid set of labor market regulations which used to cover the state sector was extended to formal private sector enterprises. The result is a system of wage determination and industrial relations increasingly ill-adapted to a modern market economy. Within the formal sector, several pay determination mechanisms coexist. The government sets the minimum wage, but its level is different for domestic and private enterprises, which is against the national treatment principle WTO. In principle, employers and employees can also negotiate collectively, but current bargaining mechanisms are ineffective, and disagreements over wages and working conditions have resulted in wildcat strikes. In SOEs wages are determined by a relatively rigid grid of coefficients which are applied to the minimum wage for domestic enterprises. SOEs bypass this rigidity through a range of bonuses and benefits which tend to increase with the firms’ profitability. However, due to the equitization process thousands of SOEs have adopted the same corporate governance and wage setting mechanisms as the domestic private sector. And as a result of the Unified Enterprise Law, all the remaining SOEs need to go through this transition over the next four years. Pay in government administration is also determined through a complex set of multiples of the minimum wage applying to the domestic private sector. The PAR program has led to the gradual “decompression” of those multiples, in an effort to better align public sector pay with the alternative earnings of civil servants. But increases in the minimum wage applying to the domestic private sector affect the government salary bill too. Government strategy Poverty reduction remains a top priority of the government of Vietnam for the next five years. The SEDP proposes to “completely eliminate hungry households and substantially reduce poor households by 2010” (p. 75). In addition to rapid economic growth, it aims to “improve access to basic social services of the poor through policies on medical care, education, clean water, housing, residential land, infrastructure for people’s lives; improve people’s participation in the decision-making process of programs and projects, mechanisms and policies on hunger elimination, poverty reduction and reduction of repeated poverty rate[; d]iversify the mobilization of resources for poverty reduction; give priority of investment to communes and districts with high poverty rate in order to make significant changes” (p. 95). Program 135 remains central among the targeted programs for poverty reduction, so as to “basically ensure that all communes have essential public works” (p. 102). There is less clarity in relation to the adjustments that support programs may need in order to address the needs of ethnic minorities. In this respect, the SEDP recommends to “[e]nsure granting land use rights to communities, individuals in ethnic minority areas and mountainous areas [and to c]onsolidate and expand health care services, cultural activities, and information provision to grass-roots units to serve ethnic minorities” (p. 156).
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In relation to risks, the SEDP instructs to “[d]evelop insurance policies for agricultural production and farmers such as social insurance, natural disaster insurance, insurance against risks due to market and price fluctuation” (p. 77). In the same vein, it proposes to “[d]iversify voluntary security networks[; p]ilot test some forms of insurance for crops and livestock or market insurance for farmers [and d]evelop community-based insurance programs for non-official economic sectors, following the principle of group insurance (family at least)” (p. 96). A related priority is to [d]evelop the system of policies and solutions to support PLWD […], the elderly (particularly the solitary elderly without any family support), people infected with toxic chemical, HIV/AIDS, etc.” (p. 96). Great importance is attached by the government to the development of modern social insurance. This is part of a long-term trend, initiated a decade ago. Vietnam Social Insurance (VSI), was established in 1995 as the first specialized agency, taking over the insurance functions of MOLISA. Coverage was extended from Party members, government employees and SOE workers to include non-state enterprises employing 10 persons or more as well as foreign invested enterprises and organizations. In 2003, this agency was merged with the MOH agency that had been administering health insurance. This led to the creation of the Vietnam Social Security (VSS), which is directly under the Prime Minister. In recent years, the coverage of the system has expanded steadily (Figure 12.2). Figure 12.2: A Rapid Expansion of Social Insurance Coverage Pensions
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Note: The total population of Vietnam is about 82 million persons, and there are about 13 million wage earners. Source: VSS.



The government strategy goes beyond expanding coverage, however, as it foresees an unprecedented reform of the system. In relation to health, the objective is to “[e]nsure the implementation of universal medical insurance for all people in the line of diversifying insurance forms[; f]acilitate the choice of any health check and treatment centers by all medical insurance policy holders. The government pays for medical services for the poor people, children under six, and the subsidized, targeted people of social policies, including officials and people in the armed forces through medical insurance” (p. 98). As regards pensions, the objective of the reform is to “gradually introduce the principle of payment based on contribution, improving the effectiveness of the social insurance investment fund to sustain and grow the fund; diversify social insurance forms, introduce voluntary and unemployment insurance to expand the coverage of the social security network to all employees who are not required to make compulsory contribution” (p. 144). Aware of the transition difficulties associated with changes in the formulas governing
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pensions, the SEDP enshrines “the principle that average pension benefits of those retiring before new salary scheme is introduced will correspond proportionately to the average pension benefits of those retiring after the new scheme has been introduced” (p.144). Reliance on universal programs is a key feature of this strategy. In the case of health, there is already a single health insurance program with multiple entry modalities: compulsory in the formal sector, fully subsidized among the poor, and voluntary (with partial subsidization) in between. The approach is not as clear-cut in the case of pensions. However, the first-ever Social Insurance Law, approved by the National Assembly almost at the same time as the SEDP, introduces a voluntary pension program for farmers and workers in the informal sector. This voluntary program is governed by rules which are almost identical to those applying to the formal sector. On the other hand, no subsidized program is foreseen at this stage for the poor (Figure 12.3). Figure 12.3: Towards Universal Social Insurance Programs? Old age Pension Program
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Source: SEDP, Government of Vietnam 2006b and relevant laws and regulations.



The government strategy is less explicit in relation to labor market regulations. The SEDP instructs to “[i]mplement policies to ensure laborers’ interests, particularly their working and living conditions” (p. 82). It says that the “principle of adjusting the overall minimum salary is based on consumption price index and the average earning level in the society” and instructs the government to “[c]ontinue to study and implement the policy of a single minimum salary level for domestic and foreign business sectors” (p. 143). There is no reference to a possible modernization of collective bargaining and dispute resolution mechanisms or to the separation of minimum wage setting from pay raises in government. However, these issues are currently being debated within government, and a thorough revision of the labor code during the next five years cannot be ruled out. Policy reforms This strategy translates into a continued commitment to the direct transfer resources to the poor. One of the most important channels to implement this transfer is the set of rules governing the provincial allocation of the budget, both for recurrent and capital expenditures. The norms in force at present clearly favor the poorest provinces. However, allocations from the provinces to lower levels of government may not be as pro-poor. The reform of provincial planning processes and the strengthening of poverty measurement at the district and commune level will be essential to make progress on this front.
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Some of the targeted programs remain effective at channeling resources to the poor. This is the case, in particular, of Program 135, especially after its recent re-design. Reviews of its previous phase of program 135 revealed gaps in participatory processes and inadequate decentralization resulted sometimes in inappropriate investment decisions. The new phase remains ambitious as regards to the decentralization of responsibilities for investment ownership to commune level, the shift to smaller-scale investments, and the need to introduce enhanced participatory planning and implementation processes. As for HEPR, it will enter a new phase in 2006-2010. The document on its new format is to be released by MOLISA soon, but there is as yet little indication of substantive change. In the specific case of ethnic minorities, the policy measures with the largest potential impact are probably related to land. Introducing more unified control over forest land under the district and commune authorities would better secure the resource base for ethnic communities. It would also permit the establishment of joint management arrangements between communities and forestry authorities. Steps would also be needed to ensure transparency and to monitor equity in the allocation of forest land allocation and product usage rights. Directed policies such as those already in existence for the re-assignment of land (Decree 134) and the exploitation of timber for dwelling construction (MARD Decision 3) are examples of this approach. Employment for ethnic minorities could be created in relation to the conservation and management of areas protected for bio-diversity reasons, including tourism. Ethnic minorities would also benefit from a transformation of public extension services, from a narrow range of production models developed by scientists at research centers towards the promotion of farmer-led adaptation and marketing of higher value products. A special focus is needed on making research and extension more relevant for upland and mountainous areas and more geared towards local needs through the involvement of local ethnic minorities in the development, testing, evaluation and promotion of new agricultural and livestock technologies. Innovative approaches in agricultural insurance may be considered to address the risks associated with natural disasters. An example is an index-based flood insurance, to be piloted in the Mekong Delta in 2007-2009. Agricultural insurance is notoriously prone to moral hazard and adverse selection, but recent innovations with index-based approaches can help to overcome these challenges and offer the possibility of formal, market-based risk-management tools. Depending on the outcome of pilot schemes, actions to develop the legal and institutional framework for new approaches to agricultural insurance may be called for. In social insurance, the design of the pension program needs to be revised so as to bring it closer to actuarial principles. Although the financial sustainability of the program has been strengthened, individual pension benefits are not commensurate with the value of individual contributions. There are wide gaps between men and women, and between public and private sector workers. Moreover, current formulas discourage contributing over many years, and encourage the under-declaration of earnings. The voluntary pension program is going to be in operation during the next five years. Ensuring the “portability” of contributions between the voluntary and the compulsory pension programs will be essential in a context or rapid formalization. But most likely the poor would not be able of affording even the minimum level of contribution to the voluntary scheme. Participation by farmers and informal sector workers would be enhanced if the program was made more attractive, by including insurance against major risks such as sickness, disability and death. But the subsidization of participation by the poor and the near-poor may need to be considered, as in the case of health insurance. Further increasing contribution rates would be a mistake. The social insurance law foresees an increase in those rates to a total of 22 percent by 2010, and there are pressures to
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increase the premium for medical insurance. But labor costs are bound to increase in the coming years. Commitments under WTO will force to raise minimum wages closer to those currently applying to foreign companies. Questionable attempts to broaden the basis for personal income tax will further increase the cost of labor. In this context, a higher contribution rate towards social insurance could act as a break on job creation and formalization, and erode Vietnam’s competitiveness. Any subsidies for the participation of the poor and the near-poor in social insurance programs should come directly from the budget, and be supported by general tax revenue. Fortunately, the rapid pace of poverty reduction in Vietnam would still keep the subsidies affordable and make them temporary in nature, except perhaps for ethnic minorities and other targeted groups. A stronger management of the reserves of the pension system will be needed. Because Vietnam’s population is young, and the number of retirees will be small for a while, the social insurance system is bound to accumulate a considerable volume of reserves during several decades. Moreover, rapid formalization means that the number of contributors will increase much faster than the working-age population. As a result, the reserves of the pension system could be expanding by the equivalent of several percentage points of GDP every year. Managing those reserves in a sound way, transparently reporting on their placement and return will be a considerable challenge. Given the enormous investment needs of Vietnam as it develops, these resources could make a very valuable contribution to economic growth. But the benefits and risks associated with different placements, from public bonds for infrastructure to portfolio investments, need to be assessed carefully. Clear regulations on what VSS can and cannot do with its reserves need to be developed. And the capacity of other Government bodies (as well as that of employees’ and employers’ representatives) to monitor decisions by VSS, and hold it accountable, needs to be strengthened. Introducing a single social insurance number for all targeted benefits and social insurance programs would be an important step towards universalism. At a practical level, this would address some of the difficulties associated with people having the same name, or with names in ethnic minority languages. But a modern information system would have other substantive advantages as well. Many among the poor are currently denied free or subsidized health care for not having proof of coverage, and free or subsidized medical service and other benefits tend to be provided only in the locality where a person is registered. Assessing the demand for health services and their cost requires good records of their use. A track record of contributions should help move pension benefits closer to the actuarial benchmark. A single number should make social insurance contributions more easily “portable” as workers migrate, change jobs and formalize. Registration of the poverty status of the household on an annual basis should make the subsidy component of social insurance programs more manageable. And a link with tax-payer databases would help mitigate lack of compliance by enterprises (figure 12.4). In relation to labor markets, the activation of the unemployment insurance program introduced by the law on social insurance is supposed to happen during this five-year period. In normal circumstances, this program is bound to be costly from an administrative point of view, and have limited impact, simply because most of the unemployed are first-time job seekers for whom the program will be irrelevant. However, activating the unemployment insurance program would be advisable if commitments under WTO resulted in larger job losses than anticipated. In such case, there would be a merit to “grand-father” those retrenched into the program. Regardless of whether the program is activated, a smooth operation of the safety net fund for redundant SOE workers will be needed while the restructuring of the state sector is completed. Of particular concern is the adjustment of the safety net fund to support redundant workers in state-owned plantations and farmers, whose job and business alternatives are very different from those of redundant SOE workers in urban areas.
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Figure 12.4: Towards a Universal Social Insurance Number HOUSEHOLD
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The modernization of labor market regulations will become a priority as the economy modernizes. Transparent criteria will have to guide minimum wage adjustments, taking into account inflation, the enterprises’ ability to pay and the overall macroeconomic situation. Minimum wages for domestic and foreign-invested enterprises will converge only gradually. In order to avoid penalizing job creation where it is most needed for poverty reduction, differentiated minimum wages by regions could be considered, depending on their level of development. A revision of the labor code could also be used to make sure that current regulations on the employment of PLWD in government are respected, while at the same time reconsidering their application to the private sector where they are difficult to enforce. Directions for the reform of collective bargaining are less clear, especially as this reform would touch upon the role of mass organizations and their relationship with floor-level trade unions. One of the most difficult decisions, not yet made, will be to separate public sector pay and benefits from minimum wage setting. At present, minimum wage adjustments affect both the wage bill of the public sector and its liabilities in connection with old-age pensions. But using one policy instrument for several objectives may lead to policy decisions not fully addressing any of those objectives in full. In parallel with these policy developments, a revamping of the system of labor market indicators is needed. The labor force and wage surveys currently conducted by MOLISA with assistance from GSO do not have a nationally representative sampling frame, and focus excessively on large companies and SOEs. Reliable indicators, produced with a relatively high frequency, are needed in relation to economic activity, employment and unemployment, working conditions, earnings and labor relations at the work place.
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Standard indicators of gender equality show Vietnam under a positive light. Girls do as well as boys in access to education and on nutrition. Labor force participation rates are as high for women as they are for men. The gender gap in earnings has declined and the representation of women in the National Assembly is the highest in the East Asia-Pacific region. However, there are two indicators showing women at a clear disadvantage. They refer to paid employment and to formal legal rights on household property. Despite women working as hard as men (or actually harder, once domestic work is taken into account) they account for a smaller share of their households’ cash income and are less likely to have their names on LUCs. It would be surprising if this weaker financial position did not affect their bargaining power within the household. Even for indicators showing gender equality at the national level, important disparities remain. For instance, gender gaps are wider among ethnic minorities than among the Kinh population. And for some issues of concern, such as trafficking, sex work or domestic violence, there are simply no reliable indicators. The legal framework to support gender equality is gradually being completed. Effective implementation, rather than further regulation, is the main priority for the next few years. Lack of effective monitoring systems will be one of the main obstacles. Information campaigns and mobilization might to some extent help change attitudes. But there is also a need to learn from the experience of the provinces which have been most successful in terms of gender equality, be it by issuing more property rights under the names of both spouses or by having a larger share of women in decision-making positions. There is also a need for more policy-oriented analytical work; for instance, to better assess and expose domestic violence, or to determine whether provincial differences in gender ratios at birth are significant and are in any way related to sex-related abortions. Development challenges On most standard indicators of gender equality, Vietnam fares well when set against other countries of comparable per capita income. There is no evidence of a gender gap in enrolment in primary or secondary schooling. Girls are, on average, as well-nourished as boys. Women are economically active, boasting one of the highest labor force participation rates in the world. They are also politically active, as Vietnam has the highest percentage of women in the national parliament in the entire Asia-Pacific region. In two important areas, however, indicators are less impressive. While both men and women are moving into wage employment, women are well behind. Outside of agriculture, they are found more often in self-employment (26 percent of working women compared to 19 percent of working men) and less often in paid work (26 versus 41 percent respectively). Women who do participate in wage labor tend to be concentrated into less prestigious occupations and into relatively lower positions in the occupational hierarchy. For those in paid work, the gender gap in earnings has narrowed. In 1998, women earned on average 22 percent less than men, after correcting for the effects of education and work experience. By 2004 the gender gap in earnings had narrowed to 15 percent. However, there are wide variations between sectors of activity and types of employment. As in other countries, gaps
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are larger in the private sector than in the public sector. And they are largest for skilled manual laborers, reflecting the different types of industry jobs in which men and women are engaged. Asset ownership is the other standard indicator somewhat tarnishing the image of gender equality in Vietnam. The Land Law requires that the names of both husband and wife be registered on LUCs. But this regulation has only been applied to certificates issued after the Land Law was passed. Barely more than a third of households have either a woman’s name or the names of both spouses on at least one of their certificates for agricultural land. The proportion is slightly higher, about two fifths, in the case of residential land certificates. There are important differences across provinces in this respect (Table 13.1). Lack of formal land tenure is particularly a problem for ethnic women, who are less likely to have LUCs registered in their name. Four of the five worst-performing provinces in terms of equality of land rights have large ethnic minority populations. And 79 percent of ethnic minority households have only male holders of LUCs for agricultural land. Table 13.1: Gender Equality in Asset Ownership LUCs under the name of a woman or both spouses (Percent of rural households) Agricultural land Best performers



Residential land Best performers



Khanh Hoa



83.0



Khanh Hoa



78.2



Thua Thien- Hue



69.6



Thua Thien-Hue



75.3



Dak Nong



58.9



Danang city



72.1



Ca Mau



57.5



Ho Chi Minh City



71.7



Binh Dinh



56.3



Hanoi City



65.5



Worst performers



Worst performers



Hau Giang



14.7



Bac Giang



19.0



Kon Tum



14.3



Ha Giang



19.0



Thai Nguyen



14.1



Hau Giang



18.5



Hoa Binh



11.6



Son La



17.5



Son La



6.3



Kon Tum



16.9



Source: Based on VHLSS 2004.



Securing tenure is important for women in rural areas, as their livelihoods are tied to land. In urban areas, LUCs are often prerequisites for obtaining credit and developing a small business. As more women migrate for work, the lack of formal property rights makes them more vulnerable to losing their land. Gaps in relation to these two indicators, wage employment and asset ownership, are also relevant in relation to women’s bargaining power at home. It can be hypothesized that control over cash earnings and property gives more clout in relation to households decisions. In Vietnam,
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women work as much as men, or more if domestic work is counted (Table 13.2). Yet, they account for a smaller share of the monetary earnings of the household, and are less likely to have legal rights over assets that were often acquired thanks to their effort. Reducing these gaps could contribute to empowering women within their households. Table 13.2: Time Devoted to Housework Men
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Age group



None (percent)



Mean daily hours



None (percent)



Mean daily hours



6-10



80.7



1.4



77.1



1.4



11-14



53.7



1.4



41.4



1.6



15-17



42.4



1.5



22.3



1.7



18-24



52.2



1.5



23.7



2.0



25-34



40.8



1.6



7.1



2.4



35-44



31.1



1.6



4.0



2.4



45-54



33.0



1.6



4.0



2.4



55-64



30.3



1.8



5.3



2.6



65 and +



44.2



1.7



31.9



2.2



Total



45.4



1.6



21.9



2.2



Source: Based on VHLSS 2004.



Even in areas where indicators suggest a gender balance at the aggregate level, pockets of inequality remain. The educational attainment of ethnic minority girls is not only lower than that of Kinh children: it is also lower than that of ethnic minority boys. Ethnic minority women are also less engaged in wage labor than their Kinh counterparts and are even less likely than Kinh women to have formal land title. Studies on women who migrate for work suggest that they are disadvantaged in terms of their living conditions and labor standards, especially in the case of those who have informal sector jobs or engage in domestic work. For some of the most worrying and intractable issues, data are simply not available. Trafficking, commercial sex work, domestic violence and gender-based violence more broadly fall in this category. In fact, there is not even adequate research on the kind of instruments that researchers and policy makers could rely upon to address these issues. Thus, while domestic violence is said to be a serious concern in Vietnam, it would be difficult to go beyond anecdotal evidence to substantiate this claim. Government strategy The SEDP clearly recognizes these challenges. “Despite great advances in gender equality”, it acknowledges, “gaps still exist in getting access to basic social services and opportunities to education and health care. Early marriage, sexual discrimination and
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maltreatment against women, sexual abuse of girls, prostitution, trafficking of women and children, etc. – social problems and violations to women’s right to equality and dignity – have not been effectively settled” (p. 53). The government strategy to promote gender equality is set out in several documents, in addition to the SEDP. The National Strategy for the Advancement of Women to 2010, developed by the Women’s Union and the National Committee for the Advancement of Women (NCFAW) and approved by the Prime Minister, is supported by a five-year action plan, which identifies priorities related to gender equality in Vietnam. The SEDP itself integrates gender equality considerations and indicators into areas such as agriculture, employment, environmental management, health and education. The SEDP spells out several goals related to gender equality. They include “improving the quality of the spiritual and material lives of women and creating favorable conditions for efficiently ensuring the basic rights of women and bringing into play their role in the political, economic, cultural and social fields” (pp. 103-104). The SEDP also refers to the need to “[e]xecute the regulation on entering names of both husband and wife in the LUCs” (p. 154) and to “increase [women’s] roles in local decision-making” (p. 104). Policy reforms The recently approved Law on Gender Equality provides leverage for addressing some of the most pressing issues. The law redresses gender disparities in existing legal documents, calls for gender mainstreaming in public administration and legislates for the inclusion of temporary measures, such as targets and quotas for women' s participation in decision making. The law goes beyond standard policy instruments, to provide potential entry points for addressing attitudes, behaviors and norms. By focusing on both the public and private spheres, it could help address the hidden forms of discrimination. Meanwhile, the proposed Law on Domestic Violence Prevention and Control provides an opportunity to address a problem that is believed to be widespread. With these two laws in place, the overall policy and legal framework to promote gender equality will have broadly taken shape in Vietnam. Admittedly, important issues such as sexual harassment or the condition of migrant women fall out of the realm of these laws. But the challenge for the next five years lies more in the implementation of national policies and international commitments than in the adoption of new policies and regulations. Ensuring that formal equality is transformed into reality in women’s everyday lives will require some changes in systems, institutions and, especially, attitudes. One of the bottlenecks that could undermine the impact of these laws is the absence of effective enforcement mechanisms. There is no accountability mechanism in place for monitoring gender issues, and the Law on Gender Equality lacks detail in relation to sanctions. Effective enforcement would also require greater public awareness and the engagement of men as supporters and users of the law. Another bottleneck concerns the institutional arrangements for implementing government commitments to gender equality. Existing arrangements lack influence, resources and creativity. For the implementation of the Law on Gender Equality, two options are under consideration. The first involves the establishment of a specialised agency. The second option sees the responsibility resting within current institutional structures, dominated by the NCFAW. Whichever option is chosen, human and financial resources will be needed to implement the new
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mandates and to monitor progress. Those resource requirements should be identified with adequate detail in the implementing guidelines. Beyond the two laws, government action will be needed to redress persistent inequalities and protect the most vulnerable groups. For instance, mainstream programs may have to be reoriented so that they reach women and girls more effectively; especially those at risk. More analytical work and the development of sound data will be needed to better assess and contain gender-based violence. Addressing indirect discrimination at work and at home will also require attention. Building the capacity to conduct reliable policy-oriented analysis in these areas is an important priority for the next five years. An important concern is whether the generalization of scanning technology is leading to sex-selective abortions. This has been a matter of debate recently, and the available data are not conclusive. The population census of 1999 shows a slightly different picture of provincial sex ratios at birth depending on the sample used (Table 13.3). There are no strong indications of a gender bias in the full sample. However, with the 3 percent sample, there appears to be an abnormally high sex ratio in four Mekong Delta provinces and one province in the Central Highland. However, a number of provinces also display low male ratios at birth. And even if an abnormally high male ratio at birth was found, there would be a need to understand whether it results from sex-selective abortions. For instance, a high prevalence of Hepatitis B has been identified as a potentially important explanation of the mystery of “missing women”. Table 13.3: Male Ratios at Birth for Selected Provinces Census data Province



3 percent



All



An Giang



High



Average



Kien Giang



High



Average



Soc Trang



High



Average



Kon Tum



High



Average



Tra Vinh



High



Average



Ninh Binh



Average



High



Hoa Binh



Average



Low



L ng Son



Average



Low



Quang Binh



Average



Low



Son La



Average



Low



Cao Bang



Average



Low



Quang Ngai



Low



Average



Bac Ninh



Low



Average



Source: GSO 2001.



One way in which Government might seek to influence the position and bargaining power of women within the household is by enhancing women’s economic rights. Ensuring that
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discriminatory behavior is sanctioned and providing more opportunities to build skills could boost women’s participation in wage employment. Promoting women’s economic empowerment also requires the issuance of LUCs in the names of both spouses. Given the wide difference in performance between provinces in this respect, one potential approach would be to examine how the more successful ones have approached re-titling and to encourage others to adopt similar practices, focusing efforts on the provinces trailing furthest behind. There is also a need for measures promoting the participation of women in leadership. Increasing the number of women in senior decision-making positions and equipping them with the skills to be influential could be considered. While Vietnam performs well in terms of representation of women in the National Assembly, participation in other national-level bodies is less strong. There are no women members of the Politburo, for example. And the representation of women declines with levels of administration. On average, about one quarter of provincial People’s Councils members are women, declining to one fifth at commune level. Interestingly, there is considerable provincial variation in the representation of women in decision-making bodies. Some provinces, particularly in the Mekong Delta and the South Central Coast, are well below national averages (Table 13.4). Provinces in the Mekong Delta also have fewer female vice-chairs in their People’s Committee than the national average: the ratio is about 10 percent, compared to 23 percent for the country as a whole. This is not necessarily a reflection of poverty. Tuyen Quang is among the top five performers at provincial, district and commune level, despite being a relatively poor province. It could be worth understanding the factors that explain the good performance of provinces such as Tuyen Quang and assess whether those factors can be replicated elsewhere. Table 13.4: Representation of Women in People’s Councils People's Councils deputies, 2004-2009 Province



Percen t



Best performers



District



Percent



Best performers



Commune



Percent



Best performers



Tuyen Quang



39



Tuyen Quang



35



Ho Chi Minh City



31



Yen Bai



34



Hanoi



32



Hanoi



30



Kon Tum



34



Yen Bai



31



Tuyen Quang



27



Ha Tay



33



Lao Cai



29



Phu Th



24



Bac Ninh



33



Hung Yen



28



Lai Chau



24



Worst performers



Worst performers



Worst performers



Long An



14



Long An



15



Long An



14



An Giang



14



Tra Vinh



15



Tra Vinh



13



Tra Vinh



14



Vinh Long



14



Hau Giang



12



Hai Phong



11



Ben Tre



13



Soc Trang



12



Vinh Long



8



Hau Giang



11



Hai Phong



1



Source: GSO & NCFAW 2005.
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14.



LAND AND FORESTS



A relatively egalitarian distribution of agricultural land to rural households has been followed by the titling of most of it. But there has been less progress in the issuance of LUCs for urban and forest land. And there are clear weaknesses in land administration, from incomplete cadastral maps to lack of transparency in land policy execution to corruption. Effective guidelines are needed on land-use planning and conversion, land acquisition and resettlement, and land valuation. The process should be accompanied by the update and maintenance of land records and registration of land transactions. In the highlands, the expansion of forest coverage can be considered a success, but quality remains an issue. The productivity of forests is low, and the living standards of the local populations who depend on them even more so. Low productivity is due to slow progress in the transformation of the forest sector towards the market economy, as well as limited experience and capacities in forest management. State Forestry Enterprises (SFEs) need to become either commercially viable wood businesses or effective public service entities. In the process, unused forest land should be allocated to household, local communities and the private sector. The development of community-based LUCs would be an important step towards addressing customary practice among ethnic minorities. Development challenges With around 0.4 hectares of total land and only 0.1 hectare of agricultural land per person, Vietnam has one the highest population pressures on land in the world. Rapid economic growth adds to the pressure, affecting the country’s natural resource base in a variety of ways. Land and forests have long sustained agriculture in general and the livelihoods of poor people in particular. But these critical resources are fragile owing to the country’s rugged terrain, unequal patterns of resource access and control and not always sustainable management practices. Increasing market orientation demands a clearer distinction between public utility and profit orientation roles, identifying when these roles conflict and when they complement each other. Heavier and more diverse claims on natural resources calls for increased attention to the way these resources are allocated, managed and utilized. Land relations underlie the very fabric of Vietnam’s economy and society. Even quite subtle differences in land access and tenure security can play a primary role in shaping economic opportunities and people’s livelihood strategies across all sectors, from urban enterprises to remote forest communities. The allocation of agricultural land to rural households in the early doi moi period was relatively egalitarian, and this pattern has extended to the subsequent titling process. The rapid increase in the number of LUCs granted has also made land tenure increasingly more secure. For agricultural land, LUCs had been issued for nearly 76 percent of all plots as of 2004, compared with 42 percent in 1998. For urban land, the corresponding figures were 68 percent and 34 percent respectively. As of 2004, 18 percent of agricultural land titles were in the name of women, and an additional 12 percent had the names of both spouses on them. A more fundamental challenge to land relations in Vietnam is the weakness of land administration. Rigidities and inefficiencies in the existing management framework affect not
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only land access and availability, but also constrain evolving land markets, the development of the private sector, and public finance. Cadastral maps are incomplete and inaccurate and land records are not updated using information on land uses and titles, making it difficult to conduct land transactions or to use LUCs as collateral. The land market is very active by now, particularly in urban areas, but it operates largely outside the formal system. LUCs are not really mortgaged, but rather retained by banks in their vaults, to ensure that they are not used as guarantees for multiple loans. The lack of transparency in land policy execution also results in mismanagement and graft. Existing studies on corruption in Vietnam put land administration agencies among the most prone to request unofficial payments. Administrative shortcomings of this sort may explain the slow development of land markets in agriculture. In 2004, 10.7 percent of rural households had rented-in land, compared with 7.9 percent in 1998. Only 2.7 percent of them reported that they had sold land. These figures may have increased recently, because 2004 was the first year of application of the new Land Law. But other constraints to agricultural efficiency remain. High levels of fragmentation of farm landholdings, particularly in the North, and restrictions on the conversion of land-use purposes within agriculture, also contribute to slow productivity growth. In the highlands, the expansion of forest coverage can be considered a success, as it increased from 28 percent of Vietnam’s total land area in 1998 to about 37 percent in 2005. This remarkable outcome is partly due to the Five Million Hectare program. But quality, whether measured in terms of canopy cover or wood volume, remains problematic. About 18 percent of the total area is plantations. Of the natural forests, over two-thirds are considered low quality or regenerating. While the share of rich and closed-canopy forests was only about 4.6 percent in 2004, it did record an increase from 3.4 percent in 2000. Efforts to stabilize the area under mangrove forests appear to be bearing results. While Vietnam’s forests cover more than one third of the national territory, they only contribute 3 percent of GDP. In a context where the furniture sector is booming, forests are unable to meet the economy’s total demand for wood and other forest products. And the people traditionally living in those areas have failed to capitalize on the economic potential that forest resources offer. Since 1993, both the highest rates of poverty incidence and the deepest poverty gaps have been associated with upland forest areas. These stark contrasts can be explained primarily by the slow progress in the transformation of the forest sector towards the market economy. SFEs still control 40 percent of the 11 million hectares of land classified as forested. Only about one quarter of the total area of production and protection forest nationwide has been allocated to households (see Table 14.1). The share is lowest in the Central Highlands, where only 2 percent of forest land had been allocated to households by 2003, according to administrative records. This is confirmed by the 2004 household survey, which reveals that only 3 percent of households in that region have longterm use rights to forestry land. Moreover, the “forest land” allocated to households is often bare. The result has been that many local people, mainly ethnic minorities, do not have opportunities to access forest resources even in areas where there are few other livelihood opportunities. A subsequent decree on the restructuring of SFEs provided criteria for their transformation into either commercially viable wood businesses or effective public service entities, in particular for forest protection. In the process, LUCs for remaining underused land and scattered forest land were to be transferred to households, communities and other users, including private sector enterprises. But the implementation of this Decree has been hampered by lack of clarity on exact forest boundaries. The Five Million Hectare program also leads to distorted incentives, as it links funding to SFEs to the area of protection forest land they control. Even when forest land is returned to local authorities, it is not always handed over to local
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communities. In addition, the priority given in the decree to reassigning land to former employees may be to the detriment of local ethnic minority communities. This is a particular concern in the uplands of the North Central Coast and Central Highlands, where ethnic minority communities reside within the land area of SFEs but were not in the past employed or contracted by them. Table 14.1: Forest Land Allocated to Households Region



Total forest land (000 ha)
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Source: TECOS using the Ministry of Natural Resources and the Environment (MONRE) data, 2006.



Government strategy Against this background, the Government’s objectives and strategy are to administer and utilize land resources more effectively and transparently by modernizing land administration, completing land allocation and the issuance of LUCs, and adopting more effective land management practices. The completion of land allocation and issuance of LUCs for households, communities and organizations is a high priority in urban and mountainous areas, where progress has been slow. The SEDP especially emphasizes the need to “[w]ell perform the allocation of land and forest to individuals, households and organizations in ethnic and mountainous areas, especially to households of ethnic minorities” (p. 102). The development of a modern land administration system is seen as the basis for more effective and transparent land use, eventually leading to efficient land and property markets. In practice, this requires to “[c]omplete the system of cadastral maps to serve the development of cadastral records and land information system, develop specialized maps and underground works maps” (p. 107). The enhancement of forest sustainability and biodiversity is another important priority. Following the promulgation of the Law on Forest Protection and Development, in late 2004, the government’s objective is a fundamental reform of the forest sector. This entails strengthening the linkages between the protection and economic production functions that forests provide, placing greater emphasis on people’s ownership and participation. The effectiveness of the Five
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Million Hectare Program is to be increased through multi-purpose forestation, to meet both wood production and environmental protection needs. Policy reforms A national program for the modernization of land administration is expected to be adopted soon. The 2003 Land Law provided a comprehensive, unified legal and institutional framework. But a follow-up program is needed to develop associated regulations the accompanying implementation capacity. This program needs to go beyond the current approach which involves heavy administrative control, such as restrictions on land ceilings and rigid, predetermined land-use purposes. Specific guidelines are needed to enhance transparency and public participation in land-use planning, conversion and land valuation. The establishment of a marine cadastre might be considered as well, to address growing pressures from construction and aquaculture. For land administration to be effective, however, the existing structure needs to be fundamentally transformed, so as to make it more transparent and service-oriented. Despite efforts to streamline land management under the 2003 Land Law and subsequent implementation guidelines, the processes of land-use planning and conversion, land acquisition and resettlement, and land valuation, compensation and taxation all remain inconsistent and cumbersome. Addressing these shortcomings will require the streamlining of working procedures within the institutions involved. For example, the current separation of ownership certificates for buildings from those for the land on which they stand makes little economic sense. Having the overseeing functions on these two certificates in charge of two separate government agencies (MONRE and the Ministry of Construction (MOC)) duplicates effort, fosters wastage and limits transparency. Measures will also be needed to reduce the scope for corruption. Systematic reliance on public auctions for the allocation of valuable plots of land should be one of them. The modernization of land administration will have to be accompanied by the continuous updating and maintenance of land records and registration of land transactions. But this raises several policy issues. Among them is the cost of replacing a very large number of existing LUCs issued in the husband’s name alone with new certificates issued in the joint names of both spouses. Another difficult challenge concerns the issuance of community-based certificates, to address customary practice while providing tenure security and flexibility in land management. In this respect, accomplishing the requisite preparatory steps is more important than moving too hastily to complete the titling process. Such steps include, for example, identifying those tracts of land over which customary titling might be considered appropriate and engaging in an inclusive consultation to ensure sound social foundations for the approach to be used. It would be desirable for customary land titles to be inalienable. As current land-use projections and plans are poorly aligned and their objectives often unclear, an important policy reform would be the promulgation of new guidelines on land use planning. Building on the valuable experience gained so far through pilot projects, the guidelines should introduce bottom-up approaches, assigning proactive roles to all stakeholders, including local communities and the private sector. They should also revisit the current land-use methodology, replacing it by a more strategic and analytical approach to planning. Similar steps could be taken concerning the guidelines for land allocation, conversion, consolidation, valuation and compensation. A new national forest strategy has been prepared to institutionalize the sector’s new vision, strategic orientation, and institutional roles over the next 15 years. This strategy
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comprises five intervention areas: the reform of forestry institutions, sustainable forest management, forest-products processing and trade, forest protection, and research and capacity building. Its goals are to strengthen the linkages between the protective and economic functions of forests, to promote local people’s ownership, to foster vertical integration and to rely more widely on market principles. This strategy will need to be supported by the elaboration of sound financing and resource mobilization mechanisms. The roles and responsibilities of the institutions involved will need to be clarified, leading to a realignment of public service providers and an improved quality of forest investments. It will also be important to complete the reclassification of forests and the assessment and inventory of biodiversity. The Five Million Hectare Program is expected to end by 2010, but it could also be reviewed and amended so as to improve its effectiveness. A better balance is needed among forest protection, multi-purpose forestation, and farmers’ incentives. Public control over forest resources should be refocused only on the most important special-use forests. The remaining forests and forest land should be allocated mainly to households, communities and the private sector. The revised program should pay especial attention to disadvantaged communes and be integrated with other national programs targeting the same localities. The issue of forest allocation and rental is another critical but currently missing building block for the effective implementation of the 2004 Law on Forest Protection and Development and the 2003 Land Law. Regulatory tools are needed to improve the connections and consistency among forest protection, economic production, local people’s livelihoods, and forest and forestland allocation. These regulatory tools should promote the informed participation of all stakeholders, adhering to sound economic principles and recognizing customary practices as appropriate.
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Vietnam is well endowed with water resources, but meeting the often conflicting demands of urban and rural areas is proving increasingly difficult. The different water needs of hydropower generation and irrigation, upstream and downstream, often clash during the dry season. Pollution from untreated water and solid wastes in fast growing industrial and human settlement centers is also affecting the quality of water sources. And a series of water-related risks, from typhoons to droughts, are taking a heavy toll on the poor. Addressing these challenges will require a combination of market mechanisms and appropriate development policies. Currently, water resources are managed in an administrative manner, with investments funded from the budget and little encouragement to efficient water use. Adequate pricing of water use and wastewater disposal are needed to better reflect their cost. These price mechanisms, together with the development of a market for water licenses, should also help defray the operation and maintenance costs of water suppliers, and perhaps even some of their investment costs. But active development policies are needed as well. A better coordination across administrative boundaries is essential for effective river basin management. Specific plans, reconciling protection and development, should be adopted for the most important river basins and the most endangered water sources. Appropriate funding should be provided for the institutions in charge, as well as for key investments, which have the nature of a public good. Government intervention will also be needed in order to meet the MDGs related to water and sanitation. And an appropriate strategy is required to handle natural disasters and support the development of market-based risk management instruments, such as flood insurance. Development challenges Demand for water is growing rapidly (Figure 15.1). It goes without saying: water is one of the most valuable resources for people’s livelihood and a key input for economic activity. And Vietnam is not at a disadvantage in this respect, as it is usually considered an “average” country in terms of its water resources. However, there are also a series of potentially destabilizing factors to take into account. First, about 60 percent of all water resources come from neighboring countries. Second, resources are unevenly distributed across regions, between rainy and dry seasons, and by year. Finally, the resource base is faced with potentially important degradation because of ongoing global climate changes. By one estimate, the country’s surface water could shrink by one seventh by the end of this century. This growing demand for water is increasingly unmet in Vietnam, especially in the dry season. Competing uses often conflict, especially in large urban and industrial areas, in the country’s more dynamic regions. The main problem is not the insufficiency of water resources, however. Unmet demand results from the fragmentation of the sector, which is reflected in an ineffective allocation, management and utilization of water resources. The mushrooming development of hydropower plants upstream also matters, as the use of water over time is different for agriculture and for electricity generation.
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Figure 15.1: A Growing Demand for Water Source: MARD (2005). 109 M3 140 120 100
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An incomplete legal and institutional setting, coupled with inappropriate incentives, underlies the difficulties in meeting water demand. At present, Vietnam lacks a complete and consistent system of regulatory tools on financial rights and obligations in water exploitation and provision and utilization of water services and their enforcement. As a result, almost all investment and maintenance costs for water resource management and use are funded from the state budget. Meanwhile, the quality of both surface and underground water is worsening, especially in major industrial zones and urban centers, as well as downstream. Increasingly, it is also deteriorating as a result of craft village activities. Despite considerable progress, access to water services, including irrigation, clean water supply, sewerage and sanitation, is still limited and inequitable, particularly in rural areas. This threatens the achievement of the VDGs and other targets related to rural sanitation. Water-related disasters, such as typhoons, floods and droughts, expose a large number of people to excessive risk. It is difficult for local communities to pool resources against this kind of risk, because mostly everybody is likely to be affected. At present, the government plays the role of an insurer, by providing emergency relief. Communities in areas more vulnerable to these shocks are supposed to contribute a fraction of their budget to a common pool of resources, through a mechanism that resembles a community premium for insurance against natural disasters. However, this approach only works for large shocks, such as typhoons, not for more fluctuations in water availability, such as “normal” droughts. Appropriately addressing risks of this sort would require the adoption of new approaches to risk sharing. Government strategy Satisfying the growing and competing demands for water requires action on several fronts. The SEDP states as its overarching objective to “[r]easonably exploit, preserve and economically and effectively utilize […] water to meet the demand of economic growth, poverty
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reduction and sustainable development” (p. 106). While referring often to the development of infrastructure networks for irrigation, the SEDP also recognizes the importance of a more effective and sustainable management of water resources at all levels, from protection to allocation to utilization. In particular, the SEDP is clear on the need to “[e]xpand cooperation with countries in the region to manage natural resources along the river basins" (p. 113). The strategy also includes a more effective management of water-related risks. The SEDP stresses the need to “[i]Improve the prevention capacity and mitigate averse effects of natural disasters and negative climate changes on the environment; provide effective support and resolution of environmental incidence caused by natural disasters. Manage exploitation and utilization of natural resources, especially [...] water […;] ensure a high level of eco-balance; preserve the nature and biodiversity” (p. 108). The specifics are provided by the National Water Resources Strategy: Towards the Year 2020, which was approved by the Prime Minister shortly before the completion of SEDP. This document represents a critical step in establishing a comprehensive policy framework for sustainable management and utilization of water resources. For the first time, a vision for this area is articulated, with an associated set principles, tasks and implementation measures. The strategy lists 18 priority areas for action, allocating responsibility to various ministries over the period 2006-2010. More fundamentally, the National Water Resources Strategy entails a fundamental transformation in water-related management and financing methods. The recognition of water as an economic good implies greater reliance on incentives, in replacement of current administrative methods. The strategy complements well the Decree on Water Licensing, which had been issued in 2004. This decree represents the single most important tool to date in relation to integrated water resource management, river basin planning and other initiatives. It sets up the legal foundation for individuals and organizations to exploit and use water. In particular, it spells out the legal rights to discharge wastewater in specific locations, for specific purposes and under specific conditions. Important institutional gaps remain, however, especially in relation to integrated water management. The ecological links between management and development of water, waste and land and not sufficiently addressed either. Policy reforms Ensuring adequate and sustainable supply of water requires a better balance between protection and development. To achieve this balance, cooperation across sectors and among provinces needs to be enhanced through improvements to the legal and institutional frameworks. A first practical step in this direction is to issue the long-delayed Decree on Integrated River Basin Management. This decree should adopt the principle that water and land development need to be considered together, on the basis of river basins rather than administrative borders, with a greater attention to the environment. The decree should also encourage the participation of all stakeholders, including government, businesses and civil society, respecting the principles of government subsidiarity and decentralization. The decree on Integrated River Basin Management should help to handle short-term gaps, while the competing water demand from various sectors is assessed. Such assessment is needed to reconcile the needs of irrigation, industry, power generation, transport, fisheries and tourism, among others, in a way that protects the environment. In practice, the highly diverse regimes of
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each water source have to be taken into account, and the differences in the value of competing water uses quantified. In the same spirit, environmental impact assessments should be conducted for hydropower projects. In the long term, River Basin Organizations (RBO) will be needed to bring a necessary geographical focus and promote linkages among the 18 priority areas identified by the National Water Resources Strategy. RBOs will be in charge of preparing and adopting plans for nine priority river basins with competing interests or conflicts over access to water, especially in the dry season. The priority river basins concern Dong Nai River, the Red River (at sub-basin level), Ma River, Ba River, Sre Pok, Tra Khuc River, Kone-Ha Thanh River, Cai-Phan Rang River and the Huong River. Programs for protecting water quality and aquatic ecosystems will also be needed for four priority river basins and water sources. These are the Day/Nhue River, Dong Nai River, the Huong River, and Cau Hai lagoon. These basins and water sources are currently faced with pollution from untreated water and solid wastes in fast growing industrial and human settlement centers. Most of them are experiencing a rapid degradation of their water quality and their aquatic ecosystems are becoming fragile. Setting monitorable objectives and defining prioritized measures for the protection and preservation of endangered water quality and aquatic ecosystems should be the first priority in this respect. Together with the comprehensive framework and strengthened policy coordination role of the National Water Resources Council, RBOs and their plans should help promote closer cooperation and collaboration within the sector. A draft decree on river basin organization and management has been prepared by MONRE and is under consultation within government. Given the importance of the decree and the complexity of the issues it deals with, a broader consultation would help in improving the quality of the draft. Moreover, there will be considerable technical assistance requirements to set up the RBOs and prepare river basin plans. These plans should be linked to the National Strategy for Integrated Coastal Zones currently under preparation and its associated priority investments. Better bilateral and regional cooperation would also help protect and use water resources across national borders. While Vietnam is downstream of most countries in the region, it is also upstream of Cambodia, in relation to the Sesan and Serepok river systems. It therefore needs to engage with its neighbors both as a receiver and as a provider of water resources. In the longer term, the existing Law on Water Resources needs to be revised, to rationalize the overall legal and institutional framework for activities that exploit and use water, or impact on water resources, across all sectors and stakeholders. Currently, there are hundreds of legal documents related to water development and management, to water protection, and to the management and use of water environments. Many of these contain ambiguous or conflicting principles, processes, and implementing actions. Following a comprehensive review of water management functions under the banner of the NWRC, the revision of the Law on Water Resources should also clarify and rationalize the roles of various levels of government, coordinating bodies and businesses in the management of water resources and the provision of water-related services. Policy making, water resource management planning, water allocation and licensing, resource monitoring, enforcement, and conflict resolution must be strengthened. And the separation of state water resource management functions from water service functions that began with the creation of MONRE needs to be completed. The revision of the Law on Water Resources will require the amendment of other legal documents, including the Land Law and the Law on Environmental Protection. It will also entail
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changes in various legal documents relating to water resource development, flood and other water disaster management, water transportation, fisheries management, wetland management, mineral extraction, and even forestry management. However, there is also a strong need for implementation guidance. MONRE should collaborate with the concerned agencies to develop a monitorable action plan to make the law operational. Effective and sustainable utilization of water resources will not be achieved without appropriate economic tools, generating the right incentives. Legislation on the pricing of water resources is needed to regulate water use fees and penalties and support the development of market for water licenses. Adequate pricing will provide information on the cost of water resources or the water services, thus encouraging a more responsible use. It will also provide the resources to achieve greater cost recovery in operation and maintenance and perhaps support the development of new investment in publicly financed water and sanitation infrastructure. In parallel, the prices applying to irrigation and drainage will need to be revised on a selective basis, to encourage more efficient use of water in agriculture, especially in the water constrained regions and seasons. This revision should help create conditions for the financial sustainability of Irrigation Management Companies (IMCs). In the medium term, stronger water financing and investment policies will be needed for the areas where economic incentives alone will fail to deliver. Particular attention will need to be devoted to financing river-basin level institutions and investments, as the bottom-up aspects of the management of water resources are a public good. Sources for this financing can include government water resource fees, fees for bulk water delivered to water service providers (such as water supply companies in urban areas), wastewater discharge fees, penalties for discharges outside of legal parameters and grants from the national level to the river basin institutions and local authorities concerned. Substantive investments and improved approaches will also be needed to achieve the VDGs on urban sanitation, and the MDGs on both rural and urban sanitation. In this respect, the government has embarked on the formulation of plans for development of a comprehensive Unified Sanitation Sector Strategy and Action Plan. There are high hopes in relation to this crosssectoral framework. But a new approach to rural sanitation will need to be adopted in order to encourage greater participation of communes and businesses. Other actions to undertake in the coming years refer to the management of water-related risks. A National Strategy for Natural Hazards Mitigation is currently under preparation. It should provide the legal framework for the development of market-based risk management instruments, such as flood-index agricultural insurance.
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Vietnam’s rapid economic growth has come at a price for the environment. The last few years have seen a rapid deterioration of the quality of surface water, air, marine and forest resources; they have also put biodiversity under threat. If current trends continue, the sustainability of economic growth could be at risk, with the poor and vulnerable suffering most. The government is clearly committed to protecting the environment, which is now considered one of its main goals, alongside more traditional economic and social objectives. And the legal framework for environmental protection has improved over time. But this has not yet led to substantial results on the ground. The government strategy involves efforts on three fronts. First, it seeks to mainstream environmental issues in planning processes, especially through strategic environmental assessments (SEAs), at the sector level. Second it relies on the development of economic and administrative tools for pollution control, such as the recently introduced wastewater fees, as well as penalties for non-compliance. And third, it tries to avoid a decline in bio-diversity through the expansion of protected areas. But for these efforts to succeed, further policy reforms are needed. The preparation of SAEs has to be conducted earlier in the planning process, so that they can influence master plans and sectoral plans. Pollution fees need to be introduced for a range of activities, beyond wastewater, and the mechanisms to enforce them have to be strengthened. More resources are needed for the management boards in charge of protected areas, which should focus on key endangered species and habitats rather than on expanding the surface they cover. Beyond these three lines of action, mechanisms should be introduced to facilitate the access to carbon finance for “green” projects. And a more systematic effort to monitor environmental outcomes is needed to implement the sustainable development agenda. Development Challenges Vietnam’s environment is under threat, with many of its elements being degraded rapidly. Pressures come from various fronts, including fast economic growth and the associated industrialization, the expansion of transport networks, energy consumption and the increased exploitation of natural resources. The effects of major hazards, such as typhoons, are often exacerbated by the environmental destruction caused by human activity, for instance by the clearance of the mangroves and coral reefs that protect the shoreline. Environmental degradation takes a heavy toll on the poor and the vulnerable, as it is often they who see their health or livelihoods more directly threatened. At present, it is not even clear that Vietnam will be able to achieve the MDG target on environmental sustainability. Awareness about the importance of the environment is growing, but setting up the policies and instruments to contain the degradation is not an easy task. As Vietnam continues to develop, it will have to find ways to better protect its marine and coastal resources, the quality of its surface water, its air and forests, and its high levels of biodiversity. While many measures have been adopted, there are as yet few noticeable results on the ground. Effectiveness requires a good understanding of the drivers of environmental degradation, so as to identify the approaches and policies with the highest chance to contain it.
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Industrial activities have expanded quickly in recent years, with their annual growth rate reaching almost 11 percent over the last planning cycle. And even higher growth rates are expected in the next five years. Industrial activities contribute significantly to environmental degradation in terms of noise, air and water pollution. Manufacturing of fertilizers, footwear and basic iron and steel are among the most polluting industries (Table 16.1). Low technological levels, combined with a weak enforcement of environmental standards and the lack of appropriate incentives, have exacerbated these problems further. Table 16.1: The Top Ten Polluting Industries Manufacturing Industry (VSIC-4)
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1. Fertilizers and nitrogen compounds
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3. Basic iron and steel
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6. Plastics products
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7. Pulp, paper and paperboard
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8. Casting of non-ferrous metals
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9. Other chemical products
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10. Forging and other metal processing, powder metallurgy
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Source: World Bank, MONRE and MOI (2006): Analysis of Pollution from Manufacturing Sectors in Vietnam. A lower score signifies a higher pollution load. Industries are ranked from most to least polluting in a 10-point scale.



Air quality is a growing problem in urban areas and centers of industrial activity. This causes a noticeable and regular occurrence of respiratory problems. The main pollutant is dust, which can often been found at levels above national standards, sometimes by a factor of five. Factories, power plants, vehicles and biomass fuel burning are major sources of pollutants. Vietnam’s marine and coastal resources provide economic livelihoods for a significant proportion of the nation’s population. However, limited coordination between the various stakeholders involved in their management has led to unsustainable resource extraction, especially for near-shore fisheries. This deterioration, in turn, creates a growing dependance on marine aquaculture as a source of both domestic protein and foreign exchange. The rapid expansion of aquaculture is a resounding economic success. But this activity is often developed at significant cost to the natural surroundings and has also negatively impacted communities dependent on mangrove systems and inter-tidal resources. Of particular concern is that Vietnam’s vaguely gazzetted and under-funded marine and coastal protected areas are being converted to other uses, from shrimp farming to dredge disposal. Elsewhere in Asia, these changes have often undermined the longer term sustainability of coastal aquaculture. Upstream water quality of most of Vietnam’s rivers remains good enough to sustain both domestic consumption and freshwater ecosystems. But downstream quality is generally poor, and especially so in urban areas. The main downstream sources of pollution are untreated industrial
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and domestic wastewater discharges. Solid waste is not always collected; where it is, waste disposal and landfill sites are often poorly operated and maintained. This has led to contamination of groundwater and surface water. Salinity intrusion is another recurrent problem throughout the coastal zone, particularly in the Red River and Mekong Delta areas. Vietnam lies at the junction of two major bio-geographical areas, which lays the foundation for a naturally bio-diverse country. Consistently ranked among the top twenty most biologically diverse countries in the world, it makes it to the top five for some groups of species, such as primates. But this privileged position is under threat. Infrastructure development and wildlife consumption and trade (much of it illegal) are leading to habitat losses, as are also fisheries exploitation and agricultural expansion. Biodiversity remains high for now, but some of the species persist only as small fragmented populations of doubtful long-term viability. If current trends continue, the coming five years could see an unprecedented extinction process. While the protected area system now covers more than 7 percent of the national land area, some of the key ecosystems under threat are not part of it. Even within the protected areas, the decentralization of budgetary decisions has often led to reduced funding, as local authorities tend to give less priority to biodiversity conservation. Vietnam also has a wide variety of mineral resources. However, environmental management of mining activities remains relatively poor, and many of them are actually illegal. For example, gold mining is causing significant environmental damage, due to the mercury contamination of downstream water courses and groundwater. The quality of ground water remains generally suitable for most domestic purposes, but there are hotspots of contamination. The sector with potentially largest environmental liabilities is coal. An operational review of four SOEs affiliated with Vinacoal, revealed poor standards in areas such as mine water discharge, dust emissions, and waste dump rehabilitation in open-cut mines. A booming tourism industry is putting strain on physical and natural resources as well. The main issues in this case are associated with infrastructure development and the management of solid and liquid waste. Tourism can also have adverse impacts on isolated communities and put stress on natural areas. The quality assets supporting the tourism industry have the nature of a public good, which means that private investors will not spend enough on their preservation. Many of these problems relate to weak integration of environmental aspects into planning processes and the preparation of investment projects. The lack of comprehensive and reliable data on the environment exacerbates this problem. The government is working on improving the quality of monitoring indicators, but this will take some time. A conflict of interest also occurs in the case of SOEs (sometimes the worst polluters) because the government is both their regulator and their owner. This conflict reduces the incentive to strictly enforce environmental standards. More broadly, there is a need to think about the environment not just in terms of sectoral issues such as pollution and protecting biodiversity but more in terms of sustainable development. Government Strategy The basic institutional and legal framework for environmental protection has been gradually laid out. The strategy is partly spelled out through the Amended Law on Environmental Protection, which became effective in July 2006, and in the National Environmental Protection Strategy until 2010 and vision toward 2020. These documents recognize the need to strike a balance between economic development and environmental protection, and emphasize the use of economic and administrative tools to reach such goal.
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The National Agenda 21 strategy provides further direction and could serve as a vehicle for improved cross-sectoral coordination. The SEDP clearly states that “[n]atural resource and environmental database needs to be standardized and updated regularly to become an information network to provide date for socioeconomic development” (p. 93). Planning in Vietnam had historically focused on economic and social issues, with no systematic integration of the environment into planning decisions. This statement of the SEDP, and more generally the importance it attaches to sustainability represent important progress. In practice, the government aims to “[m]ainstream environmental protection into socioeconomic development plans to achieve the sustainable development goals of the country [and…] renew the planning work in regard to environmental protection” (p. 95). Many policies, programs and plans have broad-reaching environmental implications. These cannot be captured by simply conducting environmental impact assessments at the project level. The statement in the SEDP is consistent with the government’s decision to undertake SEAs to better integrate environmental protection into planning processes. Such “upstream” reviews are especially important at a time of rapid economic growth and massive public investment in infrastructure Developing policies and tools for industrial pollution prevention and control is also part of the government strategy. The Amended Law on Environmental Protection had set a framework for the introduction of “polluter pays” fees, the application of sanctions on seriously polluting industries, and the use of other incentives to encourage cleaner production techniques. This priority is reflected in the SEDP, which mandates to “[m]inimize the pollution level, overcome the degradation and improve the environmental quality” (p. 94). However, efforts in these areas are in the early stages. The enforcement of pollution regulations is generally lax as a result of inadequate human and financial resources, particularly at the provincial level. Recognizing this shortcoming, the SEDP spells out an institutional development agenda, whose objective is to “[e]nhance the capacity for state environmental administration agencies at all levels, provide professional training for staff involved in environmental protection at all levels; establish environmental management organizations in ministries and sectors” (p. 95). The need to integrate principles of biodiversity conservation into the policies and programs of all sectors is recognized in national policy documents at the highest level. The SEDP acknowledges this in its request to “[e]nsure reasonable, effective and sustainable use of natural and environmental resources in watershed areas, ensure eco-balance and preserve biodiversity” (p. 95). The basic approach in this area is provided by the national Management Strategy for a Protected Area System in Vietnam to 2010, approved by the Prime Minister in 2003. The primary objective of this strategy is to establish, organize and manage effectively a protected area system covering terrestrial, wetland and marine ecosystems. The strategy also seeks to strengthen the institutions necessary for its implementation, including local authorities and the management boards for protected areas. Other strategic choices in relation to environmental protection are not fully reflected in the SEDP, but they are important nonetheless. One of them is to tap available resources for carbon finance, which is a potentially important tool for sustainable development. In 2006, the government issued the implementing guidelines for the clean development mechanism under the Kyoto protocol. Projects under this mechanism are still few in number, but the designated national authority within MONRE is working to raise awareness of the opportunities among the business community. Another important strategic choice is to develop reliable data on the quality of the environment, so as to monitor progress in this area, in the spirit of the sustainable development agenda.
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Policy Reforms Institutional and policy developments have been accompanied by an increased availability of resources in support of environmental protection. The most recent indication of government commitment in this respect is the requirement that 1 percent of total state budget expenditures be allocated to environmental expenditures. The next step is to better link public expenditures and environmental priorities. Data on spending for environmental protection in general, and for pollution control in particular, are incomplete, and fragmented. The Vietnam Environment Fund also needs to be strengthened, to enhance access to finance for producers investing in cleaner production technologies. Progress has been made in the integration of environmental issues into planning processes. There is an important timing issue, however. The Amended Law on Environmental Protection requires that EIAs be conducted as part of feasibility studies. But doing so at the prefeasibility stage would facilitate the integration of the findings into decisions relating to project design. There are similar problems in the case of SAEs at the sector level. A draft decree with detailed guidelines for the implementation of some articles of the Amended Law on Environmental Protection represents a step forward. It focuses on the application of national environmental standards, responsibilities for hazardous waste management, and the procedures for EIAs and SEAs. But in its current form, the draft does not ensure that SEAs and EIAs will be able to influence master plans and sectoral plans. Another issue with the draft decree concerns the limited involvement of the public and local communities in identifying possible impacts. Experience worldwide suggests that public engagement in environmental assessment is a prerequisite for its effectiveness. Although there has been progress in establishing institutional and regulatory systems for pollution control, performance remains weak. Lack of clarity in relation to national and local jurisdictions for inspection, and limited capacity undermine the development of standards as well as their enforcement. To address these shortcomings, the mandate of national and provincial staff dealing with environmental issues should be strengthened. Officials from MONRE and DONREs need to have the convening power to coordinate environmental action and ensure enforcement of environmental regulations. The profile and mandate of environmental staff within key line ministries agencies such as MOI and MOC should also be raised. This could be done through the decree on organization and personnel of environmental protection management. Appropriate incentives for cleaner production have yet to be introduced. Economic instruments for pollution control have much potential, and they also help raise the tax base for environmental management. But the tools used at present are rudimentary. For instance, it might often be cheaper to pollute than to meet environmental standards, as fines are capped at US$ 5,000. Clarifying the fees and fines, raising them to the point where they do have deterrent power, and adjusting them for inflation would help in this respect. More generally, a complete set of legal regulations and guidance on technical pollution standards would need to be issued. Fees for industrial waste water, as well as fines on the worst polluters, have been introduced at the local level. In the same spirit, taxes reflecting externalities could be applied to the exploitation of fisheries, forestry, mining activities and the use of water resources. A more effective system for discharge permits, with a clearer differentiation between the disposal of hazardous and regular waste, would be needed as well. Stronger policies on liability, complaints and denunciations, and compensation for environmental damages could also strengthen the incentives to contain pollution.
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Vietnam is party to several multilateral environmental agreements aimed at protecting biodiversity. But progress in meeting their goals varies. It is somewhat satisfactory in relation to the Convention on Biological Diversity, but disappointing in the case of the Ramsar Convention on the protection of unique wetlands. Uneven progress reflects the weak management of Vietnam’s system of protected areas. One of the underlying problems is that these areas are poorly integrated into national and provincial planning processes. As a result, the development of roads and hydropower project often clashes with conservation. Legislation that protects precious habitats from damage by such investments is urgently needed. The status and authority of environmental conservation divisions within key ministries would need to be strengthened. Emphasis could also shift, from reaching surface targets for natural preservation parks to ensuring the maintenance of key endangered animal and plant species. Some habitats, such as lowland evergreen forests, rivers, coastal wetlands, and marine areas, receive insufficient attention at present. To reverse the current trend of biodiversity loss, there is a need to increase government spending in conservation and to improve the targeting of those resources. Specific procedures are required for boundary demarcation and zoning, working with the communities living within and around protected areas. Management regulations for all forest categories are specified in Decision 196, issued in August, 2006. But more clarity is required if forest management units are to be able to engage local stakeholders more effectively, deliver benefits to the many poor communities that live near forests, and if conflicts over land and forests are to be avoided. Also, giving management boards the autonomy to raise and to use revenues would contribute to sustainable conservation financing. Opportunities for the poor to benefit from the provision of ecological services, in particular ecotourism, watershed protection and carbon sequestration, should be systematically considered. For Vietnam to meet its international legal obligations in protecting endangered wildlife, it needs to fully implement the various action plans covering enforcement, public disclosure, and awareness. This will require increased law enforcement powers for the Forest Protection Department, improved coordination between local authorities and enforcement agencies, and increased understanding and knowledge of the laws and capacity to enforce them. These issues could be addressed in a systematic manner through the upcoming Biodiversity Law and the Law on the Protection of Marine Resources and Environment. There are unexploited opportunities for Vietnam to access carbon finance under the Clean Development Mechanism of the Kyoto Protocol. Currently, the transaction costs for producers to access carbon finance markets are high. Since trading sequestered carbon requires clear ownership arrangement, accelerating the process of forest land allocation will be important to ensure access to carbon financing. A clearing house for “green” projects could be established to help with negotiations under the Clean Development Mechanism. And the government could do more to combine multiple small initiatives into larger packages that can then be marketed with lower transaction costs. Improvements in the monitoring of water, land and air pollution are a prerequisite for progress in results-based environmental planning and for helping regulatory agencies and industrial sectors to set priorities for action. The Amended Law on Environmental Protection sets out an ambitious agenda for data collection, reporting and disclosure at province, sector and national level. The implementing decree assigns responsibilities and outlines a process to set up environmental standards. However, despite the growing seriousness of environmental degradation in Vietnam, a clear set of national standards is not in place. A pollution baseline should be constructed, and the monitoring of pollution should become routine.
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The recently approved SEDP embodies the transition from planning with a command approach to planning for a market economy. But key principles such as a broad-based consultation, poverty orientation and the use of reliable indicators on development outcomes are not yet engrained across all government institutions in Vietnam. Annual plans at the central level and most plans at provincial level continue to be based on the old approach, involving only partial policy coordination across sectors. Overcoming this inertia will require strong leadership, which the new Planning Law could provide. Clear guidelines and toolkits, encouraging the reliance on local universities and civil society organizations to conduct studies and consultations, could be particularly useful for the reform of planning at provincial levels. This reform is all the more urgent due to the increased decentralization of policy making in Vietnam, and to the growing geographical disparities in living standards, even across districts within the same province. A case can be made for the piloting of participatory approaches to integrated rural development planning at the commune level. Vietnam also lacks appropriate mechanisms for regional planning. The size of the typical province is too small to adequately address key issues such as rapid urbanization, large-scale infrastructure, environmental protection and river-basin management. The question in this case is how to coordinate not only across sectors, but also between sectors and provincial governments. Development challenges Planning remains a central component of policy-making in Vietnam. This is not surprising for a country which developed a remarkable capacity in logistics during the independence wars and ran a centrally planned economy for decades. In recent years, the government has made considerable efforts to reform planning processes, adapting them to the needs of a market economy. But the central planning approach remains deeply rooted in institutions at all levels. As a result, moving towards a more strategic and less directive approach to planning amounts to a comprehensive government overhaul, and requires strong leadership. Directive 33, which provided the guiding principles for the preparation of the SEDP 2006-2010 is a clear illustration of such leadership. Support to this comprehensive overhaul is provided by the success of some of the innovations in provincial planning that took place over the last few years, in the attempt to roll out the new approach of the CPRGS to sub-national levels of government. Such attempt took place in 24 provinces, with support from various donors and international NGOs. Dong Thap is one notable example: although it received little support in terms of training, the provincial Department of Health actively applied the new approach to its sectoral planning. This move basically reflected the dynamism of provincial leaders, with the central government being mainly a catalyst. But progress so far is partial. Not all attempts to roll out the CPRGS approach to the provinces were successful. At the central level, the modernization of planning is well advanced in some line ministries, while others have only marginally changed their ways. In some sectors, production targets still dominate over the definition of policies to attain development priorities. In addition, the formulation of annual plans remains largely unchanged. The recently issued
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Directive 19, guiding the preparation of the annual plan for 2007, does not seem to reflect a continuation of the reform path set out by Directive 33. It could therefore send a confusing message about planning reform to line ministries and provinces. The lack of a coherent conceptual and regulatory framework for modern planning results in some degree of uncertainty about the purpose of planning in a market economy. There is also confusion in ministries, agencies and provinces on what the government can and cannot legitimately plan for. At present, there is no systematic and consistent set of guidelines that not only is tailored to specific needs of different levels of government but also addresses the coordination among them. Official instructions are regularly issued by the Prime Minister Directives for the preparation of annual and five-year plans. But they remain relatively general, which provides room for innovation among those who embrace the new approach but does not contribute to change among those who do not. The framework for the management of public investment is still being developed and it remains unclear how it will link to the preparation of the Public Investment Program. Insufficient integration of sectoral policies is one of the main shortcomings of the current approach to planning. This shortcoming has important implications on issues such as poverty alleviation, rural development or tourism. In all these cases, the key steps to move the agenda forward are scattered across different ministries and agencies. Insufficient policy integration leads to missed opportunities, if not to serious inefficiencies. In the absence of such integration, proposed solutions are often generic and do not lead to concrete action. For instance, the National Tourism Strategy for 2001-2010 includes some general guidelines on the type of tourism investment to undertake in different zones. However, a coordinated and effective master plan for tourism development, including environmental protection measures, does not exist. Weak linkages between planning and budgeting are another traditional shortcoming of planning processes in Vietnam. In the command economy, investment projects were screened and approved by MPI, while MOF would manage the recurrent budget. This parallel budget mechanism continued until well into the transition to a market economy. The introduction of a multi-year budget stability period and the ongoing work on MTEFs have contributed to making budgets more forward-looking, hence to pay more attention to plans. The recent decision to base annual budget submissions to the National Assembly on a multi-year budget forecast has strengthened this trend. Increased reliance of budget allocation norms for both recurrent and capital expenditures has greatly increased the coherence of this forward-looking exercise. But there is still considerable room to improve the coordination between MOF and MPI in the preparation of a single budget. The actual extent of consultation taking place in the preparation of plans, especially with stakeholders outside government, is also affected by the lack of explicit guidelines. Participatory planning was formally introduced into the preparation of the five-year plan by Directive 33. But the time schedule for annual plans is very tight, making it difficult to arrange any meaningful consultation. Sustaining an open, participatory process will be difficult without a thorough revision of timelines and critical steps in the planning process. At local levels, for instance, local authorities do not face incentives, or lack the capacity, to implement the revised Grassroots Democracy decree, which promotes greater participation in decision-making. There is a need to ground planning processes more firmly on reliable statistical data, as opposed to administrative records. Government officials still make little use of the increasingly available survey data produced by GSO, especially from biannual household surveys and annual enterprises censuses. And important weaknesses remain in the monitoring and evaluation system for the implementation of development plans. Few outcome-based indicators are considered, and there are difficulties concerning the measurement and interpretation of a number of variables.
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Indicators related to the investment climate, the environment or governance are especially weak. Absent this information, the focus is on the implementation on plans and not so much on whether and how implementation leads to better development outcomes. It is therefore difficult to tell whether a particular policy or measure can be considered a success or a failure. The weaknesses of current planning processes could be amplified by increased decentralization. By now, the allocation of almost half of public expenditure is decided at subnational levels of government. In principle, this increase in the autonomy of local governments has the advantage of bringing choices closer to local needs. This is important as poverty in Vietnam is increasingly concentrated geographically, not only across provinces but also across districts in a province. Table 17.1: District Poverty Rates in Quang Ngai Province District
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Source: Based on data from GSO and MOLISA. Population figures are based on the 1999 census; poverty rates are computed using the 2006 poverty line. The former Tra Bong district was divided into Tra Bong and Tay Tra.
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Quang Ngai is a striking example (Table 17.1). Poverty rates vary significantly among upland and lowland districts, even though the former are not far from the provincial capital. More worrisome, many communes in the upland areas have benefited from government targeted programs and donor-funded local development projects. Success in reducing poverty will hinge crucially upon careful design of measures taking into consideration the local characteristics of the poor and the local causes of poverty. National planning documents usually identify several regions and the five-year plan describes in some detail the issues facing each of them. However, tradeoffs between competing objectives, such as tourism and mining in the Halong area, tend to be ignored. And the shortcomings of the planning process in terms of coordinating policies across ministries and agencies get compounded by the difficulty to coordinate between provinces and sectoral authorities. The median population size of Vietnamese provinces is too small to adequately plan for large-scale infrastructure development, environmental protection or river-basin management. Their scale is also insufficient to support integrated rural-urban strategies, helping to keep migration at manageable levels, and avoiding the urban crisis that other countries in the region have experienced. Government strategy Ambitious objectives have been set by the government in relation to planning reform over the next five years. The SEDP considers decentralized planning as part of the “perfect performance mechanism”. But this is only provided that several key principles are respected: “planning should have scientific bases, long-term vision, be widely commented and consulted, and its implementation should be supervised by the whole public”. The focus on transparency is further emphasized by the SEDP by saying that “[e]xcept for some planning related to national defense and security, all other planning should be publicized” (p. 151). In the SEDP, there is also an attempt to clarify the nature of planning in a market economy, recognizing that the role of state will change significantly because of the greater reliance on market principles. The private sector is hailed as an important driving force of the economy. The clear identification of the scope and content of state management is identified as a priority. The objective as stated is to adjust the functions of government so that it concentrates on policy making and the creation of an enabling business environment. The SEDP also recognizes the need for concrete guidelines for planning at all levels. It instructs to “[q]uickly establish a legal and institutional framework for clear assignment and decentralization, creating standardization in planning process and planning time frames for all types of plans as well as unity and coordination among plans” (p. 151). A stronger connection between planning and investment is also foreseen, the objective being to “establish a legal framework for planning work to ensure that planning is one step ahead, serving as the basis for implementation of investment projects” (p. 133). The role of solid empirical evidence in formulating plans and the need for reliable monitoring indicators are emphasized as well. The SEDP instructs to “[p]ay special attention to the identification of indicators and criteria for evaluating socio-economic development in master plans and plans” (p. 150). It further requests to “[s]trengthen statistical work and economic information, attaching importance to census combined with direct surveys of different residential groups, regions, themes and public opinion on the state’s policies to adopt appropriate adjustment measures” (p. 151).
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Planning issues at local and regional levels also receive attention. At the local level, the goal is to “[e]nhance the community supervision in regard to planning work, ensure publicity of plans, strengthen inspection and examination of construction management and land use plans in selected provinces” (p. 134). At the regional level, there is a need to “[s]trengthen the coordination among regions, and in each region itself to overcome the drawback of administrative territorial division” (p. 113). The SEDP requests to “[p]ay attention to spatial planning, technical infrastructure, construction, urban and rural residential planning [and p]revent overlapping development efforts and conflicts between sectors and territories” (p. 151). The case for regional coordination extends even beyond national boundaries, as the SEDP proposes to “[e]xpand cooperation with countries in the region to manage natural resources along the river basins” (p. 113). Policy reforms An important step towards clarifying the role and nature of planning in a modern market economy is the preparation of the Planning Law, which should be passed by the National Assembly in 2007. This law would improve the regulatory framework for planning, and introduce key principles such as broad-based participation, result orientation, pro-poor focus, and reliance on evidence. More broadly, the law is expected to reflect a move from directive to strategic planning, emphasizing the role of government as regulator, facilitator and provider of public goods and de-emphasizing its role as a direct supplier of goods and services. Ideally, the law should also lead to a better integration of planning and budgeting, with a multi-annual perspective. A recent development in the direction of better integrated planning and budgeting processes is the issuance of Decision 210, on the allocation of state budget resources for investment during the period 2007-10. Decision 210 stipulates criteria for the estimation and allocation of development investment expenditure of ministries, ministerial-level organizations, and provinces. For the latter, the criteria involve total population, provincial resources, the presence of ethnic minorities and poverty incidence. This decision greatly increases transparency in the allocation of capital expenditures and provides a forward-looking reference for the preparation of budgets. Because of the way its criteria were set up, Decision 210 is also strongly pro-poor, in the sense that budget allocations are larger for provinces characterized by higher poverty rates or facing more difficult conditions (Figure 17.1). Considerable efforts are being devoted to the development of a Planning Manual. This document, aimed at helping officials in line ministries and provincial governments, should deflect some of the confusion on what planning in a market economy is. The manual is expected to describe the broad direction of planning reform in the coming years, elaborate on the role of government as regulator and facilitator and consolidate the move away from planning private investment. It should translate general principles such as consultation, poverty orientation, costing and monitoring into practice. It would also contain a brief description of popular planning tools and some basic guidance on their use. Encouraging the reliance on local universities for the conduct of analytical work and civil society organizations for the implementation of consultations could be especially useful. The manual is expected to be piloted in selected provinces and ministries in 2007 and mainstreamed in 2008. A comprehensive provincial planning reform program is currently under preparation. The initiative includes reforms in institutional arrangements and capacity development so as to
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mainstream the modern participatory and result-based approach in provincial planning processes. The design of the program takes into consideration the lessons learned from various activities in support of planning reform, conducted both at central and at provincial levels. Further down, additional progress in poverty reduction requires improvements in planning and the management of public resources in rural communes. Guidance on how to better integrate sectoral policies and national target programs at the local level will be essential in this respect. Specific planning guidelines for rural communes would need to emphasize participation in all stages of the planning and management cycle. They could also introduce cost-recovery schemes for rural infrastructure development, operation and maintenance, and other forms of service delivery in non-poor areas. The reform of commune-level planning could be piloted in selected areas, with a strong focus on rural development. Figure 17.1: More Investment Resources for Poorer Provinces
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Source: Based on data from GSO and MPI. Provincial poverty rates are based on VHLSS 2004; growth in allocation of investment resources is computed between the 2007 norm and the 2006 realization. The figure excludes Can Tho, because of its low base in 2006.



Integrated approaches for broader territorial areas received a boost thanks to the recent issuance of Decree 92, on master plans and regional planning. This decree identifies the responsibilities of various agencies in the process, all the way down to the district level. It also identifies the main issues a master plan should address, and the steps the process should follow. The need to comply with social and environmental requirements is clearly stated, as is the obligation to disclose master plans right after their approval. The decree has some weaknesses, however. Among them is the fact that consultation is not required, and there is a lack of clear accountability in case of violations of master plans.
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Strengthening the management of public expenditures has been a priority of the Vietnamese government over the last decade, with enormous progress made since 2002, when the landmark Revised Law on the Budget was passed. This Law empowered the National Assembly and People’s Councils at all levels to decide on budget appropriations and to hold the government accountable for the use of public resources. Other important developments were the move towards increased transparency for all agencies using budget resources, including SOEs and public investment projects, the establishment of SAV as a technically independent unit under the National Assembly, and the gradual integration of capital and recurrent expenditures through forward-looking budgets and resource allocation norms. In some sense, the agenda for the next five years is a natural continuation of this trend. Off-budget outlays need to be gradually reduced and better monitored. Internal controls on expenditures have to be strengthened. Budget execution reports and year-end financial statements should be produced and disclosed in time. The oversight capacity of SAV and the National Assembly has to be upgraded. And progress should be made towards assessing efficiency in the use of public resources. But there are also new elements in the agenda for the next five years. The decline in trade-related revenue and the surge in the number of small and medium enterprises in operation call for the overhaul of tax administration procedures, from a control orientation to a risk management approach. But the government may be overly focused on raising revenue at present. Current proposals to dramatically expand the number of contributors to PIT may not increase revenue much, but they could dissuade job creation. On the other hand, insufficient attention is given to property tax, an equally progressive source of revenue, but a much preferable one in terms of the incentives it creates. Perhaps the biggest for the next five years will be to develop an integrated system to manage public debt and keep track of growing contingent liabilities at the sub-national level. Development challenges Over the past decade Vietnam has made sustained efforts to establish a sound public financial management system. A first organic budget law was passed in 1996 and revised in 2002. A centralized treasury system was set up, with branches extending from the center to all provinces and districts, to provide basic essential financial services to all government agencies. Steady progress was achieved in making the budget more predictable and the budgeting process more transparent. There is increased disclosure of information on detailed government spending as well as on expenditure policies, regulations and procedures. And a relatively prudent fiscal policy has been maintained throughout (Figure 18.1). The implementation of the revised Law on the State Budget, which became effective in 2004, was one of the cornerstones of this reform process. The law clearly delineated the roles of the National Assembly and Provincial People’s Councils in budget approvals and supervision. It also assigned the Treasury Department as the agency responsible for budget execution and for financial management information. In 2005 the entire State Budget Plan was disclosed for the first time, including an aggregate amount for defense expenditures. The trend towards disclosure was reinforced by the Prime Minister’s Decision 192, which mandates that details of budgets at all levels of government be published within a stipulated time period, for all units using budgetary
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resources. Importantly, this Decision introduces financial transparency in public investment projects. Allocation of funds to such projects must be based on approved investment plans, and details of the bidding process need to be made publicly available. Decision 192 also covers the disclosure of information on the financial situation of SOEs. The more recent Decision 232 extend disclosure to external debt levels, twice a year. Figure 18.1: Revenue, Expenditures and the Budget Deficit 30 25 20 15 10 5 0 -5 -10 2000
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Another important development was the transformation of the State Audit of Vietnam (SAV) into an independent institution reporting the National Assembly. The Auditor General is now appointed and dismissed by the National Assembly and audit reports have to be made public. Annual auditing and the disclosure of the audit reports will also apply to SBV. The SAV audit report was made public for the first time recently, triggering serious debates on the use of public resources. Auditing capacity remains weak, however, which makes it difficult for SAV to manage the increased scope of its tasks, including the compulsory audit of all SOEs, and precludes checking value for money. To help strengthen medium-term expenditure planning, the government has piloted the development of MTEFs in four sectors and four provinces. The first MTEFs, covering the ministries of education, health, transport, and agriculture and rural development, have been completed. They contain scenarios for sectoral spending and its allocation over a period of three years. Estimates for capital and recurrent expenditures have been prepared in an integrated way, with reference to the development goals of the sectors. These MTEFs have been developed within the context of a sustainable medium-term fiscal envelope. The integration of capital and recurrent expenditures into a single budget, one of the main weaknesses of Vietnamese public financial management, has gradually improved. These two components of the budget are prepared by MPI and MOF respectively. The collaboration between these two ministries has been strengthened recently. The introduction of forwardlooking budget plans as the background for annual submissions to the National Assembly, together with the adoption of budget allocation norms for both capital and recurrent expenditures,
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have also led to greater coherence. But the separate preparation of the two components still hampers the effective management of resources. As a result, the composition of public expenditure remains unbalanced; in some sectors it could be argued that the share devoted to capital accumulation is too high. Processes for prioritizing expenditures remain ineffective, as they are conducted separately for capital and recurrent spending. Shortcomings in public financial management information systems reflect these weaknesses. The lack of a fully consolidated budget makes it difficult to monitor total revenues and expenditures, as well as the true fiscal position. Extra-budgetary funds, on-lent official development assistance are not consolidated into the budget. The lack of integrated, electronic data recording and reporting results in laborious manual consolidation and manipulation of data from multiple satellite databases, and in financial reporting which is neither timely nor accurate. These deficiencies contribute to the poor flow of budgetary information between government ministries, provinces, donors and the public. Vietnamese accounting standards consistent with international practice have been issued, but those applying to the public sector are still incomplete. Accounting practices also need to be upgraded. Meanwhile, the focus of the various internal oversight functions is on inspection rather than systematic review of the use of public resources. Effective internal auditing is yet to be developed to provide regular timely review and feedback to management. The stability of government revenue has become an important concern, as a result of the trade liberalization commitments made to accede to the WTO (Figure 18.2). However, the impact of these commitments will not be felt in the immediate future, as they do not entail dramatic reductions in tariffs. When they do so, they affect mainly highly protected goods, so that reductions in tariffs could actually lead to increased revenue, through a surge in imported volumes. Moreover, WTO commitments allow imposing low tariffs on a range of goods which are duty-free at present. A more serious concern concerns the ongoing change in the distribution of firms by size. With the emergence of small and medium enterprises, which are more difficult to tax, sustaining the same ratio of revenue to GDP will require increased efficiency in tax administration. Figure 18.2: Main Sources of Government Revenue 9 8 7 6 5 4 3 2 1 0 2000



2001



2002



2003



2004



2005



Corporate income tax



Individual income tax



Value added tax



Special consumption tax



Income from Natural Resources



Trade taxes



Source: MOF.



149



AIMING HIGH



Vietnam’s public financial management systems also need strengthening in relation to the management of assets and liabilities. The latter is an area for concern. Government bonds have been issued off-budget to finance infrastructure projects and education facilities and to recapitalize SOCBs. Contingent liabilities may arise from the operations of DAF (now VDB), provincial infrastructure development funds and off-budget borrowing by provinces. In the absence of a strong control of expenditures, some provinces and ministries made commitments exceeding their budget capability, resulting in arrears which not fully resolved yet. This calls for legal and institutional frameworks to comprehensively manage public debt and monitor contingent liabilities. Government strategy Modernizing public financial management will remain a high priority in the next five years. In relation to expenditures, the SEDP emphasizes the need to bring a medium-term perspective into the budget process. Specifically, it aims to “ [r]enovate the content, mode and process of doing the estimations of the state budget in the direction of building the medium-term budgetary-financial plan in close links with the implementation of the budgetary financial strategy” (p. 140). Emphasis is also placed on liking budget with performance by “[s]tep by step establish[ing] the structure of distribution, management and evaluation of the state budget based on output results” (p. 140). In relation to government revenue, the SEDP notes the need to “[r]eform tax policies in the direction of lowering and stabilizing the tax rates, expanding types of taxable items and taxpayers, rationally regulating incomes and separating the social policy from the tax policy.” It also proposes to “[i]mplement the tax administrative reform with a focus on managing income sources and taxpayers, paying attention to fostering and developing income sources”, to “[a]dopt uniform tax policies for all economic sectors; minimize the scope and rate of tax privileges” (p. 139) and “[r]enovate the tax collection technology and enhance the collection performance” as well as to “[s]tudy and issue some new tax laws in accordance with the requirements of the market economic development and integration” (p. 140). Finally, in relation to liabilities, the introductory part of the SEDP, presenting an assessment of economic trends, comments that “[t]he remaining debts in major construction investments from the State budget are the burning problem that has not been completely solved yet” (p. 41). Policy reforms To deliver on this agenda, institutions for public expenditure management need to be strengthened. The long-term vision is one an involving improved prioritization of expenditures through reliance on a multi-year budget, delegation to spending units, and links between resource allocation and performance. Progress has been made to better link planning and budgeting, with MTEFs successfully piloted in four sectors and four provinces. But there is now a need to fully integrate this approach with the corresponding budget preparation cycles. This would allow using better information at the sector, province and national levels, increasing the chance that resource allocation decisions contribute to the desired development outcomes. In light of the experience gained so far, the MTEF pilots could be gradually scaled up from 2007 onwards. But their full mainstreaming into
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budget process would require legal changes, which could be introduced on the occasion of the revision of the Budget Law, scheduled for 2008. Delegation to administrative and service delivery units remains central to the government strategy, as a tool to enable a more efficient and responsive delivery of social services. In addition to discretion in budget management, these units will be given more authority in relation to personnel and task management. There is less clarity, however, on how to make sure that they perform according to their mandates and manage government resources properly. Increased delegation of authority calls for an effective internal control environment, to avoid departures from regulations, minimize inefficiency and prevent abuse. Strengthening expenditure management and accountability requires enhanced budget execution reporting and disclosure. Timely and reliable information has to be available to assess performance and get the budget back on track if necessary. A priority in this area is to put in place the systems and routines for the production of regular budget execution reports on all aspects of expenditure, including commitments. Clear responsibilities for information and report preparation and consolidations, including sanctions in the event of non-compliance, would need to be defined. Policies on public disclosure also should be developed. In addition to budget execution reports, consolidated year-end financial statements are critical for transparency. These statements should be comprehensive, in the sense of covering all transactions, assets and liabilities of state agencies. And they should use reporting standards aligned with international practice. Ideally, comprehensive and reliable financial statements should be released within six months of the end of the financial year. But reporting along these lines would be difficult without an integrated financial management information system. Such system is currently being installed in the Treasury Head Office, MOF, and MPI and will be subsequently rolled out to all provinces. It should reach district treasury and selected spending units by the end of 2008 or early 2009. There have been substantial improvements in fiscal transparency at the national level so far, but progress seems more modest at the provincial level. Over the coming planning cycle, it would be important to monitor compliance with the information disclosure requirements of Decision 192 and other key documents, not only by sub-national governments but also by SOEs and the management units in charge of public investment projects. Resolution 387 could also be revised, so as to require the full disclosure of budgets, budget execution reports and final accounts of provincial governments and line ministries. Further steps towards increased transparency include the gradual integration of extra-budgetary funds into the budget and a closer oversight of any remaining extra-budgetary funds. Effective oversight and monitoring are crucial objectives of public financial management reform in Vietnam. There is a need for clear rules on transparency and reporting, as well as for enforceable sanctions in case of failure. Oversight should be carried out internally by the state treasury, and externally, the National Assembly, parliamentary committees and the SAV. However, the media, NGOs and the public at large also have an important role to play. The internal control function of the state treasury is regulated by the Law on Audit. Its focus is to assess integrity and efficiency in the use of public properties, to check the quality of financial and economic data, and to monitor the actual implementation of government policies. The Law requires all state agencies to conduct internal audits, but this is relatively new for most of them. To make progress in this area, a unified approach could be developed, including auditing standards and operational manuals. As for external oversight, it was considerably strengthened by the 2005 Law on State Audit. This Law establishes the SAV as an institution under the National Assembly, performing
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no function related to government management, hence not being subject to a conflict of interest. The Law also specified the organizational structure of SAV, which includes the Central State Audit and Regional State Audits. But there is now a need to implement the provisions of the Law in relation to the state auditors themselves (qualifications, selection, dismissal, tasks…) and to the procedures for conduct of the state audit. This will require that comprehensive state auditing standards and methodologies be developed, building on existing procedures, quality assurance systems and reporting regimes. Beyond the technical involvement of the SAV, the role of the National Assembly itself could be enhanced. But for this to happen, it would be necessary to overcome important organizational obstacles and to upgrade its human resources. In terms of organization, the capacity of functional committees should be strengthened, in particular for those dealing with economic and social affairs. Parliamentary procedures could also be made more effective, for instance by setting fair rules for questions and votes of confidence, and better monitoring the settlement of citizen' s claims. Strengthening the analytical skills of the secretariat would help inform policy debates. But the National Assembly could also consider outsourcing more technical functions, such as the evaluation of investment projects. In terms of human resources, it would be helpful to increase the number of full-time members of the National Assembly, not concurrently holding positions in the executive. Increasing the number of experts, especially in relation to social development, finance and economics, would also help. Ensuring sustainable government revenue requires a modernization of business processes in tax administration, so as to broaden the tax base and hence maintain moderate tax rates. The two biggest challenges in this area are the expected decline in revenue from foreign trade and the rapid growth in the share of small and medium enterprises. The former implies that eventually less revenue will come from customs, and more will need to be raised directly from enterprises and households. The latter challenge means that an increasingly larger share of output will be generated by the enterprises which are more difficult to tax in practice. Confronting these challenges requires a simplification of tax regimes, especially for the smallest enterprises. It also involves revamping business processes. Soon it will become impossible to inspect all enterprises and go with them in detail through their tax declaration. An alternative approach is required, whereby taxpayers file their own declarations, the tax administration checks them using risk assessment tools, and inspections are conducted when the declaration seems incorrect. Understandably, the prospect of declining tax revenue has led the government to focus on tax policy reforms that could broaden the tax base. Vietnam already has in place a wellfunctioning VAT, which is bound to become the workhorse of the system in the coming years. The adjustments needed in its case are relatively minor, such as moving in the direction of a single tax rate, reducing the number of exemptions and better enforcing the invoice mechanism. Adjustments could be more ambitious in the case of CIT. One of them would be to remove remaining investment incentives which are redundant, in the sense of not contributing to greater investment, or not compatible with the international commitments of Vietnam. Another important reform to CIT would be to introduce a much simpler Small Business Tax for household enterprises. The revenue focus of the government is more problematic in the case of PIT. Current efforts to broaden its base may not result in much more revenue raised. But they could be damaging to the economy in two ways. First, the number of taxpayers would increase dramatically, at a time when the tax administration is already facing a surge in the number of small and medium enterprises. To chase millions of households who are bound to contribute minimal amounts each does not appear to be a sensible choice. Second, and more importantly, PIT will basically amount to a tax on formal employment. In an economy with a large informal sector, its burden will effectively fall on employers, more than on workers. This will create an



152



PUBLIC FINANCIAL MANAGEMENT



incentive for enterprises to remain informal and could also slowdown the overall job creation process. Given that Vietnam needs to absorb close to 1.4 million entrants to the labor market every year, penalizing wage employment is not the right choice. Especially at a time when employment creation will be penalized by the rapid growth of the minimum wage that applies to domestic enterprises, due to Vietnam’s international commitments. A better alternative to raise revenue from households is to speed up the implementation of a modern property tax, defined as a fraction of the value of land and housing (with the fraction applying to the value of land being possibly higher). This tax has several advantages over PIT, while being equally progressive, if not more. The incentives it creates go in the direction of encouraging a more effective use of land, not in the direction of discouraging economic activity. Property tax also captures for the government some of the windfall gains in land value resulting from infrastructure development. In this respect, it provides a fair way to finance infrastructure development at the local level (those who live close to a new road end up paying more, because the price of their land increases more). And it could mitigate speculation and corruption, by reducing the gains associated with changes in land valuation. Admittedly, property tax is also demanding from an administrative viewpoint. For it to work, every plot of land with its associated buildings needs to be registered in a cadastral system. And a price somewhat reflecting the market value needs to be attached to each of them. This second requirement may look overwhelming. It may also sound dreadful from a governance point of view, because of the risks of corruption associated with the valuation process itself. However, relatively transparent solutions can be considered. Self-declaration might yield a reasonable valuation, provided that the taxpayer consents to accept the declared price of land and housing as fair compensation in the event of land reclaim by government. Strengthening the management of the non-financial assets of the state is another important priority for the next five years. The integrity of public land, buildings, office equipment and vehicles needs to be ensured. A law on the management of public assets would provide the required legal framework for an improved control of assets and their use. It would be equally important to develop appropriate information systems to register and monitor all valuable state property. Reliable information systems could in turn help to reduce waste and contribute to a more efficient use of these state assets. Better information systems are also needed in relation to public debt and contingent liabilities. Considerable progress has been made to consolidate the management of external debt. The next step should be the integration of domestic and external debt management. A priority in this respect is to put in place the corresponding legal framework (under the form of a law or a decree) and based on it, to set up the necessary institutional structures. The most challenging task, however, will be related to the management of implicit debts. These include guarantees for large investment projects, the contingent liabilities associated with the bad portfolio of SOCBs, the bonds issued by local governments and large SOEs, and the debts contracted by provincial infrastructure development funds. In all cases, the government is the financier of last resort, either because of a formal commitment (as in the case of guarantees) or because it cannot let the debtors go bankrupt. In the end, if things go wrong, the burden falls on the budget. However, just identifying these liabilities will not be enough. In order to assess fiscal risks, contingent valuation tools need to be applied to each of them. Given the rapid growth in sub-national debt and other contingent liabilities, and given also the fast transformation of the Vietnamese economy, producing a credible assessment of the associated fiscal risk will be difficult. To address this problem, there is an urgent need to put in place a monitoring system that creates the incentives for all players involved to register the contingent liabilities they create and to report on their performance.
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Vietnam is not only experiencing very rapid economic growth: it is also going through a process of deep social and institutional transformation. Supporting this high-pace change demands adjustments in the legal framework and the judicial system. The laws most critically needed for the conduct of business have been issued by now, especially thanks to the legislative drive provided by the integration with the global economy. But a facilitating legal framework for civil society organizations and their participation in service delivery is still missing. The lawmaking process needs to be strengthened. While consultation of stakeholders has become a regular practice, legal drafters lack adequate back-up from specialized standing committees. But some of the most important challenges concern the judiciary. The shortage of specialized judges is increasingly at odds with the increased sophistication of the Vietnamese economy. The allocation of budget resources to courts, the terms of judges and the functions and operation of the procuracy, undermine the independence of the judiciary. Lack of access to court proceedings and insufficient publication of court decisions limit transparency, and undermine public confidence in the courts. Increasing the legal and administrative means of defense attorneys, as well as the resources available for legal aid, is necessary to secure access to justice for the poor and the most vulnerable population groups. Development challenges Over the two decades since the beginning of the renovation process, Vietnam has made enormous progress in terms of developing its legal framework. Economic and civil relations have gradually become regulated by law and market practices instead of the administrative orders and disciplines of the former centrally planned economy. International commitments such as the USBTA and the accession to the WTO, as well as the signing of numerous international conventions and agreements, have resulted in the accelerated issuance of the most important legal normative needed for the conduct of business. The recently promulgated Law on Accession, Completion and Implementation of International Treaties has made a positive contribution in this respect, by establishing a procedure for the transformation of commitments into legislation. The last few years have seen a particularly intensive legislative agenda. The number of laws passed by the National Assembly increased from eight in 2004 to 22 in 2005. Also, much has been accomplished in terms of increasing legal transparency. By now the sanction for non-publication of legal normative documents in the Official Gazette is their non-effectiveness. However, the progress in filling legal gaps remains uneven. The current legal framework reflects to a large extent Vietnam’s transition from plan to market, less so the ongoing changes in the relationship between state and society. On the positive side, there are now clear guidelines in for the collection of comments from stakeholders directly affected by legal normative documents. A minimum period of 20 working days is stipulated for consultation. The latter can take place through mass media or through the internet. On the negative side, the legal framework for the activities of civil society organizations, including their involvement in the delivery of social services, cannot be considered satisfactory. While the legal framework has developed considerably, it remains complex and inconsistent. Admittedly, the same could be said of almost every country. But in Vietnam there
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is a clear need to improve the enforceability and the consistency of legal documents. Legal documents issued at different stages in the transition process coexist and in some cases overlap. The intense legislative activity of the last few years has resulted in the promulgation of around 200 implementation decrees, which in turn has led to a large number of guiding circulars, decisions and other regulations being issued by line ministries and local governments. In total, there are 26 types of normative documents issued at various levels of authority by a large number of agencies (Figure 19.1). Coherence between all of them is far from being assured. Figure 19.1: Forms of Legal Documents in Vietnam Constitution, Code, Law, Resolution of the NA Ordinance, Resolution of the Standing Committee of NA Order, Decision of the State President



Decree, Resolution of Govt.



Resolution (SC: Judges Council)



Decision Instruction Circulars (Supreme Procuracy)



Decision, Directive PM Province PPC Resolution



Province PC Decision, Directive (2)



Line ministries and others Circulars and decisions



District PPC Resolution



District PC Decision, Directive



Inter-ministerial legal documents Legal documents issued by inter- state and mass organizations



Commune PPC Resolution



Commune PC Decision, Directive



Source: Law on Issuance of Legal Documents as amended 2002, pp. 13-19; © Ph m Duy Ngh a.



Limited consideration of how legal provisions will be implemented also results in unrealistic laws and over-burdened service delivery. In this respect, there is a need for improved dissemination of laws to lower levels of government, along with clear guidelines on the interpretation, application and enforcement. This need is made even more pressing by the accession to the WTO, which will confront local authorities with a much changed environment for the conduct of business. The quality of legal documents needs to be strengthened as well. At present, the formulation of government policy and the drafting of legal documents occur concurrently. This reduces the extent of debate that takes place on policy issues, with discussion at the National Assembly often focusing on the specifics of the laws rather than on their thrust or orientation. Some argue for a larger proportion of full time National Assembly members to provide more
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intensive input of elected representatives into law-making. Importantly, at a time when the issues covered by laws are increasingly technical, law makers at the National Assembly often lack adequate back-up from specialized committees and experts. Some of the most important challenges ahead concern the judiciary. Administrative courts are particularly weak and not able to make judicial review and correction of administrative action. The phenomenon of “criminalizing civil transactions” has led to investors’ hesitation when undertaking business in a large scale. Insufficient access to justice has led to frustration, and even unrest, among households who consider their rights neglected, often in relation to land conversion. And corruption in the judiciary is an important concern, impacting negatively on the poor and the less powerful. The process through which budget resources are allocated to courts, the limited time terms for judges, and the functions and operation of the procuracy, all undermine the independence of the judiciary. Low levels of confidence in the courts, particularly for small businesses or average citizens, mean that the application of justice often relies on other mechanisms. Claims and denunciations sent to the National Assembly sometime exceed the total number of claims lodged to the courts. Government strategy Since the last amendment to the Constitution, in 2001, there has been a clear commitment to build a transparent society under the rule of law. Four priorities have been stressed in order to attain this objective. The first one is to reform the law-making process, by facilitating greater participation by citizens, enhancing the representative role of legislative bodies, and improving the skills of legal draftsmen. Second is to ensure the constitutionality and legality of norms, by monitoring administrative regulation and reducing the number of forms of legal documents. The third priority is to strengthen judicial reviews, building independent administrative tribunals to help ensure the citizens’ rights to complain. And fourth is to empower district courts with increasing jurisprudence over civil and criminal cases, gradually building a system of high courts for appellation and other specialized courts (for instance, on intellectual property issues). In spelling out the objectives of the government, the SEDP emphasizes the social dimensions of legal and judicial reform. Indeed, it mandates to “[r]eform the methodology and process of development legislations [and i]ssue regulations to ensure effective participations of the people in development of legislations, effectively organize collection of the people’s comments before issuance of legal normative documents” specifying that “[l]egal normative documents are to be made public in mass media” (p. 145). Another objective is to “[p]rotect people’s assets; eliminate unsuitable and unnecessary legal regulations relating to the search of living and working places, confiscation or temporary seizure of citizens’ property”, adding that “[c]ompetent authorities must satisfactorily compensate in cash and kind to those people who have suffered from wrongful rules against the law” (p. 138). Access to justice receives special attention. “Legal consultation service should be extended to the people, the poor, the people with meritorious contribution to the country and the ethnic minority people living in remote and isolated areas (p. 145-146). And there is explicit reference to the need to “[e]ncourage social organizations, mass organizations and civil societies to engage in managing and monitoring some public fields” (p. 152). Almost in parallel with the approval of SEDP, a Legal Systems Development Strategy (LSDS) and a Judicial Reform Strategy (JRS) were recently approved, both covering the period to
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2020. These two strategies have been issued by the Party, an indication of high-level commitment to reform. The LSDS identifies six key areas of strategic importance in establishing legal institutions and systems to ensure the rule of law and a transparent, accountable government. They are: building a responsive and clean government; ensuring the democratic rights and freedom of citizens; drafting laws and building institutions to support the market economy, facilitating the modernization and socialization of education, public health services and the implementation of social policy; improving law on national security, social order and safety; and facilitating the further integration of Vietnam into the regional and global economy. The JRS outlines a substantial reorganization of the judiciary system and proposes a number of measures to strengthen its independence and operations. These include the gradual separation of the judiciary from the existing administrative structure, expanding the jurisprudence of district courts and establishing appeal courts and specialized courts. They also include transforming the existing procuracy into a public prosecutor’s office and upgrading judicial support services (such as lawyers, judicial police, notary and other paralegal services). Improvements to criminal and civil laws and in legal proceedings are foreseen to de-criminalize economic and civil matters. The reduction of prison sentences and an increase in the use of noncustodial measures are part of this approach. Policy reforms Improving the process for formulating laws requires ensuring that the policy debate precedes the actual writing of normative documents. It also requires the expansion and strengthening of standing technical committees and the professionalizing the drafting process. A revision of the Law on Laws could support a more logical sequencing of policy formulation and drafting process. But practice could also change within the existing legal framework, as shown by the open and participatory process adopted by the National Assembly in the development of the Law on HIV/AIDS Prevention and Control, the Law on Gender Equality and Law on Domestic Violence. Regardless of whether the Law on Laws is revised, the system of law promulgation needs to be refined to ensure greater uniformity between legal normative documents. To close one of the remaining gaps in Vietnam’s legal development, an adequate framework should be provided for civil society organizations and their involvement in service delivery, as well as for grassroots democracy (Box 19.1). On the judiciary front, improving the quality of court decisions requires the creation of entry points to resolve complex legal issues, either through specialized judges appointed to help tribunals make decisions promptly or through key legal sector specialists who would provide the relevant information. Further professionalizing judges, especially those working at province and district levels, and upgrading their skills, are necessary for the public image of justice. The scope for the creation of specialized courts should be explored as well. Modernizing the administration of the courts would be necessary to promote their efficiency and ensure the independence of judges. Budget allocations for courts should be decided directly by the National Assembly and People’s Councils, rather than by higher courts. In the longer term, it would be necessary to reexamine and clarify the functions of the procuracy, which currently has both prosecutorial functions and the function of controlling the judiciary. Ultimately, the procuracy should be transformed into an institution in charge of public prosecution only.
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Box 19.1: A Facilitating Legal Framework for Civil Society The SEDP makes frequent references to the need to involve civil society organizations in the implementation and monitoring of various public policies, especially in relation to service delivery. Recent legal documents such as the Anti-Corruption Law also acknowledge the importance of civil society organizations in improving governance. However, several organizations are indicating that they will not be able to reach their full potential in supporting these objectives unless the current legal framework is reformed to facilitate their growth and operation. A facilitating legal framework would make the registration procedures for civil society organization easy and inexpensive. It would ensure that state control over their operations does not interfere with the performance of their developmental roles. It would be simple and transparent enough to provide a level playing field for various types of civil society organizations and to avoid arbitrary enforcement by government authorities. Supportive provisions in relation to fund-raising and taxation could be considered too. One of the most important steps to develop a regulatory framework of this kind is the adoption of a facilitative Law on Associations by the National Assembly. The Ministry of Home Affairs (MOHA) has been open and consultative during the recent drafting efforts, but it remains to be seen whether relevant concerns raised by civil society organizations will be incorporated in the law. Other key steps to take include the drafting and adoption of normative regulations for non-membership organizations, such as foundations and funds, and for community-based organizations. Several measures could be adopted to ensure the effective implementation of the facilitating legal framework just outlined. They include the creation of a one-door registration procedure for civil society organizations, training for the civil servants who administer the laws and, ultimately, the establishment of an effective mechanism for the dialogue between the state and civil society organizations. Source: Based on VUFO-NGO Resource Centre (2006).



Publishing the decisions of the courts is essential to develop the capacity of the judiciary to interpret the law and ensure its enforcement. This tradition had been introduced in Vietnam by the French colonial regime, but was interrupted after 1954 due to wartime conditions. Fifty years later, in 2004, the People’s Supreme Court of Vietnam published for the first time the appellation and review decisions made by the judges’ council in two volumes. The first one included 62 civil, commercial and labor cases, whereas the second volume covered 41 criminal cases. Mainstreaming this practice would contribute to a more predictable and uniform application of the law. It would also improve the quality of the decision making process by the courts, and thus raise the credibility of courts in society. Allowing greater access by the media to court proceedings could be another way to promote transparency. Ensuring access to justice, especially for the poor, could be partly accomplished through strengthening the legal and administrative means of the defense attorney. The funding and capacity of the legal aid system should be enhanced. Access to legal aid should be simplified for marginalized and vulnerable groups, allowing NGOs to participate in this area.
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A sense of frustration is perceptible in relation to public administration reform. It seems to reflect the inability of the existing PAR coordinating structure to lead a broader process of transformation of the executive branch of the state, including legal development and public financial management reform. In practice, progress on the narrower civil service reform agenda has been considerable. But it needs to be taken forward. Functional reorganization has allowed various ministries and agencies to adapt their structure to their new stewardship role in a market economy; it has also led to the separation of administrative bodies from service delivery units. In the future, it could move in the direction of better coordinating policy making across ministries and agencies. Simplification of procedures has relied to a large extent on the introduction of the One-Stop Shop (OSS) model, which has proven successful. Looking forward, the introduction of common standards for IT applications across government should facilitate the introduction of egovernment, and help move in the direction of a single identification number for enterprises and a single social insurance number for individuals. Quality certification of government agencies, in the spirit of ISO standards, is another promising avenue. Pay policies have brought remuneration in the civil service closer to the relevant market alternatives; overall, civil sector salaries have caught up and have been decompressed. The next step should be to de-link the civil service remuneration scale from the minimum wage applying to the business sector. The current link may result in unwarranted adjustments to government pay, especially at a time when the minimum wage has to increase rapidly, due to WTO commitments. Progress in terms of increasing accountability has been more limited. Both the introduction of administrative courts and the grassroots democracy decree were promising steps; but their implementation has yielded mixed results. Enforcing the new Decree 43, which mandates user feedback for all service delivery units, could make a difference in the coming years. Development challenges What is meant by public administration reform in Vietnam requires some clarification. At one end, the expression refers to improving the ways in which the civil service works, by better delineating the competences and responsibilities of various government agencies, streamlining the steps and procedures required to make decisions, improving the mechanisms through which the individuals in charge are selected, promoted and remunerated, and improving the relationship between government agencies and the rest of society. These changes amount to reducing bureaucracy and increasing accountability. Such is the meaning given to public administration reform in this chapter. Vietnam can claim some success in this respect. At the other end, Public Administration Reform (with capital letters) is associated with a comprehensive initiative addressing the civil service reform agenda, but also issues related to legal development and public financial management reform. A PAR Master Program covering the period 2001-2010 was approved earlier in the decade. Its implementation is led by MOHA, under a Steering Committee including senior representatives from various ministries. However, reforms related to legal development and public financial management (two of the key focus areas) require technical expertise sitting outside of MOHA. Progress on those other fronts has therefore happened almost independently from the PAR Master Program. This disconnect has
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resulted in some frustration and created confusion regarding the success of the public administration reform agenda. The lack of a monitoring and evaluation framework and the weak authority of the Steering Committee have added to the frustration. Vietnam is in a process of fundamental economic renewal. Public administration under the new orientation is bound to differ considerably from the central planning model and consequently, its roles and functions need to be redefined. PAR, as an integrating concept, started to become prominent in the early nineties; it was officially endorsed in 1995 at the Eighth Plenum of the Party Central Committee. The Master Program further specified its objective as building an effective and efficient public administration system in which cadres and civil servants have the capacity to contribute to nation building and to meet the requirements of managing a market economy with a socialist orientation. Since then, action has been taken to reorganize government functions, streamline administrative processes and strengthen accountability. Because these reforms are necessarily gradual, and nationwide implementation is still ongoing, actual impacts are still limited. But there have been incremental improvements in important aspects of public administration and public service delivery, and very few negative developments. Above all, any assessment of the progress made requires the unbundling of PAR. Consider functional reorganization. Several ministries and agencies have undertaken a comprehensive overhaul of their internal structure, adapting it to their new roles in the steering of a market economy. Importantly, service delivery units have been separated from administrative organizations, and have been allowed to raise fees from some of the services they provide. This reform has increased the efficiency of units such as hospitals. It has also made it possible to formalize and to some extent monitor previously existing out-of-pocket payments. At the same time, this reform has led to some neglect of the services to be provided for free, and it may have resulted in excessively high fees where public providers do not face competition. Both developments penalize the poor. There has been clear progress in relation to the streamlining of government processes. The adoption of the OSS model has reduced red tape and enhanced transparency. The intention is for OSSs to be the main mechanism for citizens and businesses to interact with the public administration. In general, they have provided an accessible and recognizable entry point for people in need of administrative services. Procedures have been published and fees have been made more transparent. By now, all 64 provinces have established OSSs in at least one of their departments, as have 98 percent of all districts and 88 percent of all communes. However, many of the localities or units that report implementation are in fact only partially operational or apply the model in a perfunctory manner. There are also issues of financial viability and budgets, organizational affiliation, and staff status and remuneration. E-government is another important mechanism to increase efficiency, boost transparency and reduce corruption. IT centers have been established in almost all government organizations and much has been done in terms of equipment. Several provinces are setting up their own egovernment interfaces. However, business process reengineering has not been given enough emphasis. Introducing IT systems such as e-customs aims at changing the way government officials interact with businesses and citizens, in order to reduce clearance times, minimize fraud and reduce the scope for abuse. Just introducing electronic filing would have fallen short of these objectives. At a more technical level, common standards for applications are needed. Fragmentation and quality are issues of concern, partly due to the dispersed nature of IT development which is being conducted by ministries and provinces with limited coordination. Better policies related to government employment and pay have been developed, with the aim of providing adequate incentives while keeping the payroll affordable. The size of the



160



PUBLIC ADMINISTRATION REFORM



administrative civil service in Vietnam is not particularly large. There are about 250,000 civil servants for a country of 83 million people. Some 200,000 commune officials, who often provide valuable services at local levels, were transformed into full-salaried civil servants in 2003; but separate personnel policies and management modalities apply to this category. There has also been a formal separation between administrative and public service agencies, although the two regimes have not diverged much in practice. In spite of the limited size of the administrative civil service, a downsizing initiative was introduced by the PAR Master Program. Its objective was to remove poor performers and those who would become redundant as a result of functional reorganization. Retrenchment was accompanied by a severance package, but its design was not based on an assessment of the earnings alternatives of the retrenched staff. In practice, the package did not seem attractive enough, judging by the reluctance of civil servants to leave. The dominant mechanisms for retrenchment became early retirement and reassignment to other non-civil service units. Promotions remain to a large extent based on seniority. But a rotation policy was introduced for leaders, with a successful public management experience in the provinces becoming an important step towards advancement to positions of senior leadership. The remuneration system is evolving and pay levels may approach market rates for some categories, although not for higher ranking specialists and in the most economically developed regions. However, the mechanisms to determine remuneration remain complex, as they involve the minimum wage, coefficients applying to it, and a range of bonuses and allowances. The 2004 salary reform involved a revision and partial streamlining of the coefficients and some rationalization of allowances. But the minimum wage used in the calculation is the same one applying to commercial enterprises, which results in unplanned and unwarranted adjustments to government pay. The lack of a comprehensive set of job descriptions and a performance-based pay system is often presented as a shortcoming of public administration in Vietnam. Whether mechanisms of this sort would substantially increase the efficiency of the civil service remains a matter of debate. Several measures have been undertaken to increase government accountability. Administrative courts, introduced in 1996, represent a major effort to protect the rights of citizens and businesses in relation the administration. However, after a decade in existence, their impact is well below expectations. Barely one thousand cases are processed every year, compared to more than one hundred thousand complaints submitted. The promotion of grassroots democracy was another important step towards increased government accountability at commune level. The corresponding decree moved the reform focus away from the internal workings of the administration itself to involving the general population, as summarized in the slogan “the people know, the people discuss, the people implement, and the people monitor”. The decree is quite specific on the rights and responsibilities of citizens and officials, as it spells out the areas and context where “knowing”, “discussing”, “implementing” and “monitoring” are to be applied. Overall, there have been some real successes. In places where the regulations have been well established there seems to be a significant change in the way public administration relates to the public. But there is substantial variation in the actual implementation of the grassroots democracy decree. The more recent decree 43 aims at making service delivery units (such as hospitals) more accountable. One of the measures it introduces is the administrative monitoring of the services provided, so as to make sure that those supposedly free of charge are indeed delivered. The decree also reduces the incentive to charge excessively high fees, by capping the salaries of personnel working for these units. Importantly, the decree introduces the notion of mandatory user feedback as a tool to assess the performance of service delivery units. In principle, citizens
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and businesses should be consulted in relation to their satisfaction with the services provided, including timeliness, quality, cost and, potentially, unofficial payments. How this decree will be implemented in practice remains to be seen. Government strategy There is a clear continuity in the government strategy for public administration reform, with the year 2006 simply marking the beginning of the second phase of the PAR Master Program for 2001-2010. Such continuity is reflected in the text of the SEDP. Functional reorganization, aimed at focusing the government on a stewardship role, remains the core of the strategy. The SEDP proposes to “[c]learly define the scope and content of the state’s economic management; adjust the functions of the government so that the government, ministries and central branches can concentrate on policy-making and exercising their monitoring and supervision of the implementation of state plans, policies and legislation” (p. 148). Focusing government activities on policy making has implications both on decentralization and on the direct provision of services by units with budget funding. In relation to the former, the SEDP instructs to “[r]eadjust regulations on central-local decentralization and decentralization among different levels of local authorities in order to improve their powers and responsibilities. Link the decentralization of work with that of finance, organization and personnel. Clearly define the tasks for which local authorities can have full decision-making power, those for which they need to seek approval by the central authorities prior to their own decision, and those that are wholly decided by the Central authorities”. As for the latter, the SEDP reiterates the need to “[c]learly separate state administrative management from the management of public services” (p. 148). Several proposals are made to further simplify and streamline government procedures. The SEDP mentions “reducing the number of focal points” and “decentralizing authority to the lowest levels possible together with closing inspection and checking by superiors”. It also instructs to “prevent the trend of being too administrative in public organizations” (p. 148) and to “[c]ontinue reviewing current business licenses and business conditions to facilitate all possible trades” (p. 149). Strengthening employment and pay policies remains a priority. “The objective of the salary and wage policy in the upcoming time is to go against subsidy and privileges, reduce egalitarianism; implement the principles of distribution on the basis of labor and outcome of production activity of each organization and business; have separate salary and wage policies for administrative cadres and civil servants and public employees working in public service delivery organizations based on financial autonomy. Ensure publicity and transparency in income, control and legalize salary-nature earnings so that salary will become the major source of income” (p. 143). The SEDP also proposes to transform “services personnel from permanent registered staff into contractual ones” (p. 148). On the other hand, some of the most recent developments in terms of increased accountability do not receive major attention in SEDP. The introduction of mandatory user feedback by Decree 43 is not mentioned. This may be due to the almost parallel development of the two documents. However, the SEDP explicitly says that “[s]tate bodies and civil servants fully carry out the principles of openness and democracy in serving people” (p. 148).
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Policy reforms As the first phase of the PAR Master Program came to an end, a variety of opinions were expressed on how to move the public administration reform agenda forward. One review recommended the continuation of a broad program of reforms. Such continuity is reflected in the draft PAR Action Plan for the period 2006-2010, with orientations to 2020, which has many similarities with that for the previous five-year period (Table 20.1). Another review instead emphasized the need to prioritize, by identifying two key objectives with transformational potential: pay reform and performance management. In between these two poles, a third diagnostic recommended mixing the consolidation of ongoing reforms with the development of new actions, aimed at taking ongoing reforms to a higher level. This more mixed approach can be fruitfully applied to the issues under discussion in each of the main areas of public administration. Table 20.1.: The PAR Action Plan for 2006-2010 Key focus areas



Tasks



1. Institutional reform



1. Reform of the development of normative legal documents 2. Develop and completion of institutions 3. Simplify administrative procedures 4. Further implement OSS and improve their quality



2. Organizational reform



1. Clarify functions and tasks of administrative agencies 2. Pursue central-local decentralization 3. Define the criteria of administrative units 4. Improve organizational structure of administrative agencies 5. Reform state service delivery units 6. Strengthen civil service inspection



3. Civil service reform



1. Reform management of cadres and civil servants 2. Revise salaries and preferential treatments 3. Train cadres and civil servants 4. Improve the moral standards of cadres and civil servants



4. Public finance reform



1. Output-oriented state budgeting and budget allocation 2. Reforming financial mechanisms in administrative agencies 3. Reforming financial mechanisms in service delivery units



5. Administration reform



1. Modernize management modalities and offices 2. Develop E-Governance



Source: Based on Prime Minister Decision 94, of April 2006.



Discussions related to functional reorganization focus on the possible merits of simplifying the structure of ministries (and departments at local level); for instance, some would like to bring their total number down to around 16. While the proposal has some appeal, the merging of ministries and units can amount to a major upheaval in practice, and not necessarily
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result in efficiency gains, at least for a considerable time. On the other hand, there is a clear need for better policy coordination across sectors. At present, the OOG can only partially fulfill the coordination role, as its functions are to a large extent administrative. But the creation of an empowered technical unit above current ministries, or the upgrading on one government organization to that level, could be considered. Further simplification of administrative procedures could involve the widening of the OSS model so as to overlap several levels of government. The OSS model is also being introduced in four central ministries. It will also be necessary to introduce common standards for IT applications and e-government interfaces. The ability of IT systems across government to dialogue with each other will be essential to move in the direction of a single identification number for enterprises and a single social insurance number for individuals. A new initiative in the direction of further simplification is the adoption of internationally certified (ISO) standards. Quality management of administrative agencies and procedures based on ISO-9000 was originally piloted in District 1 in HCMC in 2000 for building permits, business registration, notary services and cultural services. In April 2006 the Prime Minister issued a decision to implement the quality standards in all administrative units. ISO-9000 standards were extended to all 25 departments of HCMC and to various urban and rural districts. They were also extended to four provinces (Nghe An, Binh Dinh, Binh Thuan and Kien Giang) and were experimented for the first time in MARD. At present, some 150 agencies across the country have piloted ISO-9000 and about 30 have been certified. In relation to remuneration policies, there would be merit in continuing the process of gradual alignment of civil service pay to market alternatives. However, this process should also take into account the greater generosity of public sector pensions, at least for those hired before 2006. More generous benefits in the civil service imply that salaries should be lower. In the short term, the most important priority is to dissociate civil service pay from the setting of minimum wages for domestic enterprises. Obligations under the WTO will force a sustained increase of the minimum wage in the coming years, so as to eventually unify it with the one applying to foreign companies. This increase will result in unwarranted pay raises in the civil service, and it will also add to the government’s pension liabilities. This is a case where one instrument, the domestic minimum wage, would have to be used for two objectives, namely the adequate regulation of the labor market and the reform of government pay. One of them, at least, is bound to be unattainable. Several measures should be considered to enhance government accountability. The scope of judicially reviewable decisions can be expanded. Land disputes, which account for more than half of administrative complaints, are still excluded. Procedures require a high degree of legal sophistication by plaintiffs, and the actual independence of courts in relation to the administration is still limited. Progress in these areas requires the revision of the Ordinance Dealing with Administrative Violations and the Ordinance on Procedures for Settlement of Administrative Cases. Pilots of administrative tribunals are also planned. The creation of an Ombudsman Committee under the National Assembly, specialized in handling complaints against wrongdoing by government officials is under consideration as well. Other recent policy decisions go in the same direction. Directive 32 introduces mechanisms to manage citizens’ and enterprises’ complaints against cases of bureaucracy, harassment and abuse of power affecting citizens or enterprises. Decree 120 specifies the rights and obligations of agencies, organizations and individuals with regard to requesting and being requested information. The objective of the Decree is to improve the publicity and transparency in agencies, organizations and units.
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The effective implementation of Decree 43, on user feedback for service delivery units, is another potentially important way to increase accountability. But implementation could be challenging in practice. Household surveys in the spirit of the pilot report cards conducted two years ago should provide a credible assessment of selected services at the provincial level. Such assessment would allow rating the performance of key provincial departments, such as education, health, tax administration, or land administration. Enterprise surveys in the spirit of ICAs can also provide information on the “friendliness” of various agencies at the province level. However, it might be more difficult to get reliable feedback on specific service delivery units, such as a district hospital. Mechanisms for the effective implementation of decree 43 will need to be worked out by the corresponding line ministries, based on the characteristics of the units to evaluate. Multiple-option evaluations to be filled in by patients when they are released from hospitals could be among those mechanisms. Another possible avenue to assess public satisfaction with the quality of public services could be the institutionalization of independent public opinion polling.
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FIGHTING CORRUPTION



A strong political will to fight corruption has emerged in recent years. But success will necessarily take time. And it will require a solid understanding of the extent and modalities of corruption in Vietnam. Unfortunately, such understanding is only partial at present. Two recent studies suggest that corruption is prevalent at all levels of government, although varying to a considerable extent across agencies. The two studies also yield similar figures in relation to average bribes, at levels that seem “tolerable” from a business perspective but are clearly appalling from a household perspective. Recent reporting by the press also raises the prospect of misappropriation of resources in public investment projects. While uncovering solid evidence of wrongdoing is difficult, analysis of data from project contracts helps identify some weak spots. Reporting by the press is actually becoming a potentially important deterrent of corruption. An analysis of the way the media has covered corruption issues over time shows indeed a more activist stance recently, but it also reveals important differences between written and electronic press. The government strategy to fight corruption combines technical measures, aimed at strengthening systems and reducing opportunities for corruption, with broader measures, aimed at increasing transparency and accountability at all levels. Given the encompassing nature of the strategy, an action plan with clear priorities will be needed. This action plan should specify the links between the fight against corruption and other components of the reform agenda for the next five years, dealing with public administration, planning, tax administration and land management. But some measures in this plan are bound to be specific. They involve the monitoring of assets of senior civil servants, effective mechanisms to process complaints and denunciations, increased access to information and freedom of the press, and the adoption of reliable mechanisms to gather feedback from stakeholders outside government. Development challenges Corruption is both the outcome and a symptom of weak governance, including ambiguity in roles and responsibilities, limited checks and balances, weak law enforcement and insufficient transparency. Containing it and then reducing it is a development priority, because corruption represents a serious threat to development progress. It raises the cost of doing business and undermines the confidence of domestic and foreign investors, thus slowing economic growth and job creation. It drains the capacity of government and deprives vulnerable people of the right to basic services. Crucially, it compromises social values and norms and undermines public confidence in institutions. But corruption will not be eliminated overnight. The international experience suggests that there is no quick-fix recipe, and constant and concerted efforts are needed for lasting and sustainable impacts to be achieved. The endemic and complex nature of the problem requires a good understanding of corruption modalities and their impact on economic development, to serve as the basis for a prioritized and sequenced approach. Some of the actions to undertake are bound to be technical in nature. Others will require the involvement of the public in fighting corruption, through mechanisms that give communities voice and oversight, and allow them to expose cases of malfeasance and abuse of authority.
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Despite much talk, often involving grand principles, corruption is an under-researched topic in Vietnam. Country-specific information and data are still limited and scattered, whereas cross-country indicators are not reliable enough. A first major contribution to uncover its extent and modalities was the diagnostic study of corruption by the Central Committee on Internal Affairs (CCIA), released in 2005. This study used an international methodology, combining surveys and interviews of citizens, public official and enterprises. Its results show that corruption is perceived as common and existing at all levels and in all organizations, although varying to a considerable extent. The respondents thought that land administration, customs, the traffic police, tax administration and construction registers were the most corrupt agencies. The health sector was also among the top ten. The forms of corruption most commonly mentioned are soliciting bribes by creating obstacles, accepting bribes for favors, and using public means for personal benefit. The “askgive” mechanism was identified as a major cause of corruption. On the other hand, only one third of respondents declared that low pay in government was a root cause. Publicized corruption cases have highlighted a number of high-profile instances of grand corruption, involving senior officials, and not just petty corruption. However, it is not clear whether these cases reflect increased actual prevalence or rather a greater willingness to expose them. The independently conducted ICA corroborates the findings of the diagnostic study. The ICA is based on a large survey of manufacturing firms in the formal sector, including the domestic private sector, foreign companies and SOEs. The survey was conducted in 2005 in 25 provinces of Vietnam, using a representative sample. A private firm was in charge of the interviews, which were carried out without the presence of government officials. The ICA and the CCIA diagnostic study identified the same set of agencies as being the most corrupt ones. However, respondents to the ICA survey do not rank corruption as an important obstacle to doing business in Vietnam. In fact, a comparison with other ICA surveys suggests that corruption is a less severe constraint for the conduct of businesses than in most other countries in the region, bar Malaysia. There is also a rough coincidence between the two sources in relation to the average size of bribes. Unofficial payments to each of the most corrupt agencies are in the order on US$100. Given that this is close to an average salary in manufacturing, this finding is not comforting from a social and moral point of view. It makes it clear why the Vietnamese society is so outraged at corruption. At the same time, this is a “manageable” amount from a business perspective. Based on the ICA survey, the overall cost of bribes can be estimated at 0.4 percent of sales, which is low by international standards. It also appears that some government agencies, without being really “clean”, are somewhat cleaner than others. Local People’s Committees seem to fall in this category. Respondents to the ICA survey put them at the top of all the agencies considered, in terms of their “friendliness”. They also appear as the less prone to ask for “gifts”. This generally positive assessment is corroborated by a recent survey of informal sector workers, aimed at assessing their willingness to contribute towards a voluntary old-age pension program. Conducted by ILSSA, this survey asked who the respondents would trust to manage their contributions towards old-age pensions. Village chiefs and local People' s Committees came at the top of the "trust" list, with other government agencies trailing behind. Again, tax administration emerged as the least trusted agency among all those mentioned. Much progress has been accomplished in increasing transparency in the management of public expenditures. The budget is fully disclosed, as are by now extra-budgetary accounts. The most recent report by the SAV even identified and exposed a series of “slush” accounts held by various ministries and agencies. The introduction of a single treasury account, the adoption of
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international public sector accounting standards and the modernization of information management systems should reduce the risk of undue appropriation of funds. Expenditure tracking surveys for Program 135, which supports the most disadvantaged communes in undertaking local infrastructure investments and other projects, shows that the resources do reach the intended beneficiaries. More broadly, there seems to be a strong commitment to transparency in public finance, embodied among others in Decision 192 and its implementation circulars. The management of investment projects appears to be more problematic. The recent PMU 18 scandal served as a warning about the risk of resources being misappropriated. At the same time, several investigations involving contracts under investment projects showed how challenging it is to uncover corrupt transactions. A culture of “sharing” and “taking turns” somewhat undermines the effectiveness of conventional bidding mechanisms. Corruption also takes the form of “gift exchanges”, not to be reciprocated immediately, but when an opportunity arises. Based on anecdotal evidence, giving out fat envelopes at weddings and funerals, and losing large sums of money in card playing and other games, are among the mechanisms used to channel the “gifts”. To add to the murkiness, sometimes the beneficiary is not even the public servant who is supposed to reciprocate, but rather a close relative. In spite of the difficulties to uncover the mechanics of wrongdoing, a closer look suggests that much can be learned from project inspections. Between 2003 and 2004, the integrity department of the World Bank conducted a detailed analysis of 400 randomly selected contracts from six investment projects in energy, water, transport and health. These projects concerned seven provinces of Vietnam. After a first, desk analysis, 122 contracts were sent to an in-depth review because of indications suggesting the possibility of irregularities. In the end, no hard proof of corruption could be found, but suspicions of collusion and other irregularities could not be dispelled in several cases. A comparison between the characteristics of the 122 contracts sent for an in-depth review and the remaining, apparently clean ones is suggestive (Figure 21.1). First, it appears that the stakes are higher in the suspicious contracts. Their average amount, close to US$591 thousand, is twice as large as the average amount of apparently cleaner contracts (roughly US$251 thousand). Admittedly, standard errors are too large for the difference to be significant. However, it is not just the amount that matters, but also the way the resources are allocated to contractors. Both internationally competitive bidding, which is typically used for very large contracts, and small works, which is reserved to the smallest ones, perform better than nationally competitive bidding. There are also important differences depending on who the counterpart is. But again, the relationship is not monotonous. The proportion of contracts sent for in-depth review is lower among the poorer provinces in the sample, but it is also relatively low in Hanoi, one of the richest provinces in the country. It would be inappropriate to read too much into these results. The data refer only to a few hundred contracts, and the fact that one of them is sent for in-depth review does not mean that there was corruption involved. Moreover, the analysis presented only looks at pair-wise correlations. A more rigorous analysis needs to consider all contract characteristics simultaneously, to identify which ones have a statistically significant effect. Rather than the results, what matters is the approach. It is tempting to discuss corruption issues based on general principles and cross-country ratings. But this is unlikely to shed much like on the actual extent and modalities of corruption in a specific country. A more conducive approach is to exploit country-specific data, and investment contracts are a promising starting point.
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Figure 21.1: “Suspicious” Investment Contracts By project counterpart
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Source: Based on data from the World Bank. ICB stands for internationally competitive bidding and NCB for nationally competitive bidding. The heading “richer provinces” is used to identify Da Nang, Ha Long city and Quang Ninh. Poorer provinces are Binh Phuoc, Nghe An and Ninh Thuan.



Moreover, the hypothesis that corruption is not mechanically related to poverty, or to wealth, is corroborated by another, more rigorous analysis. The recently completed ICS asks entrepreneurs whether corruption is a major or serious constraint for doing business. Because the sample of the ICS is representative at the province level, it is possible to generate a provincial indicator of corruption, as perceived by enterprises. This indicator can in turn be correlated with provincial income per capita. The result basically shows a wide dispersion, with both wealthy and poor provinces displaying relatively high levels of corruption (Figure 21.2). Figure 21.2: Corruption and Development Level, by Province
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The recent, more determined stance of the government in relation to corruption has translated into a series of important international agreements and legislative undertakings. Vietnam signed the UN Convention against Corruption in December 2003, with the intention to ratify it in 2006. In 2004 it endorsed the ADB-OECD Anti-Corruption Initiative for Asia and the Pacific. And in 2005 it passed the Law on Anti-Corruption, which by and large covers compliance with the UN Convention and takes into account the principles of the ADB-OCED Initiative. Other important measures adopted recently include the new reporting arrangement for the SAV, which is now established under the National Assembly and the strengthening of Government Inspection office. While far from being perfect, the legal framework to combat corruption is thus being put in place. And the capacity of government agencies to detect and investigate corruption does not seem to be a major limiting factor. However, it is unlikely that the passing of laws and a more active investigative stance will suffice. A combination of powerful forces makes it difficult to achieve a “critical mass” in the fight against corruption. With rapid growth creating temporary rents and leading to dramatic changes in the prices of assets such as land, the opportunities for unlawful gains are widespread. Meanwhile, the collective nature of much corruption protects those engaged in wrongdoing. In these circumstances, it is almost impossible for any government agency to cover all fronts. Stakeholders outside government, including the media, civil society organizations and the public at large, have to be engaged. The media have recently been encouraged by government to write more proactively about corruption and to publicize corruption cases as reported by the police, the procuracy and other government agencies. The purpose is to raise awareness about the necessity of fighting corruption, to publicize laws and regulations, to help mobilize public support, and hopefully convince potential perpetrators that the risks of detection and severe sanctions are becoming dissuasive enough. In doing so, the media has increasingly assumed a supervisory role over the administration. Journalists have also been encouraged to detect corruption cases on their own. And they have done so in a number of highly visible instances. But there is still a tension between policy and reality, due to lack of clarity on where the lines are drawn and fines applied to investigative work. An analysis of the way the press has been reporting on these issues is revealing in this respect. The analysis relies on a word search to assess the fraction of published articles that deal with corruption. With a narrow definition, only articles including the word “corruption” are considered; under a broader definition, an article is counted if it contains any among the words “corruption”, “fraud”, “bribe”, “embezzlement” and “PMU 18”. The analysis covers both written and electronic media. For the written media, several dozen newspapers and magazines surveyed for the daily press review of the World Bank were included. The electronic media considered are the highly popular Vietnam Net and VN Express websites, which usually receive more than one million hits a day each. The analysis shows a much increased reporting of corruption in 2006 than in previous years. Thus, the adoption of a more determined stance in the fight against corruption and the passing of the Law on Anti-Corruption might have encouraged the media to address the issue more openly (Figure 21.3). The fraction of articles dealing with corruption increases by roughly 60 percent between 2005 and 2006, for both types of media, regardless of the definition used. However, the analysis also shows a striking difference between written and electronic media. The former had also reported extensively around 2002, on the occasion of the so-called “Nam Cam mafia scandal”. Overall, there is no discernible trend in the coverage of corruption by written media. This suggests that reporting increases when government encourages it, but declines otherwise. By contrast, there is a clear upward trend in the case of electronic media,
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with the 2006 increase just reflecting its acceleration. It would appear the choice of issues in this case is more driven by users’ interest than by government policies. Figure 21.3: Reporting on Corruption by the Media
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Government strategy The period leading to the finalization of the SEDP witnessed the issuance of important strategic documents and policy measures related to the fight against corruption. Because the two processes were running to some extent in parallel, the SEDP cannot be expected to fully reflect the government strategy in this area. And new, important developments are bound to happen in the coming months and years, as the emerging strategy takes shape and is translated into more concrete action plans. This said, the SEDP does reflect important choices in relation to the fight against corruption. Overall, it puts emphasis on positive, systemic approaches to reduce the scope for corruption, in contrast with the almost exclusively punitive measures that prevailed until not long ago. Fostering government transparency is among those positive approaches. In this respect, the SEDP states the need to “[s]trengthen the publicity and transparency in the use and management of the state budget and funds” (p. 140) and to “[e]nsure openness and transparency in the organization’s activities, such as: public procurement and capital construction, management of construction investment projects, finance and state budget, mobilization and utilization of people’s contributions, use of grants and aids, management of land use etc.” (p. 152). In the specific case of investment projects, it instructs to “[i]mprove the openness and transparency of state budget in all processes from policy-making, estimation, appraisal to approval, implementation and clearance at all levels” (p. 141). The accountability of government officials is another important principle enshrined in the SEDP. In an unusually forceful way, it mandates to “[a]bsolutely implement the principle of open civil service activities, particularly in terms of affairs directly related to the people, finance and budget; ensure good observance of the law by the whole apparatus” (p. 149).
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This principle has practical implications for civil servants in general, and for public sector managers in particular. The SEDP instructs to “intensify inspection of the performance of managers and heads of administrative agencies at all levels. (p. 148). “Exercise code of conduct and professional ethic code; changes in positions of cadres and civil servants need to clarify what can and cannot be done in accordance with the nature of work to ensure integrity and responsibility of cadres and civil servants. Conduct asset declaration of managers in organizations. Clearly stipulate the accountability and liability of agencies’ managers to superiors and to the law in case of violations or crimes committed by their employees/subordinates. Intensify educational and training work, inspection and strictly punish corrupt officials. Strengthen organizational work, guidance and coordination in corruption prevention and control. Strengthen law enforcement and law protection agencies so that they can be strong and core fighters against corruption and crimes. Supervise Anti-Corruption work in inspection, state auditing, investigation, procuracies and court agencies” (p. 152). Strengthening government accountability, in turn, requires an important involvement of stakeholders outside government. The SEDP proposes to “[i]mprove the role and responsibility of the society in Anti-Corruption, such as socio-political organizations, mass media, enterprises and industry associations, people’s inspection boards and the community” (p. 152). However, the government strategy also pays due attention to the technical aspects of the fight against corruption. Reducing the opportunities for unlawful gain by government officials is one of them. The SEDP stresses the importance of minimizing bureaucracy and red tape, providing full information on procedures, and using electronic interfaces. More specifically, it instructs to “[a]bolish troublesome and overlapping procedures which can easily be used for corrupt practices. Use consistent document forms that people and enterprises usually need when they request for their businesses and ordinary life. Better implement the IT program in administration. Ensure the publicity of all regulations, creating conditions to realize the “one stop shop” model in all State’s administrative bodies. The all-level administrative bodies have responsibilities to deal with issues that relate to individuals or organizations. They also have to post up all regulations, procedures, fee levels and working agendas at working places (p. 151152). Land management is singled out as one of the most vulnerable areas from the corruption standpoint. In its more analytical part, the SEDP notes that “[i]nefficient land management and use caused losses for the state budget and affected the integrity of many cadres” (p. 46). Specific recommendations are made to address these concerns, especially in relation to investment projects which dramatically modify the value of land. The SEDP emphasizes the need to “mak[e] land use planning and land resource information publicly accessible and transparent” (p. 133), to “[r]emove the existing “closed” procedures in investment and construction” (p. 134) and to “[a]pply a unified pricing system for goods and services, land rent, compensations for site clearance to both domestic and foreign investors” (p. 138). Policy reforms Implementing such an encompassing strategy will necessarily involve actions on several fronts. The recent Resolution 4 of the Party Central Committee recognizes that success will require a properly prioritized and sequenced approach. Work on a detailed action plan is currently in hand and due for completion by early 2007. This action plan should translate the established commitments into concrete measures, addressing current key weaknesses in governance systems. It should also shed clarity on the roles and responsibilities of key
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government agencies, including the National Assembly, the State Audit of Vietnam, the Government Inspectorate and the procuracy. The action plan will necessarily link up with other aspects of the government agenda for the next five years. For instance, specific measures to simplify regulations and reduce red tape, needed to reduce the scope for rent seeking, have already been spelled out by the public administration reform program. Limits on the authority of government agencies at all levels to introduce licenses and permits, further development of the OSS model and the adoption of a common platform for e-government, also fall in this category, as do grassroots democracy initiatives. In a similar vein, specific measures to strengthen project management cycles are part of the planning reform agenda, the modernization of tax administration is part of the public financial management reform agenda, and the revamping of land administration offices is part of the land reform agenda. Other components of the action plan, however, are bound to be specific. The implementation of the mechanism to monitor the assets of civil servants, introduced by the Law on Anti-Corruption, is an obvious example. Success in this area will very much depend on the design of the mechanism. For instance, it is clear that monitoring the assets of all civil servants in Vietnam is beyond the capacity of any agency. Therefore, there is a need to be selective, focusing on positions of responsibility. Also, the diagnostic study on corruption and the ICA survey both indicate that some agencies are more exposed to corruption than others. Priority should be given to the monitoring of assets of civil servants in those agencies. A more complex design problem relates to the legacy of economic transition, and how it might have affected the assets of civil servants. In the period under central planning many employees in line ministries and SOEs were given housing for free. With the appreciation in the value of land in recent years, the windfall has been considerable, and often totally out of proportion with the monthly income of those civil servants. Reconstructing the history of each windfall gain would be too demanding, from an administrative point of view. Therefore, the mechanism for the monitoring of assets may need to include an implicit amnesty, by focusing on changes in assets over time, more than on the level of assets at present. Some form of amnesty may also help defuse potential opposition to the fight against corruption, which could result in serious setbacks. On the other hand, anyone refusing to participate in the declaration mechanism should be removed from positions of responsibility. Another specific measure is to clarify the responsibilities of heads of agencies in the fight against corruption. The recent Directive 32 is important in this respect. Its aim is to prevent cases of bureaucracy, harassment and abuse of power affecting citizens or enterprises. Heads of agencies are instructed to establish effective monitoring mechanisms in relation to these problems, and to introduce hotlines and other entry points to gather comments and complaints. Directive 32 also instructs that every dossier concerning administrative procedures by citizens and enterprises provide information on its processing time, the rights and obligations of the two parties, and the contact details of the civil servant in charge of handling any complains or denunciations. Supporting a more active role of stakeholders outside government is also bound to be part of the action plan. A Press Law and a Law on Accessibility of Information are envisioned in this respect. The latter should clearly specify, and hopefully reduce, the list of official documents treated as confidential. The former should facilitate responsible reporting and investigation on corruption, balancing the need to prevent defamation or the issuance of “wrong” news with a degree of personal and financial protection for the media and the individual journalists involved. Introducing reasonable caps on the sanctions that can be applied in libel suits would be one way to reconcile these two objectives.



173



AIMING HIGH



Reporting by the media is a potentially effective deterrent of corruption, but not necessarily a reliable monitoring tool for corrupt practices. More active media are bound to lead to more reporting on corruption, without this implying that the extent of corruption has increased. Therefore, reliable mechanisms to collect feedback from citizens and enterprises are needed. Updating the diagnostic study on corruption, and conducting further research on more detailed aspects of it, would certainly help. On a more regular basis, a technical agency like GSO should be entrusted to regularly gather the view of households and firms on their experience with corruption in various government agencies. The introduction of an ICA module in the enterprise survey and current steps towards the introduction of a governance model in the household survey are encouraging steps in this direction.
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SUMMARY MATRICES: POLICIES AND OUTCOMES



Matrix 1: Possible Policy Actions Pillar I: Business development Area Global integration



State sector reform



Financial sector reform



Short term • Issue Decree granting import and export trading rights to all foreign firms in line with international commitments • Issue regulations to guide the intellectual property law with adequate enforcement mechanisms • Widely disseminate information on international commitments with forums to consult on and address potential adverse impacts • Establish empowered mechanism to coordinate inter-agency tasks in implementing international commitments • Revise Decision 155 to further restrict list of activities where 100-percent state ownership is to be retained • Use share auctions as the main mechanism for equitization, and allow foreign strategic investors • Classify all SOEs according to performance and publish the resuts • SCIC to begin receiving state ownership rights in equitized SOEs from ministries, provinces and General Corporations • Publicly disclose financial statements of SOCBs in line with internationally accepted standards • Increase equity stake allowed to foreign strategic investors in commercial banks



• • •



• • •



• • • • • • •



Medium term Harmonize agricultural health and food safety regulatory tools with those of SPS, OIE and IPPC Complete legal framework for enabling improved provision of logistics services including multi-modal transport Strengthen regulatory framework for business associations to allow for their greater engagement in policy formulation



Transfer SFE land to local authorities for reallocation to households, ethnic minority groups and private enterprises Strengthen transparency and limit scope of related lending and affiliated party transactions of Economic Groups SCIC to disclose report on financial operations including those of companies in its portfolio



SBV to focus on monetary policy and supervision with its role to exercise ownership rights in SOCBs to be abolished. Revise law on credit institutions to provide profit orientation and full autonomy to state owned banks Complete equitization of four large SOCBs, with participation of strategic investors Conduct portfolio review of VDB with view to assessing and better managing risks Strengthen regulatory framework for VDB for assessment of asset quality and require disclosure of financial statements Strengthen SBV’s credit information center and facilitate development of private credit bureau Fully implement a central securities depository



Pillar I: Business development Area Financial sector reform (continued)



Short term • • • • • • •



Private sector development



• • • • • • •



Infrastructure



• •
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Introduce investment climate monitoring tool as part of annual enterprise survey Adopt guidelines for the operations of the Vietnam Competition Council Issue new business registration decree prescribing reduced processing times and a rationalized fee structure Specify authority on investment certificates, conditional sectors, and standardize related documentation Issue guidelines and options to foreign investors transitioning to new Investment and Enterprise laws Establish mechanism to oversee implementation of new investment-enterprise regime with broad consultation Establish mechanism for regular review and streamlining of business licences at national and provincial levels Issue regulations to avoid conflict of interest in projects financed by provincial infrastructure funds. Issue BOT decree that clarifies technical specifications, investor qualifications, and treatment of unsolicited bids



• • • • • •



• •



Medium term Conduct portfolio review of VDB with view to assessing and better managing risks Strengthen regulatory framework for VDB for assessment of asset quality and require disclosure of financial statements Strengthen SBV’s credit information center and facilitate development of private credit bureau Fully implement a central securities depository Transform HCMC securities trading center into a stock exchange in line with IOSCO principles Revise legal framework to make the State Securities Commission an operationally independent body Introduce market makers to facilitate the development of the bond market Establish national business registry with unique number for business, tax, statistics, and seal agencies Revise legal framework for smallholders’ cooperatives and associations with reduced state intervention Link agricultural extension system with research and markets and allow competition among service providers. Enhance access of PWD to micro credit and training in operating small businesses Enact legal framework for promotion of SMEs and enabling better linkages with larger scale industries Strengthen regulatory framework for non-bank finance, such as factoring and leasing services



Strengthen legal framework to promote economical and efficient use of energy. Adopt market based pricing for fuels including petroleum products



Pillar I: Business development Area Infrastructure (continued)



Short term • •



Adopt wastewater charges based on cost recovery and with provisions to protect the poor Approve rural transport strategy designed to better coordinate planning and budgets to meet sustainable access targets



Medium term • • • • • •



Implement roadmaps for unbundling electricity and telecommunication services. Adopt user charges designed to better manage demand for infrastructure services Facilitate access to driver licenses and registration of special vehicles for PWD Improve targeting of subsidies to enable better access of the poor to infrastructure services Reduce traffic fatalities through improved education programs and strengthened enforcement Establish legal framework to strengthen urban planning and urban infrastructure management



(Continued)



183



Matrix 1: Possible Policy Actions (Continued) Pillar II: Social inclusion Area Education



•



Short term Implement regulation on inclusive education to increase enrolment of children with disabilities



• • • • • • • •



Health



• •



Adopt progressive legal framework for HIV/AIDS to scale up harm reduction programs, fight stigma and discrimination. Improve budgetary balance between health infrastructure, human resources, subsidies and preventive care



• • • • • • •
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Medium term Introduce standards for learning outcomes, teacher performance, and institutional capacity Support greater involvement of parents and communities in educational system assessments. Implement Education Management Information System to strengthen analysis of education quantity and quality Mandate full-day schooling at the primary level to increase teaching hours and reduce out-of-pocket expenses Reprioritize budgetary resources towards school construction, and fee exemptions at secondary level for poor households Clarify ministerial responsibilities and enhance private sector participation in public vocational training programs Expand FSQL to include learning hours for the poor, learning outcomes and participation of children with disabilities Facilitate establishment of empowered Boards with academic and business participation to increase autonomy of universities Increase participation in voluntary health insurance via group enrolment, discounts, and involving mass organizations Develop information tools to monitor performance of healthcare providers and certify their technological level. Allocate resources to conduct early disability detection tests and improve availability of disability aids. Operate VSS as wholesale purchaser of health care packages and foster competition between providers. Establish affordable health insurance premiums based on usergroup demand characteristics Implement Safe Motherhood and New-born care Master Plan with adequate budget Strengthen regulation of pharmaceutical industry and



Pillar II: Social inclusion Area



Short term



Social protection



• Adopt guidelines to encourage farmers’ and informal sector



Gender



•



participation in voluntary pensions, including through subsidy • Adjust safety net for redundant SOE workers to cover state owned plantations and farmers



• •



Approve law to redress gender disparities in existing legal documents and women’s participation in decision making Adopt implementing guidelines for Law on Gender Equality identifying resource needs and monitoring mechanisms Strengthen re-titling process to speed up issuance of all LUCs in the name of both spouses



Medium term marketing of medicines. • Pilot index-based flood insurance to address risks associated with natural disasters • Bring pensions closer to actuarial benchmark, and narrow gaps between men and women, and public and private sectors. • Strengthen management of pension reserves with prudential guidelines for investment and mechanisms for accountability • Introduce single social insurance number for all targeted benefits and social insurance programs • Conduct nationally representative survey for reliable data on economic activity, work conditions, earnings, labor relations. • Adopt measures to promote women to senior decision making positions. • Create legal framework for domestic violence prevention and control. • Improve monitoring to determine prevalence of sex-selective abortions



(Continued)
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Matrix 1: Possible Policy Actions (Continued) Pillar III: Natural resources Area Land and forests



•



Short term Issue strategy to strengthen linkages between protective and economic functions of forests, and promote local ownership



• • • • •



Water



• • • •



The environment



• •



Enact legal and institutional framework for integrated river basin management Approve natural disaster mitigation strategy and action plan Issue Water Resources Law covering all activities that exploit water or impact on its quality Strengthen inter-agency coordination, and encourage greater commune and private sector participation in sanitation Update guidelines to require EIAs early in the project cycle to permit their integration into design details Issue guidelines on SEAs allowing them to sufficiently influence master and sector plans



• • • • • • • • • •
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Medium term Mandate public auctions for allocation of high-value plots of land. Increase transparency of land conversion, acquisition, resettlement, valuation and compensation Identify tracts of land for which customary titling is to be applied. Issue guidelines on bottom-up land use planning with proactive roles for local communities and the private sector. Amend Five Million Hectare Program to better balance forest protection, multipurpose forestry and farmers incentives Establish river basin organizations and sharing plans for nine priority basins with competing interests and water conflicts Adopt national strategy for Integrated Coastal Zones with links to river basin management plans Restructure irrigation management companies with improved service orientation and financially viability Develop economic tools for water resources management Establish national and regional pollution monitoring systems to enable results-based environmental planning Complete reclassification of forest and the assessment and inventory of biodiversity Strengthen legal framework for biodiversity protection, on boundaries, community involvement and buffer zones Strengthen incentives for cleaner production using economic instruments and larger penalties for non-compliance Approve master plan for the collection and treatment of solid waste Reduce transaction costs to facilitate access to carbon finance under clean development mechanism of the Kyoto Protocol



Matrix 1: Possible Policy Actions (Continued) Pillar IV: Modern governance Area Planning processes



• • •



Public financial management



• • • • • • •



Short term Allocate state capital expenditure transparently, using criteria like population, poverty and ethnicity Establish clear criteria for selecting public investment projects including mechanisms for their financing Adopt regulations for master and regional plans specifying issues, process, agency responsibility, and require disclosure Disclose SAV report on the audit of the state budget on an annual basis Publish regular disaggregated within-year budget execution reports Issue regulations on content and publication schedule of endyear financial statements for the state budget Conduct internal self-assessment employing the Public Expenditure and Financial Accountability (PEFA) framework Issue regulations for periodic disclosure of external public debt and its composition Issue regulations to guide the establishment and issuance of benchmark government bonds Consolidate administration procedures for all taxes into a single law, modernizing assessment and enforcement methods



• •



• • • • • • • • • • •



Legal development



•



Simplify access to legal aid for marginalized and vulnerable groups



•



Medium term Law to focus Planning on public goods and regulation, with consultation, results orientation and costing Integrate sectoral policies and national target programs at the commune level emphasizing participation at all stages.



Issue guidelines on content and timing of SAV report, and its publication including disclosure of audits of individual entities Fully integrate MTEF with annual budget preparation cycle for pilot sectors and provinces. Extend publication of disaggregated within-year budget execution to agencies and by province Promulgate internal audit standards and methodologies for state agencies and state enterprises. Issue public sector financial reporting standards in line with international standards Implement full PEFA assessment and disclose results to public Establish legal and institutional framework for consolidated domestic and external debt management Strengthen state asset management by issuing legal framework for recording and reporting on state assets, including land. Streamline Corporate Income Tax and introduce a simplified tax arrangement for household enterprises Revise the State Budget Law to institutionalize MTEFs and further decentralize budgetary authority to local levels Implement the Treasury and Budget Management Information System (TABMIS) nation-wide Budget allocations for courts to be decided by National Assembly and Peoples Councils rather than by higher courts
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Pillar IV: Modern governance Area Legal development (continued)



• • •



Short term Strengthen the NA committees for economic and social issues Create facilitating legal framework for civil society organizations, including participation in service delivery Develop Ordinance on Grassroots Democracy based on broad stakeholder consultation, including local communities



• • • • •



Public administration reform



• • • •



Establish empowered technical unit to strengthen policy coordination across sectoral ministries and agencies Continue simplification of administrative procedures by making existing one-stop-shops (OSS) fully operational Implement mechanisms to manage complaints against cases of harassment and abuse of power affecting citizens or firms. Disassociate civil service pay structure from minimum wage setting to contain public sector wage bill.



• • • • • •



Fighting corruption



• • •



Operationalize Steering Committee against corruption headed by the PM, with power to dismiss corrupt high level officials Disclose report on major inspections overseen by Steering Committee against corruption Implement decree for asset declaration by senior officials and their immediate families with penalties for non-compliance



• • • •
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Medium term Revise Law on Laws to ensure that policy consultation precedes the drafting of legal documents Transform Supreme Peoples procuracy into an institution with public prosecution functions only Permit appointment of specialized judges or experts to assist tribunals to more promptly resolve complex legal issues Mainstream the practice of publishing court decisions to allow a more predictable and uniform application of laws. Permit greater access to media to cover court proceedings Introduce common standards for IT applications and egovernment interfaces Widen the OSS model so as to overlap several levels of government and cover more departments and agencies Extend adoption of ISO standards to simplify procedures and improve quality of administrative agencies Conduct user feedback surveys to assess quality of public service delivery Continue to align civil service pay to market alternatives, accounting for better pensions in the state sector. Revise legal framework to expand scope of judicially reviewable decisions on administrative cases, including land Disclose report on review of laws in areas considered vulnerable to corruption highlighting loopholes Establish mechanism to protect and reward whistle blowing on corrupt activities Issue law on access to information specifying a shortened list of official documents regarded confidential Issue law on media to encourage responsible investigation and reporting on corruption



Matrix 2: Possible Development Outcomes Area Global integration



Indicator



Most recent (year) 62 percent (2005)



Expected (2011) 72 percent



Export goods turnover as a proportion of GDP



GSO



2. International alignment of standards



Proportion of technical product standards that are in line with international ones Proportion of importers and exporters claiming they are satisfied with Custom services Number of enterprises with 100 percent state ownership Fraction of state capital in SOEs transferred to SCIC by line ministries, provinces and general corporations Percentage of SOEs classified in the bottom “C” tier of performance according to Decision 224/06. Required provisioning for possible non performance in all outstanding credit Ratio of stock market capital to GDP Total equity held by the biggest non-government shareholder in each SOCB in percent of total SOCB capital



STAMEQ (MOST)



25 percent (2005)



35 percent



Client survey by Customs Depatment NSCERD



Available in 2007



To be determined



2100



500



None



50 percent



8 percent



SBV



15.6 percent (Based on criteria of decision 271) 8-10 percent



SSC



7-8 percent (2006)



15 percent



SBV



None



20 percent



1. Number of SOEs 2. State capital in SOEs transferred to SCIC 3. SOEs with poor performance



Financial sector reform



Production



1. Export orientation



3. Client satisfaction with customs State sector reform



Pillar I: Business development Definition



1. Non-performing loans 2. Stock market capitalisation 3. Share of strategic investors’ ownership in SOCBs



NSCERD



MOF



5 percent



Area Private sector development



Indicator 1. Employment in private enterprises



GSO (Annual Enterprise Census) GSO (Annual Enterprise Census)



1. Enterprises’ satisfaction with infrastructure



Proportion of enterprises citing infrastructure as either a major or severe constraint for conducting business



GSO (investment climate survey 2006, 2008 and 2010)



2. Poor communes with basic infrastructure



This includes small irrigational works, schools, communal health stations, roads, electric lighting, water for domestic use, markets, communal cultural post offices, meeting houses, etc. Figures in proportion of all communes



Program 135 monitoring system (CEM)



3. People living in urban slums



Fraction of the population living in houses not meeting government standards



GSO (VHLSS 2006, 2008, Population and Housing Census 2009)



3. Private domestic investment
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Production



Number of paid employees in nonstate enterprises, excluding collective enterprises Number of registered private enterprises in operation outside the South East Region, Danang, and Red River Delta As a proportion of GDP



2. Private enterprises away from the growth centres



Infrastructure



Pillar I: Business development Definition



GSO



Most recent (year) 4.04 million (December 2005)



Expected (2011) 7 million



38.9 thousand (December 2005)



70 thousand



30 percent (average for 20012005) Transport: 11.9 percent Electricity: 8.3 percent (2006) Expected 2007



35 percent



25 percent



5 percent



Class rooms: 100 percent Electricity: 80 percent Clinics : 100 percent Roads: to be determined 10 percent



Matrix 2: Possible Development Outcomes (Continued)



Area Education



Indicator 1. Children with disabilities attending school 2. Learning outcomes in primary school



Health



3. Universities meeting international quality standards 1. Child malnutrition rate



2. Poor people with free health insurance



3. Use of modern health care facilities by the poor Social protection



1. Poverty among the population at large



Pillar II: Social inclusion Definition Proportion of children with a functional disability attending primary or secondary school Proportion of Grade 5 students below functional reading level Proportion of universities that has been independently accredited Proportion of children stunted (low height for age) or underweight (low weight for age).



Proportion of people below the new national poverty line who have been provided with free health insurance Average annualised contacts with hospitals for the poorest quintile (as compared to richest quintile) Proportion of people below the new Vietnam poverty line



Most recent (year) 2006 number available in 2007



Expected (2011) To be determined



11 percent (2001)



5 percent



None



100



National Institute of Nutrition –NIN (Nutrition Survey)



Stunting: 29 percent Underweight: 25 percent (2005)



Stunting: Below 25 percent Underweight: Below 20 percent



GSO (VHLSS 2004, 2006, 2008, 2010)



42 percent (includes free health card) (2004) 0.15 poorest (0.70 richest) (2004)



100 percent



Production



GSO (VHLSS)



Learning outcome surveys done in 2001, 2007 and 2010 MOET



GSO (VHLSS 2004, 2006, 2008, 2010) GSO (VHLSS 2004, 2006, 2008, 2010)



20 percent (2004)



0.30 poorest



10 percent
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Area Social protection (continued)



Indicator 2. Poverty among ethnic minorities 3. Contributors towards oldage pensions



Gender



1. Leadership positions held by women 2. Asset ownership among women 3. Wage employment among women



Pillar II: Social inclusion Definition



Most recent (year) 61 percent (2004)



Expected (2011) 30 percent



VSS, GSO and MOLISA



15 percent (2006)



30 percent



MOHA



27 percent (National assembly) 30 percent (2004)



To be determined



17.9 percent (men: 25.5) (2004)



25 percent



Production



Proportion of ethnic minorities below the new Vietnam poverty line Includes both the compulsory and the voluntary schemes. In percent of the labor force Leadership positions to be defined. In percent of total



GSO (VHLSS 2004, 2006, 2008, 2010)



Proportion of land use certificates held in the name of both spouses or a female person Fraction of the female labor force having a wage either as primary or as secondary occupation



GSO (VHLSS)



GSO (VHLSS) GSO/ MoLISA (Labour force survey)



45 percent



(Continued)
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Matrix 2: Possible Development Outcomes (Continued) Area Land and forests



Water



Indicator



Pillar III: Natural resources Definition Production



1. Client satisfaction with land administration offices



Percentage of users satisfied or highly satisfied with the services provided by land administrative offices



2. Forest land allocated to local communities



Proportion of forest land allocated to local people and communities, for all of Vietnam and the Central Highlands



3. Forest quality



Proportion of land area under forest with a closed canopy, multi-story-age profile and species diversity Includes urban and rural population. Includes all improved water sources excluding all hand dug wells Population with access to properly designed and installed sanitation. Number of river basins with inter-provincial water allocation procedures established and operational



1. Population with access to improved or clean water



2. Population with hygienic sanitation. 3. River basins with interprovincial management



MoHA/ GSO Pilot Report Card Survey (2004) MoNRE (baseline survey 2007 and later surveys) GSO (VHLSS 2008) MONRE



FIPI of MARD (possible with additional remote sensing data) GSO (VHLSS)



GSO (VHLSS) MoNRE



Most recent (year) X percent (2004)



Expected (2011) To be determined



All of Vietnam: 25 percent Central Highlands: 2 percent (2005) 4.2 percent



All of Vietnam: 30 percent Central Highlands: 15 percent



Urban: 82 percent Rural: 48 percent 32 percent (2004)



Urban: 95 percent Rural: 75 percent 75 percent



None



5



10 percent
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Area Environment



Indicator



Pillar III: Natural resources Definition Production



1. Quality of surface water



Quality of surface water in key areas as measured by MoNRE/ VEPA monitoring systems



MoNRE/ VEPA Standards are being defined and monitoring systems put in place



2. Quality of air



Quality of air in key areas as measured by MoNRE/ VEPA monitoring systems



3. Protection of bio-diverse wetlands



Number of wetlands of international importance included in the protected area system as designated Ramsar sites. (Wetlands of international importance are those that meet the Ramsar criteria. There are about 26.)



MoNRE/ VEPA Standards are being defined and monitoring systems put in place MARD



Most recent (year) Expected 2007



Expected (2011) To be determined



Expected 2007



To be determined



2 out of 26 (2006)



7



(Continued)
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Matrix 2: Possible Development Outcomes (Continued)



Area Planning processes



Public financial management



Indicator



Pillar IV: Modern governance Definition Production



Most recent (year)



Expected (2011)



1. Provincial screening of public investment



Number of provinces that have issued guidelines for screening public investment projects at the pre-appraisal stage, including sound cost benefit analysis



MPI



None



30



2. Adoption of integrated regional planning



Number of regions with a cross-sectoral master plan, integrating urbanization, large-scale infrastructure and environmental concerns.



MPI



None



2



3. Provinces adopting modern planning principles



Proportion of provinces using a participatory approach to planning in the preparation of their annual plans and adopt a resultsbased monitoring approach.



MPI



3



30



1. Extent of unreported public expenditure



Proportion of public expenditure that is offbudget, i.e. not reported in the budget, budget execution reports and annual financial statements. This includes own source revenues, expenditures, statutory funds, proprietary funds.



MOF; based on PEFA assessment



Expected in 2008



To be determined
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Area



Indicator



Public financial management (continued)



2. Public agencies with internal auditing functions



3. Public debt and public guarantees



Legal development



Public administration reform



1. Number of standing technical committees at the National Assembly 2. Number of civil society organisations legally registered 3. Court cases decided as a fraction of total cases lodged to court 1. Districts with egovernment interfaces 2. User satisfaction with government services
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Pillar IV: Modern governance Definition Production Number of sector ministries and provinces that have established an internal audit function and started to publish auditing reports Ratio of public debt to GDP, inclusive of publicly guaranteed debt at all levels of government



MOF



MoF



Office of National Assembly Number of civil society organisations legally registered under a new legal framework at national and sub-national level Percentage of court cases settled over total cases lodged to court Percentage of districts with an operational online services for businesses Percentage of users satisfied or highly satisfied with government services, as evaluated through independent and representative household and business surveys.



MOHA



Most recent (year) X



43.5 percent (inclusive of provincial publicly guaranteed debt) 9



Expected (2011) To be determined



50 percent



To be determined



None



To be determined



MOJ



X percent



To be determined



MOHA



15 percent (2006)



MOHA/GSO Pilot Report Card Survey (2004) GSO (Governance module attached to VHLSS 2008, investment climate survey 2006, 2008, 2010)



X percent (2004)



45 percent To be determined



Area



Indicator



Pillar IV: Modern governance Definition Production



Most recent (year)



Expected (2011)



59 percent (2006)



80 percent



Public administration reform (continued)



3. Provincial departments with one stop shop model



Proportion of provincial departments that have adopted the one stop shop model



MOHA



Fighting corruption



1. Households having suffered from corruption



Fraction of households who say they pay bribes when dealing with vulnerable government agencies as specified in the diagnostic study on corruption



Diagnostic study on corruption Table 2.4 (2005) GSO (Governance module attached to VHLSS 2008)



50.8 percent (2005)



35 percent



2. Enterprises having suffered from corruption



Fraction of enterprises who say they pay bribes when dealing with tax administration officers or in relation to government regulations



GSO (Investment climate survey 2006, 2008, 2010)



67.9 percent (2006)



45 percent



3. Proportion of entrepreneurs that that see corruption as a binding constraint to business



Proportion of entrepreneurs that see corruption is either a severe or major constraint to business



GSO (Investment climate survey 2006, 2008 and 2010)



9.9 percent (2006)



5 percent
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