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VIET NAM -ECONOMIC REPORT ON
INDUSTRIALIZATION AND INDUSTRIAL POLICY

EXECUTIVE SUMMARY

1. Viet Nam has recorded impressive results since the introduction of a
comprehensive program of adjustment and reform in 1989: growth has been strong,
inflation has been brought under control, and progress has been made in the transition to a
market economy. In particular since 1991, industry has been the fastest growing sector,
with private enterprises booming and state enterprise activity expanding even faster.

2. Notwithstanding this record of success, which can compare only with
China's among the transitional economies, complacency would be misplaced, as Viet Nam
is only at the beginning of its road to sustaining high, labor-intensive and broad-based
growth in order to eliminate poverty. The focus of the report is on the elements of the
strategy needed to achieve this objective by promoting industrialization. Viet Nam has in
fact significant endowments of natural resources, but their exploitation will not be
sufficient to support growth. In addition, prospects for expansion of agricultural
production are limited. Finally, the service sector - though important and expected to
continue to develop strongly - is not yet the most promising engine of growth, owing to
the low level of incomes and skills in Viet Nam. Industrialization, accompanied by growth
in the service sector and increased productivity in agriculture, is thus expected to be the
leading force for growth.

3. The vision of industrial development that informs the strategy proposed in
the report is that of a diversified, export-oriented and labor-intensive sector, consisting of
few state enterprises - concentrated in utilities and infrastructure that cannot be provided
competitively by the private sector - and numerous private enterprises. Current trends in
industrialization are not fully consistent with this vision: state enterprises have in fact
increased their share in industrial output and private businesses, though growing steadily,
have been lagging behind. These trends are taking place in spite of significant progress
toward the imposition of market discipline on state enterprises and toward the
establishment of a level playing field between state and private businesses.

4. In spite of the success of state enterprise led industrialization since 1991, a
strategy based on the development of large, vertically and horizontally integrated, capital-
intensive state enterprises, protected from foreign as well as domestic private competition
and concentrated in selected "strategic" sectors would not deliver the kind of
industrialization that Viet Nam needs to grow out of poverty. In fact, while in many
countries state enterprises have played an important role in the early stages of industrial
development, no country has been able to engineer broad-based and labor-intensive
growth led by the state enterprise sector. In addition, an industrialization strategy led by
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state enterprises would require the accumulation of higher levels of external debt and thus
ultimately result in lower growth, as more resources would need to be transferred abroad
for debt service.

5. The government is well aware that the impetus for industrialization will
need to come primarily from the private sector. Already in Viet Nam employment growth
has been coming from the private sector, which has been able to absorb not only new labor
market entrants but also labor shed by state enterprises and demobilized military
personnel. In spite of this recognition, the debate within the government on whether there
should be an environment that encourages and sustains the private sector through further
deregulation and liberalization or one that keeps the private sector more tightly under
government control is not yet resolved; similarly, there remains uncertainty in government
circles as to the role of state enterprises in Viet Nam's development strategy.

6. The strategy for industrialization proposed in the report encompasses three
fundamental elements: supportive macroeconomic policies, a consistent and stable
business environment in support of private enterprise development, and a small and
focused state enterprise sector, geared toward providing efficiently important public
goods and services that are complementary to private enterprise development. Viet Nam
has made impressive strides in all these directions, but recent developments indicate that
progress has been allowed to slow down in a number of important areas. This is in part
due to the fact that Viet Nam has gotten past most of the easier steps in the reform
process and now confronts more difficult ones. This is also in part due to unwillingness to
undertake major policy changes while economic performance is satisfactory.

7. In addition to these three fundamental elements, the industrialization
strategy proposed for Viet Nam requires balanced regional growth and rural
development. Approximately 80 percent of labor lives in rural areas and, while growth has
involved the whole country, rural areas with limited opportunities to diversify out of
traditional crops have lagged behind. There is thus a well-founded concern in Viet Nam
that - unless economic opportunities in these areas are expanded - disparities between
regions and, most important, within regions between urban and rural areas would be
reinforced rather than reduced by accelerating industrialization. The promotion of
balanced regional growth and rural development through the development of adequate
infrastructure and institutions to enable growth of rural markets will thus need to
complement the overall industrialization strategy.

8. Finally, one last critical element for the industrialization strategy regards
the prevention of industrial pollution. Industrial development will need to be
accompanied by a coherent program to minimize the environmental costs associated with
it: Viet Nam does not need to look far to appreciate the adverse consequences caused by
rapid industrialization without pollution control. Given the early stage of the
industrialization process and the still limited industrial pollution loads, the most cost-
effective strategy for Viet Nam consists in preventing industrial pollution, rather than
attempting to remedy it later.



9. The report analyzes these five elements of an industrialization strategy for
Viet Namn, assesses progress and formulates policy recommendations in these areas. The
general findings are that great progress has been made, but the unfinished agenda is
formidable. Policy makers should thus avoid resting on the impressive results of reforms
already implemented, and move rapidly to address remaining challenges.

10. A brief matrix, summarizing the main objectives of the industrialization
strategy proposed in the report and the policy actions to achieve them, is presented at the
end of this executive summary. While the specific definition of many proposed actions
will necessarily require a more detailed assessment of specific sectoral conditions and their
implementation will require a prolonged period of time, the government can and should
consider the adoption of the broad program in the short term. This would provide an
overall framework within which various agencies could direct their efforts to advance Viet
Nam's industrial development.

Industrialization and Macroeconomic Policies

11. The consolidation of the macroeconomic progress achieved in the recent
years will be critical to ensure continuing growth. A strategy for industrialization requires
in fact supportive macroeconomic policies. In addition to continued vigilance across the
macroeconomic front and the consolidation of macroeconomic stability - in particular the
reduction of inflation in line with the region and the maintenance of a fiscal stance that is
consistent with this objective - continued efforts need to be focused on mobilizing
domestic and foreign resources to finance investment and growth. Great progress has
been made in increasing domestic public and private savings and in placing external
financing on a firm basis by attracting foreign direct investment and concessional aid
flows. Continued efforts are however required especially to increase domestic private
savings, by further improving the environment for private investment and by strengthening
confidence in the financial system.

12. In addition, in the coming years macroeconomic policies should be
supportive of two specific objectives which are closely related to the ability of
industrialization to deliver rapid and broad-based growth: first, investment efficiency has
to be maintained high and, second, industrialization has to generate adequate employment
opportunities. Although macroeconomic policies alone would not be sufficient to achieve
these objectives, they have an important role to play.

13. The main challenge for macroeconomic policy in encouraging efficient
investment concerns the management of external capital inflows. Viet Nam stands to
receive increasing amount of financial resources from abroad, mostly in the form of ODA
and FDI. On the one hand, these capital inflows represent an extraordinary opportunity
for Viet Nam to increase rapidly its investment levels and thus productive capacity for
economic growth, on the other hand, capital inflows can have adverse consequences
especially on competitiveness and thus on investment efficiency, by biasing the allocation
of investment toward non-traded sectors. As the volume of foreign inflows rises, it will be
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increasingly important for the macroeconomic stance to minimize their potentially adverse
effects. Experience from several countries in Southeast Asia that have successfully
managed large foreign capital inflows shows that fiscal policy restraint and trade
liberalization are the most appropriate ways to optimize the gains from capital inflows
while minimizing their side effects. Tight fiscal policy provides investors with a positive
outlook for long-term macroeconomic stability, leads to lower interest rates, and
discourages speculative capital inflows. Trade liberalization removes the bias toward non-
traded goods, moderates the pressure toward real appreciation of the exchange rate, and
thus ensures that international competitiveness is not jeopardized. It will also be important
that over the medium term appropriate instruments of monetary policy be developed, in
order to allow the central bank sufficient flexibility in implementing domestic and foreign
currency market interventions that may be necessary for the management of capital
inflows.

14. Finally, in order to sustain high and broad-based growth, industrialization
must generates adequate employment opportunities to absorb productively new entrants in
the labor force, which are now averaging over 1 million persons per annum. The large
majority of jobs are being created by the private sector, while state enterprises and the rest
of the public sector have experienced a decline in employment: during 1989-93, about 3.8
million jobs were created, resulting from private employment growth of 4.7 million and a
reduction of about 900,000 in state sector employment. In the future, the private sector is
expected to remain the most important source of employment generation. However,
unemployment is on the rise, especially in urban areas, where some 2.2 million people are
reported to be unemployed, and underemployment is high in rural areas, where arable land
per capita is one of the lowest in Southeast Asia. As in the case of investment efficiency,
achieving the objective of promoting adequate employment generation requires also
supportive macroeconomic policies. In addition to maintaining a stable environment-
which is necessary to promote investment and thus jobs -maintaining international
competitiveness by pursuing trade liberalization and a market-based exchange rate will be
the most important contribution of macroeconomic policy to employment generation.

Private Enterprise Development

15. Viet Nam's progress toward establishing a regulatory environment
supportive of private enterprise development is clearly shown by the large number of
vibrant small businesses that are growing rapidly from a very low base. However, this
process reveals a number of important limitations. First, the private sector has been
growing less rapidly than the state enterprise sector, in the aggregate as well as in
industry. Second, private sector development appears to be confined to small scale
enterprises, concentrated in specific industrial subsectors, such as food and food
processing, garments, and some consumer goods. Third, the expansion of foreign
investment and foreign trade that has been important to overall economic growth during
this period has not yet directly involved private enterprises, which are rarely partners of
foreign investors and remain in general oriented to the domestic market. These limitations
of private enterprise development indicate that much remains to be done to establish a



v

policy framework where private enterprises can fully contribute to growth in income and
employment.

16. To support private enterprise development, the main challenge for policy
makers is to provide a basic framework of commercial law inside which the initiative of
Vietnamese enterprises can develop and prosper. This framework should in the first place
be certain - i.e. not subject to arbitrary interpretation by the implementing agencies -
and stable - i.e. not be modified often and as a result of pressures by specific interest
groups. Secondly, this framework should be consistent with the "level playing field"
objectives that the government has often stated in other policy areas: that is, regulations
should treat enterprises in the same way, irrespective of their ownership. Thirdly, this
framework should provide incentives for productivity growth, by ensuring a low level of
protection to domestic industries.

17. Recognizing that further progress in the regulatory environment is needed
to stimulate new private investment and that legal and administrative reform is proceeding
slowly, the government has introduced ad hoc measures and selectively applied exceptions
within the existing regulations to make them less restrictive. For example, the government
has attempted to streamline the process of approving FDI, to reduce delays and costs to
investors, rather than addressing whether the current control-oriented procedures are
necessary, and most recently has started to offer enhanced incentives packages to
individual investors as a way of improving the environment for private sector involvement.

18. This approach -which amounts to selective application of inadequate
rules, rather than establishing good rules - will not be adequate to encourage private
enterprise development beyond its current level and structure for at least two reasons:
first, as long as these rules remain on the books, non-enforcement may be reversed; and
second, their application may be arbitrary and uncertain. In either case, the business
community, domestic or foreign, faces not a certain and stable regulatory framework, but
rather the risk of policy inconsistency, which has been demonstrated in many countries as
a major inhibition to investment and enterprise creation and in particular to entrepreneurs
moving from trading to production activities. In addition, this approach will not be
sufficient to fully establish a level playing field between state enterprises and private
businesses. While great progress has been made in this direction - in particular with
regard to taxation, budgetary support and credit - state enterprises still enjoy de facto
privileges, especially access to land and to foreign trade quotas and licenses.

19. The government should thus build on the progress already made in creating
an effective environment for private sector development by emphasizing de-control and
deregulation measures. This report has in fact identified entry regulations (in particular
the cumbersome licensing process for new enterprises), the unclear and inefficient
framework regulating land use rights, and the remaining restrictions on foreign trade as the
three most critical impediments to further development of the private enterprise sector.
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20. Entry Regulations. The Government has shown itself receptive to
business complaints about the time-consuming nature of the licensing system for new
investments, by attempting to streamline the process, both for domestic and foreign
investors. However, the system remains cumbersome, restrictive and gives government a
large amount of discretion in the issuance of licenses, because the rules lay out chiefly the
process for applications rather than the criteria by which they will be judged. Moreover,
this system is being used as a substitute for missing or incomplete regulations in other
areas, such as zoning and credit assessment. As the legal framework develops to provide
specific rules in these areas, the licensing process is becoming redundant. Finally, in a
market economy, it is not regarded as a legitimate function of the state to determine who
shall and shall not form a business -indeed, it is seldom that government bureaucrats
have the skills to evaluate projects and business proposals.

21. Although the strong growth of the private sector and the low number of
rejections of license applications may argue that the procedures have not been so far an
inhibition to private business formation, there is a danger that these impediments will
become more serious bottlenecks. As private enterprises expand in number and size,
administrative resources required by the implementation of the current licensing process
would be exorbitant and the length and cost of the process would increase further. This
would in turn discourage the establishment of new businesses and the expansion and
diversification of existing ones, or drive businesses out of the formal sector, reducing the
revenue base for income and indirect taxes.

22. Rather than merely streamlining the existing regulations, the government
should consider restructuring the system goveming entry, particularly for domestic
investors. First, redundant requirements - such as minimum capital requirements for new
enterprises and recertification requirements for existing enterprises seeking to expand or
change aspects of their business operations - should be eliminated; notification could be
requested instead. Second, approval requirements for the establishment of new enterprises
should be limited to specific cases, for example when public safety or national security are
involved; these cases already require approval by the Council of Ministers. In all other
cases, licensing should be replaced with a registration procedure - that is, a procedure
involving the disclosure of information about the enterprise being established to the
relevant authorities and the assignment of a tax identification number - and an enterprise
would be legally established as soon as it complies with the registration procedure,
without requesting approval.

23. Land Use Rights. An incomplete regulatory framework has led to
inadequate access to and regulation of land use rights. The problem is not that the
government wants to maintain the ownership of land by the people; national ownership of
land on behalf of the whole population is practiced in many market economies without
adverse consequences on enterprise development. Ambiguities in the implementation of
the Land Law limit in practice the availability and transferability of land use rights, which
are now major impediments to business development.
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24. The government's objectives - to maintain people's ownership of land,
reduce speculation, limit land loss (and ensuing poverty) by vulnerable groups, and avoid
misuse of resources - are not incompatible with the efficient use of land. This is
particularly important in Viet Nam, where already scarce agricultural land is under
pressure from residential, industrial and commercial users. However, existing regulations
do not ensure that land is allocated to the most efficient uses: the allocation process of
land use rights is not implemented in a transparent manner, allowing discretionary
decisions; the price at which land use rights are allocated does not reflect the scarcity
value of land, but rather arbitrary criteria such as the sector of activity of the user; the
right to transfer land use rights is restricted, preventing the establishment of a well
functioning land market; and often speculators instead of the government reap the benefits
of rezoning.

25. These problems with the land use regime require fundamental revisions to
some existing regulations and clarification of others. The revised regulatory framework
should accomplish the following:

* Transferability: Land use rights should be made transferable upon agreement
between the direct parties. The role of the government should be only to
register the transfer, upon notification by the parties, and to collect an
appropriate transfer tax. The transferability should extend to holders of
mortgages on land use rights.

* Land Prices: Rental rates for land should be determined on the basis of market
values, and should not be differentiated by type of users (e.g. individual,
domestic private enterprises, state enterprises, foreign-invested enterprises) or
by sector of economic activity (e.g. heavy industry or light industry). The
market value of land could be established on the basis of the outcomes of
auctions of land use rights by the government and reported transfer prices
among private parties. For simplicity, the government could expand the use
block values for similar kinds of land, instead of using specific assessments.

* Registration: The existing land and housing registries should be unified. In
addition, the registration and cadastral system and the dispute resolution
framework should be upgraded.

* Taxation: The tax and fee structure should be reviewed, to establish more
neutral and transparent taxation of land use rights and to allow the government
to capture the benefits of rezoning. In particular, the current transfer tax
should be reduced to encourage compliance and accurate reporting of
transactions.

26. Foreign Trade. Viet Nam has made impressive progress toward the
establishment of an open and neutral trade regime: in particular, compared to countries at
a similar level of development, most quantitative restrictions have been eliminated, the
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exchange rate system functions well, and exporters have access to imported inputs at
world prices. The openness of the economy to international trade is however more the
result of selective administration of an extensive system of regulations that could be used,
if the authorities chose to apply them, to tightly control imports and exports. These
regulations include the certification of import-export businesses and a general import
license system, in addition to a limited number of remaining quantitative restrictions.

27. The government could achieve substantial improvements in the existing
regime by eliminating - not just applying exceptions to -the certification system for
trading and producing enterprises. The general import license system as well as remaining
specific import and export permits should also be eliminated, and international systems and
standards for customs procedures and customs valuation should be introduced in its place.
In fact, current regulations allow substantial discretion to implementing agencies and their
administration is understood to favor large state enterprises. The government should also
further rationalize its tariff code, reducing not only the highest tariff rates but also the
number of rates and, most important, rate dispersion.

28. Finally, the government should reconsider the current attitude toward
accommodating pressures by domestic industries and foreign investors to protect either
"infant" or "strategic" industries by providing selective tax incentives and adjusting tariff
rates. The record of countries in the region that have attempted to develop selected
industries through import protection contains more failed attempts than successful ones.
The few successful cases have been those in which special treatment for enterprises in an
industry depended on successful export performance - that is, it was contingent on local
enterprises achieving international standards for efficiency and quality; in these cases,
import protection raises profits and suppresses consumption by forcing domestic
consumers to pay higher than international prices, shifting resources from consumption to
investment. In the many unsuccessful cases, i.e. when import protection has been awarded
to enterprises that could not meet international competition, neither consumption nor
investment have increased; rather, more resources have been used up to provide the same
level of consumption and investment.

29. Accession into the World Trade Organization would require Viet Nam to
proceed with the policy changes discussed above. While only initial steps have been taken
- with the establishment of a Working Party on Viet Nam's accession - becoming a
member of ASEAN in July 1995 should propel Viet Nam in this direction.

30. Further Direction for Reform. In addition to these three priority areas
for reform, further improvements in the regulatory environment for private enterprise
development are identified and discussed in the report. The legal environment for private
business has improved substantially in recent years, as reflected in the growth in domestic
and foreign investment. However, the legal agenda has not yet been completed, and the
state of the business environment remains limited in comparison with other Asian
economies. The enactment of the civil code and commercial law will be a major step
toward the provision of a consistent foundation for the legal system as a whole and
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specific rules of the game for business transactions. The continued development of
effective dispute resolution mechanisms such as economic courts and arbitration centers,
which are still at a very early stage, and of legal professionals to help define and enforce
private rights will also be necessary to create and maintain confidence in the legal
framework.

31. In addition, the substantive legal framework that is being constructed is
becoming uneven in several respects, with potential for inefficiency and arbitrary
administrative action. As discussed above, government actions are still required in areas
which should be left to market decisions: for example, the government establishes
minimum capital requirements for investment approval, sets the price of land use rights,
and issues import permits. As new laws come into play with a stronger market
orientation, it is imperative to review and update the existing framework of laws,
regulations, decrees and circulars to prevent unnecessary government regulation and anti-
competitive effects. Care should thus be given to minimizing the layers of regulations, as
each layer reduces certainty by requiring interpretation and allowing administrative
intervention. In addition to this vertical simplification of implementing regulations under
each law, horizontal simplification of the laws applicable to different types of enterprises
should be a priority on Viet Nam's legal reform agenda. The development of separate
legal regimes and investment incentives for state enterprises, private businesses, joint
ventures and foreign investment enterprises is likely to limit efficient competition. Priority
should thus be given to the preparation and enactment of a new, revised set of rules under
one law, equally applicable to all investors and limiting government to an appropriate
regulatory role.

32. With regard to the tax regime, recent measures and especially the Law on
Promotion of Domestic Investment are introducing several selective tax incentives, thus
moving the Vietnamese tax system away from the most desirable model - a simple,
stable, non-distortionary and revenue-buoyant tax system. The recent establishment of a
high level steering committee for tax reform should bring it back to an appropriate course,
by focusing on the following objectives:

* convert the multi-rate turnover tax to a broad based, uniform rate VAT;

* rationalize the rate structure of excise duties, and replace "sin" and "luxury"
import tariffs with excise taxes;

* unify rates of enterprise profits tax on different forms of enterprises and sectors
of activity, and establish a unified rate at a level comparable with prevailing
regional practice;

* rationalize the presumptive tax system on small enterpnses, to preserve the
cost-effectiveness of its administration but to increase its fairness by
approximating more closely the rate of profit taxation; and
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* shift valuation of urban property and its taxation away from regulated land
values and towards market values, and reduce the level of tax, particularly the
transfer tax, to encourage compliance and accurate reporting of transactions.

33. One final issue on the agenda for private enterprise development is the
establishment of open and constructive government-business relations. The development
of an efficient machinery for consultation is important in particular in a country like Viet
Nam, where the government needs to move from controlling to promoting business
activity, and where there is limited experience in developing such an enabling environment.
The government has made a start in creating this dialogue with business, and a clear
message has been sent to the business community that the government is willing to listen
and respond to business concerns. Now it is necessary to move beyond high-level
consultation to the establishment of action-oriented government-business groups working
on specific issues. The business community has already taken steps to organize itself to
this end, through the Viet Nam Chamber of Commerce and Industry - which is the only
national organization representing the business community, including both public and
private enterprises - and other organizations established at the local level and for
particular industries. It is now important for the government to organize itself for more
effective cooperation with the business community, and in particular to bring together all
ministries and agencies that are involved in any particular area of the business environment
in the development and implementation of reforms.

State Enterprise Reform

34. Since 1991-92 the state enterprise sector has undergone important reforms,
which have increased autonomy, imposed a hard budget constraint and established a clear
profit motive. In addition, progress in the reform of the regulatory framework for private
enterprises and foreign trade has subjected state enterprises to increased domestic and
international competition. State enterprises have responded very well to these reforms:
short-term financial sustainability is no longer an issue of concern, the sector contributes
significant revenues to the budget, and its growth rate is faster than the economy as a
whole. At the same time, the number of state enterprises, their employment, and their
share in total domestic credit have declined sharply.

35. The reform of the state enterprise sector is however incomplete in two
respects. First, the impressive improvement in the performance of state enterprises
remains vulnerable, as it resulted not only from the improvements in efficiency brought
about by the reforms but also from factors external to the sector. In particular, state
enterprise performance has benefited from overall economic growth, high levels of
protection in several sectors where state enterprises are dominant, and remaining
privileges over private enterprises. These privileges - in particular preferential access to
land and foreign trade quotas and licenses - have played a very important role in the
concentration of foreign direct investment in joint ventures with state enterprises, which is
transferring to them new financial, managerial and technological resources. Thus, further
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progress in leveling the playing field with the private sector and in foreign trade
liberalization could have a negative impact on state enterprise performance.

36. Second, while recent reforms have improved efficiency, they have not
addressed the size and composition of the state enterprise sector. These do not reflect the
strategic vision of what the sector could and should contribute to Viet Nam's overall
economic development - specifically, provide efficiently important public services and
infrastructure complementary to private sector development -but are the result of the
historical evolution from the previous centrally planned system toward a market economy.
As a result, the majority of the existing 7,000 state enterprises are small, produce goods
and services that could be - and often already are - produced by private businesses, and
are not pursuing public policy objectives.

37. The recognition that the satisfactory performance of state enterprises
remains vulnerable and that the role of the sector in the overall development strategy of
Viet Nam needs to be clarified is beginning to spur a new wave of reform, which has so far
concentrated on improving the institutional relation between the government and state
enterprises. Measures to strengthen the supervision of the state enterprise sector and
separate the exercise of state ownership from regulation have been introduced in early
1995, with the establishment of a new General Department of the Ministry of Finance to
supervise state enterprises and the pilot introduction of holding companies to manage state
enterprises in selected sectors. In addition, in April 1995 the National Assembly approved
the Law on State Enterprises, which provides a comprehensive framework to improve
management and supervision of state enterprises and to undertake future reform of the
scope of the sector. The exact direction and content of future reform remain however
undefined, and the government is actively debating different approaches.

38. Further reform of the state enterprise sector is certainly necessary, even
though it is not motivated by macroeconomic concerns over the short-term sustainability
of the sector. First, without further reform the satisfactory performance of the state
enterprise sector would not be sustainable as the economy becomes more open and
integrated in international markets. Thus, the expansion of industrial state enterprises in
branches that remain protected by high import tariffs and quotas presents the danger that
their future financial performance - if not their present one - will be critically dependent
on trade policy and may thus become an impediment to trade reform. Second, the reliance
of state enterprises on remaining privileges over private businesses will likely become an
impediment to the establishment of a level playing field and in general to the reform of the
incentive framework that is necessary to sustain and accelerate private sector
development. Third, the concentration of state enterprises in productive, non-strategic
sectors will encourage non-competitive behaviors and thus become an obstacle to the
expansion of private businesses, discouraging entry in those sectors where state
enterprises are dominant. The establishment of state holding companies in these sectors
will likely worsen non-competitive trends and should be reconsidered. Finally, without a
substantial reduction in the number of state enterprises and transfer of those that are non-
strategic to the private sector, a substantial share of scarce public resources will continue
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to be tied up to achieve objectives that could be reached by using private resources, and to
stretch scarce administrative resources for supervision.

39. Further reform of the state enterprise sector should focus on three broad
issues: (a) restructuring the policy environment, to ensure that there is a level playing field
with the private sector; (b) identifying and transferring to the private sector those state
enterprises that do not perform a strategic role while tying up scarce state resources; and
(c) improving the supervision of strategic enterprises remaining under state property.

40. Level Playing Field. The implementation of the policy recommendations
for private sector development discussed above would be critical for the establishment of a
level playing field and in general a regulatory framework which encourages not only
stronger private sector development but also greater state enterprise efficiency. State
enterprise managers enjoy significant autonomy over their operations, including
employment decisions, and thus a policy environment supportive of efficient investment,
an open trade regime, and flexible factor markets will be beneficial to both private and
state enterprises. In particular, a reform of entry regulations emphasizing de-control and
deregulation would encourage more active competition between enterprises - both
private and state-owned - and thus promote efficiency. Similarly, the establishment of a
regime conducive to the development of an efficient and transparent market in land use
rights would eliminate an important advantage of state enterprises and force them to use
their land allocations efficiently. Finally, and most important, the elimination of
unnecessary administrative requirements and restrictions on foreign trade and the
rationalization of the tariff system to reduce protection and increase neutrality would
impose international standards for efficiency and quality on state enterprises and private
businesses alike.

41. Restructuring the State Enterprise Portfolio. In order to ensure that the
size and composition of the state enterprise portfolio are consistent with the overall
development objectives of Viet Nam, difficult decisions will have to be taken concerning
which enterprises should remain in the public sector and which should be transferred to the
private sector. In fact, while the satisfactory performance of state enterprises does not
make the restructuring of portfolio of state enterprises urgent, it is an essential component
of state enterprise reform. Overwhelming international evidence indicates that there are
limits to what reform without divestiture of non-strategic enterprises can accomplish and
sustain. Divestiture of non-strategic state enterprises will be critical to encourage entry
by private businesses in productive sectors that are currently dominated by state
enterprises - which include not only capital-intensive, heavy industries but also textiles,
electric and electronic products, paper, building materials - and to free resources that
should be used to achieve strategic public objectives. In addition, the ability of the
government to accomplish its public policy goals - to provide efficiently important public
services and infrastructure complementary to private sector development - through state
enterprises is greatly weakened as it tries to manage the large number of state enterprises
operating in non-strategic productive sectors with no public policy goal.
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42. Three directions for restructuring are proposed here. First, state
enterprises producing public goods and services should remain in the public sector, as
these goods and services would not be efficiently provided by the private sector. Private
provision of public goods through contractual arrangement with the public sector (e.g.
Build-Operate-Transfer arrangements) should however be considered and introduced
whenever efficient. Second, state enterprises producing goods and services that are
privately provided, either domestically or imported, in competitive markets should be
transferred to the private sector and the revenues obtained in the process should be
directed toward public objectives. Third, state enterprises producing goods and services
that are privately provided but in non-competitive markets should remain in the state
sector at least partially, until regulations and institutions can be developed to ensure that
they would behave efficiently were they in private hands.

43. Although a classification of state enterprises on the basis of these three
criteria is not available at this time, the distribution of industrial state enterprises by branch
indicates that the majority are producing private goods and services and thus could not be
defined as strategic, this is also likely to be the case in other sectors, such as transport and
construction, where state enterprises are important but private businesses are beginning to
emerge. It is thus expected that the divestiture of non-strategic state enterprises will
involve a very large number of enterprises in many sectors. The implementation a
divestiture program of this size will require a carefully prepared and protracted effort by
the government, and will eventually reduce the state enterprise sector to a limited number
-unlikely to exceed a few hundred - of large enterprises and utilities producing
important public goods and services.

44. A strategy to implement the divestiture of non-strategic state enterprises
should be devised on the basis of their actual number, size, sectoral composition and
financial performance, which are not known in detail, especially outside the industrial
sector. However, the available information indicates that the vast majority of state
enterprises operating in productive sectors are relatively small and could be privatized
rapidly through auctions or other competitive arrangements. Divestiture of medium and
large state enterprises could on the other hand be implemented in a phased, gradual
manner, in particular as well functioning capital markets do not yet exist. A phased
approach could in fact contribute to the development of nascent capital markets, by
providing "seed" shares, and would reduce the risk of valuation errors, by providing the
market assessment of the value of enterprises being divested. It is however critical that
gradual divestiture be part of a comprehensive and consistent program, with a clear
ultimate target of full privatization of non-strategic state enterprises.

45. In addition, two concerns will need to shape the divestiture strategy: first,
adequate consideration should be given to the rights of employees and management;
second, the implementation of state enterprise divestiture needs to be carefully
coordinated with tax and tax administration reform, in order to ensure that the former
does not impact negatively the budget. In fact, as discussed above, state enterprises
currently provide about one-half of total budgetary revenues, while the contribution of the
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private sector remains significantly smaller in absolute terms and in comparison to its value
added.

46. Improving State Enterprise Supervision. While early reforms of the
state enterprise sector increased efficiency, accountability has not been substantially
improved. As the state enterprise sector is restructured, it will be feasible and beneficial to
upgrade the supervision system for those strategic enterprises that remain under state
ownership, with the goal to evaluate systematically the achievements of state enterprises
against their objectives and on the basis of fair criteria, to motivate managers to improve
their performance, and to provide policy makers with timely and relevant information on
the state enterprise sector. The large body of international experience that is available to
design such a supervision system suggests that - while the supervision system should
cover all state enterprises - it should be tailored to their operations; thus, the supervision
system should impose specific and detailed performance criteria on important, complex
enterprises, but smaller ones should have simple, uniform and easy to monitor
arrangements. In addition, international experience indicates that institutional
arrangements - and in particular the separation of the supervisory function of the
government as owner from its regulatory function - are also critical to the functioning of
the supervision system. Finally, it should be stressed that international experience shows
that improving state enterprise supervision cannot serve as a substitute for a truly level
playing field and for the divestiture of non-strategic state enterprises, and is in fact
successful only in conjunction with them.

Regional Industrialization and Rural Development

47. The current wide disparities in regional growth rates and living standards
have led the government to express a great deal of concern about balanced regional
growth to avoid large scale migration and ensure rapid poverty reduction. Viet Nam's
impressive growth record reflects in fact disparate growth rates by region and even more
marked differences between urban and rural areas within regions, owing to varying
endowments of land, human resources, infrastructure, and capital. As a result, unless the
distribution of economic opportunities is addressed, it is likely that the expansion of
quickly growing regions will be reinforced, while slower growing regions, containing
higher percentages of poor people, will lag further behind.

48 Viet Nam's proactive plans for balanced regional development rely on a
growth center strategy to encourage investment and spread the benefits of rapid growth to
the surrounding areas. This approach features the development of three mainly urban
triangles, each consisting of one regional center and two satellite cities/provinces, in the
North, South and Center of Viet Nam. These triangles were selected as having high
growth potential on the basis of five criteria: development of basic infrastructure such as
transportation, power, and water supply; availability of raw materials; access to airport
and seaport; quality and availability of labor supply; and level of urbanization. The
government plans to concentrate Viet Nam's limited resources in these triangles to achieve
the maximum investment and growth impact. industrial estates and export processing
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zones would be developed, mainly through private investment, to provide the necessary
infrastructure, generate agglomeration economies, and facilitate administrative procedures;
on its part, the government would develop transportation corridors to facilitate greater
inter-triangle mobility.

49. The government's strategy of promoting regionally balanced growth
through the concentration of public resources and private investment in three growth
triangles would likely be effective at improving the management of urban development
around three urban areas that are already growing rapidly, but would not be sufficient to
address the growing disparities within regions between urban and rural areas. Modest
backward linkages should help generate some rural employment under the triangle
approach; nevertheless, urban-based growth poles cannot be expected to lead to truly
balanced growth, since most of the population - and the poor - live in rural areas.

50. Thus, an effective strategy for balanced regional development should
include rural development as a key element. In the first place, scarce public investment
and institutional resources should not be overwhelmingly allocated to the triangles in order
not to detract from rural development. Secondly, building on the successful experience of
neighboring countries, Viet Nam should seek to create rural infrastructure and institutions
which would foster higher agricultural productivity and diversified off-farm opportunities
in rural areas. This should lead to higher rural incomes and stimulate demand for rural
industries. At the same time, higher agricultural productivity should lead to a labor
surplus and release workers in the rural areas to work in local enterprises. In addition to
establishing the infrastructure necessary for rural development, proactive measures to
expedite productivity increases and linkages can involve an active role for information
dissemination and cooperative facilitation.

Industrial Pollution Prevention

51. While no comprehensive assessment exists of the relative contributions to
pollution, urban sources (including waste water, solid waste, and transport) and
agricultural sources (including from fertilizer and pesticide use) contribute today
significantly more than industrial activities to pollution, although localized industrial
pollution problems already exist. However, the concern with industrial pollution is no less
urgent, owing to its comparatively more toxic nature and to the recent and projected rapid
growth of the industrial sector.

52. Given the small size of the industrial sector, industrial pollution loads have
not yet reached alarming levels at an aggregate level. In addition, the on-going process of
economic liberalization has positive effects on the environment, as it encourages
enterprises to utilize resources more efficiently and to acquire modern technologies. Viet
Nam has thus a timely opportunity to prevent industrial pollution in the first place rather
than spending large resources later for rehabilitating the damage induced by industrial
pollution. Broad initiatives for preventing industrial pollution would be cost-effective at
this early industrialization stage: industrial pollution prevention is in fact substantially less
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expensive than attempts to "cure" industrial pollution later. International experience has
shown that up to 60-80% of industrial pollution can be eliminated with a small increase in
production costs at an early stage.

53. Policy makers are beginning to recognize that rising industrial pollution
would pose a major threat to sustainable development, and that pollution prevention is an
appropriate strategy. This recognition has led to the preparation of the National
Environmental Action Plan, which sets out the general environmental policy framework,
and to statements by Vietnamese policy makers that specific actions - including a larger
allocation of budgetary resources -need to be taken to prevent industrial pollution and
to avoid its resulting costs. In addition, reacting to localized cases, public awareness of
industrial pollution has increased in the main cities, which have started voluntary efforts to
manage industrial pollution through various initiatives, including a public ombudsman
system, investigation procedures, penalty systems, an industrial pollution improvement
program for specific factories, and environmental impact assessments.

54. Given the limited pollution management skills, experiences, and resources,
to date the government's response to emerging industrial pollution has been largely
reactive. As industrialization progresses, the gap between Viet Nam's institutional
capacity and demand for environmental management will be widening. Strengthening
central and local environmental management capacity should thus be the top priority on
the agenda of industrial pollution prevention.

55. In addition, a set of initiatives for industrial pollution prevention needs to
be formulated to lead to concrete actions. Industries, central and local environmental
agencies, and the public all need to participate actively in these initiatives. Specific policy
measures should pursue three broad objectives: first, establish a cost-effective regulatory
framework, including monitorable and enforceable standards, workable economic
incentives, and industrial siting policies; second, adopt public participatory measures; and,
third, formulate subsectoral programs for targeted industries through industrial
participation.

56. It is important to notice that, in addition to appropriate laws and standards,
effective monitoring and enforcement capacity are preconditions for effective economic
incentive measures. In fact, in the absence of adequate monitoring and enforcement,
enterprises will not respond to economic incentives. Finally - although important
progress has been made toward eliminating subsidies on energy and other inputs that have
important environmental costs - correcting prices so that they reflect true environmental
costs will be a first critical step toward introducing economic incentives.

Recent Economic Developments and Challenges for Macroeconomic Management

57. Substantial progress in the stabilization of the economy has been
accomplished in the recent years, and its consolidation will be critical to ensure that strong
growth will continue and will be sustainable. On this front, the most pressing challenge
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for policy makers is to ensure that last year's acceleration of inflation - which continued
in the first half of 1995 but appears to have been brought under control since July 1995 -
does not continue. Otherwise, the benefits brought about by fiscal retrenchment arid
exchange rate stability during the past few years would be rapidly dissipated.

58. Growth Performance. In 1994 growth was again impressive, accelerating
to 8.8 percent compared with 8.1 percent rate in 1993. This acceleration was evident in
all sectors except agriculture, whose slowdown was in part related to flooding in several
provinces. Industry saw its third consecutive year of double-digit growth, and
construction continued the boom which began in 1992. Growth was again led by
investment, which in 1994 rose by 32 percent in real terms, to over 24 percent of GDP,
clearly identifying Viet Nam as having more in common with its rapidly growing neighbors
than with other transition economies. Domestic savings also grew rapidly, though from a
lower base, and reached 17 percent of GDP.

59. Monetary Policy and Inflation. Consumer price inflation accelerated to
14.4 percent in 1994, after having dropped to 5.2 percent in 1993. Though this
acceleration is unsettling, a combination of cost-push factors and the lagged effects of
strong credit growth in 1993 were the main culprits. Food prices were an important
component of the acceleration: their increase followed a drop in production associated
vith extensive floods, a shift in demand towards higher quality strains of rice, and possibly
a one-time adjustment in rice prices toward world levels. In addition to these cost-push
factors, part of the upturn in inflation likely was a lagged effect of the 58 percent increase
in domestic credit in 1993. Fortunately, this pace slowed in 1994 to still strong 31.8
percent, with the increase in credit to state enterprises and the non-state -ctor,
respectively, at 26.1 percent and 51 percent.

60. The authorities responded to the acceleration of inflation in early 1995,
when tighter monetary and credit policies were introduced. As a result, CPI inflation
substantially decelerated starting in July 1995. While this development is encouraging,
monetary policy remains at an important juncture. Significant gains were achieved in
recent years, with the reduction of inflation from triple to single digits. Given the
acceleration of inflation in the last months of 1994 and the first half of 1995, it will be very
hard to keep inflation below 15 percent in 1995. However, the costs of allowing inflation
to rise further are likely to be very high, involving financial disintermediation, a
consequent reduction in seignorage, and efficiency loss.

61. Budget Developments and Fiscal Policy. The outcome of the 1994
budget was very positive: the overall budget deficit was 1.8 percent of GDP, compared
with a deficit of 4.8 percent in 1993. This result was a significantly smaller deficit than
was planned: the 1994 approved budget had in fact included large capital expenditures to
be financed by ODA; when ODA disbursements failed to reach the expected level, the
government maintained the budgeted level of both domestic financing and capital
expenditures, by introducing a number of measures to strengthen revenues and also to
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contain current expenditures. As a result, the government was able to increase savings to
4.2 percent of GDP.

62. The timely response of the government to unexpected shortfalls in ODA
disbursements reflects a significant improvement in budget management. The
establishment in January 1995 of two General Departments in the Ministry of Finance to
manage public investment projects and to supervise state enterprises, and on-going
measures to improve the effectiveness of public spending - including the preparation of a
public investment program and an in-depth review of public expenditures - are expected
to improve further the monitoring of expenditures and the allocation of public funds.
Similarly, on the revenue side, the extension of excise taxes to imported goods and the
reduction of the dispersion of turnover tax rates and the level and dispersion of tariff rates
- which are scheduled to be implemented at year-end - will significantly improve the
neutrality of the tax system.

63. In spite of the recent improvements in budget management, two issues
remain of concern. First, the budget continues to depend excessively on tax and transfer
revenues from state enterprises, while the private sector's contribution to budgetary
revenues is substantially smaller, as compared with the shares of the two sectors in
aggregate value added. Improving tax collection and reforming the tax regime to reduce
compliance costs will be necessary to diversify the tax base further and to facilitate the
reduction of the state enterprise sector. Second, after addressing the level and dispersion
of indirect tax rates -as planned by end-1995 - the remaining distortions in direct
taxation should be eliminated. The establishment in March 1995 of a steering committee
chaired by the Deputy Prime Minister in charge of the economy to study and amend the
tax policy is a promising development, hopefully to be followed by the introduction of the
necessary tax reform measures.

64. Balance of Payments. The current account recorded a deficit of US$1
billion in 1994, equivalent to 7.2 percent of GDP and somewhat smaller than in 1993 (8.3
percent of GDP). The current account deficit was driven by a surge of imports of capital
and intermediate goods, following the increase in investment, in spite of the impressive
performance of exports, which grew by 30 percent in real terms. The growth of exports
was accompanied by increasing diversification: agricultural products (rice, coffee and
rubber), marine products and light manufactures grew faster than crude oil, which
however retains the largest share (24%).

65. The current account deficit was financed by FDI, ODA and commercial
borrowing. About 60 percent of the current account deficit was financed by foreign
investment inflows, estimated to be about $650 million. This represents a substantial
increase of the disbursement of funds from foreign investment, following large
commitments made in the earlier years. The remaining deficit was financed by ODA
disbursements (US$172 million), which also registered some increases following the
implementation of projects committed in earlier years, disbursements from the IMF ESAF
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(US$175 million) and a commercial loan (US$100 million). Available financing allowed
an increase in official foreign exchange reserves to US$876 million.

66. The exchange rate has been relatively stable during 1994, continuing the
trend of 1993 and devaluing slightly vis-a-vis the US dollar. An interbank market for
foreign currencies began its operations in 1994, and the official exchange rate is now
determined on the two foreign exchange trading floors in Hanoi and Ho Chi Minh City,
with minimal intervention by the central bank. As a result, the official exchange rate
continues to follow closely the parallel rate and foreign exchange can be easily obtained
from commercial banks to finance imports.

67. Growth Prospects. As Viet Nam moves to consolidate the economic
gains brought about by economic reform, the concern of policy makers turns to the
question of how to sustain this economic performance in the future. For the medium term,
the government plans a GDP growth rate of 8 to 9 percent per year. It will be a challenge
for Viet Nam to achieve this target, and prudent management of the economy as well as
further deepening of policy reforms will be required.

68. Meeting this challenge will require achieving three main goals. First,
investment efficiency has to remain high. Second, domestic savings must grow. Third,
sufficient foreign resources must be mobilized and used effectively. In the projections to
2000 presented in the report, total investment rises from about 24.2 percent of GDP in
1994 to about 27 percent, and during the same period domestic savings grows from 17
percent to about 21 percent. Filling the remaining gap of about 6.2 percent of GDP will
require steady inflows of FDI and ODA.

69. Private domestic and foreign investment are expected to represent - in the
projection period as in recent years - the largest and most dynamic component of
aggregate investment. The public investment program is projected to increase from about
7 percent of GDP to 8.7 percent; while this increase is not large, it is consistent with the
likely availability of reliable and stable sources of financing from ODA. The government is
expected to contribute significantly to the increase in domestic savings. Since the scope
for further increase in the share of revenues in GDP is limited, public savings will need to
come from expenditure restraint which can only be implemented through careful setting of
priorities in public spending.

70. External Financing Requirements. While domestic savings is expected
to be the primary source of financing for investment, a steady inflow of foreign savings
will be necessary to sustain rapid growth. Following significant commitments in the
previous years, FDI inflows have already become an important source of financing, and
their role is expected to increase in the near future: FDI inflows in 1995 are in fact
estimated at US$812 million. ODA inflows are also accelerating, and projected at
US$535 million in 1995. In 1996 FDI inflows are projected to reach US$919 million and
ODA disbursements US$530 million, leaving a modest financing gap of US$100 million.
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The Consultative Group meeting in November 1995 provides an opportunity for Viet Nam
to seek quick-disbursing funds from bilateral and multilateral sources to cover this gap.

71. The government should sustain the progress already achieved in FDI and
ODA mobilization by focusing its efforts on accelerating the implementation of ODA-
financed projects that have already been approved, as well as improving the environment
for FDI. The government has signaled its keen interest in attracting FDI not only in
industry but also in infrastructure, and is also developing the regulatory framework for
Build-Operate-Transfer arrangements.

72. Viet Nam will continue to need financial resources for projects in economic
and social infrastructure in the years to come. These projects require substantial gestation
periods to translate in actual disbursement and implementation. Additional commitments
for these projects will thus be needed soon, to provide funds for 1997 and beyond. A
level of commitments of about US$1.5 billion is thus required to build up disbursements of
about US$1 billion by 2000.

73. The projections presented in the report do not envisage an increase in
sovereign commercial borrowing by Viet Nam over the next five years. Although some
commercial loans have been obtained in the past few years, increasing commercial
borrowing or issuing sovereign bonds would be premature, owing to the high costs that
would be incurred and the resulting high debt service burden on fiscal balances.
Borrowing costs would in fact be very high, since Viet Nam's creditworthiness remains to
be established - as shown by remaining commercial arrears, currently under negotiation
- and since the project-specific as well as aggregate risks of lending to Viet Nam are
perceived internationally to be high, owing to the early stage of development, uncertainty
associated with the regulatory framework, and the need to establish a longer track record
in macroeconomic stability.



SUMMARY OF PROPOSED INDUSTRIAL POLICY ACTIONS

OBJECTIVES ACTIONS

I. Private Enterprise Development

* Entry Regulations 0 Replace investment approval regime with registration system for all private enterprises to
eliminate government interference with private business decisions and to encourage
competition between private and state enterprises.

* Land Use Rights ° Amend regulations to ensure efficient use of land and the development of an active land
market by: (a) making land use rights transferable upon agreement between parties; (b)
determining rental rates on the basis of market value; (c) upgrading registration and
cadastral system; and (d) establishing more neutral and transparent taxation, including for
rezoning.

* Foreign Trade" 0 Eliminate remaining administrative restrictions on foreign trade (foreign trade certification
of trading and producing enterprises, imports quotas and licenses, export licenses).

o Rationalize import tariff by reducing the number of rates, their dispersion, and the level of
protection.

0 Avoid frequent and ad hoc changes in tariffs.

* Other Policy Issues 0 Legal framework: further develop framework for private business with (a) introduction of
civil code and commercial law; (b) further development of dispute resolution mechanisms
and legal professionals; (c) review and update of existing regulations, as new legislation
comes into effect, to avoid unnecessary government regulation and anti-competitive effects;
and (d) unification of the treatment of different types of enterprises under one set of rules
generally applicable to all investors.
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° Tax regime: complete on-going tax reform program by (a) converting turnover tax to
broad-based, uniform rate VAT; (b) rationalize excises and extend them to imports where
appropriate; (c) unify profit tax rates at a level comparable with regional practice; (d)
rationalize presumptive taxation on small enterprises; (e) review land taxes (see Land Use
Rights above); and (f) improve tax administration.

o Government-business relations: build on on-going dialogue between government and
business community to develop efficient machinery for regular consultation.

II. Reform State Enterprises

* Level Playing Field 0 Replace investment approval regime with registration system for private businesses, to
encourage competition between private and state enterprises (see Entry Regulations
above).

o Amend regulations on land use rights to ensure efficient use by state enterprises and the
development of an active land market (see Land Use Rights above).

o Eliminate remaining administrative restrictions on foreign trade, and rationalize import tariff
(see Foreign Trade above).

o Avoid introduction of state holdings in non-strategic sectors.

* Divestiture of Non-Strategic State 0 Transfer non-strategic small state enterprises to private sector through sale by auction.
Enterprises

o Transfer gradually non-strategic medium and large state enterprises and non-strategic state
enterprises operating in monopolistic markets to the private sector through phased
privatization (e.g. sales of blocks of shares).

o Review provision of public goods and services by strategic state enterprises to introduce
private provision through contractual arrangements (e.g. BOT) where efficient.



xxiii

* Supervision 0 Amend state enterprise supervision system to include only strategic enterprises to be
retained under government ownership.

o Introduce effective supervision through enterprise-specific arrangements for 20-25 largest
strategic state enterprises.

o Introduce simple, rule-based supervision system for all other strategic state enterprises.

III. Regional Industrialization and
Rural Development

* Balanced Regional Growth ° Develop growth triangles by facilitating private investment in industrial estates and export
processing zones, and by concentrating Government investment in the development of
transport corridors to facilitate inter-triangle mobility.

* Rural Development 0 Create rural infrastructure and institutions to facilitate diversification of off farm
opportunities in rural areas.

o Take measures to accelerate productivity increases in agriculture (including development of
extension services, rural infrastracture, and rural financial services).

IV. Prevention of Industrial Pollution

* Regulatory Framework 0 Strengthen local and central environmental management capacity.

0 Establish monitorable and enforceable standards, workable economic incentives and
industrial siting policies to prevent pollution.

° Formulate subsector programs for pollution prevention for targeted industrial branches
through public participation.





1. MACROECONOMIC DEVELOPMENTS

A. MACROECONOMIC PERFORMANCE

1. 1 Viet Nam's reform program continues to show impressive signs of success,
as real GDP growth accelerated to 8.8 percent in 1994, compared with an 8.1 percent rate
in 1993 and a 7.6 percent average rate during the 1991-93 period. Inflation heated up to
14.4 percent at the consumer level during 1994, following a sharp decline to 5.2 percent
during the previous year. This increase was barely visible in the GDP deflator, which is
only available on a year-on-year basis and which remained relatively stable in 1994 at 14.5
percent, compared with 14.3 percent in 1993. The budget deficit declined markedly,
largely as a result of significant improvements in revenue collection and slightly lower
expenditures, while the trade deficit remained large (7.2 percent of GDP). Sizable foreign
investment, which doubled last year, has helped to lead to a stable dong/dollar exchange
rate.

1.2 Notwithstanding this record of success, which can compare only with
China's among the transitional economies, complacency would be misplaced, as Viet Nam
has gotten past most of the easier steps in the reform process and now confronts more
difficult ones, notably enterprise restructuring and privatization. Also, three
macroeconomic problems loom on the horizon of policy makers: making sure that last
year's acceleration of inflation does not continue, utilizing effectively foreign capital, and
providing jobs for the country's rapidly growing labor force. Addressing the first issue
demands vigilance and discipline on the part of the authorities; a satisfactory resolution of
the latter two issues requires instead policies that reward efficient investment and a
regulatory environment unburdened by excessive "red tape."

1.3 GDP Growth. As shown in Table 1.1, the acceleration of GDP growth in
1994 was evident in all sectors except agriculture, whose slowdown was in part related to
flooding in several provinces that persisted for up to three months. Construction
continues the boom which began in 1992, and industry saw its third successive double-
digit rate of growth, led by output in consumer goods and other light industries, fueled by
export growth. The sector reporting the highest growth rate was financial services;
however, given its small size, its contribution to growth was limited. This trend is
understandable, given the 'underbanked and underinsured" nature of pre-transition
economies. In 1994, growth in this area reflected both the expansion of existing banks
and the continued entry of foreign and joint venture institutions.

1.4 Although the fruits of rapid growth are evident in the North, the advance in
Ho Chi Minh City was even more remarkable: in 1994 real GDP for the city alone shot up
by 14.8 percent to a level double that of 1988. Other urban areas - Hanoi, Hai Phong
and Da Nang - also saw growth above the average rate. As a result of rising urban-rural
income disparity, internal migration can be expected to rise.
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1.5 Rapid growth is expected to continue, spurred on by a growing volume of
foreign investment plans, which recently have begun to result in significant actual
investment inflows. The government projects a growth rate of GDP of 8 to 9 percent in
the coming years, and this will further encourage investment spending. Exports likely will
remain a leading sector, in particular as the depreciation of the dollar, to which the dong
has remained relatively steady, will lead to improved competitiveness vis-a-vis countries
not linked to the dollar.

Table 1.1: Growth Rates of GDP and Major Sectors
(Percent in 1989 Prices)

ITEM 1990 1991 1992 1993 1994

GDP at Market Prices 5.1 6.0 8.6 8.1 8.8

Agriculture and Forestry 1.5 2.2 7.2 3.8 3.9
Industry: a/ 2.9 8.7 13.5 12.8 13.6

of which:
Construction 4.7 5.0 11.0 18.3 19.4

Services: 10.8 8.3 7.0 9.2 10.2
of which:

Transport, Posts & Communications 4.8 6.5 6.3 6.5 7.0
Trade 5.3 4.8 6.1 6.0 9.0
Finance, Banking and Insurance 8.3 18.2 10.7 16.5 22.8
Housing, Tourism, Hotel and Others 13.1 6.2 7.0 9.3 13.2

Note: a/ Including industrial production, construction and other production.
Source: General Statistical Office, May 1995.

1.6 Investment and Savings. Growth continues to be led by investment,
which in 1994 rose by 32 percent in constant prices, to a level that was over 24 percent of
GDP. Investment spending in 1993 was revised upward - to 20.5 percent of GDP, from
earlier estimates of 19.4 percent - indicating that earlier rapid growth had already been
accompanied by significant investment, as expected. Over 1990-94, Viet Nam recorded a
jump in the share of investment from 11.7 to 24.2 percent of GDP, clearly identifying itself
as having more in common with its rapidly growing neighbors than with the transitional
economies in Eastern Europe and the former Soviet Union. Government investment -
rising from 5 percent of GDP in 1990 to 6.9 percent in 1994 -contributed moderately to
this increase, which was dominated by domestic and foreign private investment and by
state enterprise investment. As in 1993, foreign investment financed about one-third of
the investment boom.

1.7 The domestic savings ratio also rose strongly, to 17 percent of GDP,
compared with a meager 7.4 percent in 1990. Government savings contributed
substantially to this increase, rising from negative three percent of GDP in 1990 to over
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four percent in 1994. In addition, an increasing part of private savings appears to have
gone through the formal financial sector, as might be expected by the increase in real
deposit rates since 1992. Figure 1. 1 shows investment and savings data.

Figure 1.1: SAVINGS AND INVESTMENT - 1990-94
(Percent of GDP)
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Source: General Statistical Office and staff estimates.

Monetary Policy and Inflation

1.8 Inflation is an expected characteristic of transitional economies for several
years following the onset of the process: even after the initial price level jump that is
associated with deregulation, the evolution of relative prices as the real economy adjusts
to a reallocation of resources would be difficult without an increase in the general price
level. Indeed, most transitional economies in Eastern Europe and the former Soviet Union
have seen high or hyper-inflation with sluggish or negative growth, and China has been
plagued by several bouts of inflation, reflecting the struggle for resources between state
enterprises and the rapidly emerging non-state sector. Viet Nam continues however to
enjoy a favorable inflation record, though the acceleration in the second half of 1994 and
first half of 1995 suggests caution and concern.

1.9 As shown in Table 1.2, food prices, led by rice, were an important
component of the acceleration. In addition to the decrease in production associated with
the floods of 1994, there also appears to have been a shift in demand towards higher
quality, and less available, strains of rice, a not-surprising trend given the growth in real
incomes. The increase in rice prices may also reflect a one-time adjustment toward world
levels, facilitated by increasing illegal exports to China. Non-food prices were notably
more restrained, except for clothing and cooking fuel and coal.
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Table 1.2: Growth Rate of the Consumer Price Index
(Percent; December-to-December Change)

Type of Commodity 1991 1992 1993 1994

Index of Commodities and Services 67.5 17.5 5.2 14.4
Commodities 71.8 13.9 3.1 14.9

Food 54.2 -14.7 6.3 39.0
Foodstuff 83.5 18.2 7.8 16.3
Clothing 70.8 16.4 -4.5 8.9
Consumer Goods 74.9 14.5 -2.8 3.8
Transportation 80.8 14.7 4.1 1.4
Coal, Wood, and Diesel for cooking 23.3 1.1 7.9 12.7
Construction Materials 76.8 12.4 10.0 9.8
Electricity/Water 13.1 104.4 7.2 4.5

Source: General Statistical Office.

I 10 Although this acceleration is unsettling, the GDP deflator, with much less
weight on food than the CPI, showed only modest acceleration. Indeed, a comparison of
the deflator and retail price data shows the reverse of the pattern that held in 1993, when
the sharp deceleration of the CPI was not seen in the GDP deflator. Several components
of the deflator - such as construction, transport, housing, transport, and
telecommunications- show continuing declines in inflation, while the deflator for
industry suggests only a mild upturn. However, these data are only available on a year-
on-year basis, and thus disguise the increases of the second half of 1994. Thus, the
pattern of price increases in the CPI data, in particular the acceleration in the second half
of 1994 and the first half of 1995, remains a source of concern.

1.11 Vietnamese authorities cited a number of special factors behind the price
rises, such as the upturn in international commodity prices and the jump in food prices as a
result of severe floods last year. Then in the waning months of 1994 and early 1995,
prices were boosted by purchases for the Tet holidays. However, at the time of every
upturn of inflation, it is always possible to cite some components of the price index that
are advancing faster than others, and consequently dangerous to take comfort in this
truism.

1.12 In addition to the cost-push factors discussed above, part of the upturn in
inflation likely was a lagged effect of the 58 percent increase in total domestic credit in
1993. Fortunately, this pace slowed in 1994 to 31.8 percent. The increase in credit to
state enterprises and the non-state sector were, respectively, at 26.1 percent and 51
percent. The non-state sector accounted for 32.6 percent of total domestic credit at end-
1994. Although a disaggregation of credit by sector of activity is not available, the
disaggregation by lending institution indicates that the strong advance in domestic credit in
1993 went mostly to agriculture and rural activities; it is thus likely that it represented a
reallocation from the informal sector in rural areas. To the extent that this increase in
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formal sector intermediation represented an increase in the coverage of the credit data, at
the expense of credit growth in the informal sector, it was expected to lead to less
inflation. However, in 1994 the lower but still strong credit expansion mostly went to
industry and infrastructure, rather than agriculture, so that less of the growth could be
attributed to a shift from the informal sector.

Table 1.3: Growth Rate of the GDP Deflator

(Percent)

1990 1991 1992 1993 1994

Total 42.1 72.5 32.6 14.3 14.5

Agriculture, Forestry 35.0 88.8 12.2 3.9 15.2
Industry -- Total 43.7 74.0 44.6 16.5 12.3

of which:

- Industry 43.6 75.1 37.6 9.3 13.2

- Construction 42.9 80.5 81.9 38.2 7.4

- Other 47.4 36.4 36.4 34.9 15.3

Services -- Total 48.6 56.3 46.3 20.2 14.3

of which:
- Transport & Communications 94.8 85.4 53.3 21.5 7.2

- Trade 56.6 70.2 47.8 8.4 20.6

- Banking & Insurance 29.3 91.3 27.7 26.9 21.2

- Public Adm., Medical, Education 34.9 77.6 33.4 35.6 12.1

- Rent, NGO, Tourism 43.6 18.1 57.7 22.9 10.8

Source: General Statistical Office, May 1995.

1.13 Nominal interest rates remained unchanged last year, whereas real interest
rates varied, with depositors seeing some decrease and borrowers' views depending very
much on their particular subsector. For depositors, very short-term real rates were
somewhat negative, but three and six-month deposits were paying 18.2 percent and 22.4
percent, respectively, and thus were above the December/December price increase. Thus
dong liquidity continued to increase, though households shifted more into time deposits in
view of their favorable remuneration.' Increasing usage of the dong and of the formal
banking system reflects the gains in credibility achieved by the authorities in maintaining
macroeconomic stability, though as noted above currency substitution from dollars to
dong slowed markedly in 1994 after sharper gains in 1993. The ample availability of

Time deposits rose 63.5% on a December/December basis, compared with a 1.8% rise in demand
deposits.
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foreign financing, including foreign direct investment, and the consequent stability of the
dong/dollar exchange rate no doubt reflected and reinforced these credibility gains.

Table 1.4: Selected Interest Rates
(Percent per Month; End of Period)

1990 1991 1992 1993 1994 1995
Dec. Dec. Dec. Dec. Mar. Aug. Nov. Feb.

Deposit Rates
Demand Deposits

Households 2.4 2.1 1.0 0.7 0.7 0.7 0.7 0.7
Economic Units 0.9 1.0 0.3 0.1 0.1 0.1 0.1 0.1

Three-Month Savings
Households 4.0 3.5 .2.0 1.4 1.4 1.4 1.4 1.4
Economic Units 1.8 2.1 1.5 0.8 0.8 0.8 0.8 0.9

One-Year Savings - - - 2.0 2.0 2.0 2.0 2.0
Lending Rates a!

Agriculture bl 2.4 3.3 2.5 - - - - -
Industry and Transport bl 3.0 2.0 2.0 - - - - -

Commerce and Tourism bl 2.9 3.7 2.7 - - - - -
Fixed Capital 0.8 0.8 1.8 1.2 1.2 1.2 1.2 1.2
Working Capital - - 2.7 2.1 2.1 2.1 2.1 2.1
Foreign Currency Loans - - - 7.5 8.5 8.5 - -

(per annum)
Real Interest Rates cl

Three-Month Savings
(Households) -3.7 -1.3 0.9 0.2 -0.3 0.8 -0.2 -2.2

Lending:
Industry and Transport -5.0 -1.8 0.9 - - - - -
Fixed Capital -6.9 -0.4 0.7 0.0 -0.5 0.6 -0.4 -2.4
Working Capital - - 1.6 0.9 0.4 1.5 0.6 -1.5

Note:
a! Maximum lending rates.
bl Maximum lending rates no longer applicable by sector.
cl Real interest rates derived from nominal interest and average monthly inflation during the quarter.

Source: State Bank of Viet Nam and staff estimates.

1.14 One reason why Vietnamese authorities were initially relaxed about credit
growth is their belief in a form of the real bills doctrine: according to this approach,2 as
long as banks are lending for the real economy, and in particular for productive
investment, credit cannot be inflationary; thus, only lending to finance government deficits

2 Logically, of course, if government spending is for productive investment purposes, then this might
mitigate the inflationary consequences. The monetary approach argues instead that any increase in
money, regardless of its sources, is inflationary. See Bruce D. Smith, Mischief and Monetary
History: Friedman and Schwartz Thirty Years Later, Federal Reserve Bank of Minneapolis Research
Department Working Paper, August 1993.
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is inflationary. There is however a serious difficulty with this view: it is by no means clear
that all of this investment will be productive, and it is difficult in particular to judge how
much credit to state enterprises merely represents displaced budget support. Given that
much of the financial system remains dominated by state-owned banks, whose expertise
and autonomy in making credit decisions are open to doubt, it would be risky to assume
that all of new credit is financing productive investment. However, the authorities should
certainly take credit for continuing to cut the budget off from access to central bank
credit, and it is clear that much of the recent credit expansion appears to be driven by both
longer term investment and working capital needs.

1.15 Also, the authorities took comfort in the stability of the exchange rate and
the absence of other cost-push factors, such as wage growth. However, wage data are
quite poor, and by the time higher inflation shows up in wages, it is already late for the
central bank to respond. It is quite conceivable that the recent inflation pickup is a
'"emand-pull" phenomenon, and would only spread to wages after some lag. Given the
various gaps in information, perhaps the clearest indicator of how monetary policy is
performing is the substitution between dollars and dong. In 1992-93 there was a
significant shift out of dollars and into dong, as the share of dong in total M2 rose from
69.7 percent in 1992 to 77.1 percent in 1993. This shift slowed markedly in 1994 (to 80.2
percent), consistent with a rise in inflation expectations.

1.16 The authorities finally responded to the acceleration of inflation in early
1995, when tighter monetary and credit policies were introduced. As a result, CPI
inflation substantially decelerated starting in July 1995. It remains critical at this stage to
consolidate this result, and to ensure that the previous acceleration of inflation does not
get built into expectations, as it is only a few years ago that Viet Nam had quite high
inflation. The authorities should continue to monitor not just the price data but also
currency substitution. An anti-inflation posture is also warranted by the paucity of tools in
the central bank's arsenal for reining in monetary expansion. With very limited indirect
tools, the SBV has to rely on relatively blunt instruments, such as raising reserve
requirements or tightening bank-by-bank credit ceilings. Such instruments can
significantly disrupt potentially productive borrowing and thus are better avoided. With
few anti-inflationary tools available, avoiding inflationary spurts by limiting access to
central bank credit is advisable. Moreover, the paucity of the tools and the concern about
the extent to which credit is being efficiently allocated by a largely state-owned banking
system suggests that a high priority be placed on financial sector reform and development.

1.17 Monetary policy in Viet Nam now is at an important juncture. Significant
gains were achieved in recent years, with the reduction of inflation from triple to single
digits. Given continued rapid growth in 1995 and in view of the 11 percent rise in
consumer prices in the first half of the year, it will be very hard to keep inflation below 15
percent. The costs of allowing inflation to rise further are likely to be very high, involving
financial disintermediation, a consequent reduction in seignorage, and efficiency loss.
Thus it is to be hoped that the discipline with which an earlier inflation reduction program
was pursued can be found again.
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1.18 While the reported level of nonperforming and overdue loans may be
inaccurate owing to inadequate loan classification standards, their share on total credit has
been declining to relatively small levels - as is typical of an expansionary environment.
Although state enterprises (SEs) received just over half of new credit last year, most of
this went to enterprises that were profitable and apparently is being repaid in a timely
fashion. An important reason why the authorities have been able to impose a hard budget
constraint on SEs is that payments into the wage bonus fund and the welfare fund (which
can also be used to supplement wages or provide for families of disabled workers) can
only be made out of after-tax profits, and only if the firm is current on loans and supplier
credits. This feature, in which a significant portion of worker compensation is linked to
the efficiency and profitability of the firm, likely helps to explain both why Vietnamese SEs
and banks have improved their financial conditions, and are indeed in better condition than
many SEs and banks in other transition economies.

Budget Developments and Fiscal Policy

1.19 The outcome of the 1994 budget was marked by a lower deficit than was
expected, as a result of higher revenues and almost unchanged expenditures: the actual
budget deficit (on a cash basis) for 1994 was 1.8 percent of GDP, compared with a
planned 1994 deficit of 4.8 percent and an actual 1993 deficit of 4.8 percent. The 1994
approved budget had in fact envisaged that a large portion of capital expenditures would
be financed by ODA; when ODA disbursements did not reach the expected level, the
government introduced a number of measures to contain current expenditures and
strengthen revenues. As a result, the government was able to increase savings to 4.2
percent of GDP and to limit domestic borrowing to 1.4 percent of GDP.

1.20 Revenues. Total tax revenues increased in 1994, for the third year, to over
21 percent of GDP; non-tax revenues and grants also increased, reaching 2.8 percent of
GDP. This impressive revenue performance resulted from a number of factors. First, the
introduction of personal income tax and the extension of enterprise profit tax to joint
ventures in 1993 furthered revenue base diversification. Second, improved tax collection
led to an increase in revenues, especially from foreign trade taxes, buoyed by strong
import growth. Third, tax measures introduced in 1994 to increase rates and coverage of
excises and import tariffs, in particular on petroleum products, also resulted in higher
revenues.

1.21 By increasing taxation on the private sector and international trade, these
developments led to a small reduction in the share of revenues contributed by SEs in total
budgetary revenues. This contribution - which includes direct taxes on SE profits,
tumover and excise taxes collected on SE sales, and non-tax revenues such as depreciation
allowances and capital user fees - remains very important, constituting almost half of
total budgetary revenues, or about 11 percent of GDP. As the share of the private sector
in total value added - which is currently estimated to account for 60 percent of GDP -
expands, the government will need to strengthen tax administration in order to achieve an
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expansion of the tax base and a distribution of the tax burden between state and non-state
sectors more in line with their relative contribution to GDP.

Figure 1.2: Revenue Sources, 1993-1994

Revenue Sources, 1993 Revenue Sources, 1994

Non-Tax Grants Grants

Revenue 3% ~~~~~~~Non-Tax 3rse
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1.22 The 1995 budget approved by the National Assembly projects a modest
increase in revenues to 24.9 percent of GDP, to be achieved mostly by raising collection
from foreign trade taxes. However, despite a nominal 36 percent increase in total tax
revenues during the first quarter of 1995 as compared with the same period in 1994,
preliminary data showed a poor collection of import and export taxes. This appears to be
due to confusion and delay in the implementation of recent changes in these taxes, and it is
likely to lead to underachieving the tax target for 1995. In order to insure available
funding for its expenditures in 1995, the government should thus focus its efforts on an
improvement in tax administration.

1.23 Expenditures. Although in 1994 actual total expenditures increased
substantially less than envisaged in the approved budget and declined somewhat as a share
of GDP relative to the 1993 outcome, they rose by 6.2 percent in constant prices. Among
current expenditures, the wage bill recorded the largest increase (33.6 percent in constant
prices, reaching 8 percent of GDP) following the reform of civil service wages, which was
introduced to compensate civil servants for the elimination of in-kind benefits, such as
housing and utilities. Among other current expenditures, social expenditures remained
approximately unchanged at 8 percent of GDP - and thus recorded an increase of about
8 percent in constant prices - while other categories declined by approximately 2
percentage point of GDP. Capital expenditures were reduced marginally relative to the
approved budget (from VND 12.0 trillion to an actual VNDl 1.7 trillion), owing to lower
ODA disbursements, and remained at approximately 7 percent of GDP as in 1993.
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Payments of some capital construction work incurred in 1994 were reportedly delayed to
the beginning of 1995, leading to the temporary accumulation of arrears.

1.24 Fiscal Deficit and Financing. Prudent fiscal management and timely
interventions both on revenues and expenditures resulted in public savings of 4.2 percent
of GDP (compared with 0.8 percent in 1993) and an overall budget deficit of 1.8 percent
of GDP (compared to 4.8 percent in 1993). As a result, reliance on domestic financing
was limited to 1.4 percent of GDP; (of this 1.0 percent was from non-bank and 0.4 from
the State Bank's purchase of Treasury bills on secondary market) and foreign financing
contributed 0.4 percent of GDP.

1.25 For 1995 the budget approved by the National Assembly calls for a deficit
of 1.7 percent of GDP, financed by foreign loans (0.8 percent of GDP) and domestic non-
bank sources (0.9 percent). No financing from the domestic banking system is envisaged.
It is expected that the budget will realize savings of 6 percent of GDP from further
improvement in the collection of revenues and control of current expenditures.



Table 1.5: Summary of Budgetary Operations, 1990-95
(Percent of GDP)

ITEM 1990 1991 1992 1993 1994 1995
Rev. Budget

Revenue (including Grants) 14.7 13.5 19.0 22.3 24.7 24.9
Tax Revenue (Private Sector) 2.3 2.6 3.5 4.1 4.0 4.2
Tax Revenue (State Enterprises) 8.7 7.7 10.3 11.2 11.4 10.2
Extemal Trade Taxes 1.8 1.4 2.0 4.3 5.9 7.2
Other Non-Tax Revenues 2.0 1.4 2.5 2.1 2.8 2.8
Grants - 0.4 0.8 0.7 0.7 0.6

Current Expenditure (excluding Interest) 14.7 11.4 14.0 18.8 18.3 17.5
Wages and Salaries 4.2 2.6 - 6.5 8.0 7.5
Other 10.5 8.8 - 12.3 10.3 10.0

Capital Expenditure 5.1 2.8 5.8 7.0 6.9 6.3
Contingency Funds - - - - - 1.4
Overall Primnary Balance -5.1 -0.7 -0.8 -3.5 -0.4 -0.3
Interest

Due 3.0 3.0 2.9 2.7 2.2 1.4
Paid 0.7 0.8 0.9 1.3 1.3 -

Budget Balance (Deficit= -)
Accrual basis -8.1 -3.8 -3.7 -6.2 -2.6 -1.7
Cash Basis -5.8 -1.5 -1.7 -4.8 -1.8 -

Financing 5.8 1.5 1.7 4.8 1.8 1.7
Foreign Loans and Grants (Net) 3.0 1.0 2.4 1.4 0.4 0.8
Domestic Loans and Securities (Net) 2.8 0.5 -0.7 3.4 1.4 0.9
Banking System (Net) 2.0 0.9 -2.0 1.5 0.4 0.0
Non-Banking System (Net) 0.8 -0.4 1.3 1.9 1.0 0.9

Source: Ministry of Finance.

1.26 Budget Management. As shown by this record, the government has
significantly improved its fiscal management in recent years, in particular with regard to
the monitoring of public expenditures and the allocation of public funds. In addition, in
January 1995 two new General Departments were created in the Ministry of Finance -
the General Department for Investment and Development and the General Department for
the Management of Public Capital and Assets in State-Owned Enterprises - to improve
the management of public investment projects and the supervision of state enterprises.
Additional measures are under preparation: a new Organic Budget Law is being drafted
and is expected to be approved by the National Assembly in 1995; an in-depth review of
public expenditures and the drafting of three-year public investment program are also
underway.

1.27 The government should also continue with the implementation of tax
reform, as envisaged in the structural adjustment program supported by the IMF ESAF
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and the World Bank SAC. Significant progress has been achieved in recent years toward
diversifying the tax base, improving collection and rationalizing the tax regime. Two
issues remain however of concern. First, the budget continues to depend excessively on
tax and transfer revenues from state enterprises while the contribution of the private sector
to budgetary revenues, as compared with the shares of the two sectors in aggregate value
added, is substantially smaller. State enterprises account for about 30 percent of GDP,
while private enterprises account for about 60 percent.3 Improving tax collection and
reforming the tax regime to reduce compliance costs will be necessary to address this
concern. Second, there has been little progress with reducing distortions in the tax
system, in particular the rate dispersion for turnover, tariff and enterprise profit taxes. As
part of the program supported by the IMF ESAF and the World Bank SAC, the
goverunent committed to a comprehensive and phased reform of the overall tax system.
The establishment in March 1995 of a steering committee chaired by the Deputy Prime
Minister in charge of the economy to study and amend the tax policy is expected to
accelerate the introduction of the necessary tax reform measures.

B. BALANCE OF PAYMENTS AND THE EXTERNAL SECTOR

1.28 With the lifting of the U.S. embargo in February 1994, the international
isolation of Viet Nam symbolically came to an end. Viet Nam's reintegration in the world
economy was consolidated as negotiations were completed with all Paris Club creditors
except one on bilateral debt arrears, and discussions began on the resolution of arrears on
commercial debt and bilateral non-Paris Club debt. Trade with old and new partners
developed at a fast pace, and Viet Nam diversified further its export and import markets.

1.29 Exports. Exports grew over 30 percent in real terms in 1994, regaining
strength from a slight dip in 1993. Crude oil remains the largest export - representing 24
percent of the total in 1994 - but has not been growing significantly in volume, owing to
the stabilizing of production in 1994, or in value, owing to the decline in oil prices.
Growth in exports volumes as well as values came from agricultural goods, especially rice,
coffee, and rubber. Progress in export diversification was shown by the increase in
exports of marine products, textiles and garments, and other light industrial goods also
recorded large increases in 1994, following large investments. The export potential of
these sectors is far from exhausted, and continuing efforts to improve the incentive regime
for exporters, especially through the liberalization of the foreign trade regime, would
stimulate further the development of non-traditional exports.

1.30 Imports. Imports continue to increase at a rapid rate. Most of the
increase was for capital and intermediate goods: the import value of machine and spare
parts alone was US$1.5 billion, more than double the amount in 1993. This surge in
imports reflected the overall increase in investment, both from the public sector, and
private investors. Although the increase in imports was in response to a higher demand

3 See Table 4.1. Excluding agriculture, private enterprises still account for 30 percent of GDP.
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for investment goods, the government should continue to monitor these development
closely, to ensure that the level and growth of imports is sustainable.

1.31 Current Account Balance. As import growth outpaced that of exports,
the current account deficit reached US$1 billion in 1994, or 7.2 percent of GDP, which
represents a modest reduction from a deficit of 8.3 percent recorded in 1993. The deficit
was however substantially larger than anticipated earlier (5 percent of GDP), as a result of
the surge in imports to meet investment demand, discussed above.

1.32 The current account deficit was financed by mostly by FDI and ODA.
About 60 percent of the current account deficit was financed by foreign investment
inflows, estimated to be about US$650 million. This represents a substantial increase of
the disbursement of funds from foreign investment, following large amount of
commitments made in the earlier years.4 The remaining deficit was financed by ODA
disbursements, which also registered some increases following the implementation of
projects committed in earlier years, disbursements from the IMF ESAF and a commercial
loan (US$ 100 million). Available financing allowed an increase in official foreign
exchange reserves to US$876 million.

1.33 Estimates for 1995 envisage a modest improvement in the current account
deficit to 6.5 percent of GDP, with plausible increases in exports and moderate import
growth. Exports are estimated to increase at 19.2 percent while imports show a 17.6
increase. Again, imports are expected to be dominated by machinery and spare parts,
while exports should continue to grow with a better diversification than that observed in
1994. Starting in 1995, exports of crude oil are expected to increase rapidly, as a new
field is coming on stream. The current account deficit is again expected to be financed by
increased disbursements from ODA sources and direct investment inflows.

1.34 Exchange Rate Developments. The exchange rate has been relatively
stable for the past two years, gradually depreciating from VND10,500 to VND1 1,500 to
the US dollar. Foreign exchange can be easily obtained from commercial banks for
producers to finance their operations, and an interbank market for foreign currencies
began its operations in 1994. The two foreign exchange trading floors in Hanoi and Ho
Chi Minh City set the official exchange rate, which has been followed closely by the
parallel rate.

1.35 As part of its continuing efforts to "de-dollarize" the economy, the State
Bank issued a circular in the fall of 1994 stipulating that all payments in Viet Nam be made
in dong and all foreign currency exchange transactions be effected through authorized
offices. The circular is however not strictly enforced and the anticipated negative effect
on the dong did not materialize.

4 There are however some different estimates regarding the amount of FDI, with SCCI's estimate at
$1.5 billion for 1994. This figure is understood to include total expenditures for foreign-invested
projects currently underway in Viet Nam, including their domestically financed components.
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1.36 As the dong has followed closely the US dollar, the depreciation of the US
dollar for the past several months is expected to bring about a depreciation of the dong as
well vis-a-vis the currencies of major trading partners with Viet Nam, such as Japan,
Singapore, and South Korea.

1.37 Not withstanding this trend, there is some domestic pressure on the dong
to appreciate against the US dollar, owing to the record inflows of capital from ODA and
FDI sources. As a result, in March 1995 the State Bank received instructions from the
government to sterilize part of these inflows by purchasing foreign currencies.

Growth Prospects and Financing Requirements

1.38 As Viet Nam moves to consolidate the economic gains brought about by
economic reform, the concern of Vietnamese policymakers turns to the question of how to
sustain this economic performance in the future. For the medium term, the government
plans a GDP growth rate of 8 to 9 percent per year. It will be a challenge for Viet Nan to
achieve this target, and prudent management of the economy as well as further deepening
of policy reforms will be required.

1.39 Base Scenario. The base case scenario shown in Table 1.6 projects a
growth rate of about 8 percent per year. For the past few years, high growth rates have
been achieved with low levels of investment, so that the ICOR has been quite low.
However, as Viet Nam initiates new and large investment projects, an increase in the
ICOR is expected in the next several years. Specifically, the scenario assumes a gradual
ICOR increase to 4 by 2000, as investment as a share of GDP is projected to increase
from 24.2 percent in 1994 to 27 percent in 2000. To finance this growth scenario, a
steady increase in domestic savings is required, from 16.6 percent in 1994 to 20.6 percent
by 2000. Foreign savings would assist in filling the remaining gap, which is projected to
be financed from ODA and FDI. Foreign savings are projected to decline from 7.5
percent of GDP in 1994 to about 6.4 percent by the end of the decade.
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Table 1.6. Macroeconomic Indicators and Projections, 1991-2000
(Percent)

Actual Rev. Est. Projected
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Growth Rates
GDP 6.0 8.6 8.1 8.8 8.5 8.0 8.0 8.0 8.0 8.0

Agriculture 2.2 7.2 3.8 3.9 3.5 3.5 3.5 3.5 3.3 3.0
Industry ai 9.9 14.6 12.1 12.9 12.9 11.0 11.0 10.4 10.4 10.3
of which
Construction 2.7 15.6 14.6 19.4 15.0 12.0 10.0 10.0 10.0 10.0

Services 8.6 7.2 9.4 10.4 10.2 10.0 10.0 10.0 10.0 10.0
Exports 23.9 31.2 12.8 31.0 19.2 12.5 10.4 10.1 10.1 10.0
Imports 15.3 19.8 47.6 31.9 17.6 11.2 9.3 9.3 9.4 9.6

Shares in GDP
Gross Investment 15.1 17.0 20.5 24.2 24.5 25.7 26.3 26.5 26.9 27.2
National Savings 13.1 16.3 12.2 17.0 18.0 19.2 20.0 20.4 20.7 21.0
Current Account -1.9 -0.7 -8.3 -7.2 -6.5 -6.4 -6.3 -6.2 -6.2 -6.2

Note: a/ Excluding construction.
Source: 1990-95: General Statistical Office, 1995-2000: staff estimates.

1.40 Sectoral Growth Projections. GDP growth is projected to be led by the
industry, in particular the oil and gas subsector and labor-intensive manufacturing
branches. The projected growth rate would stabilize around 11 percent over the medium
term, after increasing at double-digit rates during the past three years. The base scenario
assumes a moderate growth rate of 3.5 percent in agriculture; performance in this sector
has in fact depended to a large extent on weather, and has varied between 7.2 percent in
1992 to 3.9 percent in 1994. In addition, the potential for expansion of agriculture,
especially in rice cultivation, is limited in Viet Nam. It is however expected that some
diversification will take place within agriculture toward livestock and other perennial cash
crops, such as coffee, tea, and cashew nut. The service sector has shown a robust increase
in recent years, especially in the finance, banking, and insurance sub-sector, as discussed
above. Further growth is expected and the base scenario assumes a 10 percent growth
rate for the sub-sector in the medium term.

1.41 The Role of Domestic Savings. Sustained high growth rates will be
critically dependent on a significant increase in the level of domestic savings, both from the
public and the private sector. The savings rate is projected to increase from 17.0 to over
20 percent of GDP during the projections period.

1.42 The government is expected to contribute significantly to this increase with
its own savings; its efforts have already produced encouraging results in 1994. The scope
for further increase in public savings through increase in revenues may be limited in the
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future since the share of revenue in GDP is already large. Further public savings will need
to come from expenditure restraints which can only be implemented through careful
setting of priorities in public spending.

1.43 Higher public savings would allow the government to expand the public
investment program. This is projected to rise from 6.9 percent of GDP in 1994 to 8.7
percent by the year 2000. While this increase is not large, it assumes that the government
would develop the public investment program consistently with reliable and stable sources
of financing from ODA. To this end, the State Planning Committee (SPC) is in the
process of preparing a three-year rolling investment program, which should help the
government to manage its investment program within the availability of resources.

1.44 The base scenario also assumes increasing private savings. There is a great
potential to increase savings of households and enterprises in Viet Nam, which amounted
to 17 percent of GDP in 1994. Progress in the mobilization of domestic savings will
however depend on the maintenance of a stable macroeconomic environment and the
development of an appropriate incentive regime for investment - including the
strengthening of the legal framework, the financial system, and the framework for trade
and investment. These issues will be discussed in detail in the chapters that follow.

1.45 External Financing Requirements. In addition to domestic public and
private savings, financial flows of official assistance and foreign investment will also play
an important role in sustaining high growth. During the past few years, Viet Nam has
been successful at attracting significant ODA and FDI commitments. The first two donor
conferences, reflecting the solid support of the international community for Viet Nam's
efforts, resulted into significant commitments of aid from bilateral and multilateral donors
(US$3.8 billion). FDI commitments have also been very large: in 1994 US$4.1 billion
were committed and approved by the State Committee for Cooperation and Investment
(SCCI) for over 300 projects, following conunitments for US$2.8 billion in 1993.

1.46 These large commitments of ODA and FDI are now generating increasing
foreign capital inflows. Efforts made in 1994 to accelerate ODA and FDI disbursements
appear to be bringing about encouraging results, and preliminary data for 1995 show that
disbursements from ODA could reach US$535 million, most of which will be from
projects financed by Japan, the World Bank, and the Asian Development Bank. As in the
past two years, however, the government needs to continue to focus its attention on
accelerating start-up and implementation of the projects already approved.
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Table 1.7: External Financing Requirements, 1991-2000
(Millions of US Dollars)

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Financing Needs
Current Account Deficit 188 73 1061 1120 1213 1324 1430 1546 1712 1888
Official M&L Amortization 256 435 644 774 340 195 211 243 305 427
Others (Net) -143 -6 93 -14 - - - - - -

Reserve Accumulation 276 463 -527 255 361 356 290 200 280 203

TOTAL 578 965 1271 2135 1914 1876 1934 1989 2297 2519

Financing Resources
Official Grants 55 64 194 135 140 143 150 157 165 174
Long Term Borrowing 65 487 241 273 535 630 700 780 905 967
Existing Commitments - - - - 535 530 544 575 643 578
Required Financing - - - - - 100 156 205 262 389

Foreign Direct Investment 220 260 300 650 813 919 991 1139 1253 1379
IMF (Net) -6 0 -39 175 184 184 92 -88 -29 -
Short-term Capital (Net) -89 -41 -43 124 135 - - - - -
Arrears Accumulations 332 386 -266 -778 -3237
(Net)
Debt Rescheduling 0 -190 883 0 3344 - - - - -

TOTAL 578 965 1271 1235 1914 1876 1934 1989 2297 2519

Source: 1991-1994: General Statistical Office; 1995-2000: staff estimates.

1.47 Aid Mobilization. In 1996, financing requirements from ODA sources are
projected at US$630 million. Disbursements from current commitments are estimated to
be about US$530 million, leaving a financing gap of about US$100 million for 1996. The
Consultative Group meeting in November 1995 will be an opportunity for Viet Nam to
seek quick-disbursing funds from bilateral and multilateral sources needed to cover this
gap.

1.48 For the outer years, Viet Nam will need additional commitments of
financial resources for projects in economic and social infrastructure. These projects
require substantial gestation periods to translate into actual disbursements and
implementation. Additional commitments for these projects will thus be needed soon, to
provide funds for 1997 and beyond. If significant new commitments are made by donors
and the government proceeds rapidly to implement these projects, then the need for
adjustment lending in future years will be reduced and eventually eliminated. As
previously recommended, the level of commitments of about US$1.5 billion are required
in order to build up the needed amount of disbursements of about US$1 billion by 2000.

1.49 The projections presented in the report do not envisage an increase in
sovereign commercial borrowing by Viet Nam over the next five years. Although some
commercial loans have been obtained in the past few years, at the current level of
development and at the current stage of relations with external creditors it is advisable for



- 18 -

Viet Nam to continue to rely on official development assistance and foreign direct
investment, rather than to attempt to diversify the sources of external financing by
increasing commercial borrowing.

1.50 Increasing commercial borrowing, whether through commercial loans or
sovereign bond issues, would in fact have important negative consequences. First, it
would raise substantially the cost of foreign resources begin mobilized. Borrowing costs
would in fact be very high, since Viet Nam's creditworthiness remains to be established -
as shown by remaining commercial arrears, currently under negotiation - and since the
project-specific as well as aggregate risks of lending to Viet Nam are perceived
internationally to be high, owing to the early stage of development, uncertainty associated
with the regulatory framework, and the need to establish a longer track record in
macroeconomic stability. Second, overall risks associated with managing fiscal balances
would greatly increase, as increased commercial borrowing would lead to increased
inflexibility of budgetary allocations. Higher borrowing costs on commercial debt would
in fact increase the resources needed for debt service relative to the amounts of foreign
resources being mobilized. In particular, short-term commercial loans, with maturities of
3-5 years, are often hardly disbursed before repayment begin to absorb budgetary
resources. Finally, increasing commercial borrowing would increase total available foreign
resources - and thus domestic investment - by less than the full amount of additional
commercial borrowing. It is in fact likely that the same investment projects that are
attractive for foreign direct investors would also be attractive for foreign commercial
lenders, and that an increase in commercial loans would "crowd out" FDI.

1.51 Aid Management and Implementation. In addition to focusing on aid
mobilization, the government needs to continue improving aid management and
implementation. After disappointing disbursement performance in 1993, the government
has begun to streamline procedures and organizational arrangements that had been facing
heavy stresses owing to the sharp increase in external assistance. In particular, SPC has
been made the focal point for ODA management and coordination: it heads the Appraisal
Council and the National Bidding Council for national projects financed by ODA and FDI.
The staff in charge of ODA in the SPC and in a number of ministries and localities has also
been strengthened. These measures are already enabling the government to monitor more
closely the implementation of projects and the disbursements of funds, and to incorporate
this information in budget preparation.

1.52 During the next few years, further improvements in aid management and
implementation - including the process of project approval - will be critical to the
financing of Viet Nam's development expenditures. The lessons learned from the past two
years and the effects of the reforms already put in place are reflected in preliminary
disbursement estimates of US$530 million for 1995.
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C. DEVELOPMENT ISSUES AND CHALLENGES IN THE MEDIUM TERM

1.53 A strategy for industrialization requires supportive macroeconomic
policies. The consolidation of the macroeconomic progress achieved in the recent years
will of course be critical to ensure continuing growth. In addition, macroeconomic
policies should be supportive of two specific objectives, which are closely related to the
ability of industrialization to deliver rapid and broad-based growth: first, investment
efficiency has to be maintained high and, second, industrialization has to generate
adequate employment opportunities. Although macroeconomic policies alone would not
be sufficient to achieve these two objectives, they have an important role to play.

Investment Efficiency and the Management of Capital Inflows

1.54 As discussed earlier, Viet Nam has recorded impressive growth rates with
relatively low investment levels during the past few years. This accomplishment cannot
however be sustained indefinitely, as the upward trend in investment confirms. In
addition, a number of important public infrastructure projects - which are often very
capital-intensive and have long gestation periods - are now critically needed. The
implementation of these lumpy projects will require the allocation of large sums and thus
poses particular risks for overall investment efficiency: building an expensive "wrong"
dam -or power plant or road or pipeline - or building it in the "wrong" place can have
far-reaching and lasting effects on overall investment efficiency. Similarly, a listorted
incentive framework may result in private investment concentrating in the "wrong"
sectors or in "wrong" places - responding for instance to high levels of protection or to
specific tax breaks - which would also decrease overall investment efficiency.

1.55 Maintaining high levels of investment efficiency should be the central
objective of the incentive framework, as will be discussed in the following chapters. On
the macroeconomic front, the main challenge faced by Viet Nam in encouraging efficient
investment concerns the management of external capital inflows. Viet Nam stands to
receive increasing amount of financial resources from abroad, mostly in the form of ODA
and FDI. On the one hand, these capital inflows represent an extraordinary opportunity
for Viet Nain to increase rapidly its investment levels and thus productive capacity for
economic growth; on the other hand, capital inflows can have adverse consequences
especially on competitiveness, through their effects on the exchange rate. Losses of
intemational competitiveness can in tum depress investment efficiency, by biasing the
allocation of investment toward non-traded sectors.

1.56 Negative effects of capital inflows, as observed in a number of developing
countries, include: (a) excessive increases in the resource volume flowing through the
financial system, which can create problems in countries with a weak banks supervisory
system; (b) rising domestic inflation, which can negatively affect savings and investment;
(c) appreciation of the real exchange rate, which can jeopardize export competitiveness;
and (d) general macroeconomic instability, if capital inflows are volatile and short-term, as
in the case of portfolio investment.
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1.57 This last problem - volatile short-term capital inflows leading to
macroeconomic instability - does not concern Viet Nam at this stage of development.
Most capital flows -now and in the foreseeable future - are in the form of ODA, which
mostly finances specific projects, and FDI, which is typically long-term and cannot be
liquidated easily. The remaining problems are also not likely to be critical for Viet Nam in
the immediate future. Both ODA and FDI, being linked to the implementation of specific
projects, to a large extent finance imports of equipment and intermediate goods and thus
finance foreign suppliers. These capital inflows have limited effects on domestic monetary
aggregates and thus macroeconomic management, while adding to productive capacity.

1.58 However, as the volume of foreign inflows rises, it will be increasing
important for the macroeconomic stance to minimize their potentially adverse effects.
Experience from several countries in Southeast Asia that have successfully managed large
foreign capital inflows shows that fiscal policy restraint and trade liberalization are the
most appropriate way to optimize the gains from capital inflows while minimizing their
side effects. Tight fiscal policy provides investors with a positive outlook for long-term
macroeconomic stability, leads to lower interest rates, and discourages speculative capital
inflows. Trade liberalization removes the bias toward non-traded goods, moderates the
pressure toward real appreciation of the exchange rate, and thus ensures that international
competitiveness is not jeopardized. Finally, it will be important that over the medium term
appropriate instruments of monetary policy be developed, in order to allow the central
bank sufficient flexibility in implementing domestic and foreign currency markets
interventions that may be necessary for the management of capital inflows.

Employment Generation

1.59 In order to sustain high and broad-based growth, it will be necessary for
industrialization to generate adequate employment opportunities in order to absorb
productively new entrants in the labor force. The high growth rate of the economy and
the expansion of the private sector have allowed significant job creation, which has
however barely kept pace with the increase in new labor market entrants. During 1989-
93, about 3.8 million jobs were created, as a result of 4.7 million new jobs in the non-state
sector and a reduction of about 900,000 jobs in the state sector. During the same period,
however, the labor force is estimated to have risen by over 1 million new entrants per year.
Though labor market data are weak,5 unemployment is on the rise, especially in urban
areas, and underemployment remains high in rural areas, where arable land per capita is
one of the lowest in Southeast Asia. Migration from rural to urban areas is taking place
both in the North and the South, adding further pressure on the already stressed urban
centers.

5 According to the last census, unemployment was 5 percent in 1989 (or 1.5 million persons), and
according to the last SPC/GSO Survey of Living Standards unemployment was 7.37 percent in 1993
(or 2.6 million persons).
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1.60 In order to promote adequate and productive employment generation - as
will be discussed in Chapter III - the first policy priority should be encouraging the
development of the private sector: private businesses have in fact generated the most jobs
in the recent years, absorbing new job market entrants, redundancies from state enterprises
and demobilized armed force personnel; private businesses remain the most promising
source of jobs also in the years to come. In addition, it is critical that the incentive
framework do not distort private as well as public investment decisions toward high
capital intensity, and that labor market policies encourage flexibility and skills
development.

1.61 As in the case of investment efficiency, achieving the objective of
promoting adequate employment generation requires supportive macroeconomic policies.
In addition to maintaining a stable environment - which is necessary to promote
investment and thus jobs - maintaining international competitiveness by pursuing trade
liberalization and a market-based exchange rate is the most important contribution of
macroeconomic policy to employment generation.





2. THE EMERGING PRIVATE SECTOR

A. INTRODUCTION

2.1 A central feature of "doi moi"- the broad reform program introduced by
the Government of Viet Nam in 1989 to overhaul its centrally planned system and to move
the country in the direction of a market economy - was to re-introduce private sector
ownership and activity. Since then, the private sector has been growing rapidly, largely
through creation of small-scale household enterprises but also as the result of incorporated
private enterprises. Because much of the private sector activity is carried out by
households which do not file statistics or tax information, the exact scope and extent of
growth are difficult to estimate; however, it is likely that available statistics underestimate
the real growth of the private sector.

2.2 This chapter attempts to assess the current structure and recent
performance of Viet Nam's emerging private sector. This is the first such assessment to
date, and unavoidably suffers from the fact that the private sector in Viet Nam is extremely
young and changing rapidly. The chapter is primarily an outsider's perspective of progress
to date; however, that perspective is informed to a significant extent by the views of a
small sample of domestic and foreign investors and businessmen.

2.3 The main findings presented here indicate that private enterprises have been
growing rapidly from a very low base: the annual growth rate of their value added has
averaged around 6.5 percent. In the industrial sector the growth of private businesses has
been even higher -over 10 percent in 1993-94 - and yet not as robust as the growth of
state enterprises. In addition, while the expansion of foreign investment and foreign trade
have been important to overall economic growth in recent years, they have not yet
involved directly the private enterprise sector. The domestic partner in the vast majority
of foreign-financed joint ventures is in fact a state enterprise, and most import and export
activity is still concentrated in those sectors where state enterprises account for the largest
share in output.

2.4 Although the available statistics have a number of limitations, it is of
concern that private businesses have been lagging behind state enterprises, and this is a
powerful indication of remaining impediments to private sector development. Lower
growth rates for the private sector can be explained only in part by the fact that, in
particular the industry, most private enterprises were established very recently - the
majority since 1992 - and are in general small, substantially less capital-intensive than
state enterprises, and thus tend to concentrate in light industry. Provided that the policy
environment is right, new starts and small businesses have in fact proved to be extremely
dynamic in most countries, especially in comparison with state enterprises.

2.5 Private businesses have generated the most jobs in recent years, absorbing
new job market entrants, demobilized armed forces personnel, and labor shed by state
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enterprises, in spite of recording lower growth rates than state enterprises. As Viet Nam
confronts the need to support the generation of productive employment opportunities for
its rapidly growing labor force, it is critical that the remaining impediments to private
business growth be eliminated. These issues will be discussed in detail in Chapter III.

B. STRUCTURE OF PRIVATE ENTERPRISES

2.6 The resurgence of private sector activity in Viet Nam dates from the
introduction in 1989 of "doi moi". A central feature of "doi moi" - whose objective
was to create a competitive mixed market economy - was to re-introduce private sector
ownership and activities, after approximately 45 years of central planning in the North and
a decade of central planning in the South. To this end, prices were liberalized, agriculture
was decollectivized, the cooperative sector - important in industry, trade, construction
and transport - was allowed to disband, state-owned enterprises were given more
autonomy, and legislation was introduced to allow various forms of private ownership,
including foreign direct investment.

2.7 Since then, private sector' activity has increased rapidly. Precise measures
of private sector structure and growth are however not available. Official data on private
sector activities are looked upon widely as inaccurate and incomplete for a variety of
reasons. First, the corporatized private sector is very small, and most private sector
activity is organized through household enterprises, whose revenues and output are
captured very imperfectly by the existing statistical system. Second, state enterprises
(SEs) are closely connected to private sector activity, especially in the South, where they
operate more often in light industry; it is not clear that the statistics reflect a consistent
split between private and public activities. Third, foreign-invested joint ventures with state
enterprises are not included in the private sector, irrespective of ownership shares. Lastly,
there is a tradition in Viet Nam -as in many other countries with limited tax collection
capacity - of concealing incomes and activity in order to avoid taxation and
appropriation of surpluses, and this probably affects both SEs and private enterprises. On
balance, it is probable that the official statistics underestimate the importance of private
activities

2.8 Available data indicate that the annual growth rate of value added of
private enterprises has averaged 6.2 percent, as compared with 7.3 percent for the whole
economy (Table 2.1). However, while since 1991 the overall GDP growth accelerated to
an average growth rate of 8.5 percent per annum, the annual growth rate of private sector
value added remained around 6.6 percent. Thus, though impressive, the growth of the
private sector has not been as robust as the growth of the state sector; this trend can be

The term private sector or non-state sector is used here to include truly private enterprises,
cooperatives, and enterprises in which the state or the state enterprise sector has less than 50%
ownership. However, value added and gross output statistics classify joint ventures with state
enterprises in the state enterprise sector, irrespective of ownership composition.
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observed in particularly in industry, where subsectors which are the preserve of state
enterprises - oil and gas, but also steel, cement and fertilizer - have been growing very
rapidly.

Table 2.1: Gross Domestic Product by Sector:
Share and Growth Rate, 1990-94

Prel.
Rev. Rev.

1990 1991 1992 1993 1994

Share in GDP (in current prices)

Total 100.0% 100.0% 100.0% 100.0% 100.0%
- State 32.5% 33.3% 36.2% 39.2% 40.2%
- Non-State 67.5% 66.7% 63.8% 60.8% 59.8%

Agriculture, Forestry, and Fishery 37.5% 39.5% 33.0% 28.7% 27.7%
- State 1.0% 1.1% 0.9% 0.7% 0.7%
- Non-State 36.4% 38.4% 32.1% 28.0% 26.9%

Industry, including Construction 23.9% 24.8% 28.2% 30.0% 30.7%
- State 14.4% 15.2% 17.7% 19.1% 19.4%
- Non-State 9.6% 9.6% 10.5% 10.9% 11.3%

Services 38.6% 35.7% 38.8% 41.2% 41.6%
- State 17.1% 17.0% 17.6% 19.3% 20.0%
- Non-State 21.5% 18.7% 21.2% 21.9% 21.6%

Growth Rate (in constant 1989 prices)

Total 5.1% 6.0% 8.6% 8.1% 8.8%
- State 2.5% 8.6% 12.4% 11.6% 12.8%
- Non-State 6.4% 4.7% 6.8% 6.2% 6.7%

Agriculture, Forestry, and Fishery 1.5% 2.2% 7.2% 3.8% 3.9%
- State -22.9% 2.1% 1.7% 6.3% 6.3%
- Non-State 2.3% 2.2% 7.3% 3.7% 3.8%

Industry, including Construction 2.9% 8.7% 13.5% 12.8% 13.6%
- State 5.4% 10.4% 18.6% 14.7% 14.5%
- Non-State -0.8% 6.0% 5.0% 9.1% 11.8%

Services 10.8% 8.3% 7.0% 9.2% 10.2%
- State 2.1% 7.4% 7.5% 8.8% 11.3%
- Non-State 19.4% 9.0% 6.6% 9.5% 9.2%

Source: General Statistical Office, May 1995.
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2.9 The increase in private sector activity has come chiefly from the
establishment of new trends: first, the fragmentation of the cooperative sector2 (see Box
2.1); and second, the reduction of the number of state-owned enterprises (SEs) from over
12,000 to about 6,000. While it is unclear to what extent the fragmentation of the
cooperative sector has contributed to the growth of private businesses in number and in
output, privatization of state-owned enterprises has not been an important factor in
creating private sector activities to date: the reduction in the number of SEs was to a
large extent the result of consolidation of SEs (frequently loss-makers being linked with
profitable SEs to create a larger viable unit), and liquidation involved only very small
enterprises holding some 4 percent of total SE assets. However, many SEs may have
introduced various pseudo-private activities under their umbrella, and implementation of
the foreign-financed joint ventures with SEs may be effectively transferring a significant
portion of state-owned industry into private sector management. In addition, overall
employment declined in the SE sector during its restructuring, suggesting that workers of
some SEs moved into the private sector. Finally, some households enterprises and
corporate enterprises. These developments have been accompanied by two important
2,000 small SEs were indeed liquidated and their assets sold. (See Chapter IV for a further
discussion of these trends.)

2.10 Two features of the private sector need to be emphasized. First, in the
economy as a whole, already the number of private enterprises exceeds the number of
SEs. At the end of 1994 the organized sector consisted of 25,912 registered enterprises,
of which 19,762 were private (Table 2.2). Second, although private enterprises
outnumber SEs, most of the assets remain in SE hands: the 6,019 SEs and 131 holding
companies controlled some VND48,429 billion of capital in 1994, compared to
VND7,481 billion held by registered private enterprises. The number of private sector
enterprises has been increasing rapidly, however, more than doubling during 1994. In
addition to registered private enterprises, it is estimated that there are some 350,000
unregistered household enterprises3 that are engaged in trade and manufacturing, as well
as approximately 6,000 registered cooperatives.

2 In general, the dissolution of cooperatives appears to have lead to members taking back assets they
had put into the cooperative or members with financial resources buying up the cooperative's assets
from the other members. There have been a number of cases where cooperatives have transformed
themselves into corporate forms and continued operations.

3 Typically, these are small businesses employing family members only; however, there is anecdotal
evidence to suggest that, although once such businesses reach a certain size they are supposed to
register as individual proprietorships, some have been able to retain their informal status while
expanding to provide employment to as many as several hundred persons.



-27 -

Box 2.1: Cooperatives in Viet Nam

Cooperatives in Viet Nam date from 1951, and developed strongly between 1960 and 1980 in all
fields. In the North, the fastest growth was in 1960-62 and in the South in 1976-80. By 1988, there were
50,000 cooperatives and cooperative groups, accounting for 30% of total industrial output, 50% of
transport services and about 17% of trading/commerce. Cooperatives were the main non-state institutions
in the industrial field, but in fact they were tightly woven into the planning system; e.g., in industry,
cooperatives produced only in response to plan orders, and in trading they sold at fixed prices and on
commission.

Since 1988-89, the cooperative sector has changed. State subsidies were stopped, and resulting
financial difficulties bankrupted many cooperatives. In some cases, individual members purchased assets
and formed household enterprises; in others, cooperative members voted to corporatize (the process
involved a cooperative assembly deciding to form a company, elect a board and create shares, usually
based on past contributions of assets and labor). By 1993 only 6,000 cooperatives remained - 4,000 in
industry, 800 in trade, 300 in construction and 900 in transport - together employing about 500,000
persons. The main reasons for decline were that a cooperative philosophy had not been deeply rooted, but
determined by an official ideology and politics rather than economics. All property brought by individuals
to the cooperative had been collectivized, with the result that property relations had become unclear;
technology and production knowledge stagnated, and low investment led to poor competitiveness.

In 1993 studies were conducted to define a new strategy for cooperatives. Reform led to
reorganization of remaining cooperatives according to ICA principles - that is, voluntary participation
and member management, with clear share ownership. In addition to formal cooperatives (registered as
such), informal cooperative groups (usually collections of household producers) and product groups
(individual producers sharing services) now exist. Cooperative activities, now strongest in poorer rural
areas, are determined by the nature of production and producer needs - collective production, supporting
services, sub-contracting, etc.; the role of cooperatives is seen as increasing household productivity,
especially that of unskilled labor, and incomes, as well as contributing to the growth of off-farm
employment and activity, as in China and Thailand. As a result, the number of cooperatives has stopped
declining - in 1994, 120 new cooperatives and 10,000 producer groups were established. A new
cooperative law is expected to be considered by the National Assembly 1996.

Industrial cooperatives are concentrated in three areas: export goods (handicrafts, irmcluding
carpets, hats, rattan, wood carving, clothing); consumer goods (ceramics, plastics, glass, toys); and food
processing. In 1994 their exports amounted to about $100 million.

A Central Council of Cooperative Unions and Small and Medium Enterprises of Viet Nam was
created in 1992 through the merging of the Central Council for Trade Cooperatives and the Central
Council for Small Industrial Cooperatives. In October 1993 a national conference established a national
union of cooperatives - in spite of their importance in the past, there had never been a national body.
The Central Council has two roles: to represent cooperative interests to the state, and to provide support
to individual cooperatives, in part by defending their legal rights; the Central Council now includes 45
provincial and city councils. It is a member of two international cooperative associations, the
International Cooperative Association and the World Assembly of Small and Medium Enterprises; it also
enjoys close relations with the ILO, UNIDO and UNDP, which have financed training programs. Most of
its funding for investment is provided by the Viet Nam Bank for Private Enterprises (VP Bank), which is
a joint-stock private bank.
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Table 2.2: Registered Enterprises, December 1994

Enterprise Category Number

Total Registered Enterprises 25,912

of which:

- State-Owned Enterprises (SEs) 6,019

- Individual Proprietorships 13,532

- Limited Companies 5,034

- Holding Companies 131
- Foreign Representative Offices 926

- Other Non-Government Enterprises 270

Source: Office for Enterprise Registration, SPC.

2.11 Most private enterprises are small or medium.4 5 Approximately 12,200 of
the individual proprietorships are categorized as small and medium enterprises (SMEs);6

what may be more surprising is the fact that approximately 1,300 individual
proprietorships have capital of more than VNDI billion and more than 300 employees.
According to the classification of the Viet Nam Chamber of Commerce and Industry
(VCCI), a majority of limited companies are also SMEs - approximately 3,550 out of
5,034.

2.12 There are, therefore, relatively few large private enterprises in Viet Nam.
According to the most recent data available 7 - which are limited to the industrial,
transport and trade sectors -fewer than 500 enterprises were categorized as "large",
that is, had equity exceeding US$500,000 (Table 2.3)

4 In fact, a significant number of state enterprises are also SMEs; according to the classification of the
Viet Nam Chamber of Commerce and Industry 2,410 of the SEs and 105 of the holding companies
are SMEs.

5 In part, the explanation for the large share of SMEs is that Viet Nam continues to apply what may be
termed "the socialist definition" of enterprise size; in other words, some medium-sized enterprises
in Viet Nam would be categorized as large in other economies. See footnote 6.

6 The figures given in this section are based on analysis conducted jointly by the Viet Nam Chamber
of Commerce and Industry and the State Planning Committee, on the basis of a working definition of
small and medium enterprise, pending adoption of an official definition. Micro-enterprises are
defined as employing less than 5 persons with less than VND100 million capital, small as between 5
and 50 employees and between VND100 million and VND300 million capital, and medium as
between 50 and 300 employees and between VND300 million and VND I billion capital.

7 VCCI, A Survey of Small and Medium Enterprises in Viet Nam, September 1993.
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Table 2.3: Sub-Sector Composition of Large Enterprises
in Industry, Transport, and Services

Total Equity
Sub-Sector Number of (VN Dong

Firms million)

Food Processing 170 267,630

Textiles & Garments 97 177,712

Wood Processing 50 56,010

Chemicals 37 61,644
Light Engineering 35 59,482

Building Materials 22 25,607

Paper Products 14 31,321

Other 69 157,483

Total 494 836,889

Source: VCCI, Survey of Small and Medium Enterprises, September 1993.

As Table 2.3 implies, while heavy industry has been the preserve of SEs, private sector
industry -even at the larger end of the spectrum - is concentrated in light industry and
in the production of labor-intensive goods, such as food processing and garments. In the
case of SM[Es, where the typical enterprise is a small workshop employing 10 to 15
workers, the concentration in light industry is even greater, with all but a few percent of
enterprises working in wood products, textiles, food processing and transport and other
services (Table 2.4). New registrations also appear to be concentrating in these areas, as
investors, both foreign and domestic, seek to take advantage of Viet Nam's literate and
hard-working labor force and extremely low wage rates in producing both import
substitutes and export goods.

Table 2.4: Sub-Sector Composition of SMEs
in Industry, Transport and Services

Percentage of
Sub-Sector Total Enterprises

Wood Products 26.6
Textiles and Garments 22.2
Food Processing 17.0
Porcelain, Ceramics, etc. 1.4
Paper Products 0.8
Leather Products 0.5
Other 31.5

Source: Data provided by VCCI, March 1995.
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2.13 One reason why Viet Nam's private sector is small-scale is that it is
relatively new, with most enterprises dating from after the introduction of "doi moi."
Although a number of private enterprises were established before 1989,8 most have been
formed only after the reforms began. Immediately following the 5th Party Congress there
was an upsurge in private activity as the cooperative sector was dismantled and credit
cooperatives were established. Many enterprises created in this initial round, however,
went out of business in 1990 and 1991 after a series of credit cooperative bankruptcies,
and only after 1991 did the number of private enterprises increase again, fueled by the
creation of joint stock private banks, recognition in the Constitution of private business
rights and promulgation of the Company Law and Private Enterprise Law. Enterprise
establishment has been more dynamic in the urban areas of the North and South than in
the Central region;9 as an illustration, Table 2.5 provides data on registrations in Ho Chi
Minh City during 1993 and 1994.

Table 2.5: Enterprise Registrations in
Ho Chi Minh City, 1993 and 1994

1993 1994

Total Registrations 1,540 2,171

of which:

Companies 1,019 991

of which: 51 15

Individual Proprietorships 521 1,180

Total Capital Registered 7.35 7.68

(VN Dong billion)

Total Employees 58,000 87,000

Source: Data provided by the Ho Chi Minh City Provincial Planning Department.

2.14 In some cases, and especially in the South, the private entrepreneur is likely
to be someone who is returning to ownership of business after working within cooperative

8 Some enterprises emerged as newly-registered private enterprises after years as production
cooperatives. The mission visited one such example in Ho Chi Minh City. Originally established in
1975 as a private business. it had been converted into a production cooperative in the late 1970s,
with the original owner remaining as manager. In 1989, it was registered again as a limited
company, with the original owner becoming the majority share-holder.

9 According to the VCCI, out of the 25,912 registered enterprises, about 12,200 were located in the
North, 9,500 in the South and the remaining 4,200 in the Central region.
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organizations. However, as a sample survey carried out in 199410 showed, most private
entrepreneurs in the registered sector had previously worked in the SEs or the state
sector. ' 

2.15 One other particular feature of industry in Viet Nam is the existence of
villages which specialize in various industrial processes. According to Nguyen (1994),
there are some 200 such villages; examples are Bat Trang in Hai Hung province which
specializes in porcelain, Van Phuc in Ha Tay province that produces silk, Van Diem in Ha
Tay province which produces furniture. In some cases, these villages produce goods for
industrial companies which handle marketing, exporting and financing of raw materials,
and the process resembles the "putting out" system, producing non-farm income for
predominantly agricultural families.

C. GROWTH IN PRIVATE ENTERPRISES

2.16 As discussed earlier, precise measures of private sector growth are not
available and - owing to the fact that much of the private sector activity is carried out by
small household enterprises which do not file statistics or tax information, and that
foreign-invested joint ventures with state enterprises are included in the state enterprise
sector in GDP and output statistics - it is likely that these figures underestimate the real
growth of the private sector.

Private Sector Contribution to Industrial Output

2.17 Data on the role of private enterprises in the industrial sector- subject to
the caveat mentioned above - are available since 1989. Trends in industrial output as
measured by official statistics are summarized in Table 2.6 below.

10 Foreign Trade and Investment Development Center, Viet Nam: A Small Private Sector Survey, Ho
Chi Minh City, 1994.

The mission visited the factory of one such private entrepreneur. He had worked for almost 20 years
in a research institute, where he had been studying the potential for introducing into Viet Nam
technology for producing light building aggregate. Upon closure of the institute a couple of years
ago, he had found industrial premises in Hanoi belonging to a defunct engineering enterprise and
had purchased land use rights and its equipment; having already proven the production technique in
a small pilot plant, he is now constructing a larger kiln to put the technology into large-scale
production.
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Table 2.6: Gross Industrial Production, 1989-93
(in constant 1989 prices)

1989 1990 1991 1992 1993

Total Gross Production 13,583,199 14,011,073 15,470,579 18,116,895 20,300,000

(VN Dong million)

of which:

- State 9,012,824 9,475,790 10,598,947 12,778,912 14,482,000

- Non-State 4,570,375 4,535,283 4,871,632 5,337,983 5,818,000

of which:
- Cooperative 1,612,312 1,279,348 746,772 514,794 502,700

- Private Enterprise 140,185 136,541 228,441 513,305 628,500

-Private Household 2,817,878 3,119,394 3,896,419 4,309,884 4,686,800

Total Gross Production 100.0 100.0 100.0 100.0 100.0

(% composition)

of which:
- State 66.4 67.6 68.5 70.5 71.3

-Non-State 33.6 32.4 31.5 29.5 28.7

of which:
- Cooperative 35.3 28.2 15.3 9.6 8.6

- Private Enterprise 3.1 3.0 4.7 9.6 10.8

- Private Household 61.7 68.8 80.0 80.7 80.6

Total Gross Production 3.2 10.4 17.1 12.1

(% growth rate p.a.)

of which:
- State 5.1 11.9 20.6 13.3

- Non-State -0.8 7.4 9.6 9.0

of which:
- Cooperative -20.7 -41.6 -31.1 -2.3

- Private Enterprise -2.6 67.3 124.7 22.4

- Private Household 10.7 24.9 10.6 8.7

Note: a/ Percentages of non-state production.
Source: General Statistical Office, sumnnarized from Statistical Annex Table 8.3.

2.18 Since 1990, gross industrial production has been expanding rapidly. The
statistics reveal a number of interesting trends. First, in spite of rapid growth of private
enterprises and households, the state enterprise sector has grown more quickly and thus
increased its share of total industrial production, largely as a result of large increases in
heavy industry output, especially oil, steel, cement, fertilizers, tires, etc. Second, the
composition of the non-state sector has undergone considerable change during 1989-93,
with rapid growth of private enterprises - and to a lesser extent household enterprises -
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being offset by a collapse in cooperative production. It is unclear to what extent the
increase in private and household enterprise production reflects new growth and to what
extent it reflects a transfer of activities from the cooperative sector; however, it may be
relevant that the areas where cooperative production has declined most tend to be the
areas where household output has increased the most.

2.19 Third, growth of the non-state sector has been concentrated in a limited
number of areas -metallurgical products, chemicals, wood products, foodstuffs, paper
products, textiles and garments, and leather. Fourth, in all of the areas where the private
sector has increased its activities, the household enterprises are by far the most important
producers. Although there are a number of areas where private enterprise production has
experienced a very high annual growth rate -such as electronics, chemicals, building
materials, wood processing, foodstuffs, and garments -in all cases it has been on a very
low base, and household production remains the most important statistically, especially
since their output is also growing.

Employment Generation in the Private Sector

2.20 The limited data available on employment by economic sector indicate that
the private sector has generated the vast majority of jobs in the recent years, while
employment in the state sector has declined steadily. Between 1988 and 1993
employment in the state sector - including state enterprises and public administration -
declined by 1.1 million persons; during the same period, the non-state sector generated
5.4 million jobs (see Appendix Table 1.3). The employment data thus confirm the vitality
of the private sector, and also suggest that output statistics may underestimate its recent
growth. However, the distribution of private employment by sector of activity - which
would be necessary to assess employment generation in agriculture and other sectors, and
thus to confirm the hypothesis that rising private sector employment is the result of new,
high-productivity jobs -is not available.

Credit to the Private Sector

2.21 Statistics on credit confirm the rapid growth of the private sector.1 2 From
the beginning of 1992, the year of the formal recognition of the private sector in the
Constitution, the share of private sector in total credit has been increasing rapidly."3 The
share of the non-state sector in the stock of total non-government credit increased from 10
percent at end-1991 to 37 percent at end-1994 (Table 2.7). To bring this large change
about, the flow of new credit to the private sector had to rise very fast. Indeed, private

2 Credit growth figures may reflect replacement of informal credit by formal credit as well as real
increases in credit.

13 Credit statistics for the non-state sector comprise joint ventures, credit cooperatives, companies and a
category dubbed private sector, which mainly includes small business and sole proprietorships. For
the sake of brevity, the non-state sector is called the "private sector", although the category
consisting of companies may contain some companies which have majority state sector ownership.
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sector credit growth reached a peak in the fourth quarter of 1992, with an annualized
growth rate of 460 percent. As a result, the share of the private sector credit in the total
flow of new credit also increased rapidly, from 20 percent in March 1992 to a peak of 65
percent in March 1994 (measured as a percentage of new credit extended from the
beginning of the year). However, in the second half of 1994, the share of private sector in
new credit declined again to about 50 percent, partly because of a large increase in
directed credit at the end of 1994 channeled through the Bank for Investment and
Development - which mainly benefited specific SEs -and partly because credit demand
by farmers slowed down (see below).

Table 2.7: Credit Classifications, by Commercial Banks

1990 1991 1992 1993 1994
(VN Dong billion; End of Period)

Total Credit 5,822 10,054 15,093 23,181 29,219

-Claims on SOEs 5,224 9,049 12,350 15,511 18,381
- Claims on Cooperatives a/ 417 487 374 285

- Claims on Shareholding
and Limited Companies a/ 26 45 864 2,072

-Claims on Joint Ventures a/ 71 92 147 312
- Claims on Private Sector 598 491 2,119 6285 8,169

Total Foreign Currency Credit - 1,867 3,976 7,415 10,568
- Claims on SOEs - 1,802 3,894 6,728 9,094

- Claims on Cooperatives - - - 12 26

- Claims on Shareholding
and Limited Companies - - - 388 819

- Claims on Joint Ventures - - 82 124 288

- Claims on Private Sector - - - 163 341

Share in Total Credit 100.0 100.0 100.0 100.0 100.0
- Claims on SOEs 89.7 90.0 81.8 66.9 62.9
- Claims on Cooperatives a/ 4.1 3.2 1.6 1.0

- Claims on Shareholding

and Limited Companies a! 0.3 0.3 3.7 7.1
- Claims on Joint Ventures a/ 0.7 0.6 0.6 1.1
- Claims on Private Sector 10.3 4.9 14.0 27.1 28.0

Note: a/ Included in private sector.

Source: State Bank of Viet Nam.

2.22 Within the private sector, most of the credit is extended to sole
proprietorships, individuals and households (mainly farmers). With prices for many farm
products increasing in 1994, growth in credit demand from farmers slowed down and the
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share in total credit stabilized. On the other hand, credit to companies - the other main
category of private sector credit - gained rapidly in importance in 1994. Credit to joint
ventures accounts for only a very small share of new credit, while the share of
cooperatives has been declining in all the years for which data are available (199 1-1994).

D. FOREIGN DIRECT INVESTMENT

2.23 Foreign direct investment (FDI) has been an important element in the
development of the Asian economies. Not only does it add to a country's capital stock,
but also, and perhaps more significantly, it brings with it new technology and management
and marketing skills. Viet Nam has sought to attract large amounts of FDI to finance its
industrial development, to expand exports and to improve its infrastructure. Although
actual inflows have been substantially smaller, the volume of committed and approved FDI
have been impressive. According to the State Committee for Cooperation and Investment
(SCCI), as of March 995 there had been 1,200 FDI-financed projects, with US$12 billion
committed and about US$4 billion implemented; most of these amounts have been for oil
and gas exploration and tourism development, but in the past year the share of
manufacturing projects has increased. In 1994, 262 projects were licensed for US$3.7
billion -40 percent more than in 1993 - and in the first two months of 1995 47 licenses
were approved for US$700 million. Towards the end of the first quarter of 1995, 85
applications were under consideration, and if all approved by the end of the first quarter,
total commitments for the first quarter would be about US$4 billion. 14 The largest project
applications are for cement plants.

2.24 The vast majority of FDI has financed joint ventures with SEs, whose
capital co,itribution to the joint venture has usually consisted of land use rights. Several
reasons have contributed to this trend: the relatively small size of most private enterprises,
their concentration on few industrial subsectors, their more limited connections with
decision makers, and -most important - their limited access to land. In fact, as will be
discussed in Chapter III, foreign investors cite difficulties and delays in securing land use
rights as one of the most important impediments to doing business in Viet Nam. While the
interaction between the domestic private sector and foreign investors is substantially less
than desirable, increased inflows of FDI have effectively transferred an important part of
SE assets under private sector management, and have exposed SE managers to more
advanced organization, marketing and accounting methods.

2.25 Regional Distribution. As FDI continues to increase, a smaller share is
going towards Ho Chi Minh City and its growth triangle. Though Ho Chi Minh City has
been the site of more than one-third of foreign investment in Viet Nam to date, in 1994

14 According to SCCI, 44 licenses worth US$654 million were granted in the first two months of 1995;
countries heading the list were The Bahamas, UK, Singapore, South Korea and The Netherlands.
SCCI also revoked licenses for 27 projects during this period, and approved capital increases in 20
ventures.



-36-

FDI increased more rapidly in Hanoi, Hai Phong and several other provinces. However, as
was the case in other Asian countries, foreign investment in Viet Nam remains quite
concentrated. The provinces listed in Table 2.8 have received over 80 percent of FDI,
although these provinces are home to only 16 percent of the population. Table 2.9
compares, by region, the distribution of foreign investment with the distribution of Viet
Nam's population; it reveals that the Northern Mountains, the Red River Delta and the
North Central Coast - which are among the poorest areas - have received only 8.9
percent of foreign investment projects, though more than one-third of Viet Nan's
population resides in these regions.

Table 2.8: Approved Foreign Investment Projects,
By Selected Provinces

Cumulative Annual
(as of 9 July 1995) Percent

US$ Percent Change
Province million of Total 1994/1993

Ho Chi Minh City 5,563.4 35 -7

Hanoi 3,322.1 21 40
Dong Nai 2,079.1 13 na
Haiphong 860.1 5 68
Ba Ria-Vung Tau 691.2 4 na
Song Be 371.4 2 600

Total. listed above 12,887.3 81 na

Total, entire country 15,838.6 100 40

Note: The size of investment projects is measured by committed "total capital", which includes
the Vietnamese partner's contribution to joint venture projects. Overall, about 75 percent
of foreiF.i-iin 'ested projects are joint ventures; the Vietnamese partners' contribution to
these aveitLges between 25 to 30 percent.

Source: SCCI.
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Table 2.9: Approved Foreign Investment Projects
and Population, by Region

Foreign Investment
Population, 1994 (as of 9 July 1995)

Percent of Percent of
National US$ National

Region (thousand) Total million Total

Hanoi-Haiphong 3,810 5.3 4,182.2 26.4
Northern Mountains 12,388 17.1 496.4 3.1
Red River Delta a/ 10,255 14.1 338.4 2.1
North Central Coast 9,727 13.4 579.2 3.7
South Central Coast 9,558 13.2 680.0 4.3
Central Highlands 2,999 4.1 147.8 0.9
Ho Chi Minh City Area 8,878 12.2 8,862.9 56.0
Mekong Delta 15,851 21.9 551.7 3.5

Total 72,510 100.0 15,838.6 100.0

Note: a/ Excluding Hanoi-Haiphong.

Source: SCCI and GSO, Statistical Yearbook, 1994.

2.26 Geographic Origin. An examination of where foreign investment has
come from reveals that Viet Nam is very much a part of the Asian economy. Almost two-
thirds of foreign investment in Viet Nam is from other Asian economies, another 8.7
percent from Japan (Table 2.10). Investments have been made by companies from
fourteen different Asian economies. Taiwanese businesses lead all others: they are
involved in 219 projects with total capital of US$3.2 billion. Hong Kong is the second
largest investor, and South Korea's and Singapore's investments in Viet Nam are larger
than those of any country outside of Asia.

Table 2.10: Geographic Origin of FDI in Viet Nam
(as of 9 July 1995)

By Number of By Value of
Projects Investment a/

Region Number Percent US$ million Percent
Asia, except Japan 790 62.6 9,859.3 58.1
Western Europe 159 12.6 2,444.2 14.4
Japan 110 8.7 1,688.5 10.0
Australia and New Zealand 52 4.1 739.4 4.4
America, except USA 50 4.0 899.8 5.3
USA 44 3.5 995.2 5.9
Eastern Europe 46 3.7 243.5 1.4

Note: a/ See note a in Table 2.8.

Source: SCCI.
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2.27 Sectoral Distribution. Hong Kong and Singapore investments tend to be
in real estate - the construction of hotels, office buildings and residential blocks. Taiwan
(China), South Korea and Thailand investments tend to be in the production of exportable
manufactured goods. Overall, over 40 percent of foreign investment is in manufacturing,
24 percent in hotels and tourism. The distribution across sectors is shown in Table 2.11.

Table 2.11: Sectoral Distribution of Foreign Direct Investment
(based on US$ values of projects in operation as of 7 July 1995)

Percent of Average Size
Sector Total of Project

(S million)

General Industry 42.6 9.9
Hotels & Tourism 24.0 28.8
Services 11.3 13.4
Oil & Gas 6.6 53.6
Transport, Telecoms & Post 6.2 24.1
Agriculture & Forestly 1.9 9.7
Finance & Banking 1.5 13.9
Industrial & Export Processing Zones a/ 3.9 10.8
Fisheries 0.4 2.7
Others 1.6 9.0

Total 100.0 13.4

Note: a/ Including investment in the construction and operation of the zones, not just investments

located within the zones.

Source: SCCI.

2.28 International Comparisons. Foreign-financed investment is particularly
important for Viet Nam because the national savings rate has been notably lower than the
savings rate in other Asian countries. In 1993, national savings were about 12 percent of
GDP in Viet Nam, compared with 19 percent in the Philippines, 30 percent in Malaysia,
32 percent in Thailand and in Hong Kong, 36 percent in Korea and China, and 47 percent
in Singapore.

2.29 Table 2.12 compares net inflows of FDI into Viet Nam with inflows into
other Asian developing countries. It shows that the flow into Viet Nam is considerably
smaller: the Philippines have received almost twice as much direct foreign investment,
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China has received 43 times as much. Even on a per capita basis, the inflow of direct
foreign investment into China has been larger than the inflow into Viet Nam. 5

Table 2.12: Viet Nam and Other Asian Development Countries
Ranked by Indices of Net Inflow of FDI (1991-1993)

Countries ranked by
FDI FDI/Population

Country Index Country Index

China 4,324 Singapore 51,182
Singapore 2,114 Malaysia 6,122
Malaysia 1,643 Thailand 807
Thailand 681 China 255
Indonesia 675 Indonesia 252
Philippines 197 Philippines 212

Viet Nam 100 Sri Lanka 178

Sri Lanka 45 Viet Nam 100

Note: Population figures are for 1991.

E. FOREIGN TRADE

2.30 As a result of the gradual opening of the foreign trade regime -- beginning
in 1989 -- and the establishment of a well-functioning exchange rate system, Viet Nam has
experienced a substantial growth in exports and imports in recent years and a shift in its
markets away from the former Council of Mutual Economic Assistance (CMEA) partners
toward the market economies. Although statistical data do not allow to disaggregate
trade performance between the private and state sector, all available information indicates
that the main protagonists of these trends have been state enterprises. SEs have in fact the
majority of import-export trade licenses; however, an increasing number of productive
private enterprises are now licensed to directly import and export their inputs and outputs,
and private enterprises reportedly conduct import-export activities using a state enterprise
as an intermediary for moderate fees. In addition, the sub-sectors in which exports have
been most dynamic are characterized by a prevalence of SEs.

5 The ratio of FDI to population gauges the increments that FDI provides to the capital stock and to
the pool of technology available to each Vietnamese person. If the objective of attracting direct
foreign investment is to improve the living standard of the Vietnamese people, then the ration
FDI/population is the appropriate indicator of success.
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Trade Performance and Composition

2.31 Since the dissolution of the CMEA system in 1989 (within which Vietnam
had conducted most of its trade), the country has succeeded in reorienting its trade to the
market economies. Vietnam's largest trading partners are now other Asian developing
countries, Japan and the European Union. Tables 2.13 and 2.14 show breakdowns of
trade by commodity with major import and export markets. As data from Vietnamese
sources do not allow as detailed a disaggregation of trade flows, most data used here are
obtained from trading partners statistics. The Asian Newly Industrialized Countries
(NICs, including Thailand, Singapore, Malaysia, Korea, Indonesia and Hong Kong) are
now Vietnam's largest trading partner. Almost one-third of Vietnam's imports come from
these countries, almost two-thirds of Vietnam's exports are shipped to these countries. In
keeping with the growing presence of Vietnam in trade among Asian coumries, Viet Nam
will, in July, 1995, become a member of the Association of South East Asian Nations
(ASEAN).

2.32 Import Composition. Available data on Vietnam's imports16 show that most
products corning into the country are intermediate goods and capital goods. As Table
2.13 documents, Western Europe supplies most capital goods such as machinery, the
Asian NICs and Japan supply mainly intermediate goods. Two-thirds of imports of
petroleum products come from Singapore, almost two-thirds of imports of textile
intermediates (fibers and fabrics) come from Singapore and Japan.

2.33 Export Composition. On the export side (Table 2.14), Vietnam's basket of
exports to Western Europe is made up in large part of clothing and footwear. Japan,
China and the Asian NICs import primarily materials from Vietnam. Oil and gas account
for about half of China's and of Japan's imports from Vietnam, the Asian NICs import
more food and agricultural products from Vietnam.

16 Data dienved from trading partners' export data.
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Table 2.13: Composition of Vietnamese Imports
by Regions and by Commodity (1993)

Western East Asian All
Commodity Europe Japan China NICs a/ Countries
Percentage of Total Imports
of all Merchandises Originating in 15 17 8 60 100

Western East Asian All
Commodity Europe Japan China NICs a/ Countries
Food Products 7 2 35 4 7

of which: Tobacco Products 0 0 22 1 2

Intermediate Products 28 34 42 64 52
Agricultural Products 0 1 2 1 1

Rubber and Plastics 1 3 1 5 4

Textile Material 3 9 10 13 10

Wood and Paper Products 2 0 1 2 2

Petroleum and Products 0 4 0 21 13

Fertilizers 0 0 3 4 4

Coal and Mineral Products 3 2 5 2 2

Pharmaceuticals 11 1 2 1 3

Metal Products 3 9 15 8 8

Chemicals and Explosives 3 5 3 5 3

Capital Goods 62 61 21 28 38

Industrial Machinery 24 16 10 8 4

Power Generating Equipment 9 3 3 1 3

Telecommunication Equipment 11 4 4 6 6

Electric Machinery 16 5 2 3 5

Road Vehicles 2 34 2 10 11

Consumer Goods 2 2 2 4 3
Misc. Manufacturing Goods I 1 1 3 2

All Merchandises 100 100 100 100 100

Note: a/ Including Singapore, Malaysia, Hong Kong, Korea, Thailand, and Indonesia.

Source: Based on trading partner data from TARS/COMTRADE.
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Table 2.14: Composition of Vietnamese Exports
by Region and by Commodity (1993)

Western East Asian All
Commodity Europe Japan China NICs a! Countries
Percentage of Total Exports

of all Merchandises Originating in 25 40 5 30 100

Western East Asian All
Commodity Europe Japan China NICs a/ Countries

Agriculture, Food, and Forestry 12 26 34 60 65

Manufactures 88 74 60 40 35

Petroleum and Products 5 52 50 24 32

of which: Gas and Oil 0 50 43 20 29

All Textiles 62 19 0 6 24

Clothing 40 17 0 3 16

Footwear 20 0 0 0 5
Yarn and Fabric 2 2 0 2 2

All Other Manufacturing 21 3 16 10 10

All Merchandise 100 100 100 100 100

Note: a/ Including Singapore, Malaysia, Hong Kong, Korea, Thailand, and Indonesia.

Source: Based on trading partner data from TARS/COMTRADE.

Table 2.15: Vietnamese Exports to Convertible Currency Areas
Value, Share, and Growth Rate of Selected Products

Share Growth Rate
Prel. 1994 in Total 1993-94

Product US$ million 1994 (% p.a.)

Rice 423 10.9 16.5
Petroleum 866 22.4 2.6

Coal 75 1.9 7.1

Rubber 134 3.5 81.1

Coffee 328 8.5 198.2

Marine Products 530 13.7 24.1

Agriculture & Forestry 479 12.4 19.8

Light Industrial Goods 770 19.9 54.0

Source: Ministry of Trade.
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F. CONCLUSIONS

2.34 The picture that emerges from the sparse statistical data that are available
on private enterprise development in Viet Nam is one of vibrant small businesses, which
especially in the industrial sector have been growing rapidly from a very low base. The
vast majority of these businesses were established very recently, comprise mostly
household enterprises and are in general substantially less capital-intensive than state
enterprises. Thus, private enterprises tend to concentrate in light industry, leaving heavy
industry to SEs and, more recently, joint ventures.

2.35 The rapid growth of private enterprises has more than compensated the
substantial decline - both in the number of cooperative enterprises and in their share in
output - of the cooperative sector. The reduction in the number of SEs that has taken
place during the same period does not seem to have contributed significantly to private
business development; although some 2,000 small SEs were liquidated during this period,
their assets amounted only to 4 percent of total SE assets. Finally, while the expansion of
foreign investment and foreign trade have been important to overall economic growth in
recent years, they have not yet involved directly the private sector. The domestic partner
in the vast majority of foreign-financed joint ventures is in fact a state enterprise, and most
import and export activity is still concentrated in those sectors were state enterprises
account for the largest share in output.

2.36 While these trends of the emerging private sector are in part due to its
recent stage of development, they reveal that significant impediments to its growth remain,
in spite of recent progress in improving the environment for private enterprise
development and in leveling the playing field with state enterprises. These impediments, in
particular those related to the current incomplete and inefficient regulatory framework,
will be discussed in detail in Chapter III.





3. POLICY ENVIRONMENT FOR PRIVATE
ENTERPRISE DEVELOPMENT

A. INTRODUCTION

3.1 The growth of private enterprises detailed in Chapter II is important
evidence of the success of the reform program introduced in 1989. However, this process
is showing a number of important limitations. First, the private sector has been growing
less rapidly than the state enterprise sector, in aggregate as well as in industry. Second,
private sector development in industry appears to be confined to small scale enterprises,
concentrated in specific subsectors, such as food and food processing, garments, and some
consumer goods. Third, the expansion of foreign investment and foreign trade that have
been important to overall economic growth during this period has not yet directly involved
the private sector. These limitations of private enterprise development indicate that much
remains to be done to establish a policy framework where private enterprises can filly
contribute to growth in income and employment.

3.2 This chapter examines the most important elements of the policy
environment necessary to support the development of private enterprises: the legal
framework; regulations on entry and exit; access to land, labor, and credit; taxation; and
foreign trade policy. The main conclusion is that the establishment of an effective
environment for private sector development will require emphasizing de-control and
deregulation measures. In fact, while a number of important improvements have been
introduced, they have often taken the form of selective application of bad rules - i.e.
excessively restrictive or discretionary regulations - rather than establishment of good
rules. This approach is not adequate to encourage private enterprise development beyond
its current level and structure for at least two reasons: first, as long as inadequate rules
remain on the books, non-enforcement may be reversed in the future; and second, it may
be arbitrary and uncertain. In either case, the business community faces the risk of policy
inconsistency, which has been demonstrated in many countries as a major inhibition to
investment and enterprise creation and in particular to entrepreneurs moving from trading
to production activities.

3.3 The most critical policy impediments to further development of the private
sector are identified here as (a) entry regulations, in particular the cumbersome licensing
process for new enterprises, (b) the unclear and inefficient framework regulating land use
rights, and (c) the remaining restrictions on foreign trade.

3.4 Entry regulations for domestic as well as foreign enterprises are in fact
complicated, time-consuming and expensive for investors, and allow government officials
great discretion in evaluating applications. In addition, the system absorbs substantial
administrative resources and yet is largely redundant, as most licensing requirements do
not serve public policy objectives. The government should thus restructure the system
governing entry, especially for domestic entrepreneurs. In particular, approval
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requirements for the establishment of new enterprises and the expansion of existing ones
should be replaced with a registration procedure - that is, a procedure involving the
disclosure of information about the enterprises and the assignment of a tax identification
number - except in specific cases, for example when public safety or national security are
involved.

3.5 The existing land use framework also requires fundamental revisions. The
government's objectives - to maintain people's ownership of land, reduce speculation,
limit land loss by vulnerable groups, and avoid misuse of resources - are not well served
by existing regulations, which are incomplete, unclear and open to discretionary
application. Thus, the land use regime needs to be substantially revised, to ensure that (a)
rental rates for land use rights are determined on the basis of the scarcity value of land, (b)
land use rights are transferable, and (c) the registration and cadastral system are upgraded
to support the development of an active market for land use rights.

3.6 The existing foreign trade regime will also need to be rationalized to
eliminate unnecessary administrative requirements and restrictions. Certification
requirements, import and export permits, and shipment licenses should be eliminated and
international systems and standards for customs procedures and customs valuation should
be introduced in their place. In addition, the government should reconsider the current
attitude toward accommodating pressures by domestic industries and foreign investors to
protect either "strategic" or "infant" industries by providing selective tax incentives and
adjusting tariff rates. This attitude not only is in conflict with Viet Nam's commitment to
integration in ASEAN and accession into the World Trade Organization; it also poses the
danger of generating uncertainty for investors, rewarding inefficient enterprises, and
penalizing efficient, export-oriented ones. Thus, the government should proceed as
rapidly as possible to further rationalize the import tariff regime, by reducing the number
of rates, the overall dispersion and the level of protection of the system.

3.7 The implementation of these policy recommendations would encourage not
only stronger private sector development but also greater state enterprise efficiency. A
policy environment supportive of efficient investment, an open trade regime, and flexible
factor markets will in fact be beneficial to private businesses as well as to state enterprises,
and will contribute significantly to leveling the playing field between them.

B. BASIC LEGAL FRAMEWORKI

3.8 The introduction of "doi moi" was accompanied by a series of legislative
and policy changes to create an environment in which the private sector could operate.
The landmark development in this respect was the adoption of the 1992 Constitution,
which for the first time gave formal rights and protection to private ownership. In

For a filler discussion see N.G. Lichtenstein, A Survey of Viet Nam's Legal Framework in
Transition, Legal Department Policy Research Working Paper no. 1291, April 1994.
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addition, nationalization of private property was prohibited, and the expropriation of
property for limited legitimate reasons of state required compensation. The importance of
adoption of these provisions was twofold: first, to send a clear signal to potential
investors that private activity is sanctioned; and second, to signal that private activities and
property would receive protection under the law.

3.9 The development of private property rights in Viet Nam had already begun
before the Constitution was adopted, and the legal basis for private business was
established in December 1990, when the National Assembly enacted the Law on Private
Business and Law on Companies. These laws, and their implementing decrees, laid the
groundwork for individuals and legal entities to establish various kinds of economic
activity; they recognized long-term existence and development of businesses, generation of
profits; provided for equality of treatment before the courts, freedom to make business
decisions within the law and protection of the rights of owners. They created rules for
establishment, operation and regulation by the state of three new forms of enterprise open
to domestic investors: private enterprises, limited liability companies and share-holding
companies. 2

3.10 Development of private property rights for foreign investors also began
before the 1992 Constitution. It is important to note that Viet Nam has, unlike many
other countries, chosen to adopt distinct and different frameworks for domestic and
foreign investors, although its stated aim is to provide similar conditions and incentives for
investment under both regimes. The principal piece of legislation governing foreign
investment in Viet Nam is the 1987 Foreign Investment Law, amended subsequently in
1990 and 1992 and supplemented by numerous regulations. The law allows foreign
investment to be made through joint ventures, wholly foreign-owned enterprises, business
cooperation contracts or Build-Operate-Transfer arrangements.

3.11 Thus, under existing law domestic private investors have a choice of
vehicles - companies, private businesses, individuals with business licenses - and
foreign private investment is permitted and encouraged in the various forms specified
under foreign investment legislation. Basic rules to protect investors' rights in
transactions are found in the legislation in civil contracts and on economic contracts, along
with legislation governing intellectual property rights (copyright, technology transfer and
industrial property rights). Several avenues for dispute resolution are also in place: civil
courts, economic courts - established in 1994 - and non-governmental economic
arbitration centers - also established in 1994 - although institutional development and

2 A private enterprise is similar to a sole proprietorship, owned by one Vietnamese individual liable
for the activities of the business to the extent of the individual's total assets. A company is an
enterprise in which members contribute capital and share proportionately in profits and losses to the
extent of their capital contribution. A limited liability company is a company for which shares are
not issued and transfer of ownership is restricted. A share-holding company is one in which shares
are issued to at least seven share-holders and are freely transferable; such a company may apply to
issue shares to the public. None of these companies permit foreign ownership (except for overseas
Vietnamese).
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implementation experience are still at an early stage. Both foreign and domestic investors
are subject to bankruptcy and reorganization proceedings under the Bankruptcy Law and
to labor regulation under the Labor Code. Foreign and domestic investors can have
limited access to land - in the form of land use rights - under the Land Law.

Recommendations on the Legal Framework

3.12 The legal environment for private business has improved substantially in
recent years, as reflected in the growth in domestic and foreign investment. However, the
legal agenda has not yet been completed, and the state of the business environment
remains limited in comparison with other Asian economies. While relationships and trust
may continue to pla3 an important role in conducting business in Viet Nam, legal rules are
needed to give domestic and foreign investors alike confidence that their assets and rights
will receive adequate protection, both from other parties and the state. Creating and
maintaining that confidence also requires continued development of effective dispute
resolution mechanisms such as economic courts and arbitration centers, which are still at a
very early stage, and of legal professionals to help define and enforce private rights.

3.13 . While the existing basic framework is a good beginning, putting in place a
comprehensive framework for private business operating in a market-based system will
require continued development in several respects. First, two major pieces of legislation
are still in preparation. The long debated civil code would likely codify and subsume some
of the existing pieces of legislation, as it is expected to cover ownership, civil contracts,
inheritance, copyright and industrial property rights, and foreign civil relations, as well as
mortgage provisions. The enactment by the National Assembly of a draft of some 700
articles is expected during the fall 1995 session. The civil code would be supplemented by
a commercial law, which would lay out specific rules for commercial transactions and
relationships.

3.14 Second, some impetus for private sector development can be seen in the
provisions of more recent laws - such as those on bankruptcy and economic courts -

and will, hopefully, be reflected in the provisions of the civil code and commercial law.
Nonetheless, some .pre-existing laws perpetuate a much greater degree of official
intervention than is appropriate in a market economy, such as approval of investment
proposals by domestic and foreign investors. Unless current laws and regulations are
scrutinized and revised to remove unnecessary and unwarranted requirements for
government control, private sector development will continue to be hampered by an
uneven legal regime. In addition, the layers of regulations should be minimized whenever
possible, as each layer reduces certainty by requiring interpretation and allowing for
administrative intervention.

3.15 Third, the existence of highly differentiated rules and incentives for
investment depending on nationality, form of ownership and sector of activity can become
in itself a barrier to private sector development. The development of separate legal regime
and investment incentives for state enterprises, private businesses, joint ventures and
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foreign investment enterprises is in fact likely to limit efficient competition. Fewer, easier
to follow rules would save legal and management resources for investors, regulators and
those responsible for dispute resolution.

3.16 Fourth, effective implementation of the laws, however well drafted, will
require the evolution of the principal dispute resolution mechanisms for the enforcement
of the rights of private parties - the economic courts and the arbitration centers -along
with an independent legal profession to assist parties in that process. A weak legal
infrastructure, with only limited experience in implementing the growing legal framework,
adds to investor uncertainty, as do cases where policy and practice diverge.

C. ENTRY AND Exrr

3.17 The laws described above have helped clarify the forms and structures for
conducting private business, but their development has not yet been accompanied by
decontrol or deregulation of private business. In fact, the creation of new private
companies, whether financed from domestic or foreign capital, remains subject to
government control through a detailed and time-consuming licensing and approval
process. The government has expressed its willingness to respond to suggestions from
foreign and domestic investors by modifying and streamlining implementation
arrangements because they are seen as a hindrance to the rapid growth of the private
sector, but had not et articulated plans to revise the laws from which the process defives.

Investment Licensing for Domestically-Owned Projects

3.18 The basis for the government to be involved in approving and licensing the
establishment of private domestic enterprises is now provided not only through the Law
on Private Business and the Law on Companies, but also through the Law on Promotion
of Domestic Investment, enacted in June 1994. Under this framework, government
approvals are required in the establishment and dissolution of businesses and for changes
in the operation of businesses. With the passage of the Law on Promotion of Domestic
Investment, there have been some modification and streamlining of the licensing process,
elaboration of the respective roles of central government and the People's Committees,
and development of more detailed incentive packages for domestic investment.

3.19 Under the current regime, to operate enterprises need a certificate of
business registration - the license - which is now issued by the Provincial Planning
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Committee, following approval by the People's Committee.3 Each provincial or municipal
People's Committee is responsible for establishing its own regulations, consistent with the
nation-wide regulations. It should be noted that the approval process applies not only to
applications to set up enterprises and companies, but also to their expansion (including
branches) and changes in authorized capital, corporate name, purpose or product, and
shareholders or owners.

3.20 The documents required by domestic investors when applying for a license
are numerous and may vary at provincial level. As an example, Decree 46 of HCMC
outlines them in detail for different categories of enterprise (Box 3.1). According to the
officials of HCMC Investment Licensing Department, the purpose of the documentation is
to establish that the application meets four main criteria: (i) the area of business is clearly
defined; (ii) premises are available for the legal conduct of business; (iii) the business has
adequate capital; and (iv) the owners and shareholders are qualified to carry out the
business. Further documentation is required from investors who wish to apply for
preferential tax treatment.

3.21 Applications accompanied by the required documentation4 are submitted to
the Provincial Planning Committee.5 The Provincial Planning Committee is responsible for
forwarding the application to the relevant functional departments of the People's
Committee and to central government ministries that will be involved in issuance of
permits, such as the Ministry of Construction, and professional certification, such as the
Ministry of Health. On the basis of the reactions and comments of the various parties,
including the relevant departments of the People's Committee, the Provincial Planning
Committee makes its own evaluation of the application and submits it to the provincial
authority committee for a final decision. After approval, the documents are returned to
the provincial planning agency for registration of the business, at which time the Police

3 There are exceptions to this procedure. Approval by the Council of Ministers remains mandatory for
seven areas of activity: manufacturing and distribution of explosives, poison and toxic chemicals;
mining of precious minerals; production of electricity and water on a large scale; manufacture of
information transmitting facilities, postal and telecommunication services, broadcasting, television
and publication; ocean shipping and air transportation; specialist export and import business; and
international tourism. In addition, an application has to be made to a central Ministry for
registration as a profession. Finally, the Provincial People's Committee can, and often does,
decentralize the decision to approve a applications for small enterprises to a lower level, such as the
commune People's Committee.

4 The application is also accompanied by a registration fee, which is established by the Ministry of
Finance and is currently set at one percent of the initial capital, up to a limit of VNDIO million. The
provincial government is allowed to retain 10 percent of the fee to cover its administrative costs, the
remainder going to the central budget. Investors may also have to pay a certification fee to a central
ministry in order to obtain professional certification; for example, gold dealers pay such a fee to the
State Bank.

In the case of HCMC, the office to which applications are sent is the Economic and Licensing Sector
of the Investment Licensing Department of the Provincial Planning Commnittee.
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Department issues an official stamp ("chop") to the enterprise for use in its official
papers.

Box 3.1: Documentation Required for Domestic Investment Applications

Decree 46 of HCMC (dated January 7, 1995) spells out in detail the documentation requirements
for domestic business applying for a license. Article 2 outlines the requirements for a private enterprises,
for which applicants must submit the following:

I. Application to establish the business;
2. Initial operating plan for the enterprise, stipulating area of business, products, etc.;
3. Certificate of residential status of the investor, to be obtained from the commune or city of

residence;
4. Certificate of good character, to be obtained from the Police Department of the place of residence;
5. Certificate of health, to be obtained from the Health Department of the place of residence;
6. Papers concerning the address and premises of the enterprise; and
5. Certificate from a bank certifying creation of a bank account and deposit of "sufficient" funds.

If the enterprise is to be operated from the investor's private house, a certificate of ownership or
right to use is required; if the premises are rented from a private person, a rental contract, certified by the
People's Committee of the owner's residence, is required; and if the premises are rented from the state, a
contract registered with the Department of Land Management is needed, along with a certificate from the
unit managing the land. For persons without residence in the locality of the enterprise, the application
must be accompanied by a letter of reference from the People's Committee of their official residence.

Article 3 outlines the documentation requirements for a company as follows:

1. Application to establish the business;
2. Initial operating plan for the company;
3. Draft by-laws of the company;
4. Certificate of the background of each shareholder; and
5. Certificate of the liquidity position of the company.

The same requirements apply for rented property as in the case of private enterprises. Article 3
also stipulates additional documentation to be provided when the founding members of the company
include SEs, mass organizations and cooperatives; for example, in the case of SEs, the application must be
accompanied by copies of the SE's certificate of registration, the decision of the SE management to
participate in the company, and documentation from the Ministry of Finance on the authorized capital
contribution.

3.22 According to nation-wide regulations, the licensing process should be
completed within 30 to 60 days for single proprietorships and 60 to 90 days for
companies, depending on whether a land lease is available at the time of application. In
the case of HCMC, the decree stipulates a tighter and more detailed schedule for
processing; article 4 specifies that the People's Committee must give an initial response to
the application (approval in principle) within 7 days for a sole proprietorship and 14 days
for a company; that the final papers should go to the People's Committee for a final
decision within 20 to 40 days of the receipt of the initial application, and that a final



- 52-

decision should be made within 30 to 60 days of the initial application. In the case of
HCMC, it is claimed that approximately 80 percent6 of the applications are dealt with
within the deadlines, but it is probable that this is a relatively good performance compared
to many other areas. At the national level, however, officials at the SPC indicated that
relatively few licenses were issued within the deadlines, citing past performance as the
main reason for the attempts to streamline the process.

3.23 The regulatory regime described above is complicated, time-consuming,7

expensive8 and to an increasing extent redundant, as well as giving officials a wide range
of latitude in interpreting criteria for evaluation of applications. The nature of the process
gives the government a great deal of power to screen out applicants for non-business
reasons, to collect rents and concessions from businessmen for various approvals, and puts
officials in the position of evaluating business decisions that are best left to the
businessman or to other financial and commercial agents, such as banks. A more benign
interpretation of the process could suggest that the role of the planning departments is to
assist businessmen and to perform the functions of a credit bureau. Indeed, the HCMC
Planning Department stipulated that it sees its role very much in assisting inexperienced
businessmen to put together good business proposals and to deal with a complicated
bureaucracy; indeed, it indicated that it regretted the fact that businessmen were not
making use of these services, but were preferring to make use of service companies to
handle applications.

3.24 Registration of businesses per se is not a limitation on private sector
development; it is required as an administrative act in many countries, and is the basis for
statistical systems and tax collection. However, it is the approval process which is a
limitation. In addition, this process is being used as a substitute for missing or incomplete
regulations in other areas, such as zoning or credit assessment. As the legal framework
develops to provide specific rules in these areas, the current licensing process becomes
redundant. In addition, there are parts of the approval process which already appear to
play no real role. For example, the regulations promulgated by central government require
minimum capital for different types of businesses and sub-sectors; inflation has eroded the
real value of these amounts to the point where the requirements are not binding: a
minimal number of applications violate the regulations. And rather than have the

6 Officials stated that there are two main reasons for delay: first, difficulties in establishing land use
rights; and second, difficulties in obtaining all comments on time form the large number of agencies
involved in many applications, especially those intending to be in multiple lines of business.
Interestingly, staffing levels were not cited as a constraint. The department in HCMC has 20
persons, who, it is believed, could process at least 50 percent more applications each year than the
current level. However, in other provinces, staffing numbers and abilities are probably more of a
constraint.

Officialdom has a tendency to discount the real costs of time. In one meeting at the SPC in Hanoi,
the delays were disposed of by saying "the private sector has a lot of patience".

8 In addition to the registration fee, investors have to pay various fees for legal services associated with
provision of documents.
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regulations revised, the government would be advised to eliminate the requirement
altogether, since the amount of capital required for a business should be decided by the
investor not by the government. There are other aspects of the current system where the
government intrudes into areas that should be left to the investor; for example, the process
of recertification if the business changes various dimensions of its operation. It is true that
there is a logic in having the government approve a change in the business if it has
approved a tightly defined area or mode of operation in the first place, but the whole logic
of restricting a private business in this way, whether at the beginning or during its
operation, is misplaced.

Investment Licensing for Foreign Investment

3.25 In recent years, the government has introduced legislation and regulations
designed to promote the flow of foreign direct investment (FDI) into Viet Nam. FDI is
currently governed by a set of legislation distinct from that regulating private investment,
and it appears that more liberal policies for private business have been introduced for FDI
than for domestically-financed enterprises. However, to understand the nature of
remaining limitations on FDI, it is necessary to appreciate that Viet Nam retains some
characteristics of a planned economy: FDI proposals have to fall within areas of perceived
need and be approved by the bureaucracy, and even after approval FDI projects continue
to be monitored to ensure compliance with tax, labor and environmental regulations. As
in the case of licensing of domestic businesses, the reforms of FDI licensing that have been
recently introduced, discussed below, have been designed to streamline the process of
approval, and not to dismantle it.

3.26 The two factors that affect the attractiveness of Viet Nam to foreign
investors are the legal framework under which foreign investment operates and the
process through which applications for foreign investment are reviewed. The process for
reviewing an application for a foreign investment license, on paper, is unduly complex and
suggests that the objective of the govemment is to regulate rather than to attract foreign
investment. It is widely reported that administrators, however, have managed the review
process from the perspective of promoting foreign investment in Viet Nam, hence it would
not seem to be a particular deterrent to foreign investment. This leaves the legal
framework under which foreign investment enterprises must operate - as compared with
the legal environment for foreign investment in other countries - as the major handicap
to Viet Nam in attracting foreign investment.

3.27 The Law on Foreign Investment and numerous subsequent regulations
established the basis for direct foreign investments in Viet Nam. While portfolio
investment is not allowed, foreign-invested projects may be 100 percent foreign-owned, or
they may be joint ventures with Vietnamese individuals or enterprises. Key features of the
legal environment in Viet Nam that put Viet Nam at a disadvantage in competing with
other countries for foreign investment include the following:

(a) There are restrictions on the authority of an owner to sell or transfer his or
her equity interest in a foreign-invested enterprise. Such sales or transfers
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must be approved by the State Committee for Cooperation and Investment
(SCCI),9 and if the foreign-invested enterprise is a joint venture, the sale or
transfer must be approved by unanimous vote of the Board of Management
of the enterprise.

(b) A foreign-invested enterprise cannot issue stock. The legislation leaves
uncertain the limit of the liabilities of the owners of the foreign-invested
enterprise.

(c) A 100 percent foreign-owned enterprise may be organized as the owner
decides, but a join venture that includes Vietnamese participation must
follow a prescribed management structure. That structure is capped by a
"Management Board", that gives the minority partner (usually the
Vietnamese partner) disproportionate authority over major business
decisions. All owners must be individually represented on the Management
Board, unanimous agreement of the Management Board is required for
major business decisions, and in practice for all business decisions, since a
two-third majority is required by the law.

(d) Legislation on land use and mortgages, as well as land and building
registration systems, make it difficult for foreign-invested enterprises to
pledge property as security for borrowing. Land use rights have been
particularly troublesome, and will be discussed again below.

(e) The authorized life of a joint venture enterprise is limited to 20-30 years,
although deviations for up to 50-70 years are allowed in certain cases with
government permission. Renewal requires not only agreement of the
owners, but approval of the government.

(f) The dispute resolution process gives to SCCI the final decision in the event
of Board deadlock.

Revisions to the Foreign Investment Law are likely to be in the legislative agenda for
1996, which could provide an opportunity to address these concerns.

3.28 New procedures were introduced for assessing and approving FDI in late
1994,10 which resulted in a streamnlining of procedures and an increased role for local
authorities, but did not change the discretionary nature of the approval process. The main

9 The SCCI is a ministerial-level body under the Prime Minister's Office. Its primary objective is to
formulate policy for FDI, and its main three areas of work involve formulation of FDI-financed
projects, issue of licenses for FDI-financed projects, and supervision and monitoring of project
implementation.

10 "Regulations on Formation, Evaluation and Implementation of Foreign Direct Investment Projects",
promulgated under Decree no. 191/CP of December 28, 1994.
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changes introduced in the decree are the reduction of the levels of decision-making from
three to two - the National Council for Project Evaluation has been abolished - and the
reduction of the maximum period allowed to "answer" an application from three months
to 45 days (65 for large projects). Within this period, the ministries involved in the
approval process must deliver their opinions to SCCI; otherwise, approval is automatically
granted. In addition, in spite of SCCI's claim that it is implementing the "one-stop"
.approach, once the SCCI license has been issued there remains construction and land use
certification to be secured. Finally, approval by the Prime Minister is now required for a
restricted list of foreign-financed projects, including those above US$40 million.

Licensing of Foreign Representative Offices

3.29 Representative offices have been used by foreign companies interested in
developing business in Viet Nam to establish trading relationships and to identify
investment opportunities. More than 1,000 offices have been registered in Ho Chi Minh
City alone, and it is believed that there are many more operating outside the law - though
those operating outside the regulations can incur fines of US$2,000 to US$50,000 and
criminal prosecution.

3.30 Foreign representative offices require the issuance of a license, valid for
three years and renewable, in order to operate; the license stipulates the purpose, scope of
activities and conditions of the office, which may operate only within these areas.
Licenses are issued on the basis of somewhat arbitrary standards, including a demonstrated
long-standing relationship with or interest in Viet Nam (as indicated by the volume of
trade) or an established reputation worldwide. Issuance of the license is contingent upon
payment of a fee (currently US$5,000) set by the Ministry of Trade and Ministry of
Finance.

3.31 Within 90 days of receiving a license, the foreign representative office must
also register with the People's Committee of the city or province where the office is
located, and submit a brief CV of the chief representative and any foreign staff The
People's Committee will issue a license within 15 working days. Renewal of the license
also necessitates renewal of the registration, to be done within 15 days of renewal of the
license.

Box 3.2: Representative Offices Overseas

The establishment of overseas offices by Vietnamese businesses requires the issuance of a license.
Vietnamese businesses are allowed to form a joint representative office, and to hire foreigners to work in
the offices, as long as the chief representative is a Vietnamese citizen employed by a Vietnamese
enterprise in Viet Nam. Domestic enterprises in Viet Nam are not allowed to engage Vietnamese
representative offices to act as their representatives abroad.
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Exit Policies

3.32 Dissolution of a company or private enterprise requires government
approval, in the form of the People's Committee's approval of an application to dissolve
it. In the case of private enterprises, dissolution is possible only if the owner guarantees
full payment of all debts and contracts; in the case of companies, dissolution can be sought
for the following reasons: expiration of the term of the company; inability to achieve its
objectives, profitably or otherwise; loss of 75% of its charter capital; insurmountable
difficulties; or a "reasonably based request" from owners representing two-thirds of its
charter capital.

3.33 The Bankruptcy Law, which took effect on July 1, 1994, offers for the first
time a comprehensive legal framework for restructuring or liquidation of insolvent
enterprises, and it applies equally to all form of enterprises, whether private or state
owned. The establishment of this legal framework and the machinery for its
implementation is an important step for Viet Nam. From a business point of view, one
important area that remains to be resolved is the unclear definition set for insolvency; the
implementing regulations offer greater clarity than the law by defining insolvency as
inability to service due debt or to pay wages to workers for three consecutive months. In
addition, another important question concerns the capability of the Economic Courts to
give timely effect to petitions.

3.34 While the Bankruptcy Law applies to foreign-invested joint ventures,
another exit mechanisms results from the establishment of a fixed term - usually 20 to 30
years - for joint ventures. In addition, joint ventures can be terminated by mutual
agreement.

Recommendations on Entry and Exit

3.35 The Government has shown itself receptive to business complaints about
the time-consuming nature of the licensing system for new investments, by attempting to
streamline the process, both for domestic and foreign investors. However, the system
remains cumbersome, restrictive and gives government a large amount of discretion in the
issuance of licenses, because the rules lay out chiefly the process for applications rather
than the criteria by which they will be judged. Moreover, this process is being used as a
substitute for missing or incomplete regulations in other areas, such as zoning and credit
assessment; as the legal framework evolves to provide specific rules in these areas, the
current licensing process becomes redundant. Finally, in a market economy, it is not
regarded as a legitimate function of the state to determine who shall and shall not form a
business - indeed, it is seldom that government bureaucrats have the skills to evaluate
projects and business proposals. Although the vibrant growth of the private sector may
argue that the procedures have not been so far an inhibition to private business formation,
there is a danger that they will become serious bottlenecks. The fact that few domestic
businessmen have identified the procedures as onerous does not provide evidence that
they are not, but perhaps only that the successful applicants had no reason to complain;
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and the counterfactual, that is that many businessmen have been deterred from setting up
business, is difficult to establish without being able to contact the discouraged
entrepreneurs.

3.36 Rather than merely streamlining the existing regulations, the government
should consider restructuring the system governing entry, particularly for domestic
investors. First, redundant requirements - such as minirmum capital requirements for new
enterprises and recertification requirements for existing enterprises seeking to expand or
change aspects of their business operations - should be eliminated; notification could be
requested instead. Second, approval requirement for the establishment of new enterprises
should be limited to specific cases, for example when public safety or national security are
involved; these cases already require approval by the Council of Ministers. In all other
cases, licensing should be replaced with a registration procedure - that is, a procedure
involving the disclosure of information about the enterprise being established to the
relevant authorities and the assignment of a tax identification number - and an enterprise
would be legally established as soon as it complies with the registration procedure,
without requesting approval.

D. LAND

3.37 As laid down in the Constitution, land in Viet Nam is the property of the
people as a whole and is administered by the state. Within this broad framework
individuals, households and organizations can hold rights to use the land and can own
structures on the land. The new Land Law - which was approved in 1993 - stipulates
two forms of land use rights: the allotment of land for use on a stable and long-term basis
(LTLURs), and the allotment of land for use on a rental basis (RLURs). These two forms
of land use rights are very different with regard to pricing and associated right to transfer.

3.38 The Land Law establishes only a general right to transfer land use rights,
and in fact specifies this right only with regard to certain categories of users, land and land
use rights." In particular, the law: (a) stipulates the right to transfer LTLURs held by
households and individuals; (b) stipulates the right to transfer of LTLURs on farmland in
specific cases, such moving or changing profession; and (c) leaves the establishment of
transfer rights for land use rights held by domestic and foreign organizations to separate
ordinances and decrees. However, LTLURs appear to have been freely transferred
(including through mortgage and inheritance) and their transfer seemingly legalized by
payment of a transfer tax, at least until the recent introduction of new regulations. In the

The main distinctions in the legal regime are made between various types of land (urban land, farm
land, forest land, land for rural residential uses, land for special purposes, unused land), the types of
land holders (individuals, households, domestic organizations and foreign organizations) and the
type of land use right. Domestic organizations include private businesses, limited liability
companies, joint stock companies, SEs, enterprises of political and social organizations and national
defense and security.
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case of RLURs, transferability is subject to specific regulation and has been limited in
practice.

3.39 As a result of incomplete regulations and their uneven interpretation and
application at the local level, land use rights have often been transacted in the black or at
least "gray" market, have been subject to extreme price volatility and speculation, and
have led to inefficient use of land. In spite of these problems, it should be noted that the
market for land has been very active and has supported a significant construction boom
since 1992.

New Regulations on Land

3.40 Since the approval of the new Land Law, numerous regulations have been
introduced with regard to land use rights. An important decree was approved in early
1995 (18/CP, February 13 1995) to elaborate on the land use rights of domestic
organizations and in particular to harmonize the treatment of domestic private enterprises
and SEs with regard to land use rights.'2 In fact, while the organized private sector faces
the same formal regime as the state enterprise sector, with the same rates and the same
rights, it did not receive an initial allocation of urban land in the form of LTLURs for
historic reasons. Thus, the SE sector has benefited from the more flexible framework
regulating LTLURs, as compared to RLURs.

3.41 The decree allows domestic organizations to hold rights on non-
agricultural land only in the form of RLURs,"3 for rental periods of up to 50 years (or 70
years, with permission of the Prime Minister). Thus, all existing LTLURs held by
domestic private or state-owned businesses on non-agricultural land are to be converted
into RLURs. The decree provides also for payments already been made to the state for
obtaining LTLURs to be considered as advanced rental payments.

3.42 The decree also stipulates limits on the right to mortgage the land use
rights held by domestic organizations. Mortgages for farm and forest land are to be
limited to the value of property on the land. Mortgages on other types of land are limited
to the value of prepaid rent, plus the value of property on the land. As to the execution of
a mortgage, the leasing authorities (understood to be the local People's Committees) can
be requested by the banks to sell the properties on the land. Finally, the decree stipulates

12 Specifically, the decree regards land use rights of all formally registered private sector businesses
and most of the state-owned sector.

3 The Land Law does allow for the possibility that LTLURs are allocated to domestic organizations
(Art. 20), but only mentions the allocation of farm/forestry LTLURs explicitly and leaves the
regulation of such and other LTLURs to the government.



-59-

that state enterprises can use the land use rights they hold as part of their capita]
contribution to joint ventures. 14

3.43 Decree 18/CP has caused widespread concern and confusion in Viet Nam:
it has led to a virtual standstill in the transfer of land use rights and has shaken the
confidence of banks in the mortgages they hold. Ho Chi Minh City, for example, has
experienced a reduction in tax on land transfer from about VND5 billion in January 1995
to less than VND500 million in February. Thus, the decree is likely to reduce the market
value of the land use rights not only for SEs - which hold the vast majority of LTLURs
to be converted into RLURs with lower value and stricter restrictions -but also for
private enterprises, by reducing their ability to mortgage their land use rights and
contribute land use rights to joint ventures.

3.44 A number of important issues are in fact left unresolved by the recent
decree. First, the recent decree does not clarify transfer rights associated with RLURs:
these rights are neither clearly established nor prohibited by the decree. Second, the
required rental payments on the RLURs held by domestic organizations have not been
specified yet. A number of negative implications would follow from fixing rental charges
for RLURs held by domestic organizations in a way similar to what has so far been done
for land use rights held by foreign-invested enterprises. The rental payments for such
businesses are in fact regulated in great detail, and charges vary with the type of industry
or service the land is used for. A pre-determined rental charge schedule, setting charges
in detail and on the basis of non-economic considerations - e.g. whether an enterprise
operates in the productive or service sector - and irrespective of market value would not
generate an efficient allocation of available land among users. In addition, rental charges
set below market value would certainly result in excess demand for many types of land;
this would in turn provide a large incentive for corruption in the process of allocation of
land. Finally, by setting rental charges below market value the government would forgo a
substantial amount of potential revenue.

3.45 In addition to remaining uncertainty, the recent decree strengthens the
segmentation of the land market between different types of users. In fact, domestic
organizations are subject to a different regime than domestic households and individuals,
who continue to have access to LTLURs. By establishing different rights as well as
different prices for different categories of users, these regulations would in turn lead to
price instability, strengthen the incentives for opaque sub-leasing, and encourage black-
market transactions. The unintended consequences of the confused regime currently in
place will ultimately pollute land records, hamper taxation, and lead to inefficient and
speculative land use.

4 If this does not involve a change in the use of land, the valuation of the land is made according to a
price scale determined by the government. In the case of farm/forest land which is to be used for
other purposes, the value of the contribution is set at the value of the prepaid rent.
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3.46 Lack of clarity on transferability of RLUJRs has negative implications for
the execution of mortgages:'5 lack of clear transfer rights for mortgage holders seriously
hampers the use of mortgages by limiting the value of RLURs as collateral. However, on
the positive side, it should be noted that the link between selling the property on the land
and the granting of RLURs to the buyer of the properties is made. This would allow the
seller to capture some of the current value of the RLURs if the property is speedily
auctioned off

3.47 Private Sector Considerations. As discussed above, the newly
introduced regime has the stated objective to reduce the advantage enjoyed by state
enterprises by requiring the transformation of their long-term land use rights into rental
land use rights. However, the new regulations do not alter the existing land distribution
which provides the state enterprise sector with a substantial advantage over private
businesses in the form of a more favorable initial allocation of land. A segmented land
market, unclear regulations, high transaction costs (including high transfer taxes), and the
danger that artificial under-pricing of newly allocated land will lead to arbitrary, or at least
opaque, rationing, are again putting the private sector at a disadvantage relative to well-
established and well-connected state enterprises.

3.48 Foreign Investment Considerations. Though the law regulating land use
rights of foreign-invested enterprises has recently been improved, foreign investors still list
the time and money spent to acquire land use rights as one of the major problems of doing
business in Viet Nam. In particular, the amount of compensation that an enterprise
obtaining land use rights must provide to former users is specified by regulation and is not
arrived at through negotiation among the parties involved. The amount is frequently
larger than would be arrived at in an open negotiation.

3.49 In order to reduce the costs associated with obtaining land use rights, most
foreign investors have opted to take on a Vietnamese partner (usually a state-owned
enterprise) that had recognized land use rights; the state enterprise land use rights are
often the only asset that the Vietnamese partner contributes to the joint venture.

Rezoning

3.50 Recent regulations provide the basis to charge for rezoning or changes in
the use of land. According to explanations provided by the authorities, the rezoning
charges are equal to the price difference associated with the change in use as stipulated in
the official guidelines issued by the Ministry of Finance. This method would be efficient
and would allow the government to capture rents associated with the change in land use
that is being authorized if the price used corresponded to actual market values; this is
however not the case at this time. In addition, care should be taken to classify zoning
rights in a transparent way.

5 Note that the Land Law specifies that land use rights allocated to an organization will revert to the
State upon bankruptcy of the organization. Transfer of land is prohibited when it is in dispute.
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3.51 New issues for rezoning - going well beyond the procedural aspects-
are arising. Under current regulations the transfer of land use rights on agricultural land
are stipulated only in specific cases, such as moving or change of profession; the
transformation of agricultural land to residential, commercial and industrial uses requires
high-level approval and is reported to be extremely complicated. The overall process of
industrialization and the related development of urban areas and industrial estates are
putting increasing pressure on agricultural land, provoking an intense debate among policy
makers. These issues cannot be resolved without comprehensive revisions of the
regulatory framework for land allocation and land pricing.

Procedures for Obtaining Planning and Construction Permits

3.52 The procedures for applying for and obtaining urban land use rights and
permits to use the land (for construction etc.) have been streamlined by the issuance of
regulations on management and use of urban land and management of urban planning
(88/CP and 91/CP). The allocation of urban land use rights (on which establishments will
be constructed) can be carried out after a positive decision has been made, land use
charges and cadastral fees have been paid, and procedures for compensation of previous
users have been made. The People's Committee has in principle 25 days to make the
decision for allocation, is responsible for clearing the land and guiding the compensation.
The land assignee has 12 months to carry out the use of land, unless permitted to take
longer. In the case of land use rights in the form of LTLURs, the project for investment
has to be approved by the competent State authorities before an application for a LTLUR
is submitted. The Chief Architect or Construction Department (in the absence of a Chief
Architect) has to issue a certificate of planning, after a construction site has been
determined. After the land use rights have been assigned, a construction license will in
principle be granted within 30 days for individual houses or 45 days for other
constructions.

3.53 These procedures are the result of earlier streamlining, in response to the
poor experience. In the past, in many cases the issuance of land use rights and
construction permits has taken three to four years even in the absence of the need for land
clearance. This has been one of the main reasons for the long delays experienced in the
construction of many new foreign-invested hotels; at the same time, small private hotels
have sprung up around the town often in deviance of Government regulations, as the
authorities lack the expertise or resources to do comprehensive inspections or enforce
compliance. Only in a few cases of violations that have caught the public attention -

such as the construction of large numbers of houses encroaching upon the Ha Noi dikes
- is enforcement in sight.

3.54 It is too early to assess whether the recently streamlined regulations will
improve the process. However, difficulties remain, most importantly because explicit and
comprehensive specification of the building requirements has not been completed, and thus
many regulations remain open to arbitrary interpretations. A comprehensive building code
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and a national Construction Law are now being drafted, and are expected to be ready in
early 1996 and at end-1995 respectively.

Recommendations on Land

3.55 Inadequate access to and regulation of land use rights are increasingly
becoming a significant issue for private sector development. This is not because the
government wants to maintain the ownership of land by the people; national ownership of
land on behalf of the whole population is practiced in many market economies without
adverse consequences on enterprise development. Land use rights have become a
significant issue in Viet Nam because the implementation of the Land Law has generated
ambiguities that limit the availability and transferability of land use rights.

3.56 The government's objectives -to maintain people's ownership of land,
reduce speculation, limit land loss (and ensuing poverty) by vulnerable groups, and avoid
misuse of resources - are not incompatible with but rather require increasing the
efficiency of land use. This is particularly important in Viet Nam, where already scarce
agricultural land is under pressure from residential, industrial and commercial users.
However, existing regulations do not ensure that land is allocated to the most efficient
uses: the allocation process of land use rights is not transparent, allowing discretionary
decisions; the price at which land use rights are allocated does not reflect the scarcity
value of land, but rather arbitrary criteria such as the sector of activity of the user; the
right to transfer land use rights is restricted, preventing the establishment of a well
functioning land market; and speculators instead of the government often reap the benefits
of rezoning.

3.57 These problems with the land use regime cannot be resolved with marginal
adjustments but rather require fundamental revisions to existing regulations. The revised
regulatory framework should accomplish the following:

(a) Transferability: Land use rights should be made transferable upon
agreement between the direct parties. The role of the government should
be only to register the transfer, upon notification by the parties, and to
collect an appropriate transfer tax. The transferability should extend to
holders of mortgages on land use rights.

(b) Land Prices: Rental rates for land use rights should be determined on the
basis of their market value, and should not be differentiated by type of
users (e.g. individual, domestic private enterprises, state enterprises,
foreign-invested enterprises) or by sector of economic activity (e.g. heavy
industry or light industry). The market value of land could be established
on the basis of the outcomes of auctions of land use rights by the
government and reported transfer prices among private parties. For
simplicity, the government could expand the use of block values for similar
kinds of land, instead of specific assessments.
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(c) Registration: The existing land and housing registries should be unified. In
addition, the registration and cadastral system and the dispute resolution
framework should be upgraded.

(d) Taxation: The tax and fee structure should be reviewed, to establish more
neutral and transparent taxation of land use rights and to allow the
government to capture the benefits of rezoning. In particular, the current
transfer tax should be reduced to encourage compliance and accurate
reporting of transactions.

E. LABOR

3.58 There is no evidence of limited access to labor by the private sector.
Private businesses are bound by the same labor laws as SEs and has the same rights (to
hire, fire, etc.) and duties. Although wage statistics are not available for the private
sector, employees of private firms are reportedly paid as much as double the salary offered
by the SE sector, and in general the private sector is not hampered by the more rigid labor
remuneration regulations imposed on SEs. The significant difference between private and
SE wages does not appear to result from non-wage benefits such as access to subsidized
housing: in fact, SEs no longer offer their new employees housing, although old
employees in the public sector still benefit from cheap (implicitly subsidized) housing; and
even in the public administration non-wage benefits have been phased out in 1994.

3.59 Joint ventures and foreign enterprises are bound by a higher minimum wage
(equivalent to US$30-35 per month) than domestic enterprises, and foreign employees
face a more relaxed income tax schedule if they pay income tax at all.

3.60 Viet Nam's new labor code, ratified by the National Assembly on June 23,
1994, came into effect on January 1, 1995. The code covers a wide range of labor issues,
including labor contracts, unions, wages, collective bargaining, social insurance, safety and
working conditions and training. To some extent, it represents a statement of intent for
the future, since in important respects it describes a system that does not yet exist; for
example, the social insurance scheme is just being created.

3.61 Labor Contracts and Collective Bargaining. Written labor contracts are
the foundation of employer/employee relationships. 16 The contracts have to specify the
task to be performed and location, working hours and breaks, duration of the contract,
and provisions covering safety and working conditions and social security. Contracts
must stipulate either an unspecified duration, or one to three years, or a duration based on
harvest seasons. Employers and employees can agree on trial work periods,17 during

16 Verbal contracts apply only to domestic employees and to jobs lasting less than three months.

17 Not to exceed 60 days for skilled workers and 30 days for others.
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which wages are 70 percent of the regular pay. Employers are required to provide
severance pay amounting to half a month's wages for every year of service, when
terminating contracts with employees who have worked for more than a year.

3.62 The labor code is regarded as providing a minimum level of protection, and
the government encourages collective bargaining agreements between employers and
employees which provide greater benefits and protection. The code explicitly states that
employers must recognize labor unions established in accordance with the Law on Labor
Unions. However, the code goes much further: it actually requires all businesses already
in operation to establish labor unions within six months of the date of effectiveness of the
code, and all new businesses to set up a union within six months from the date of
establishment of the business.

3.63 The main stipulations of the labor code concerning collective agreements
are that they must be approved by at least 50 percent of the work force, they are effective
from the date they are registered with the labor department of the province or
municipality, and that they shall run for between one and three years. Wages are
negotiated between employer and employees, subject to meeting minimum wages which
are specified by the government. However, the code does specify basic rules covering
overtime pay, pay for night work, piecework rates, forms of payment and pay schedules.' 9

The code specifies that employers have the right to determine how wages will be paid -
daily, hourly, weekly, etc., or piecework - but requires employees receiving wages on a
hourly, daily or weekly basis to be paid at least every two weeks.

3.64 Internal Labor Regulations. All businesses employing 10 or more
workers must publish internal codes of labor conduct, after consulting with the labor
union, and must register these regulations with the labor department of the province or
municipality. The regulations must contain provisions relating to work hours and breaks;
hierarchy of management; labor safety and working conditions; protection of business
property and proprietary information; and the nature of violations of the code of conduct
and procedures and liabilities in such cases.

3.65 Obligations of Employers towards Sub-Contractors. One important
aspect of labor protection that may discourage use of sub-contracting is that the primary
employer becomes responsible for paying wages if the sub-contractor fails to pay sub-
contracted employees. Moreover, primary employers are required to maintain lists of all
sub-contracted employees and must ensure that their sub-contractors comply with
regulations covering safety and working conditions - presumably only insofar as these

is except in the case of businesses entering into such an agreement for the first time, in which case the
duration can be less than a year.

19 For example, overtime pay on normal working days must be at least 150% of normal wages, and
overtime pay on days off and holidays must be at least 200% of normal wages. Employees working
nights shall receive at least 30% more than normal wages for daytime work.
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employees are working at the premises of the primary employer.20 This is merely an
extension of the code's requirements that employers guarantee a safe and sanitary
workplace to employees. Employers are required to ensure that the premises meet
standards regarding space, ventilation and lighting, dust, air quality, hazardous gases and
materials, radiation, electric fields, heat, humidity, noise, vibration and other hazards. To
this end, the code stipulates that the Ministry of Labor, War Invalids and Social Affairs
(MOLISA) and the Ministry of Health will publish the necessary standards. The code
indicates that the state organs will carry out labor investigations, safety inspections (both
to be done by MOLISA) and sanitary working conditions inspections (to be done by the
Ministry of Health). It is unusual for labor codes to impose this kind of requirements,
since it places an inspection and compliance burden on an employer that is more correctly
placed on the government agency responsible for labor inspections.

3.66 Specific Protections for Labor. The code also contains details of
permissible shift lengths, annual vacations and leave. Employees may not work more than
48 hours in a week or more than eight hours in a day, and workers working eight
continuous hours have a 30 minute break counting as time worked. Overtime hours may
not be more than four hours in a day or more than 200 hours in a year; employees have
one full day off each week and receive 12-16 days of annual vacation once they have
worked for more than one year with an employer.

3.67 The code provides additional protection for employees falling into the
categories of females, minors, disabled, elderly, and highly specialized or with technical
expertise. It states that the state will give preferential policies, including tax incentives, for
businesses employing women, that employers must give preference to hiring women for
work that can be done by either males or females, and that women are protected from
being fired by reason of marriage, pregnancy, pregnancy leave or raising children under
the age of 12 years. It also specifies maternity leave of 4-6 months, during which female
employees would be paid the equivalent of their salary from social insurance funds plus
one month's salary if giving birth to a first or second child.

3.68 According to the ordinance, all employees are eligible for the social
insurance program; however, the program is not yet in operation, so that employers and
employees currently have no way of making the contributions required by law. At
companies employing 10 or more workers, contributions are determined as follows:
employers contribute 15% of the total wage bill, employees contribute 5% of total wages,
and the state kicks in additional funds. At companies employing fewer than 10 workers,
employers may pay the costs for insurance as part of the wage, and employees then decide
individually whether to participate.

20 The precise definition of "sub-contracting" is not clear. In the industrial world, it includes the
process whereby final assemblers of a product purchase, as an alternative to producing themselves,
components and sub-assemblies--such as in the automobile industry or electronics. It is not clear
whether the final assembler is being put in the position of assuring that the sub-contracting supplier
is meeting all standards in the labor code; if so, it can be expected that there will be a serious
disincentive to contract out production of components.
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3.69 Employment Service Companies and Foreign Workers. The code
reflects government's desire to give priority in hiring to Vietnamese citizens and promote
use of state employment services in recruitment of foreign workers. Businesses
established under the Law on Foreign Investments wishing to recruit workers must
normally use the employment service company stipulated in the code, although they can
do direct hiring if the organization can be shown to be unable to meet the employer's
needs. The code permits foreign businesses to hire expatriate labor where local skills are
not available, but requires a training plan so that a local employee can replace the foreign
worker. Foreign workers require a permit from MOLISA.

3.70 Settlement of Labor Disputes. The code provides procedures for settling
individual and collective labor disputes, when they can not be solved by direct negotiation
between the parties. It calls for establishment at company level of mediation boards and at
provincial or municipal level of arbitration boards, both with authority to settle disputes.
All enterprises with more than 10 employees must establish a mediation board, with equal
numbers of representatives from management and labor. In individual labor disputes,
parties disagreeing with the decisions can appeal them to the People's Court. Arbitration
boards - composed of representatives of management and labor, the labor department of
the province or municipality and other prestigious people -settle collective disputes that
can not be settled by mediation boards, and their decisions can also be appealed to the
People's Court.

3.71 Employer Reporting Requirements. The code states the documents and
reports that employers must supply to the government and employees. Reports have to be
made to the local department of labor as follows: all employment must be reported within
30 days of a business beginning operations; and all changes in personnel must be reported
as they occur. At companies employing 10 or more workers, the employer must maintain
a labor register and a social insurance register, all of which must be supplied to each
employee. It is difficult to estimate with any accuracy what impact such extensive
reporting arrangements have upon the cost of doing business, but it is likely to be
considerable, especially for smaller companies. Moreover, it is not at all clear why such
reports are necessary or what the local department of labor is expected to do with them.

Recommendations on Labor

3.72 The labor market seems to be functioning well, generating employment
opportunities in the private sector while the labor force is growing rapidly and
employment in the state sector is contracting. The regulatory framework that is being
defined appears to balance the need for ensuring flexibility with that of ensuring
protection. There are however a number of issues that should be considered as the Labor
Code is being implemented. First, the system being put in place places a serious burden
both on implementing agencies and employers: for the former, to supervise the
application of existing norms and, for the latter, to comply with the norms and in
particular with the onerous reporting requirements. Second, the Labor Code include
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regulations that may discourage the use of sub-contracting by placing particularly
burdensome requirements on enterprises that are contracting out. Finally, a number of
concerns arise with regard to the implementation of the Social Security system. While the
financial sustainability of the system may not be an imminent concern as the growth rate of
the labor force is projected to remain high in the medium term, concerns arise with respect
to the portability of the benefits and its effect of mobility, and to the widening wedge
between wages and labor costs resulting from social security contributions.

F. CREDIT AND FINANCING

3.73 Data on credit growth - discussed in Chapter II - indicate that credit to
private businesses has been growing much faster than their output, suggesting that access
to finance is not constrained in aggregate. However, in interviews with industrialists in
Viet Nam, a major constraint to development was said to be access to finance for
investment. There is a huge demand for investment funds, and each enterprise visited by
the mission had a list of projects with a project cost that usually exceeded the enterprise's
current revenues several times; however, it is probable that many of these projects are not
bankable, and therefore reflect a desire for credit rather than effective demand. Indeed,
interviews with commercial banks suggest that the vast majority of viable projects are
funded in Viet Nam.

Box 3.3: Industrial Expansion

Interviews with private industrial owners revealed that all had a list of expansion projects that
they were attempting to finance, generally unsuccessfully. Typically, private enterprises have projects for
expansion of existing production, diversification of product mix, and vertical integration.

An example is provided by an enterprise manufacturing inlaid furniture, wood products and
ceramics in Ho Chi Minh City. The owner is looking for financing for three projects: the first is for
expansion of its existing product line of inlaid furniture, where foreign demand is strong; the second is for
diversification into products that foreign buyers have expressed interest in; and the third is for production
of chipboard, which is now supplied by a local SE that is said to be unable or unwilling to improve
quality.

In some cases, enterprises are attempting to expand rapidly to take advantage of market
opportunities. An example is an enterprise in Hanoi that is producing light building aggregate. Using a
technology that is available elsewhere in the East Asia region, the enterprise has built its own small kiln
capable of producing 40 cubic meters a day. It has financed the next stage of expansion - to about 5,000
cubic meters - by signing a contract to export to Taiwan most of the output at a very low price, and is
now seeking financing for expansion to 40,000 cubic meters. The enterprises would like to finance this
expansion with credit, being able to construct the kiln itself, but financing for the required amount is not
available. However, a prospective financier from Germany wants to sell the kiln and associated
equipment to the enterprise, at a cost some four times higher than what the firm believes it would cost to
construct it using its own technical expertise.
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3.74 In contrast to the demand for credit expressed by private enterprises, the
supply is limited. Retained earnings are the main source of growth and expansion for
private firms. There is also a thriving informal capital market. In spite of the recent rapid
growth of credit to private businesses - discussed in Chapter II- the formal capital
market, which consists essentially of banks (see Box 3.4), remains a minor source of
financing for the emerging private sector.

Box 3.4: Financial Sector Structure

Until 1988, the State Bank of Viet Nam discharged both central and commercial banking
functions, assisted by two specialized banks - the Bank for Foreign Trade and the Bank for Investment
and Development. After 1988, the State Bank began to devolve its commercial banking functions and
move towards a modern central banking role. Two new state-owned commercial banks were created: the
Industrial and Commercial Bank and the Viet Nam Bank for Agriculture. Legislation introduced in 1990-
91 permitted the establishment of private banking services, including shareholding joint stock banks, joint
venture banks, branches of foreign banks and credit cooperatives, and in 1994 savings and loan
institutions, known as popular credit funds, were permitted. By the end of 1994, in addition to the four
state-owned commercial banks, the financial sector consisted of 36 shareholding banks, 69 credit
cooperatives, 3 joint-venture banks, 9 foreign banks, 32 foreign bank representative offices, 153 popular
credit funds, 2 finance companies and one government-owned insurance company.

3.75 According to Vietnamese law, access to credit is equal for all domestic
parties.2' This has not always been the case. It was not until 1992 that the private sector
obtained a significant share of newly extended credit, and access to medium-term and
foreign currency credit is still de facto limited. Underlying the rapid increase in credit to
the private sector has been the ability to use collateral in the form of land use rights.
However, recent developments, discussed earlier in this chapter, are likely to substantially
limit the mortgage potential for holders of urban land use rights which are not related to
residential housing.

3.76 In addition to credit from the formal sector, private businesses rely heavily
on informal credit. This credit takes such forms as loans from extended families, money
lenders (such as those in the Cholon district adjacent to Ho Chi Minh City), rotating credit
associations (Hui societies), and other informal credit cooperatives. The amount of the
informal loans to rural households (mainly farmers) was recently estimated by the World
Bank Financial Sector Review at four times the amount of loans extended through formal
banks. Loans from the extended families carry interest rates that are reportedly more in
line with the interest rates charged by banks, while loans from money lenders can amount
to 6-7 percent per month - substantially higher than the rates charged by the formal
banking system.

21 These include also some foreign parties such as oversees Vietnamese and foreign citizens that reside
for a prolonged period in Viet Nam.
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3.77 Foreign Currency and Term Credit. The share of the private sector in
foreign currency credit is quite limited, compared to that of SEs. While 80 percent of
additional credit to SEs now takes the form of foreign currency credit (mainly in US
dollars), the comparable share for the private sector is just 25 percent (Appendix Table
4.2). This share varies widely also within the private sector. While the share hovers about
90 percent for joint ventures, and the share of shareholding and limited liability companies
matches that of the SEs, the share in foreign currency credit of the small scale private
sector is only 3-4 percent.

3.78 Existing regulations limit foreign currency financing to the import of goods
and services. This could in principle explain the skewed distribution of foreign currency
credit, as SEs account for a very high share of imports of goods and services. However,
the fact that the expansion in foreign currency credit to the SE sector is accompanied by
rapidly declining domestic currency credit does indicate that SEs are deliberately
substituting between the two sources of credit.

3.79 Foreign currency credit appears to many credit market participants
attractive compared to domestic currency credit. The attractiveness stems from interest
rates, which at their maximum level of 9.5 percent per annum in US dollar appear quite
moderate - compared to dong interest rates of 28 percent - in face of the stable
exchange rate. Foreign currency credit is also attractive because it facilitates access to
medium-term loans. Banks prefer to extend medium-term lending in US dollar, both
because medium-term dong lending is more risky, owing to greater inflation risks, and less
profitable, owing to the interest rate structure for dong loans (see below). Not surprising,
the share of medium-term foreign currency loans has increased from virtually zero in early
1992 to over 30 percent at end-1994.

3.80 Access to medium term credit in dong is quite limited, both for the state
and the non-state sectors. Apart from loans provided under the State plan by the Bank for
Investment and Development for specific purposes, such loans amount to less than 10-15
percent of credit extended for both these sectors. The main reason is a straightforward
anomaly in the term structure of interest rates in Viet Nam: interest rates for medium-
term loans are below short-term rates. This gap was somewhat reduced in August 1994,
when the State Bank increased the medium-term rates to 1.7 percent per month, compared
to 2.1 percent for short term credit. Further moves are planned to take place in 1995 to
bring the medium-term rates to at least the level of the short-term rates.

3.81. Securities Markets. A small bond market started operating in 1994; four
auctions of Treasury bills have been held so far, and secondary market transactions are
taking place. Recently, a small number of state enterprises have been authorized to issue
bonds domestically, although no issue has taken place yet. A stock market is expected to
open in late 1996 or 1997. At present, the main instruments for financing new investments
remain bank credit and withheld profits. There exists however great potential for
development of an equity market, and foreign investors have already been mobilizing
capital in anticipation of its establishment (see Box 3.5).
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Box 3.5: Investment Funds

Currently, there are four listed country funds for Viet Nam, which were established since 1991
and together manage more than US$300 million. There are also several unlisted country funds and some
regional and sector funds that have exposure in Viet Nam.

The Viet Nam country funds have been mostly trading at a premium, reflecting positive
international views of the country's prospects and recognition that membership of ASEAN will increase
the country's attractiveness. Although establishment of the funds required no specific approval by the
Vietnamese authorities, the opening of representative offices in the country requires sanction by the
Ministry of Trade, and each commitment of funds to a project by the funds would require a license from
SCCI, in line with the rules for all foreign direct investment.

To date, because of the absence of a domestic stock market, the funds have invested in specific
projects in a range of activities, including banks, services, mining, construction and manufacturing.
There has been a preference for projects with foreign exchange earnings and with other foreign investor
participation, although the fuinds are beginning to look at wholly domestic investment projects. The funds
have been able to commit only part of their capital, and have begun to invest in Vietnamese debt paper
and various official bonds as well as in shares of overseas companies that themselves have exposure in
Viet Nam.

The Proposed Investment Support Fund

3.82 The Law on Promotion of Domestic Investment Law and its implementing
guidelines call for the creation of an Investment Support Fund, though a firm timetable for
its establishment is not yet set. The purpose of the Fund would be to mobilized medium
and long-termn resources to provide credits for priority projects and projects eligible for
concessional terms. It is unlikely that the Fund - to be established as a non-profit
institution - could mobilize significant additional resources for medium and long-term
investment. The Fund could however play an important role in catalyzing investment in
those areas where economic returns are high but market failures such as information
asymmetries constrain access to credit.

3.83 In order for the Fund to increase the availability of credit to truly priority
investments in an economically sound and financially sustainable manner, it is important
that the Fund, when established, operate on the basis of sound prudential guidelines;
otherwise, the Fund could assume excessive risks that would eventually be borne by the
budget. In addition, it is important that the implementing guidelines establish non-
discretionary criteria for the identification of priority projects, in order to allow the Fund
to operate efficiently and avoid the potential for corruption or arbitrary directing of credit.
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Recommendations on Credit and Finance

3.84 While limited access to credit and high interest rates are among the main
complaints of private entrepreneurs, the recent rapid growth in credit to the private sector
indicates that access to credit has not in general been limited. Attention should thus be
focused on enhancing the pool of domestic savings, and limiting the government's take of
this pool. In addition to ensuring macroeconomic stability, efforts should focus on the
creation of an efficient banking system, a stable business environment, and long-term
savings vehicles. Remaining distortions limiting the supply of medium and long-term
funds - such as those on the structure of interest rates - should also be removed.

3.85 The proposed creation of the Investment Support Fund would not likely
contribute to increasing the availability of medium-term credit and will require carefully
crafted regulations in order to ensure financial soundness. The role of the Fund should be
focused instead on catalyzing "seed" capital for small start-up businesses in areas and in
sectors that could benefit substantially from this kind of interventions.

G. TAXATION

3.86 As part of the reform program, Viet Nam has introduced over a period of
few years the basis of a proper tax system. Import and export duties were introduced in
1987, and turnover tax, excise duties, personal income tax, enterprise profits tax, and land
and housing taxes were introduced in 1990 or subsequently. The government is
attempting to improve the system further, and has recently established a high-level Tax
Reform Board -under the chairmanship of the Deputy Prime Minister in charge of the
economy -to design future tax reform.

The Tax System

3.87 The existing tax system has a number of positive features: (a) the turnover
tax has a comprehensive base, covering more than 60 percent of GDP, and generates
almost 4 percent of GDP in revenue; (b) the personal income tax is relatively simple, with
few deductions; (c) the enterprise profits tax covers all enterprises and is based on a broad
definition of profit, with few deductions, exemptions or special privileges; and (d) taxes on
land are applied to virtually all households and enterprises.

3.88 However, the current tax system has several weaknesses which have a
significant impact on the private sector, either because they raise the costs of doing
business or because they put the private sector in a disadvantageous position relative to
the public sector:

(a) The turnover tax has too many rates, making administration and
compliance difficult and expensive and thus encouraging evasion. In
addition, the variation in rates distorts producer and consumer choices, and



-72-

creates an uneven playing field for enterprises; both are detrimental to
development of an efficient market economy. Finally, the turnover tax acts
as a disincentive to investment, exports and sub-contracting, because of its
relatively high rates on investment goods and its cascading effect.

(b) Import duties - instead of excise taxes - are used to tax luxury goods.
As a result, rather than discouraging consumption, high tariffs applied to
luxury goods are providing incentives for their production in Viet Nam.

(c) The enterprise profits tax is levied at levels that vary widely between
different sectors of activity - between 25 and 45 percent for domestic
businesses, between 10 and 25 percent for foreign-invested enterprises -
and may be too high in general for domestic enterprises. The dispersion of
rates distorts investment decisions, while the high level of rates acts as an
incentive for entrepreneurs to register as unincorporated household
enterprises and to remain in the informal sector. In the case of foreign
enterprises and joint ventures, the enterprise profits tax - in addition to
being lower than for domestic enterprises -fails to tax some forms of
income generated in Viet Nam, especially if it is remitted abroad - such as
interest and lease rental payments.

(d) Recently approved tax incentives for domestic enterprises are inefficient (as
they apply not only to profit taxes but also to indirect taxes), introduce
excessive discretionality in the taxation system (by allowing substantial tax
incentives in vaguely defined preferential sectors), and potentially lead to a
significant reduction of the tax base (by providing very generous tax
exemptions and/or reductions).

(e) High transfer taxes on land make the transfer of land use rights expensive,
and should be reduced to encourage compliance and accurate reporting of
transactions.

(f) Though, in principle, domestic private and state enterprises face the same
basic profit tax regime, in practice tax policy does discriminate between
private and public sector through different rules for supplementary taxation
(which appears to favor SEs) and through the method of presumptive
taxation (which appear to favor private micro enterprises).

3.89 Aggregate tax payments differ substantially between the private sector and
state sector (Table 1.5), with the state sector contributing substantially more - as a
percentage of its value added - than the private sector. In 1994 the state sector paid
about 4 times more profit tax and 3 times more turnover tax than the private sector, as a
percentage of GDP. In part, this results from the large contribution of the private sector
in agriculture to GDP - which includes mostly small holders subject to limited taxation,
In part, this may also be attributed to: (i) higher profitability of state enterprises, possibly
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associated with limited competition and their dominance in sectors with government-
determined prices, such as cement; (ii) a different product mix, with state sector
production concentrated in areas with high turnover tax rates compared to value added,
such as the petroleum products; and (iii) higher compliance and collection rates, owing to
the fact that SEs are larger and more easily monitored than private enterprises.

3.90 Because of the different subsectoral rates of the profit tax and the different
accounting rules of the supplementary tax, private firms other than household enterprises
are subject to higher taxation than SEs. In fact, private businesses tend to be less capital-
intensive than state enterprises and thus to concentrate in subsectors with higher profit
taxes (such as light industry and services). In addition, supplementary taxes are levied
differently on private and public sectors and tend to favor SEs. SEs are subject to a
supplementary tax of 30-40 percent, depending on the sector, on their net profits. Private
businesses are subjected to a supplementary tax of 25 percent on profits in excess of
VNDIO million per month. However, for private businesses profits subject to the
supplementary tax include the enterprise profits taxes and contributions to the enterprise
investment fund; the deductibility of these items from profits subject to the supplementary
tax presumably reduces the tax liability by more than half for most SEs.

3.91 The relatively small tax contribution of the private sector may stem from
the nature of the presumptive tax system that many small businesses use. In contrast to
most countries, enterprise income of small households in Viet Nam is subject to profit tax
rather than income tax. Because household enterprises typically keep rather rudimentary
books, profit tax is levied on a presumptive basis, at a rate of 1-3 percent of turnover,
depending on the sector in which the enterprise operates (see Box 3.6). The implicit
assumption in this level is that value added in these enterprises is quite small as a
percentage of turnover. As an indication, imposing a presumptive tax rate of I percent to
household enterprises in the productive sector - where the average profits tax rate is 30
percent - implies that value added is assumed to represent only 3 percent of turnover; in
the service sector, the comparable figure for assumed value added is about 4 percent of
turnover.
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Box 3.6: Presumptive Tax System for Small Enterprises

Taxation treatment for all enterprises is basically the same, but because small enterprises do not
keep books, taxation is determined on a presumptive basis. In each area, a committee, including local
authority representatives and government agencies related to the business, establishes a scale of
presumptive charges to capture turnover tax and profit tax. It appears that representative enterprises or
shops are reviewed and the findings on revenues and costs are then applied, through coefficients, to all
other shops and enterprises in that sub-sector or class. The meetings where such information is collected
and discussed are open to the public and enterprises. The committee receives guidance from the Tax
Department on ways of determining revenues and expenses and the tax rates (19 turnover tax rates and 3
profit tax rates), but not on the amount of tax to be collected. The non-existence of tax targets - and the
consequence that the level of tax is established to meet the target - cannot be assumed, although it was
reported that the public nature of the committee's work prevented this. Tax targets are however given to
the provinces, broken down by different taxes, but apparently not by different classes of payers. Tax
payments are reported on a monthly basis, and the report compares targets with outcomes. In addition,
the Department Inspection Unit, which has 120 inspectors nation-wide, monitors local authorities'
implementation, and it appears that there is a separate Inspection Department in the MOF and an
Inspection Committee under the Prime Minister's Office which carry out similar activities.

There are no "minimum tax" thresholds, but the presumptive method is used for businesses with
revenues less than VND3 million per month on average (trade is a little higher, and industry lower); this
is the threshold for being required to keep books of account and being taxed on a specific basis. (Small
enterprises may use simplified accounting methods, but government would like them to apply the same
methods as SEs.) Enterprises are required to keep records for 3 years.

3.92 Household enterprises with turnover over VND3 million per month are
required to keep books, but in practice this requirement is often waived. While taxes are
supposed to be levied on the basis of the books, they are often based on some assessment
procedure, with assessment based on representative enterprises in the region. Registered
companies are required to keep books and are taxed on actual turnover and profits,
according to the books as approved by MOF. Interviews with private sector participants
reveal that in practice taxation is indeed rather limited, because of tax evasion, avoidance
and ineffective presumptive taxation.

3.93 While the profit tax system treats equally - with the exception noted
above -domestic enterprises in each sector of activity, it does discriminate heavily
between sectors. As under central planning, the bias is in favor of heavy industry (mining,
metallurgy, chemical industry, building materials): these industries are subject to a lower
profits tax rate of 25 percent. Trade and commerce are the most heavily taxed sectors,
subject to a rate of 45 percent, while light industry, food processing and other production
sectors are subject to a 35 percent rate.

3.94 The profit tax regime also treats foreign-invested companies more
favorably than domestic private or state enterprises, with rates ranging from 10-25
percent, again with the lower rates again assigned to heavy industries. An exceptional rate
of 50 percent applies to the oil and gas sectors. Foreign enterprises are, however, subject
to a withholding tax of 5-10 percent for remitted profits.
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Tax Incentives For Investment

3.95 Existing laws and regulations stipulate a number of tax exemptions and rate
reductions in the profit, turnover and import taxes. The main tax incentives that are
generally applicable to investors in the industrial sector are: (i) a two-year exemption
from the profits tax followed by a one-year 50 percent reduction for new domestic
businesses; (ii) exemption for turnover tax in case products are exported by the producer.
For foreign investors, the maximum tax incentive package that can be approved includes a
four-year tax exemption from the profits tax followed by a four-year 50 percent reduction.
Foreign-invested companies are also exempt from import duties on construction materials
used for their investments.

3.96 In addition to these incentives, the Law on the Promotion of Domestic
Investment, passed in June 1994 to encourage investment by domestic private and state
enterprises, provides substantial incremental tax exemptions and rate reductions to priority
investments, with the apparent intention of putting selected domestic investors on a more
equal footing with foreign investors.

3.97 The law and its implementing regulations provide incentives both for new
production and business facilities in priority sectors and areas, and for additional
investments in existing facilities. These tax incentives expand significantly the pre-existing
ones. The incentives for new facilities apply to enterprises in priority sectors (see Box
3.7); they consists at a minimum of a 50% reduction in turnover tax for one year, a profit
tax exemption for two years, and a 50% reduction in profit tax for an additional three
years; at a maximum, they include a 50% reduction in turnover tax for four years, a profit
tax exemption for four years, and a 50% profit tax reduction for nine additional years.
The incentives for existing facilities apply to expansion and modernization of productive
capacity in all sectors; they consist in profit tax exemption for one year, applicable to the
incremental profit resulting from the expenditure in expansion or modernization. Finally,
incentives for projects in infrastructure, education, health, culture and research, and
investments located in districts inhabited by ethnic minorities, mountainous areas and
offshore islands consist of an exemption from import tax on investment goods that are
modern and are not produced in Viet Nam.
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Box 3.7: Priority Sectors and Areas for Domestic Investment Promotion

The implementing guidelines of the Law on Promotion of Domestic Investment specify that new investment
projects are eligible for preferential treatment when they meet the following criteria:

a) investments in: (i) afforestation, tree crops and aquatic products; (ii) technical infrastructure, including
power plants and grid, roads, airports, seaports, rail, communications, water plants, public transport in urban and
industrial areas, education, health, culture, scientific research; (iii) processing of agricultural and forest products
(including services for plant and animal protection and breeding); (iv) export goods; and (v) industries enjoying
development priority (consumer goods, engineering and informatics, production of materials such as cement,
fertilizers, chemicals, steel, and fuels, tourism and traditional arts and crafts,

b) investments in "modem" technology;

c) investments in establishments employing more than 300 persons in urban areas, 50 in mountainous areas,
or 200 in other areas;

d) investments in ethnic areas, mountainous areas and islands, which include selected districts in some 35
out of Viet Nam's 53 provinces; and

e) investments in "other difficult areas", which include selected districts in some 12 provinces.

The provincial People's Conmnittee are responsible for administering these guidelines, by determining lists
of preferential investment projects and approving the certificate of preferential treatment of investment that is
necessary to be eligible for tax incentives.

3.98 Evaluation of the Tax Incentives under the Law on Promotion of
Domestic Investment. A tax system is generally most efficient with a simple transparent
structure, with uniform and low rates, and few exemptions. Adherence to such principles
limits the cost of compliance by tax payers, and focuses their efforts on efficient
production rather than exploring and chasing tax incentives and loopholes. Such
principles ensure that any income producing activities make the best available use of
limited resources. In addition, adherence to these principles reduces the cost of collection
and enforcement by tax authorities, as well as the possibility of arbitrary application of tax
laws and thus corruption.

3.99 If incentives have to be provided because of over-riding social or political
reasons, they should primarily be limited to profit and income taxes. In this way,
incentives cause the least interference with profit maximization and thus efficient
production. In addition, foregone tax revenues and inefficiency losses resulting from
incentives limited to profit and income taxes are easier to control: on the contrary, a
turnover or import tariff exemption may boost income and profits by well over 100
percent, whereas the impact of a profit or income tax exemption is limited to the tax rate.
Thus, instead of improving the efficiency of the profit tax system - by reducing and
streamlining profit tax rates for domestic investors across sectors and bringing them more
in line with the rates faced by foreign direct investors - the new regulations create a set
of complicated exemptions that could generate inefficient behavior in the pursuit of
favorable tax treatment.
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3.100 The new regulations could also hinder future tax reform. More
specifically, the recently approved investment promotion regime is problematic in the
following ways: (a) because tax incentives are provided under the turnover tax, the
implementation of the VAT - which is scheduled for 1997 - would be hampered, as the
VAT can only function properly with few targeted exemptions; (b) exemptions under the
import tariff code could potentially undermine efforts to improve customs compliance; (c)
because tax incentives are provided outside the tax code, dealing systematically with all
tax issues, they complicate tax regulations and future streamlining of the tax system, and
increase compliance costs for tax payers.

3.101 Finally, there is a serious danger that the new regulations will encourage
capital intensive rather than labor intensive production. Those incentives that are tied to
new investment or expansion in productive capacity - most important, the exemption of
certain projects from import tariffs on investment goods - will in fact result in an
allocation of resources toward less employment-generating production.

Recommendations on Taxation

3.102 Recent tax measures, in particular the recently approved tax incentives
under the Law on Promotion of Domestic Investment, are moving the Vietnamese tax
system away from the most desirable model - a simple, stable, non-distortionary and
revenue-buoyant tax system - instead of closer to it. The recent establishment of a high
level steering committee for tax reform will hopefully bring it back to an appropriate
course.

3.103 In order to promote the development of an efficient market-based
economy, the major focus of tax reform during the next few years should be:

(a) convert the multi-rate turnover tax to a broad based, uniform rate VAT;

(b) rationalize the rate structure of excise duties, and replace "sin" and
"luxury" import tariffs with excise taxes;

(c) unify rates of enterprise profits tax on different forms of enterprises and
sectors of activity, and establish a unified rate at a level comparable with
the regional experience;

(d) rationalize the presumptive tax system on small enterprises, to preserve its
cost-effectiveness and at the same time to increase fairness and revenue
generation; and

(e) shift valuation of urban property and its taxation away from regulated land
values and towards market values, and reduce the level of tax.
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3.104 Finally, the investment incentive regime should be reconsidered by the
government as the reforms described above are introduced. If incentives have to be
provided because of over-riding social or political reasons, they should primarily be limited
to profit and income taxes, in order to limit tax revenue losses and to facilitate the
introduction of an efficient VAT and import tax system. In addition, overall ceilings on
the aggregate tax revenue loss caused by the provision of tax incentives should be
established and monitored. Finally, the provision of incentives should not be arbitrary and
should be closely linked to the specific development objectives, such as the promotion of
investment in clearly defined poor areas.

H. FOREIGN TRADE POLICY

3.105 On the whole, trade policy reforms introduced by the Vietnamese
Government have been well conceived and well executed. As compared to countries at a
similar level of development, the exchange rate system functions well, and export-oriented
enterprises have access to imported inputs (merchandise and services) at international
prices. The overall level of import protection is moderate, and is expected to decline
further as the commitments assumed in joining ASEAN are gradually implemented.
However, the government has been making a number of ad hoc changes in specific tariff
rates in each of the last three years. The fact that many changes of import protection are
particularly tailored to the needs of particular foreign investors, or represent a changed
interpretation by the Vietnamese government of Vietnamese capacity (comparative
advantage) vis-a-vis a the rest of the world, creates an uncertain environment for the
development of new enterprises. It makes a close relationship with the government an
important element in establishing in Viet Nam an enterprise that will compete in the
intemational marketplace.

3.106 The openness of the economy to international trade is more a matter of
administration of regulations than of the basic system of regulation. Indeed, there remains
in place an extensive system of controls that could be used, if the government chose to so
apply them, to tightly control all goods and services exported from and imported into Viet
Nam. The removal of these controls would provide a more dependable environment for
small-scale investment, and would allow further exploitation by Vietnamese entrepreneurs
of the opportunities that exist in the expanding Asian market.

3.107 In Viet Nam as in other developing countries, development of export
contacts and technical improvement of export products rely mostly on efforts by individual
enterprises. Development of export markets and acquisition of the technology to produce
product of sufficient quality to do well on world markets have been in fact primarily a
matter of taking advantage of the extensive market networks that exist in Asia, and not a
matter of collective support.
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Evolution of the Trade Regime

3.108 Until 1988, Viet Nam followed an essentially state trading system: export
and import targets were reached through interaction between local and central
government, and trade was executed by state trading companies. Trade with COMECON
countries was barter trade, arranged by the government; trade with convertible currency
areas was controlled to satisfy the economic plan, and the constraint imposed by
convertible currency earnings. The exchange rate system was an artificial one: as imports
and exports were decided essentially by the economic plan, exchange rates with
convertible and non-convertible currencies were, too, more a matter of accounting
convenience than of pricing.

3.109 With the collapse of COMECON, the government was forced to reevaluate
its trading relations with the rest of the world. The exchange rate was unified, and a
system of auctioning foreign exchange was organized; in addition, measures were
introduced to relax restrictions on trade. First, state enterprises and private businesses
that produce exportables or use imports were allowed to trade directly rather than through
state trading companies. Second, over time most quantitative restrictions and permit
requirements were eliminated. Third, a duty drawback scheme for materials used in the
production of export goods was introduced. These reforms have created a positive
environment for exporters, leading to the impressive growth of international trade
documented in Chapter 11.22

Current Policy Framework

3.110 Improvements in the regulatory framework have been accompanied by an
administration of trade regulations which, like the administration of foreign investment
regulations, reflects the government's sensitivity to the realities of the international
econornic environment in which Viet Nam finds itself The strengths of Viet Nam's trade
policies are: (a) the market-oriented exchange rate policy, and the relative absence
(among countries at a similar level of development) of trade restrictions; (b) how
effectively the government has learned from the experience of its neighbors; and (c) the
responsiveness of the government to suggestions from export-oriented businesses.

3.111 The trade regime has however important weaknesses as well. First, the
framework for direct control of exports and imports has not been completely dismantled.
There remains thus a danger that direct controls may be arbitrarily or at least selectively
enforced. Another weakness of the trade policy system of Viet Nam is that tariff rates are
frequently changed. A frequently changing environment makes it difficult for businesses
to make the long-term investment commitments that are the basis of productivity
improvements. It also tempts enterprises to spend their entrepreneurial capacity seeking

22 The reforms in the foreign trade regime are documented in two recent World Bank reports: Viet
Nam: Transition to the Market, September 1993, and Viet Nam: Public Sector Management and
Private Sector Incentives, September 1994.
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to influence government policy rather than investing and managing their resources in a
more efficient manner.

3.112 Foreign Trade Certification. While intemational trade is no longer
restricted to state trading companies, any enterprise wishing to engage in international
trade must first obtain government certification to do so. Since 1987 the government has
allowed additional public and private trading enterprises to enter the import-export
business, but the entrance of new enterprises is hindered by strict capital and turnover
requirements which serve as prerequisites for certification. These requirements have
limited the number of import-export companies to 15 (as of March 1, 1995), of which only
one is private. Trading companies processing import or export orders an account of a
producing enterprise usually collect fees between 1 percent and 1.25 percent of the
contract value.

3.113 The impact of these restrictive regulations on import-export certification
for trading enterprises are however moderated by more recent regulations, allowing
producing companies to obtain certificates to import and export directly. Those
producing companies that export only their own products and import only what they need
to produce for export are not subject to the capital and turnover requirements of trading
companies, and it is reported that foreign trade certificates can now be readily obtained by
any enterprise with prospects for receiving an export order. In addition, the granting of
foreign investment or joint venture licenses is often accompanied by the granting of a
foreign trade certificate. As a result, the number of producing enterprises certified to
import their inputs and export their products has risen to approximately 1250 (as of March
1, 1995), of which about 15 percent are private enterprises.

3.114 Import Regulation. Significant progress has been made in reducing
quantitative restrictions on imports, and import quotas and permits are now required for a
very limited number of products. In 1995 import quotas are in effect on seven products.
The products, and the approximate quota limit on each are: petroleum (4.8 million tons);
fertilizer (1.3 million tons); ordinary steel (600,000 tons); black cement (2.2 million tons);
sugar (70,000 tons); vehicles with fewer than twelve seats (6500 vehicles); and
motorcycles (350,000). These quotas are allocated administratively, to a large extent to
state enterprises traditionally involved in the distribution of these products.2 3 In 1995
import permits are in effect on 15 products, including those subject to quota and some
consumer goods such as refrigerators. In theory, the permits are administered so as to
balance domestic output and domestic needs. Each year the Ministry of Trade determines
the amount of regulated imports the economy will likely need, and grants permits
accordingly. If the ministry's assessment of market conditions changes during the year, the
permitted amounts of imports will be adjusted. It should be noted that import permits are
also required for all imports specially provided for in foreign investment contracts.

23 For instance, in 1995 fertilizer import quotas are allocated to some 60 state enterprises, with only a
minimal percentage granted to private companies. Geographic distribution of trading enterprises
also plays a role in the allocation of quotas.
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Finally, an additional administrative restriction is the import license system, which is
however administered basically a record-keeping mechanism.2 4

3.115 The import duty system allows for quarterly changes of tariff rates, and
adjustments are frequently made. The current import duty schedule is characterized by
many rates and large dispersion: as of March 1995, 36 different rates were applicable,
ranging from 0.5 to 200%. Most rates are however low, with raw materials and
investment goods subject to rates lower than 10%, essential consumer goods subject to
rates up to 22%, and standard consumer goods subject to rates lower than 60%.

3.116 The existing import duty schedule is the result of a number of changes
introduced in recent years that have resulted in higher overall rates, with increased tariff
escalation for some products and additional dispersion of rates for others. While
budgetary considerations played a role, the main reasons have been the perceived changes
in Viet Nam's "needs" for imports, or "surplus" for exports. The view that imports are
needed only when domestic production is not sufficient leads to protecting inefficient
enterprises from the discipline that would be imposed by competing imports, and is likely
to follow pressures exerted by domestic producers. Recent changes in tariff rate are also
likely to follow pressures by foreign investors. In fact, the tariff structure in Viet Nam
provides an attractive environment for foreign investors: enterprises can produce cheaply
for export (by utilizing the duty exemption scheme) while operating in a protected
environment for domestic sales.

3.117 The increasingly protectionist nature of the tariff code reflects a
compromise between the idea of using import policy to balance domestic supply and
national demand and using it strategically to develop specific sectors of the economy by
attracting foreign investment. Import duties on motor bicycles, for example, were
increased in 1995. The government's objective, for the short term, is to substitute
assembly of motor bicycles in Viet Nam for importation of finished vehicles. A second
objective was to make more attractive the bidding for foreign investment licenses that the
government will soon let for building motor bicycles in Viet Nam.

3.118 Export Regulation. A system of controls similar to those on imports is in
place, but the regulatory environment surrounding exports has been relaxed significantly in
recent years. This liberalization has been part of the government's program to boost
exports and thereby realize the positive externalities which accompany involvement in
international trade: namely improved productivity, increased employment and higher
living standards. The government has plans to further liberalize regulations on exports,
and specifically to reduce the number of products subject to export taxes.

24 Additional administrative restrictions apply to import of second-hand merchandise. Imports of
second-hand machinery and equipment are subject to approval by the Ministry of Science,
Technology and the Environment, acting in conjunction with the ministry responsible for the
industry in which the machinery would be used. Import of second-hand clothing is not allowed, and
import of second-hand consumer durables (televisions, refrigerators, motor-bikes) is also subject to
ministerial restrictions.
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3.119 In 1995 only one product, rice, is under export quotas; export permits-
once used to regulate the quantity and timing of all exports - are now required only for
shipments of oil, rice and wood products. In 1995 export taxes are applicable on 64
products, all of which are raw materials (rubber, crude oil, hides and skins, logs, sawn
wood, simple articles of wood, metal ores and scraps). Exports tax rates were increased
in 1995 on 11 products, including unprocessed rattan, unfinished parquet boards and
various simple metal shapes and forms.

3.120 Implications for Private Enterprises. The private sector has benefited
greatly from the liberalization of the foreign trade regime. However, the policy
framework retains a number of characteristics that benefit state enterprises and that are
likely to contribute significantly to their excellent performance. First, as noted above,
foreign trade certificates have been granted to a much larger number of SEs than private
businesses. While this does not appear to have restricted the access of private enterprises
to exports and imports,2 5 it does increase their cost, as a result of fees charged by mostly
state-owned import-export enterprises. Second, the goods that are afforded the greatest
protection from the foreign trade regime -whether through administrative restrictions or
high tariffs - are predominantly or fully produced by SEs. This is true not only for
natural resources, such as petroleum, but also for a number intermediate inputs and
consumer goods. Table 3.1 shows several examples of highly protected products and the
share of SEs in their output. Finally, although statistical data are not available, it is
reported that export quotas on account of international agreements - such as for textiles
- are usually allocated to SEs and only residually to private enterprises.

25 It appears that today any enterprises with export potential can readily obtain certification to export
and to import inputs for own use. Certification to import generally seems however more difficult to
obtain, although the government seems to be concerned not to allow any one enterprise to enjoy
market power in the importation of any class of commodities.
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Table 3.1: Selected Industrial Products: Trade Regime and Composition of
Output

Share in Output Import
Total Output Growth Import Import Export

Rate Quota Tariff Tariff
Rate Rate

Item 1993 1989-1993 1995 1995 1995

Steel 100.0% 29.1% 600,000 tons 5% - 30% 1% - 35%
- State 100.0% 29.1%
- Non-State - -

Chemical Fertilizers 100.0% 15.4% 1.3 mil. tons 0% 0%
- State 100.0% 15.4%
- Non-State - -

Cement (000 tons) 100.0% 20.6% 2.2 mil. tons 18%
- State 100.0% 20.6%
- Non-State - -

Paper and cardboard, all types 100.0% 18.1% 1%-40%
- State 90.6% 19.4%
- Non-State 9.4% 8.1%

Textile Fibers 100.0% -8.2% 5% - 40%
- State 100.0% -8.2%
- Non-State -

Cotton Fabrics and Silk 100.0% -9.6% 40%
- State 83.6% -7.8%
- Non-State 16.4% -16.5%

Electric Fans, all types 100.0% 0.8% 40% - 50%
- State 92.0% -0.4%
- Non-State 8.0% 22.5%

Televisions (assembling) 100.0% 58.7% 40% - 60%
- State 87.4% 53.4%
- Non-State 12.6% 9.8%

Bicycles 100.0% 3.3% 70%
- State 100.0% 3.3%
- Non-State - -

Tires for Bicycles 100.0% 1.8% 40%
- State 87.7% 1.1%
- Non-State 12.3% 7.1%

Source: General Statistical Office, Statistical Data of the Socialist Republic of Viet Nam, 1976-93
(1994); Industrial Data, 1989-1993 (1994); and Ministry of Trade.

3.121 Lessons Learned from Regional Experience. Viet Nam has been
looking closely at the experience of its neighbors with foreign trade. The importance
given to the role of exports in promoting rapid growth and to the role of foreign
investment as a vehicle for technical change and improved productivity has been reflected
in the willingness to liberalize the regime for exports and foreign investment ahead of the
rest of the economy.
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3.122 Recent experience also suggests that Viet Nam has learned specific trade
policy lessons from the Asian miracle. The establishment of a duty drawback system and,
more recently, a duty exemption system to allow exporters access to inputs at international
prices follow similar experiences in the region. Viet Nam's exporters have also made
increasing use of Asian merchants as intermediaries into western export markets, and of
Asian vendors of commercial services - such as marketing, engineering and design - to
compete effectively in world markets. Finally, the recent trend toward using high import
protection as a instrument to develop industries viewed as "key" or "strategic" is also
based on earlier regional experiences.

3.123 Responsiveness to Business Suggestions. Governmental responsiveness
to business suggestions cannot be described in a generic way, but it can be illustrated by
recounting specific instances. In our interviews with business enterprises, we collected the
following examples.

3.124 Several exporting companies (both private and state-owned) brought to
our attention discussions they have had about the customs service offering a quick-service
facility for small orders that must be delivered quickly. Particularly in higher-value
product lines, customers sometimes demand very quick delivery. The company officials
were optimistic that the facility would be provided. Why were they optimistic? Because
many previous suggestions for changes had been implemented, so that the normal time for
completing export formalities had been reduced to 2 to 3 days.

3.125 At the suggestion of enterprises, a previous duty drawback system was
supplemented by a duty exemption system. (Under the former, the exporter must pay
customs duty when he or she imports inputs, then apply for reimbursement when the
finished goods are exported.) The current system allows for a processing time of 90 days:
if the inputs are in the Viet Nam customs area longer, the exporter must use the drawback
scheme. Several enterprises informed us that they had asked the government to extend the
processing time. Again, constructive response to previous suggestions was the basis for
optimism.

Marketing and Technical Support

3.126 When Viet Nam joined the global economy in the early 1990s, most
business persons lacked international and marketing experience. The interviews
conducted by this mission, therefore, paid particular attention to how Vietnamese
enterprises found export buyers: the idea behind the interviews to evaluate if there might
be a need for additional, publicly provided, marketing assistance or assistance with design
of products for export. Not surprisingly, most producers interviewed by the mission cited
external sources of marketing support. Buyer initiatives, joint venture partners and trade
fairs emerged as the most important sources of business contacts. Buyer initiatives,
especially from foreign buyer representatives located in Viet Nam, are extremely important
because of the difficulties experienced by Vietnamese business people to travel outside of
Viet Nam. Such contacts are to a degree held back by difficulties Vietnamese business
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persons experience when they travel abroad. To receive permission from the Vietnamese
government to travel abroad, a Vietnamese business person must have an written
invitation from a foreign contact. Delays however seem more often the result of the
slowness of foreign governments to grant visas to Vietnamese citizens.

3.127 The availability of foreign companies' representative offices in Viet Nam
helps to overcome the difficulty of foreign travel for Vietnamese. Sales arranged through
these foreign representative offices are often in third countries: the foreign representative
offices provide Vietnamese producers, in effect, the services of an international trading
company.

Box 3.8: Marketing and Technical Support in Other Developing Countries

While it may seem at first glance that the findings reported just above are too optimistic about the
effectiveness of market institutions to facilitate marketing, design and technology acquisition, they are
corroborated by the findings of a 1994 World Bank study that sought to identify the means through which
small and medium-sized enterprises in four countries - Colombia, Indonesia, Korea and Japan - find
buyers. In each country, investigators asked a panel of exporting companies to rank, in order of
importance, a list of alternative means that included: buyer initiatives, direct efforts by the seller, and
collective sources such as public marketing support agencies, industry associations and other non-
governmental sources of marketing support.

In addition to understanding how the enterprises had established their export contacts,
investigators wanted to know how they maintained their market competitiveness. In particular, they were
interested in learning how small and medium-sized enterprises got ideas and (when necessary)
technological support for product and process improvements. The same companies were asked to evaluate
the relative importance of self-initiative, buyer-seller and other private external relations, and public
technical support services in achieving technology transfer. The main findings of these study are
summarized in Annex 1.

Each of the cases discussed in the Annex is unique. Responses varied not only by country, but by
sector and even by firm (depending on their size and age). Investigators used these responses to draw
conclusions about the usefulness of the various support mechanisms to individual enterprises, given their
role in the industry and the industry's role in the national economy.

The main conclusions of the studies are however consistent with what was found in the case of
Viet Nam. Export contacts and ideas for product improvements result from individual, private efforts that
are driven by the profit motive. Ideas for technical improvements often come from buyers or from an
enterprise's own efforts to keep up with technological changes in the industry. In countries where
subcontracting is widespread parent firms often provide technical support to their subcontractors. This
ensures product quality and efficiency, which benefits the entire industry. Many enterprises, particularly
smaller ones, rely on equipment suppliers for technical support. Thus, producers seeking out markets,
buyers seeking out attractive products, and equipment producers seeking to sell their wares are the basic
dynamic behind finding export markets and making exportable products more attractive. Trade fairs
provide a venue at which buyers and sellers can seek each other out at minimum expense. Finally,
collective marketing and technical support was available in each of the countries examined in the World
Bank's study, but its role was marginal in all but a few circumstances.
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3.128 As of now, foreign representative offices cannot obtain certification as
trading companies. All transactions across borders must be handled through a certified
company. The negative implication of this arrangement is that it forces the Vietnamese
producer to pay an additional percentage of his or her revenue to another intermediary.
The positive implication is that the arrangement limits the power of the foreign trading
company through requiring the use of a Vietnamese trading company. The power of the
Vietnamese trading company, in turn, is limited by the Vietnamese producer having the
option to apply for certification to export on its own account.

3.129 Vietnamese business persons emphasized the importance of trade fairs as
contact points for finding foreign buyers. The Chamber of Commerce and Industry of
Viet Nam, whose membership includes both state-owned and private companies,
organizes trade fairs both inside and outside of Viet Nam. To further facilitate
communications between Vietnamese enterprises and foreign business partners, the
Chamber maintains representative offices in 19 foreign countries.

3.130 As to design of export products, the garment industry tends to produce to
foreign design, the handicraft industry to produce to their own design. There was,
however, some variation: a Vietnamese company exporting coats of its own design to
Europe, a Vietnamese manufacturer of wooden fumiture and other household articles of
wood producing in part to European design. In either case, Vietnamese business persons
identified no significant problems in developing or obtaining designs that were attractive in
export markets. The foreign companies' representative offices in Viet Nam had, on several
occasions, provided guidance on how to obtain the services of design or technology
consultants form neighboring Asian countries.

3.131 Producing to export quality, the interviewers learned, is dependent on
having appropriate machinery and equipment. In the clothing industry, for example,
enterprises tend to have a mix of older machinery, usually of Russian design and
manufacture, plus newer equipment, of European, Japanese, Hong Kong, Taiwan or
Korean design and manufacture. Export production is exclusively from the newer
equipment: the equipment is sometimes owned outright, sometimes the property of a joint
venture company with a foreign partner that was created specifically to produce for
export, and sometimes provided through a business cooperation contract that allows after
time, for ownership of the equipment to pass to the Vietnamese partner. In some
instances it had been necessary to contract with foreign engineers and other foreign
technical personnel to install equipment and to train local employees. But there is in Asia
an active market for such services, and Vietnamese companies reported no problems with
locating the appropriate services vendors.

3.132 Joint venture partners were frequently cited as sources of modem
equipment, technology, managerial and marketing skills, as well as training for local staff.

3.133 In sum, the mission found that finding buyers is normal and well-developed
part of business activity in Viet Nam. Trade fairs, in Viet Nam as in other countries, are
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an important venue for contacts. In Viet Nam, as in most other countries, these fairs are
effectively arranged by industry associations - while business persons stressed their
importance, they did not complain that they were not available.

3.134 To the extent that Vietnamese enterprises require specialized services to
help with design, marketing, equipment installation, worker training and a host of other
services that adjustment to changing business conditions often requires, Vietnamese
enterprises have been able to find effective providers in the thriving Asian marketplace into
which the Vietnamese economy is integrating itself

Recommendations for Foreign Trade Policy

3.135 The main challenge that the government faces in foreign trade policy is
similar to the challenge that it faces in investment policy: to provide a basic framework of
commercial law inside which the initiative of Vietnamese enterprises can develop and
prosper. This framework should in the first place be certain - i.e. not subject to arbitrary
interpretation by the implementing agencies - and stable - i.e. not be modified often and
as a result of pressures by specific interest groups. Secondly, this framework should be
consistent with the "level playing field" objectives that the government has often stated in
other policy areas: that is, regulations should treat enterprises in the same way,
irrespective of their ownership. Thirdly, this framework should ensure a low level of
protection to domestic industries, to provide incentives for productivity growth both to
enterprises producing for the domestic market and to exporting enterprises. As the
economy becomes more complex, sectors with deeper capital requirements than those
most successful to date - handicrafts and light industry - will become more important.
Unless a more secure framework is in place for supporting such activities in Viet Nam,
they will develop in other countries and thus Viet Nam will be left behind - a fast starter
without the stamina to stay the course that has been plotted by many other Asian
countries.

3.136 The government could achieve substantial improvements in the existing
regime by eliminating the foreign trade certification system for trading and producing
enterprises. In addition, the import and export permit system should also be eliminated,
and international systems and standards for customs procedures and customs valuation
should be introduced in its place.

3.137 Finally, the government should reconsider the current attitude toward
accommodating pressures by domestic industries and foreign investors to protect either
"infant" or "strategic" industries by providing selective tax incentives and adjusting tariff
rates. The record of countries in the region that have attempted to develop selected
industries through import protection contains more failed attempts than successful ones.
The few successful cases have been those in which special treatment for enterprises in an
industry depended on successful export performance - that is, it was contingent on local
enterprises achieving international standards for efficiency and quality; in these cases,
import protection raises profits and suppresses consumption by forcing domestic
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consumers to pay higher than international prices, shifting resources from consumption to
investment. In the many unsuccessful cases, i.e. when import protection has been awarded
to enterprises that could not meet international competition, neither consumption nor
investment have increased; rather, more resources have been used up to provide the same
level of consumption and investment.

3.138 Most important, even if all the potential benefits that could be obtained
from the selective protection of export-oriented enterprises could be achieved, they may
not be sufficiently high to compensate for the corresponding costs, both in terms of
efficiency and administration. The government should thus proceed as rapidly as possible
with the rationalization of the import tariff regime, in order to reduce the number of rates,
the overall dispersion and the level of protection of the system.

3.139 Accession into the World Trade Organization would require Viet Nam to
proceed with the policy changes discussed above. While only initial steps have been taken
in this direction - with the establishment of a Working Party on Viet Nam's accession-
becoming a member of ASEAN in July 1995 should propel Viet Nam in this direction.

I. REFORM AGENDA

3.140 The purpose of this section is to outline a road map for the key actions that
the government should focus on in promoting the private sector. Policies for private
sector development consist of an inter-related set of actions that can not be viewed in
isolation from overall economic policy on the one side and from policy towards the public
sector on the other. Thus, specific issues relating to topics like investment approval
procedures have to be placed within the broader context of tariff reform, tax policy and
land ownership. One consequence of this perspective on private sector development is
that it is important for the government to "get the fundamentals right" - in other words,
to maintain macroeconomic stability, to create a consistent and stable basic business
environment in which property rights can be exercised and in which entrepreneurs can
place their trust.

3.141 As the previous sections have shown, the government took many steps at
the beginning of "doi moi" to create the fundamentals, but more recent actions suggest
that progress in consolidating this base has been allowed to slow. At the same time, as
discussed in Chapter II, private businesses have being growing rapidly from a very low
base and generating substantial employment, but remain predominantly small,
concentrated in low capital-intensive sectors, oriented toward domestic markets and
unlikely to attract foreign partners. These trends confirm that significant impediments to
private enterprise development remain, and that further progress in the regulatory
environment is needed to stimulate private investment.

3.142 The government is well aware that the impetus for industrialization will
need to come primarily from the private sector, and that it should build on the progress
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already made in creating an effective environment for private sector development. There
remains however uncertainty in the government position as to whether this could be
accomplished by maintaining a comprehensive system of government controls on private
sector activity but at the same time administering these controls in a flexible manner. The
main conclusion of the chapter is that this would not be possible. In fact, merely to pursue
a policy of selective application of bad rules - i.e. regulations that are excessively
restrictive or discretionary - will not be sufficient to sustain private sector development
for at least two reasons: first, as long as such rules remain on the books, there remains the
risk that today's non-enforcement will be reversed; and second, there is a danger that it
will be arbitrary and uncertain. In either case, the business community, domestic or
foreign, faces the risk of policy inconsistency, which has been demonstrated in many
countries as a major inhibition to investment and enterprise creation and in particular to
entrepreneurs moving from trading to production activities. Further progress in the
regulatory environment for private enterprise development will thus require emphasizing
de-control and deregulation measures, rather than tinkering with the current system of
administrative review and approval.

Government-Business Relations

3.143 In a country where the government needs to move from controlling to
promoting business activity, and where there is limited experience in developing such an
enabling environment, it is important that the government and the business community find
ways of exchanging views. The government has made a start in creating this dialogue
with business, and a clear message has been sent to the business community that
government is willing to listen and respond to business concerns. Meetings are now being
held frequently between government officials and the business community, to debate issues
of common concern.

3.144 In order for initiatives of this kind to bear fruit, the government and the
business community need to develop an efficient machinery for further consultation.
Experience of reform efforts in other countries suggests that creation of high-level
deliberation bodies may play an important role in demonstrating a commitment to
dialogue, but that results are obtained through action-oriented government-business
groups working on specific issues. Once the agenda of reforms has been established,
specific groups can be created bringing together government agencies and private business
interests. While there are several organizations with whom specific issues can be
discussed, an obvious candidate for coordinating inputs from the business community is
the VCCI, which is the only national organization representing the business community,
including both public and private enterprises; in addition, many organizations at the local
level and for particular industries have developed affiliate status with VCCI (Box 3.9).

3.145 There will also be a need for government to organize itself for more
effective cooperation with the business community. This will generally require a
bureaucracy that has been accustomed to issuing orders and directives to production units
to learn how to listen to the business community. In particular, it is important that future
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reform efforts ensure that all ministries and agencies that are involved in any particular
area of the business environment are involved in the development and implementation of
reforms.

Box 3.9: Viet Nam Chamber of Commerce and Industry

The Viet Nam Chamber of Commerce and Industry (VCCI) is the only national organization
representing the business community. In mid-1995, membership was approximately 1,600 enterprises;
about 15% of all SEs (1,000 out of 6,500) are members. Membership includes both individual businesses
and associations (such as the Union of Enterprises in Hanoi, a group of small private enterprises which
has three seats on VCCI's Executive Committee). Membership fees range from 1 to 10 million dong
(US$100-1,000), but recently, because the lower level is regarded as prohibitive for many small
businesses, the fee was reduced to VND200,000 for SMEs. Even so, many SMEs belong to VCCI
indirectly through associations, which are not charged a fee. VCCI is self-funding, receiving no
government assistance, but it does obtain some aid money. Non-members are eligible for services, but
they are charged higher fees for the specific service than members.

In addition to representing the business community in the dialogue with the government, VCCI's
services to its members include training, promotion and matchmaking. Last year, it organized 40 courses
for 7,000 participants. Because of high demand, there will be an expansion this year. VCCI has
established a "Foreign Trade College", in cooperation with Swinburne University, Australia; Australian
aid is financing 1-3 week training courses for management. VCCI also has assistance from ZDH,
Singapore's Technonet and Asia Foundation for training and studies on SMEs. In addition, VCCI is
trying to "matchmake" between local firms and foreign buyers. It has sent missions to foreign countries
for market investigation and export promotion, e.g. furniture exports for Germany. Some assistance has
also been provided to enterprises for legal services - advice on how to set up companies, design
contracts, etc. Small and medium enterprises are an important sub-set of the industry sector, so the
Chamber has established a SME Promotion Center. VCCI's service activities concentrate on smaller
enterprises because larger enterprises are able to take care of themselves. The SME Promotion Center
recently set up to assist SMEs is designed to have a demand-driven work program. Finally, VCCI is
undertaking trademark registration and arbitration on behalf of its members.

Policy Recommendations

3.146 Specific policy recommendations on the areas discussed in this chapter are
presented above. Three issues appear however to have the highest priority as the most
critical impediments to further development of private enterprises: (a) entry regulations, in
particular the cumbersome licensing process for new enterprises, (b) the unclear and
inefficient framework regulating land use rights, and (c) the remaining restrictions on
foreign trade.

3.147 Entry regulations for domestic as well as foreign investors are in fact
complicated, time-consutning and expensive for investors, and allow government officials
great discretion in evaluating applications. In addition, the system absorbs substantial
administrative resources and yet is largely redundant, as most licensing requirements do
not serve public policy objectives. The government should thus restructure the system
governing entry, especially for domestic entrepreneurs. In particular, approval
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requirements for the establishment of new enterprises and the expansion of existing ones
should be replaced with a registration procedure -that is, a procedure involving the
disclosure of information about the enterprises and the assignment of a tax identification
number - except in specific cases, for example when public safety or national security are
involved.

3.148 The existing framework for land use rights also requires fundamental
reform. The government's objectives - to maintain people's ownership of land, reduce
speculation, limit land loss by vulnerable groups, and avoid misuse of resources - are not
well served by existing regulations, which are incomplete, unclear and open to
discretionary application. Thus, the land use regime needs to be substantially revised, to
ensure that (a) rental rates for land use rights are determined on the basis of the scarcity
value of land, (b) land use rights are transferable, and (c) the registration and cadastral
system are upgraded to support the development of an active market for land use rights.

3.149 The existing foreign trade regime will also need to be rationalized to
eliminate unnecessary administrative requirements and restrictions. Certification
requirements, import and export permits, and shipment licenses should be eliminated and
international systems and standards for customs procedures and customs valuation should
be introduced in their place. In addition, the government should reconsider the current
attitude toward accommodating pressures by domestic industries and foreign investors to
protect either "strategic" or "infant" industries by providing selective tax incentives and
adjusting tariff rates. This attitude not only is in conflict with Viet Nam's commitment to
integration in ASEAN and accession into the World Trade Organization; it also poses the
danger of generating uncertainty for investors, rewarding inefficient enterprises, and
penalizing efficient, export-oriented ones. Thus, the government should proceed as
rapidly as possible to further rationalize the import tariff regime, by reducing the number
of rates, the overall dispersion and the level of protection of the system.

3.150 The implementation of these policy recommendations would encourage not
only stronger private sector development but also greater state enterprise efficiency. A
policy environment supportive of efficient investment, an open trade regime, and flexible
factor markets will in fact be beneficial to private businesses as well as to state enterprises,
and will contribute significantly to leveling the playing field between them.





4. REFORMING THE STATE ENTERPRISE SECTOR

A. INTRODUCTION

4.1 The state enterprise (SE) sector in Viet Nam can surprise even the most
experienced observer of public enterprises. First, the contribution of SEs to aggregate
GDP is substantially lower than in other transition economies, although it continues to be
very important in particular in industry. Second, in recent years the sector has experienced
faster growth than the economy as a whole, while the number of SEs, their employment,
and their share in total domestic credit have declined sharply. Third, the SE sector has
registered a steady increase in its net remittances of taxes and transfers to the state budget,
which amounted to some 11 percent of GDP - or about 50 percent of total budgetary
revenues -in 1993-94.

4.2 The performance of SEs has been irrmproving since 1991-92, when a
number of important reforms were introduced to increase autonomy, impose a hard
budget constraint and establish a clear profit motive for the sector.' However, additional
factors have contributed to the improvement of SE performance, including overall
economic growth following the liberalization of agriculture, high levels of protection in
numerous sectors where SEs are active, and remaining privileges over private enterpfises.
As discussed in Chapter III, these privileges - in particular preferential access to land and
foreign trade quotas and licenses - have played a very important role in the concentration
of foreign direct investment in joint ventures with SEs, which has in turn contributed
significantly to SE performance by making capital, managerial skills and market contacts
available to SEs.

4.3 In spite of the satisfactory performance of SEs and the positive impact of a
number of recent reforms, there is a well-founded dissatisfaction in Viet Namn with the SE
sector. This dissatisfaction stems in part from the recognition that this perforrmance is
vulnerable, depending on factors external to the sector as discussed above. In part, this
dissatisfaction stems also from the recognition that the size and composition of the SE
sector are the result of the historical evolution from a centrally planned system toward a
market economy, and do not reflect the strategic vision of what the SE sector could and
should contribute to Viet Nan's overall economic development.

4.4 Further reform of the SE sector is thus necessary, even though it is not
motivated by macroeconomic concerns over the short-term sustainability of the sector.
First, without further reform the satisfactory performance of the SE sector would not be
sustainable as the economy becomes more open and integrated in international markets.
Thus, the expansion of industrial SEs in branches that remain protected by high import
tariffs and quotas presents the danger that their future financial performance - if not their

Initial measures to harden the budget constraint and increase the autonomy of SEs had been
introduced in 1987.
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present one - will be critically dependent on trade policy and may thus become an
impediment to trade reform. Second, the reliance of SEs on remaining privileges over
private businesses will become an impediment to the establishment of a level playing field
and in general to the reform of the incentive framework that is necessary to sustain and
accelerate private sector development. Third, the concentration of SEs in productive,
non-strategic sectors will encourage non-competitive behaviors and thus become an
obstacle to the expansion of private businesses, discouraging entry in those sectors where
SEs are dominant. Finally, without a substantial reduction in the number of SEs and
transfer of those that are non-strategic to the private sector, a substantial share of scarce
public resources will continue to be tied up to achieve objectives that could be reached by
using private resources, and to stretch scarce admninistrative resources for SE supervision.

4.5 Reform of the SE sector should focus on three broad issues: (a)
restructuring the policy environment, to ensure that there is a level playing field with the
private sector; (b) identifying and transferring to the private sector those SEs that do not
perform a strategic role while tying up scarce state resources; and (c) improving the
supervision of strategic enterprises remaining under state property.

4.6 The implementation of the policy recommendations discussed in Chapter
III would be critical for the establishment of a level playing field and in general a
regulatory framework which encourages not only stronger private sector development but
also greater state enterprise efficiency. A reform of entry regulations emphasizing de-
control and deregulation would in fact encourage more active competition between
enterprises - both private and state-owned - and thus promote efficiency. Similarly,
the establishment of a regime conducive to the development of an efficient and transparent
market in land use rights would eliminate an important advantage of SEs and force them
to use their land allocations efficiently. Finally, and most important, the elimination of
unnecessary administrative requirements and restrictions on foreign trade and the
rationalization of the tariff system to reduce protection and increase neutrality would
impose international standards for efficiency and quality on SEs and private businesses
alike.

4.7 Divestiture of non-strategic state enterprises will be critical to encourage
entry by private businesses in productive sectors that are currently dominated by SEs -
which include not only capital-intensive, heavy industries but also textiles, electric and
electronic products, paper, building materials - and to free resources that should be used
to achieve strategic public objectives. Three criteria are proposed here to classify state
enterprises. First, SEs producing public goods and services should remain in the public
sector, as these goods and services would not be efficiently provided by the private sector.
Private provision of public goods through contractual arrangements with the public sector
(e.g. BOT) should however be considered and introduced whenever efficient. Second,
SEs producing goods and services that are privately provided, either domestically or
imported, in competitive markets should be transferred to the private sector and the
revenues obtained in the process should be directed toward public objectives. Third, SEs
producing goods and services that are privately provided but in non-competitive markets
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should remain in the state sector at least partially, until regulations and institutions can be
developed to ensure that they would behave efficiently were they in private hands.

4.8 A strategy to implement the divestiture of non-strategic SEs should be
devised on the basis of their actual number, size, sectoral composition and financial
performance, which are not known in detail, especially outside the industrial sector.
However, the information available indicates that the vast majority of SEs operating in
productive sectors are relatively small and could easily be privatized through auctions or
competitive bidding. Divestiture of medium and large SEs could on the other hand be
implemented in a phased manner, for instance by offering for sale block of shares, and by
accelerating the implementation of the on-going pilot equitization program. Even a
phased approach to divestiture of non-strategic SEs should however be part of a
consistent and comprehensive program to fully privatize non-strategic SEs operating in
competitive markets. Two additional concerns will need to shape the divestiture strategy:
first, adequate consideration should be given to employees and management; second, the
implementation of SE divestiture needs to be carefully coordinated with tax and tax
administration reform, in order to ensure that the former does not impact negatively the
budget. In fact, as discussed in Chapter I, SEs currently provide about one-half of total
budgetary revenues, while the contribution of the private sector remains significantly
smaller in absolute terms and in comparison to its value added.

4.9 The reduction of the size and scope of the SE sector that would result from
divestiture of non-strategic enterprises will allow the government to improve the
supervision of strategic enterprises remaining under state control. While an effective
supervision system is not sufficient to improve SE performance, it is nevertheless critical
that the government as owner ensure that the SE sector achieves its public goals in a
financially sustainable manner. The effectiveness of the existing system is in fact limited in
particular by the choice of tax remittances to the budget as the only performance indicator
used to evaluate individual SEs and by an inadequate incentive system, which rewards
managers exclusively on the basis of enterprise profits and irrespective of whether
profitability is due to external events or to managerial capacity.

4.10 The government should introduce an effective supervision system to
evaluate systematically the achievements of SEs against their objectives and on the basis of
fair criteria, to motivate managers to improve their performance, and to provide
policymakers with timely and relevant information on the SE sector. The large body of
international experience that is available to design such a supervision system suggests that
-while the supervision system should cover all SEs - it should be tailored to their
operations; thus, the supervision system should impose specific and detailed performance
criteria on important, complex SEs but smaller ones should have simple and easy to
monitor arrangements. In addition, international experience indicates that institutional
arrangements - and in particular the separation of the supervisory function of the
government as owner of SEs from its regulatory function - are also critical to the
functioning of SE supervision system. The divestiture of non-strategic SEs should allow
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the government to concentrate the limited - and currently overstretched -

administrative resources on the needed improvements in SE supervision.

B. PROFILE OF THE STATE ENTERPRISE SECTOR

4.11 Availability of relevant data for detailed analysis of the SE sector is very
limited. As a result in part of generally limited statistical capacity, in part of inadequate
accounting standards, and in part of rapid change in the SE sector, statistics are uneven
and incomplete. Given these shortcomings, it is possible to formulate the contours of the
SE sector only in broad terms.

Broad Contours of the SE Sector

4.12 Indicators of recent developments in the SE sector are summarized in
Tables 4.1-4.3. Currently, the overall contribution of the state sector - including SEs
and other public institutions - amounts to about 40 percent of GDP; the contribution of
SEs proper to GDP is roughly estimated at 28.5 percent. Thus, while substantial, this
contribution is significantly lower than in other transition economies.

4.13 Table 4.1 shows that the contribution of the SE sector to total GDP-
after declining from over 29 percent in 1986 to about 23 percent in 1990 - has gradually
grown to reach again about 29 percent. The trend in the value added share of the SE
sector reflects the process of industrialization that has been gradually setting in Viet Nam
and the large role that SEs continue to play in the industrial sector. In turn, the large role
played by SEs in industry has been reinforced not only by overall macroeconomic
development, but also by remaining high protection in important subsectors and by the
concentration of incoming foreign direct investment in joint ventures with industrials SEs.2

The growth of the industrial sector has thus been reflected in a larger share of SEs in
GDP. In fact, the contribution of SEs to GDP varies greatly by sector of economic
activity. It is the smallest in Agriculture and Forestry (2.7%), the largest in Banking
(almost 100%), and is substantial in Industry (71.9%).

4.14 The increase in the role of the SE sector since 1990 is particularly
surprising as it has been accompanied by a significant reduction in the number of SEs,
their employment, and their share in total credit, and by a substantial increase in their
remittances (including taxes and transfers) to the budget. That is, the growth of the SE
sector has been accompanied by improvements in available indicators of efficiency and by
a decrease in government support.

2 As discussed in Chapter 11, value added and gross output statistics classify joint ventures with state
enterprises in the state enterprises sector, irrespective of ownership composition.
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Table 4.1: Structure of GDP by Economic Sector

(Billions of Dong in Current Prices)

1986 1987 1988 1989 1990 1991 1992 1993 1994

Total 100.0"!. 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

State 44.7% 42.3% 37.9% 40.3% 32.5% 33.3% 36.2% 39.2% 40.2%

o/w State Enterprises a/ 29.2% 27.4% 24.6% 24.6% 22.9% 23.5% 26.4% 27.5% 28.5%

Non-State 55.3% 57.7% 62.1% 59.7% 67.5% 66.7% 63.8% 60.8% 59.8%

Agriculture & Forestry 43.3"! 46.3% 52.1"! 49.6% 37.5% 39.5% 33.0% 28.8% 27.7%

-State 2.2% 2.2% 1.8% 1.6% 1.0% 1.1% 0.9% 0.7% 0.7%

-- Non-State 41.2% 44.2% 50.4% 48.0% 36.4% 38.4% 32.1% 28.0% 26.9%

Industry & Constr - Total 36.4% 35.1% 29.6% 29.4% 23.9% 24.8% 28.2% 30.0% 30.7%

- State 22.3% 21.5% 17.9% 17.7% 14.4% 15.2% 17.7% 19.1% 19.4%

-Non-State 14.1% 13.6% 11.8% 11.7% 9.6% 9.6% 10.5% 10.9% 11.3%

Industry 31.0% 30.5% 24.6% 23.2% 18.8% 19.8% 21.7% 21.5% 22.0%

-State 19.9% 19.3% 15.8% 15.0% 12.3% 13.3% 15.1% 15.3% 15.9%

-Non-State 11.1% 11.2% 8.8% 8.2% 6.5% 6.5% 6.6% 6.2% 6.2%

Construction 3.4% 3.0% 3.3% 4.7% 3.8% 4.0% 5.6% 7.4% 7.6%

- State 2.2% 2.0% 2.0% 2.6% 2.0% 1.8% 2.5% 3.7% 3.5%

-Non-State 1.2% 1.0% 1.3% 2.1% 1.9% 2.2% 3.1% 37% 4.1%

OtherProduction 2.0% 1.6% 1.7% 1.5% 1.3% 1.0% 0.9% 1.1% 1.0%

-State 0.2% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%

-Non-State 1.8% 1.4% 1.7% 1.4% 1.2% 0.9% 0.9% 1.0% 0.9%

Services - Total 20.3% 18.6% 18.2% 21.0% 38.6% 35.7% 38.8% 41.2% 41.6%

- State 20.3% 18.6% 18.2% 21.0% 17.1% 17.0% 17.6% 19.3% 20.0%

- Non-State 0.0% 0.0% 0.0% 0.0% 21.5% 18.7% 21.2% 21.9% 21.6%

Transport & Telecoms 2.0% 1.6% 2.5% 3.1% 3.5% 3.7% 4.2% 4.4% 4.1%

-State 1.4% 0.9% 1.5% 2.0% 2.1% 2.3% 2.9% 3.0% 2.8%

-- Non-State 0.6% 0.7% 0.9% 1.1% 1.4% 1.5% 1.3% 1.4% 1.3%

Trade 15.9% 13.8% 11.4% 14.3% 13.0% 12.7% 13.8% 12.8% 13.6%

-- State 8.2% 6.9% 5.9% 7.0% 4.3% 3.6% 3.6% 3.0% 3.5%

-- Non-State 7.8% 6.9% 5.5% 7.3% 8.7% 9.1% 10.2% 9.9% 10.1%

Banking&lnsurance 1.0% 1.1% 1.1% 1.5% 1.2% 1.4% 1.4% 1.7% 2.0%

-- State 0.8% 0.8% 1.0% 1.3% 1.1% 1.4% 1.4% 1.7% 2.0%

- Non-State 0.2% 0.3% 0.2% 0.2% 0.0% 0.0% 0.0% 0.0% 0.0%

Public Administration bl 9.5% 9.7% 9.5% 10.2% 8.6% 8.9% 8.8% 10.5% 10.7%

-State 9.5% 9.7% 9.5% 10.2% 8.5% 8.8% 8.8% 10.5% 10.7%

-- Non-State 0.0% 0.0% 0.0% 0.0% 0.1% 0.0% 0.0% 0.1% 0 1%

Rent, NGO, Tourism 10.9% 10.5% 10.1% 13.4% 12.4% 9.0% 10.5% 11.7% 11.3%

-State 0.4% 0.3% 0.3% 0.5% 1.0% 0.9% 1.0% 1.1% 1.1%

--Non-State 10.5% 10.2% 9.7% 12.9% 11.3% 8.1% 9.6% 10.6% 10.2%

Note: a/ State sector, excluding Public
Admninistration and Rent.

b/ Including Educational and Medical
Institutions.

Source: General Statistical Office, May 1995.
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4.15 In fact, since 1990, the number of SEs declined from over 12,000 to some
7,000 as a result of merger and liquidation of smaller enterprises (para. 4.31). During the
same period, employment in the SE sector declined from some 2.5 million to 1.7 million
(Table 4.2), the share of SEs (including joint ventures) in total commercial bank credit
declined from 90 to 64 percent (Table 2.7), and net transfers from the SE sector to the
budget rose from 6 to 11 percent of GDP (Table 4.3). It should be noted that, during the
same period, private sector employment rose by 4.7 million, the private sector share in
total non-government credit increased almost four-fold, and its contribution to the budget
grew from 2.3% to 4% of GDP.

Table 4.2: Employment by Sector
(000 Persons)

Rev. Prel.
1985 1986 1987 1988 1989 1990 1991 1992 1993

Total Employment 26,025 27,398 27,968 28,478 28,941 30,294 30,974 31,819 32,716
State Sector 3,744 4,027 4,091 4,052 3,801 3,421 3,144 2,975 2,923
Cooperatives 18,616 19,730 20,283 20,658 19,750 20,414 18,071 18,629
Private 3,665 3,641 3,594 3,768 5,390 6,459 9,759 10,215

State Sector Employment 3,744 4,027 4,091 4,052 3,801 3,421 3,144 2,975 2,923
(by unit)

Government 1,273 1,369 1,383 1,359 1,295 1,241 1,228 1,194 1,185
Central 337 343 337 327 282 253 279 264 262
Local 936 1,026 1,046 1032 1,013 988 949 930 923

State Enterprises 2,471 2,658 2,708 2,693 2,506 2,180 1,916 1,781 1,738
Central 1,289 1,278 1,226 1236 1,188 1,091 1,018 978 956
Local 1,182 1,380 1,482 1457 1,318 1,089 898 803 782

Note: Figures are rounded.
Source: General Statistical Office.

4.16 Important qualifications are however in order. First, data on the financial
performance of the SE sector are not available. Second, while the government reports a
decrease in the number of SEs recording losses from over 50 percent in 1990 to 8 percent
in 1994, profit and losses are assessed on the basis of inadequate accounting systems,
which do not properly reflect revenues and production costs. Third, SEs are active in the
most protected sectors of the economy - distribution of agricultural inputs and products,
heavy industry, transport, and financial services - and substantial rents may be helping
their performance. Fourth, as discussed in Chapter III - while in theory the same rules
apply to state and private enterprises with regard to land use rights, taxation, credit, and
trade, in practice SEs retain substantial privileges, in particular with regard to access to
land and foreign trade licenses and quotas.
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Table 4.3: State Enterprises and the State Budget
(Billions of Dong)

Budget Prel. Budget

1990 1991 1992 1993 1994 1994 1995

Transfers to the Budget 3,620 6,189 11,913 16,085 20,300 20,557 23,070

- Taxes - 5,305 9,106 12,685 16,087 15557 20150

- Transfers: 3,620 884 2,807 3,400 4,213 5,000 2,920

-- Operating Surplus a/ 3,112 - - - - - -

-- Depreciation Allowance 508 622 2,277 2,594 2,884 3826 1420

-- Capital User Fee - 262 530 806 1,329 1174 1500

- Memo Item:

-- Oil-Related Revenue 850 2,158 4,195 5,215 - - -

Transfers from the Budget 1,093 801 1,019 880 na na na

- Subsidies - 42 200 200 na na na

-Working Capital 110 220 819 680 na na na

- Capital Transfers bl 983 539 - -

Net Transfers to the State Budget 2,527 5,388 10,894 15,205 na na na

(as share of GDP) 6.0% 7.0% 9.9% 11.1%

Note:

a! Excluding revenues from oil production.

bl Capital transfers to SEs were terminated in 1991.

Source: Ministry of Finance.

The Role of State Enterprises in the Industrial Sector

4.17 Although the sectoral distribution of SEs is not available, value added data
indicate that SEs currently play - as they have in the last decade - a particularly
important role in industry, accounting for over two-thirds of value added in the sector.
The non-state sector has in fact played a traditionally important role in the rest of the
economy: first cooperatives and now household enterprises contribute the largest share of
value added in agriculture and services (other than public administration). There are
however some important SEs in agriculture (including the National Rubber Corporation)
and in transport (including the National Railroad and Viet Nam Airlines).

4.18 Basic data on industrial SEs are summarized in Tables 4.4 to 4.6 below.
The first noteworthy feature of industrial SEs is that - like private enterprises, surveyed
in Chapter II - they are relatively small, both by average employment and asset size.
Second, while their number and employment has been declining, their output has
significantly increased. Third, industrial SEs are heavily concentrated both geographically
and by subsector.
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4.19 Size Distribution. According to the most recent data published by the
General Statistical Office, in 1992 there were 2,268 centrally and locally managed state
enterprises in the industrial sector. Most of these enterprises were small, as shown in
Table 4.4. The ten largest industrial state enterprises - as measured by employment -
accounted for about 31 percent of gross output, 18 percent of employment, and 49
percent of the productive assets of the SE industrial sector. The 267 largest industrial
state enterprises (16 percent of the total number) accounted for 75 percent of gross
output, 62 percent of employment and 83 percent of productive assets of industrial SEs.

Table 4.4: Size Distribution of Industrial State Enterprises: by Number of Employees
(1992)

Number Output Number of Workers Productive Output/

of SEs Total Average Total Average Capital Worker
Gross per SE per SE

(VND Million, 1989 Prices) (VND Million, 1989 Pnces)

Total 2,268 12,778,912 56,344 667,551 294 20,506,928 19.143

11.130
Less than 100 Workers 970 456,562 4,707 41,021 42 554,897

12.561
100 to 500 Workers 1,031 2,683,479 26,028 213,636 207 2,745,494

22.809
500 to 1,000 Workers 155 2,249,727 145,144 98,635 636 2,084,383

20.826
1,000 to 3,000 Workers 90 2,955,183 328,354 141,899 1,577 4,311,701

9.753
3,000 to 5,000 Workers 12 475,320 396,100 48,734 4,061 736,295

32.02 1
More than 5,000 Workers 10 3,958,641 395,864 123,626 12,363 10,074,158

Source: General Statistical Office, Industrial Data -- 1989-1993 (1994).

4.20 A similar picture is obtained from the size distribution by asset size (Table
4.5). In 1992, 179 SEs had productive assets over DI 0 billion (approximately
US$900,000), while the remaining 2089 SEs averaged productive assets of less than D1 .5
billion (approximately US$130,000).
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Table 4.5: Size Distribution of Industrial State Enterprises: by Asset Size (1992)

Number Output Number of Workers Productive Output/

of SEs Total Average Total Average Capital Worker
Gross per SE per SE

5VND Millions, 1989 Prices) (VND Millions, 1989 Prices)

Total 2,268 12,778,912 5,634.44 667,551 294 20,506,928 19.143

Less than 500 Million Dong 792 256,316 323.63 42,740 54 156,271 5.997

500 to 1,000 Million Dong 394 252,411 640.64 47,539 121 268,054 5.310

1,000 to 3,000 Million Dong 571 1,059,843 1,856.12 121,149 212 952,022 8.748

3,000 to 5,000 Million Dong 181 672,902 3,717.69 63,955 353 680,002 10.521

5,000 to 10,000 Million Dong 151 1,076,837 7,131.37 70,530 467 1,018,286 15.268

Above 10,000 Million Dong 179 9,460,603 52,852.53 321,638 1,797 17,432,293 29.414

Source: General Statistical Office, Industrial Data -- 1989-1993 (1994).

4.21 Trends in Gross Output. SEs play an important role in all industrial
branches (Table 4.6). In addition to having a strong presence in capital intensive branches

electricity, fuel industry, ferrous and non-ferrous metallurgy, and chemical products -

the SE sector accounts for unexpectedly large shares of the gross output of electric and
electronic equipment (73% in 1993), cellulose and paper products (73%), foodstuff
(67%), textile products (66%), sewing products (66%), and printing (96%).
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Table 4.6: Gross Output of Industry by Branch and Economic Sector
(percentage shares at constant 1989 prices)

Industiy 1989 1990 1991 1992 1993

Total 100.0% 100.0% 100.0% 100.0% 100%
- State 66.4% 67.6% 68.5% 70.5% 71.3%
- Non-state 33.6% 32.4% 31.5% 29.5% 28.7%

Electricity 100.0% 100.0% 100.0% 100.0% -

- State 100.0% 100.0% 100.0% 99.9%
- Non-state 0.0% 0.0% 0.0% 0.1%

Fuel Industry 100.0% 100.0% 100.0% 100.0%
- State 99.9% 99.9% 99.7% 99.8%
- Non-state 0.1% 0.1% 0.3% 0.2%

Ferrous Metallurgy 100.0% 100.0% 100.0% 100.0%
- State 93.0% 92.5% 91.6% 90.8% -

- Non-state 7.0% 7.5% 8.4% 9.2% -

Non-Ferrous Metallurgy 100.0% 100.0% 100.0% 100.0% -

- State 85.4% 86.5% 75.1% 80.6% -

- Non-state 14.6% 13.5% 24.9% 19.4% -

Equipment and Machines 100.0% 100.0% 100.0% 100.0% -

- State 55.8% 53.8% 52.9% 52.7% -

- Non-state 44.2% 46.2% 47.1% 47.3% -

Electric and Electronic Technology 100.0% 100.0% 100.0% 100.0% -

- State 76.5% 76.4% 70.2% 73.3% -

- Non-state 23.5% 23.6% 29.8% 26.7% -

Other Metal Products 100.0% 100.0% 100.0% 100.0% -

- State 24.5% 24.5% 21.7% 20.4% -

- Non-state 75.5% 75.5% 78.3% 79.6% -

Chemical Products 100.0% 100.0% 100.0% 100.0% -

- State 70.9% 71.5% 74.3% 74.5% -

- Non-state 29.1% 28.5% 25.7% 25.5% -

Construction Material 100.0% 100.0% 100.0% 100.0% -

- State 61.4% 60.9% 63.6% 65.2% -

- Non-state 38.6% 39.1% 36.4% 34.8% -

Wood and Wood Products 100.0% 100.0% 100.0% 100.0% -

- State 31.0% 25.4% 24.7% 23.0% -

- Non-state 69.0% 74.6% 75.3% 77.0% -

Cellulose and Paper Products 100.0% 100.0% 100.0% 100.0% -

- State 81.5% 82.9% 73.3% 73.2% -

- Non-state 18.5% 17.1% 26.7% 26.8% -

Glass, Earthware, and Porcelain 100.0% 100.0% 100.0% 100.0% -

- State 45.6% 42.3% 46.1% 46.7% -

- Non-state 54.4% 57.7% 53.9% 53.3% -

Food 100.0% 100.0% 100.0% 100.0% -
- State 28.5% 25.2% 25.6% 17.5% -

- Non-state 71.5% 74.8% 74.4% 82.5% -

Foodstuffs 100.0% 100.0% 100.0% 100.0% -
- State 66.2% 65.0% 64.8% 67.2% -

- Non-state 33.8% 35.0% 35.2% 32.8% -

Textile Products 100.0% 100.0% 100.0% 100.0% -

- State 67.1% 67.5% 66.4% 66.0% -

- Non-state 32.9% 32.5% 33.6% 34.0% -

Sewing Products 100.0% 100.0% 100.0% 100.0% -

- State 63.6% 61.3% 57.3% 65.5% -

- Non-state 36.4% 38.7% 42.7% 34.5% -

Tanning and Leather Products 100.0% 100.0% 100.0% 100.0% -

- State 60.9% 61.0% 32.6% 45.3% -

- Non-state 39.1% 39.0% 67.4% 54.7% -

Printing 100.0% 100.0% 100.0% 100.0% -

- State 82.8% 81.2% 93.5% 96.1% -

- Non-state 17.2% 18.8% 6.5% 3.9% -

Others 100.0% 100.0% 100.0% 100.0% -

- State 40.6% 40.3% 37.9% 44.0% -

- Non-state 59.4% 59.7% 62.1% 56.0%

Source: General Statistical Office: Industrial Date-- 1989-1993. Hanoi: Statistical Publishing House, 1994.
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4.22 Geographical Distribution of Industrial SEs. While in aggregate SEs
account for about 70 percent of industrial output and 30 percent of industrial employment,
they tend to be concentrated in three large urban areas -Hanoi, Hai Phong and Ho Chi
Minh City - where they account for a disproportionately large share of industrial output
and employment. In addition, industrial SEs play an important role in one of the poorest
regions, the North Mountain Region In these four areas, the share of industrial
employment accounted for by SEs ranged between 50 and 75% of total (state and non-
state) industrial employment, which was substantially larger in the country as a whole
(30%; see Appendix Table 8.5).

C. RECENT REFORMS OF THE STATE ENTERPRISE SECTOR

4.23 The performance of the SE sector in Viet Nam, as measured by the
indicators discussed above, not only is superior in comparison to the highly centralized
economies of Central Europe and the former Soviet Union, but is also remarkably good in
comparison with most developing countries with mixed economies, and it is indeed
comparable to the high performing SE sectors in Korea and Thailand.

4.24 As discussed above, several factors have contributed to the successful
performance of the SE sector in Viet Nam. First, in reality performance may be less
successful than available data suggest: while output performance is documented, financial
performance is not systematically reported and is based on inadequate accounting systems.
In addition, as discussed in Chapter III, SEs are active in the most protected sectors of the
economy, and substantial rents may be helping their performance. Finally, again as
discussed in Chapter III, while in theory SEs play by the same rules as private enterprises,
in practice they retain significant privileges, in particular with regard to access to land and
foreign trade licenses and quotas.

4.25 The contribution of these factors to satisfactory enterprise performance
does not imply that SE managerial performance has not played an important role. Various
circumstances specific to Viet Nam seem to have been at work over the medium term to
improve managerial performance. First, the war in the 1960s and 1970s imposed by
default a hard budget constraint on SEs and distanced the government from their day-to-
day operations. Second, the main focus of the government has consistently been on
raising resources from SEs: this has been reflected in the fact that tax targets have been
one of the main instruments of control of SEs by the government. Finally, a substantial
part of after-tax profit has been paid to workers as bonuses, creating yet another incentive
towards profit generation.

4.26 Most important, several reforms introduced since the late 1980s -

together with the overall liberalization of the economy - have gradually improved the
regulatory and incentive framework faced by SEs and have introduced a management
control system that is characterized by a clear signal to make profits and autonomy to
achieve this goal.
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4.27 These developments are discussed below.3 The reforms have mainly
focused on imposing a hard budget constraint on SEs and on increasing managerial
autonomy, and they have indeed achieved these goals. These reforms have however not
yet addressed fundamental questions concerning the sustainability of the SE sector and its
role in the market economy that is evolving in Viet Nam.

Early Reforms: 1985 - 1990

4.28 Initial SE reforms were introduced in the mid-1980s, when the demise of
COMECON led to a sharp reduction in trade and financial flows to Viet Nam and to a
substantial deterioration of SE performance. The subsequent adoption of the policy of
"doi moi" resulted not only in the re-introduction of private ownership, but also a number
of measures to increase autonomy and efficiency of state enterprises. Most importantly,
these introduced a profit-based accounting system, allowed enterprise managers greater
flexibility in making decisions on production and financial plans, and reduced budgetary
support. By 1990, the impact of these changes - combined with the adverse external
environment -had resulted in serious economic difficulties for many SEs. Consequently,
policy makers came under increasing pressure to help those regions and sectors that were
badly affected by unemployment and to halt declines in output of "strategic"' enterprises.

4.29 A range of policy measures, including the provision of substantially
increased levels of subsidized credit, were adopted to address these concerns, contributing
to the resurgence of inflation in 1990-91. The unsustainability of these measures was
quickly recognized, credit policies were tightened, and SEs were required to borrow at
market rates of interest. In addition, guidelines were issued to limit subsidies to strategic
enterprises and to liquidate non-viable, non-strategic enterprises while protecting the
interests of the workers.

Consolidation of the State Enterprise Sector: 1991-1993

4.30 After these early reforms increased autonomy and imposed a hard budget
constraint on SEs, new measures were introduced to rationalize the sector. The limited
objectives of these measures were to restrict the creation of new SEs, to take stock of the
structure and performance of the sector, and to consolidate the SE sector through merger
and liquidation. In order to continue operating legally, all state enterprises were required
to re-register by submitting a detailed application to the State Planning Committee (SPC),
through their supervisory institution (Ministry or People's Committee).

3 For a detailed discussion of pre-1994 reforms of the state enterprise sector, see the following World
Bank reports for Viet Nam: Restructuring Public Finance and Public Enterprises, April 1992;
Transition to the Market, September 1993, and Public Sector Management and Private Sector
Incentives, September 1994.
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4.31 Although the process of re-registration was not yet completed, as of end-
1994 the government estimated that approximately 7000 SEs were in operation, a
reduction of approximately 5,000 compared with 1990. Of these, approximately 2000
SEs had been liquidated, while the other 3,000 had been merged with other enterprises.4

Most of the liquidated enterprises were very small scale: their assets accounted for only 4
percent of total state enterprise assets and were generally sold to the highest bidder from
either the private or the state sector. Most of the funds raised from the liquidation of
enterprises were used to pay the outstanding debts of the enterprise.

New Directions in State Enterprise Reform

4.32 Pilot Equitization. As an experiment in SE reform, the govermnent
decided to introduce a pilot program of equitization - the term used for the Vietnarnese
brand of corporatization and privatization. Decision 202-CT on "Implementing
Experiments to Convert State Enterprises to Share Holding Companies" (June 8, 1992)
was issued, followed, on March 4, 1993, by the Prime Minister's Ordinance (No. 84/TTg)
on "Accelerating the Pilot Scheme for Converting State Enterprises into Share Holding
Companies".

4.33 The basic characteristics of the pilot equitization program include:

• Enterprises participating in the pilot equitization process should be small or
medium-sized and profitable, or at least potentially profitable, but should not
be strategic enterprises (which are to remain 100 percent state owned; there
are however no guidelines on what enterprises are considered strategic).

o Share offerings should be available to both employees and persons outside of
the enterprise. Equity shares must be registered, and must be transferable and
inheritable.' No minimum level of state or employee ownership is established,
but it is often reported that the state should retain at least 20 percent and
employees 10-15 percent of shares.

* Enterprise employees should be given preferential access to enterprise shares,
and should be provided suitable redundancy and/or retirement packages as
appropriate. In particular:

° employees are allowed to borrow D3 million at no interest to purchase
shares and to borrow an amount equivalent to what they can mobilize
from their own resources at low interest (presently 4.8 percent per
annum);

4 Tran Ngoc Trang, Re-registration of State Enterprises, paper presented at the Workshop on Reform
of State Enterprises in Hanoi (March 8-9, 1994).

5 In the jargon used in the former Soviet Union, Vietnamese equitized enterprises would thus loosely
correspond to open joint-stock companies.
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o retirement and redundancy packages must be developed taking into
account the number of years employed by the enterprise, and
employees should be given the option of retiring prior to equitization;

o prior to equitization, all incentive and social welfare funds of the
enterprise must be distributed to the employees.

4.34 Progress in equitization has been slow. A total of 19 state enterprises were
originally in the pilot equitization program, but a number have since withdrawn. By mid-
1995, only three enterprises had completed the process of equitization: the Transport
Union Company in July 1993 (formerly owned by the Ministry of Transport), the
Refrigeration Engineering Company in December 1993 (formerly owned by the HCMC
People's Committee), and the Hiep An Shoe Enterprise in 1994 (formerly owned by the
Ministry of Light Industry). A handful of other enterprises have also completed most of
the equitization procedures but are still awaiting final approval to begin issuing shares, and
an additional five enterprises are in the process of approval of valuation, and are expected
to be equitized in the near future.

4.35 The government views the experience with equitization as slower than
anticipated but highly successful. The three enterprises that have been equitized have in
fact increased their output, exports and wages, and employment has been maintained.
While this record is encouraging, the overall impact of the equitization program on overall
progress in state enterprise reform has nevertheless been very limited so far.

4.36 A number of factors have contributed to the disappointing progress in the
implementation of the pilot equitization process. Among these factors, lack of experience
by the responsible agencies, incomplete and unclear guidelines on the process of approval
and implementation, extremely complex valuation problems posed by inadequate
accounting and confused regulations -especially with regard to land use rights -have
certainly played an important role. Other factors are however likely to have been even
more important, as in other transition economies that are undertaking privatization, and to
continue to be critical in the future. In particular, these include: the lack of a uniform
agreement within the government on the goals of the equitization program; the reluctance
of ministries and local authorities to divest themselves of important revenue sources; the
diffidence of managers toward enterprise forms involving more transparency and
accountability, and their fear that the enterprise would lose privileges associated with
being a state enterprise; and the concerns of employees about job security and the level of
benefits following equitization.

4.37 Enterprise Groupings. On March 7 1994, the Prime Minister
promulgated Decision 91/TTg "On Pilot Work to Establish Enterprise Groups." The
characteristics of enterprise groupings -usually referred to as "General Corporations" in
Viet Nam - have been further clarified in the recently approved Law on State Enterprises
(see para.4.49 below). The stated objectives of grouping enterprises are to rationalize
state enterprise supervision, to facilitate the termination of line ministry and local authority
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control over state enterprises, and to realize economies of scale by consolidating
enterprise management. The decision highlighted the need to ensure that grouping
enterprises does not lead to the development of monopolies that stifle competition. (It is
worth noting that in spite of the concern of the government that competition in the
respective sectors should not be stifled, there is no anti-trust type of legislation in
existence).

4.38 In the pilot phase, to be implemented during 1995, groupings would be
established involving enterprises selected by line ministries and the People's Committee of
Ho Chi Minh City. According to the guidelines, each enterprise group must have at least
seven member enterprises with a total legal capital of at least VND1,000 billion (about
US$93 million). Enterprises within a group can be involved in more than one sector, but
should have a particular orientation that links them together. Enterprise groups are
permitted to establish their own finance company to mobilize and allocate capital for the
group.

4.39 It is anticipated that a ministerial level agency will be established to
exercise the rights of the state as the owner of these enterprise groups. In the meantime,
Decision 91 states that the Prime Minister will be responsible for appointing a Board of
Management for each enterprise group. The Board of Management will be responsible
for:

* exercising the rights to use and manage the state source of capital, allocating
and regulating the general capital in the group;

* approving development strategies and business alternatives for the group; and:
* deciding on alternative organizational and operational mechanisms for the

group and making recommendations to the Prime Minister on the appointment
and dismissal of the managing director, the deputy managing director and the
chief accountant for the enterprise group.

A Committee of Inspection will be established to monitor and audit the performance of the
Board of Management and the operational mechanisms of the group and its member
enterprises.

4.40 As of mid-1995, eleven "General Corporations" had been established, in
the power sector, coal, oil and gas, steel, cement, textiles, machinery, posts and
telecommunications, paper, maritime and air transport.6 Additional groupings were in the
process of being established.

4.41 International experience with state holdings has been at best mixed, as
discussed in Annex 2, and there are signs that a number of private holdings may also be
encountering growing difficulties in keeping their operations focused. Most important, in

6 In addition to these groupings in industry and services, three groupings (coffee, tobacco and rubber)
have been established in the agricultural sector.
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the specific case of Viet Nam, the establishment of enterprise groupings is expected to
achieve at most one of the goals set by the government, i.e. facilitating the termination of
the control exercised by line ministries and local authorities over SEs. Achieving this goal
will however depend on the actual composition of the boards of general corporations. If
successful in this respect, the creation of general corporations will thus contribute to
removing the conflict between the ownership and regulatory functions of line ministries,
and thus to strengthening their regulatory role. However, there are also three potential
dangers from this strategy, concerning (a) monopolistic tendencies, (b) cross-subsidization
of enterprises, and (c) opposition to further reform.

4.42 The first danger posed by the creation of enterprise groupings is that they
will lead to the development or strengthening of monopolies and the weakening of
competition. This in turn would result in SEs seeking to maximize rents obtained from
their market position rather than their profits, and thus in an overall decline in efficiency
and growth. To ameliorate this danger, it would be critical to establish an appropriate
regulatory framework, ensuring in particular free entry of private investors and an open
trade regime, in the economy as a whole and specifically in the subsectors in which
groupings are established.

4.43 The second danger is that within the groupings the profits of efficient
enterprises will be used to cross-subsidize inefficient enterprises. This could be
accomplished not only through explicit transfers within a grouping but also through the
consolidation of the finance function - which is explicitly provided for under the existing
pilot guidelines. Implicit or explicit cross-subsidization within the grouping - which is
commonly observed in various countries - would allow inefficient SEs to remain in
operation while reducing the growth prospects of efficient enterprises. It would thus be
important that Boards of Management have a clear profit-maximization objective and
autonomy in making management decisions, including disposal of unprofitable operations.

4.44 The third danger is that enterprise groupings could become an obstacle to
further reform and equitization of SEs. The experience of countries in the former Soviet
Union as well as in Western Europe has shown that enterprise groupings have often been
strong advocates for non-competitive measures to strengthen weak SEs at the expenses of
the budget, private sector development and trade liberalization. In the case of Viet Namn,
this concem is aggravated by the fact that enterprise groupings are being established in
sectors - such as cement and stee -- where administrative restrictions on international
trade remain in place, and in sectors - such as textiles - where private domestic and
foreign business are becoming more active.

4.45 Finally, a strategy focused exclusively on enterprise groupings in order to
achieve the objectives stated above - rationalize state enterprise supervision, facilitate the
termination of line ministry and local authority control over state enterprises, and realize
economies of scale by consolidating enterprise management - could not be applied to the
SE sector as a whole. As discussed earlier, the vast majority of SEs are small both in
terms of employment and assets, and it would be impossible to manage efficiently a large
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number of small enterprises, even if operating in the same sector or region, through the
corporate structure envisaged for enterprise groupings.

4.46 The government strategy for enterprise groupings thus needs to be
carefully evaluated with respect to the three dangers mentioned above, as experience with
pilot groupings is accumulated. In particular, the government should avoid establishing
general corporations in those sectors where state enterprises are not pursuing public policy
objectives and especially in those sectors where private enterprises are emerging.

4.47 The General Department. The General Department for Monitoring the
State Capital and Assets in State Enterprises was established in January 1995 as a
specialized agency directly attached to the Ministry of Finance. This department was
formed by merging several pre-existing overlapping agencies and departments in the
government which were performing essentially similar tasks of monitoring and
supervision. The creation of the General Department has the objective to improve
supervision and management of SEs by separating the government's ownership function in
SEs from the regulatory function - both of which were previously exercised by line
ministries - by transferring the ownership function to the General Department. In
addition, the General Department has been put in charge of introducing new accounting
and auditing system for SEs, which is being implemented on a pilot basis since January
1995.

4.48 The basic responsibilities of the General Department are to:

* represent the state as the owner of the state capital and assets in SEs;
* study and draft documents stipulating the management mechanism for state

capital and assets in SEs, implement capital budget and monitor capital
changes;

* study and prepare projects for submission to the government to decide on the
contribution of State to joint ventures and partnership with others, liquidation
and transfer of State capital and assets, which are beyond the authority of SEs;

* propose the appointment and dismissal of managers of SEs and members of the
Board of "General Corporations"; and

* direct and organize the equitization program.

The Department is also expected to perform the following to streamline its auditing and
accounting capacity:

* help launch the operations of the State Auditing Company after its creation;
* provide training for State Auditing staff according to needs;
* develop and promote sound practices of internal auditing;
* review the granting of licenses to auditors; and
* inspect SEs to ensure the application of the new accounting system.
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4.49 By comparison with international experience in this area, the Vietnamese
attempt to separate ownership and regulatory roles and improve the effectiveness of the
ownership role is a modest one. In spite of its limited mandate, however, the General
Department appears overwhelmed with the magnitude of its task - given in particular the
large number and small size of the SEs under its supervision - and has thus decided to
not innovate too much. To date, the main focus of the General Department has been the
pilot implementation of the new accounting and auditing system.

4.50 The Law on State Enterprises. The recent passage of the Law on State
Enterprises is the highlight of the current phase of SE reform in Vietnam. It has been in
the making for a very long time and, therefore, there is a sense of expectancy associated
with it; but it will take some time to assess whether the law is capable of achieving its
public policy goals. The new law is a comprehensive piece of legislation dealing with a
wide range of issues: definition of SEs; rights and obligations of SEs; management
structures for SEs and supervision of Ses; and accounting and auditing requirements. It
attempts to consolidate some of the previous legislative initiatives as well as clarify current
government thinking on SE policy.

4.51 The law distinguishes between two types of state enterprises on the basis of
their objectives. State business enterprises are defined as those with profit as their
primary objective. These enterprises have greater degree of autonomy to decide product
mix, markets and joint venture partners compared to public service state enterprises,
which operate in accordance with state social policies or are responsible for implementing
defense and security related policies.

4.52 The new law applies to state enterprises that are 100 percent government-
owned as well as to (a) enterprises where the state holds a dominant state share (i.e. more
than 50 percent or a share of equity at least twice as large as any other share owner), and
(b) enterprises where the state holds a special state share (i.e. a special right to decide on
important enterprise issues independently of share ownership).

4.53 The law lays down a clear procedure for the creation of new SEs in key
sectors that are expected to act as catalysts for the growth of the market economy. Each
proposal for a new SE will be examined by a very high level Evaluation Council and
approved by the Prime Minister. The law also lays down a procedure for the re-
organization, dissolution and bankruptcy of SEs. Except for public service state
enterprises, where Prime Minister's approval is required, for all other SEs these decisions
can be taken by the institution that issued the decision to establish the concerned SE.

4.54 The new law makes a major contribution in specifying the management
structure of SEs and the rights and duties of Government as owner, as well as various
layers of management. All large SEs with independent financial accounts will have a
management structure including: (a) a Management Council and Inspection Committee,
acting like a Board of Directors and consisting of a chairperson, general director and other
members, who can be full-time or part-time experts and will be paid a basic salary in
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accordance with the civil service grade and performance related bonuses; and (b) a
General Director, acting as the chief executive and legal representative of the enterprise,
with full responsibility to the Council for business results.

4.55 The same management structure will also apply to State Corporations
which are essentially holding companies which "are established and operate on the basis of
partnership with numerous member units with close relationship in respect of economic
interests, technology, input supply, output demand, services, information, training,
research, marketing." State Corporations may include self-accounting units, dependent-
accounting units and administrative units. Subject to its scale and importance, State
Corporations may or may not include financial companies as member units. The charters
of all member units will have to be approved by the Management Council for the relevant
State Corporation.

4.56 The Law on State Enterprises appears to provide an adequate framework
within which further reform can be designed and implemented. The success at this effort
will however depend critically on the implementing regulations of the law, and in
particular on the identification of SEs falling in the various categories of state business
enterprise, public service state enterprise, and SEs with dominant or special state shares.
This task has been assigned to the SPC, while the Ministry of Finance is in the process of
assessing the appropriate level of support for public service state enterprises and the
appropriate treatment of after tax profits of businesses enterprises.

D. MAIN CHALLENGES FOR REFORMING STATE ENTERPRISES

4.57 In spite of the satisfactory performance of SEs and the positive impact of
the reforms introduced to date, there is a widespread dissatisfaction with the SE sector in
the Vietnamese official as well as business circles. This dissatisfaction stems in part from
the recognition that factors other than high-level managerial capacity - including overall
macroeconomic and external developments, and remaining privileges over the private
sector - are contributing to the successful performance of the SE sector, and that this
performance is thus vulnerable. In part, this dissatisfaction stems also from the
recognition that the size and composition of the SE sector are the result of the historical
evolution from a centrally planned system toward a market economy, and do not reflect
the strategic vision of what the SE sector could and should contribute to Viet Nam's
overall economic development.

4.58 Further reform of the SE sector is thus necessary and urgent, even though
it is not motivated by macroeconomic concems over the short-term sustainability of the
sector. Current policy concems and past reform efforts indicate that the reform agenda
should address the following three broad issues:

* Restructuring the Policy Environment. It is now widely recognized in Viet
Nam that, unless there is a level playing field and an enabling environment, it
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will be hard for SEs to prosper in the long run. While a great deal of progress
has been made toward both objectives, a great deal more remains to be
accomplished. The policy measures highlighted in Chapter III as critical to
further private sector development - the reform of investment regulations,
land use rights, and foreign trade regime -are equally important to support
SE development.

* Optimizing the SE Portfolio. While Viet Nam has achieved an impressive
reduction in the total number of SEs, the size and the structure of the SE
sector in Vietnam have not yet been optimized to achieve public policy goals.
This will require decisions on the level of ownership in various types of SEs as
well as on appropriate sectors and degree of public sector involvement.

* Improving the Supervision of SEs. Recent reforms have replaced the
previous centrally planned system of economic management with a more
decentralized system, where SE managers can take advantage of market
opportunities and make their enterprises prosper. However, the increased
autonomy of SEs has not been accompanied by an increase in accountability of
their management. This has already resulted in some abuses and the
consequent concern to improve the quality of monitoring and supervision of
SEs.

Optimizing the SE Portfolio

4.59 Defining the appropriate size and composition of the SE sector is a critical
issue. The experience of developed and developing countries alike abounds with examples
of how mismanaged state enterprises have caused large budgetary losses and even larger
indirect costs - through inflation, debt accumulation, hindrance of private enterprise
development, and protection of inefficient sectors at the expense of the rest of the
economy. In addition, managing and supervising the SE sector have important direct
costs for the public administration and - since SE liabilities are ultimately liabilities of
their owner - pose financial risks as well. Finally, maintaining non-strategic enterprises
in the SE sector directs scarce state resources toward objectives that could be achieved by
using private resources. Thus, the SE sector should comprise only enterprises that play an
important, strategic role in the development of the country and that can be effectively
managed and supervised in the state sector.

4.60 Those enterprises that are currently in the state sector but do not have a
strategic role should then be transferred to the private sector. The divestiture of non-
strategic SEs is not only a necessary step toward sustainable growth and employment
generation through private sector development and efficient use of public resources; it also
presents an opportunity for further development of the entrepreneurial spirit that has
already generated the impressive improvement in SE performance since 1991-92. By
imposing more accountability and allowing more autonomy than can be accomplished by
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any supervision system in the public sector, privatization of SEs is thus likely to result in
an even better performance than achieved to date.

4.61 Defining what constitutes an important, strategic role in the development
of Viet Nam remains open to debate and in Viet Nam, as in other countries, there is no
agreement yet on this issue. The official view has fluctuated between an approach based
on fiscal pragmatism - all SEs that contribute positively to the budget are playing a
strategic role - and an approach based on social concerns - all SEs with significant
social obligations are playing a strategic role. The two approaches are inconsistent, as
there is no guarantee that enterprises with significant social obligations are profitable, or
vice versa, but they both have substantial merit. On the one hand, as discussed in Chapter
I, the state budget is still very heavily dependent on taxes and transfers from SEs, which
contribute a larger share that private enterprises, even after adjusting for their respective
shares in value added. On the other hand, SEs play a crucial role in delivering essential
services - from health to irrigation - that private enterprises would not find feasible or
profitable to provide in the current environment.

4.62 The merits of the two views discussed above should however be qualified.
First, excessive reliance by the budget on revenues from SEs is not best addressed by
maintaining all profitable SEs in the state sector, rather, the tax regime and the tax
collection system should be improved so that all enterprises - private as well as state-
owned - pay their fair share. Second, excessive reliance on SEs in the delivery of
essential services can be ameliorated by improving the regulatory environment. For
instance, the government is already encouraging BOT arrangements for the delivery of
power and other infrastructural services to commercial users; similar arrangements could
also be devised for other essential services, as the overall regulatory framework evolves.

4.63 Criteria for the Classification of SEs. While, as argued above, defining
what constitutes a strategic enterprise remains open to debate, it is useful to propose few
well-established criteria that can be used to define this category. First, an uncontroversial,
textbook criterion defining what constitutes a strategic state enterprise is that it produces
important public goods and services, i.e. goods for which it is not possible charge a
commensurate price to consumers; thus, if SEs did not produce the goods and services in
question, they may not be available at all, or at least not in adequate quantities and to
important segments of the population. Public goods typically include defense, security,
education, flood control, water supply, waste management, etc.

4.64 Second, an uncontroversial criterion defining what constitutes a non-
strategic state enterprise is that it produces goods and services that are already produced
privately and in a competitive manner, whether they are supplied domestically or imported.
In this case, SEs are substituting for private production and using scarce state resources
that could be dedicated to the production of public goods.

4.65 Third, an important intermediate case - requiring an intermediate
approach - regards the production of goods and services that can be produced privately
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but not competitively. This category of goods and services includes natural monopolies as
well as enterprises producing in other monopolistic markets, and its definition should be
modified as markets and regulations evolve.

4.66 On the basis of these criteria, it is possible to classify the enterprises that
are currently in the state sector in three categories:

* Enterprises that produce important public goods or services. The
production of these goods and services should thus remain in the public sector,
except when it can be efficiently provided by private enterprises through
contractual arrangements with the public sector- management contracts,
concession or various kinds of Build-Operate arrangements.

* Enterprises that produce private goods or services and operate in
competitive markets. These activities should be transferred to the private
sector through the divestiture of SEs.

* Enterprises that produce private goods or services and operate in non-
competitive markets. They should be partially divested and regulated to
avoid monopolistic behaviors. In addition, as in the case of public goods and
services, the private sector could participate in production through appropriate
contractual arrangements.

4.67 Although a classification of Vietnamese SEs on the basis of the criteria
proposed above is not available, the distribution of industrial SEs by branch (Table 4.6)
indicates that a significant number of industrial SEs - for example those producing
textiles and foodstuffs - could not be defined as strategic and should thus be transferred
to the private sector. This is likely to be the case also in other sectors - including in
particular transport and construction - where SEs play an important role but domestic
private enterprises are already quite active. It is thus expected that divestiture of non-
strategic SEs will involve a very large number of enterprises in many sectors of the
economy, and thus its implementation will require a carefully prepared and protracted
effort by the government.

4.68 Approaches to the Divestiture of Non-Strategic SEs. In order to
optimize the size and composition of the SE sector on the basis of the criteria proposed
above, it is necessary to develop a strategy for the divestiture of non-strategic SEs
operating in competitive markets and the divestiture and regulation of non-strategy SEs
operating in non-competitive markets. While such strategy cannot be devised without a
detailed understanding of the characteristics of the SEs to be divested - including their
sector of activity, financial condition, size and number - there is much experience
available to design a long-term disinvestment strategy that is pragmatic and based on the
realities of Vietnam. Many developed and developing countries have in fact undertaken
various full and partial privatization initiatives during the past 15 years.
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4.69 First, international experience suggests that small non-strategic SEs
operating in competitive markets can be privatized quickly, and at the same time generate
significant benefits to private enterprises - by making productive assets available to them
- and to local and central government - by generating capital revenues. In order to
avoid complex and time-consuming problems caused by asset valuation, auctions have
been found to be the most effective way of privatizing small SEs. In general, in the course
of small SE divestiture by auction the interest of employees have been protected by
allowing them some advantage in the bidding process, usually in the form of a discount.

4.70 Second, international experience suggests that successful divestiture of
medium and large non-strategic SEs operating in competitive markets can be successfully
implemented in a phased, gradual manner, in particular when well-functioning capital
markets do not exist, for example by offering blocks of shares for sale over time. A
phased approach would have a number of advantages in the case of Viet Nam. Gradual
divestiture of medium and large SEs can play a very important role in the development of
nascent capital markets, by providing "seed" shares in the early stages. This strategy
provides also an effective way to establish the market value of SEs and thus reduce the
risk of valuation errors that often make policy makers hesitant: divestiture may in fact
become a major political issue when the entire stock of an enterprise is for sale and
mistakes in asset valuation or calculation of initial price could have a far reaching impact.
Broad-based gradual divestiture is also a good method for raising new funds, that can be
used for macroeconomic management - e.g. to retire outstanding public debt or finance
priority public investments - or for restructuring of the SEs in the divestiture program.
Finally, this approach could be combined with other instruments to divest non-strategic
medium and large SEs, including the establishment of joint ventures with foreign investors
and the on-going equitization program. For example, those SEs for which either
managers and workers or foreign investors express interest could be fully privatized
through equitization or direct sale respectively.

4.71 Third, an approach based on gradual divestiture is also an appropriate
strategy for dealing with non-strategic SEs operating in non-competitive markets. The
rationale for maintaining some government ownership in this category of SEs is that the
effectiveness of existing regulations and institutions for anti-trust policy is weak and hard
to improve in the short term. However, as the regulatory framework develops and the
objective to ensure competitive outcomes is ensured by means other than government
ownership, these SEs should also ultimately be fully privatized and the state resources that
they absorb be returned to the government.

4.72 In order to be successful, an approach based on gradual divestiture would
require to be part of a comprehensive and consistent program to divest non-strategic SEs.
Experience suggests that, while even gradual divestiture at a low level - for example 5
percent of total equity - can be beneficial, its benefits depend on the ultimate target of
the government strategy. The motives of investors in buying shares in a gradual
disinvestment plan include obtaining a good rate of return on investment, and also
realizing a good capital gain in the future. That is, investors will buy a minority share in an
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enterprise hoping that it will become fully private in the future so that the rates of return
and, consequently, the value of shares will increase substantially. It is thus important that,
to give the right signals to the market, the government elaborate and announce a strategy
for the full divestiture of non-strategic SEs even though its implementation will necessarily
be phased over time and will involve gradual disinvestment in those non-strategic sectors
where markets are not competitive.

4.73 Finally, the strategy described in the previous paragraphs - based on full
privatization of small SEs by auction and phased privatization of larger SEs - allows the
market to make a judgment on the viability of enterprises. In fact, the divestiture of non-
strategic SEs will necessarily require not only privatization but also the liquidation of
those enterprises that are not viable. Those SEs in which private entrepreneurs are not
willing to invest their resources should be liquidated and their assets sold competitively.
This approach would allow the assets of unviable enterprises to be used productively by
other businesses, and would allow the government to raise revenues to support displaced
workers.7

4.74 Implementing SE Reforms. International experience shows that public
policies - especially politically sensitive policies - do not implement themselves: SE
reforms in a number of countries have failed to deliver what was expected from them not
because of poor design but because of failure of the management control system. In the
case of Viet Nam, the creation of single point responsibility for SE management and
reform in the General Department is expected to improve substantially SE policy
formulation. However, it is unlikely to be sufficient to achieve a comprehensive reform of
the SE sector, unless a system of accountability for the government officials responsible
for implementing reforms is in place. As in the case of SE reform, there is plenty of
international experience available to make implementation of this approach a practical and
feasible proposition (Box 4.1).

7 It should be noted that liquidation is different from bankruptcy. Bankruptcy of SEs is regulated
under the new Bankruptcy Law and subsequent regulations, and can be initiated under a specific set
of circumstances, as discussed in Chapter III. Liquidation can be undertaken by the owner - the
central or local government, in the case of SEs - at his discretion. However, under both processes
the rights of creditors as well as workers and management should be adequately protected.
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Box 4.1: International Experience on Performance Incentives for Government
Agencies

For example, Great Britain has instituted performance measurement throughout its national
government. In addition, the government has begun writing performance contracts called "Framework
Agreements," with about half its agencies. These agencies are run by chief executive officers, many from
the private sector, who are hired in competitive searches and then negotiate agreements specifying
objectives and performance measures. [If the CEOs don't reach their objectives, the agencies' services
may be allocated to the private sector through competitive bid after 3 years.] Similar approaches are being
implemented in New Zealand and Australia. Senior officials from these countries say that these
agreements have improved organizational performance more than any aspect of their efforts to improve
governance.

In the United States, many successful local governments do much the same. In Sunnyville,
California, managers can earn bonuses up to 10 percent [of their annual salary] if their agencies exceed
performance targets. The US Congress has also begun to recognize this need. In July 1993, it passed the
Government Performance and Results Act - a pivotal first step towards measuring whether federal
programs are meeting their intended objectives. The Act requires that federal agencies develop annual
performance plans that specify measurable goals, and then produce annual reports showing their results.

4.75 The purpose of this discussion is to highlight the need and the feasibility of
developing a management control system for the government agencies responsible for
reform. The recommendations for the General Department of Viet Nam that follow from
these experiences include:

* establish clear, measurable and implementable goals for the General
Department, and structure it accordingly;

* provide the staff of the General Department with the tools (e.g. through
training) and incentives for the achievement of these goals; and:

* create appropriate linkages and communications between relevant agencies, in
order to ensure an integrated approach.

Improving the Supervision of SEs

4.76 In addition to restructuring the policy environment and optimizing the SE
portfolio, it is critical that SE reform in Viet Nam address the supervision of SEs. The
increase in managerial autonomy that followed the introduction of recent reforms have not
yet been accompanied by an increase in accountability; and the establishment of the new
General Department for the Management of the State Capital and Assets in State
Enterprises has not been accompanied yet by a revamping of the supervision system. In
addition, the current supervision system - briefly described below - as well public
resources for supervision are extremely stretched, attempting to cover some 7,000
enterprises.

4.77 Current SE Performance Evaluation System. The existing system of SE
supervision is characterized by one important positive feature: SEs are given a clear
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mandate to maximize profits and their achievements are monitored in the form of their tax
remittances to the budget, which include profit and turnover taxes. Since the profit tax
and the turnover tax are paid out of enterprise profits and gross revenues respectively, the
tax targets are essentially equivalent to a target for profit and gross revenues. The choice
of tax remittances as performance indicator has some clear advantages: it is simple to
monitor over a large number of SEs, easily measured and understood by all concerned,
and directly ensures that SEs do not become a drain on the budget.

4.78 The existing system has however several important drawbacks:

* Multiple principals with multiple objectives: SEs have to deal with line
ministries, local People's Committees, SPC and Ministry of Finance. As a
result, in addition to profit maximization, numerous and often conflicting
objectives are assigned to SEs.

* Narrow choice of performance indicators: while the choice of profits as main
indicator is appropriate, as argued above, it is not sufficient to monitor the
performance of large and complex SEs. Even in the private sector large
enterprises do not simply focus on short-run profit maximization, but have
longer-term objectives. In addition, profit alone fails to capture the "quality"
dimension of performance in a monopoly situation with administered prices -
as for instance in the case of national airlines or telecoms. Finally, many SEs
are directly affected by government policies (e.g. public utilities are affected by
pricing policies and non-commercial goals, such as provision of non-profitable
services). Under these circumstances, imposing a profit criterion on SEs may
have detrimental implications on their long-term health, because it is possible
for SE management to increase profits by neglecting desirable corporate
activities which involve a cost in the short-run but bring benefits in the long
run, such as maintenance, human resource development, and research and
development.

* Arbitrary target setting: targets for tax remittances by SEs to the budget are
negotiated: SE managers argue for conservative targets - often only
marginally higher than previous year's results - with government officials that
possess significantly less information on the enterprise. In addition, targets are
not based on any vision of the future, as most enterprises lack long-term
corporate plans. Finally, performance targets are specified as a single number,
leading to uncertain interpretation of deviations from the targets: that is,
whether a given shortfall in tax remittances constitutes acceptable or
unacceptable performance depends primarily on the disposition of government
officials toward a given SE.

* Inadequate incentives for managers to improve SE performance: the current
bonus system, which is directly linked to the after-tax profits of the SE, is
consistent with profit-based evaluation. However, incentives are determined
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solely on the basis of the overall performance of the enterprise - which may
be due to external factors rather than managerial capacity, and in general
penalizes SEs operating in competitive markets -and do not generally take
into account individual contributions. Finally, it is unclear to what extent the
current system effectively penalizes poor performance.

4.79 Options for Upgrading SE Supervision. International experience with
supervision of state enterprises has been very mixed,8 clearly revealing that improved
supervision systems are not sufficient to improve SE performance, and that effective
supervision systems are difficult to design and implement, even when accompanied by
strong complementary reform measures. It is however critical that the supervision of the
SE sector be effective, to ensure that public goals of SEs are being achieved and that their
financial performance is sustainable.

4.80 An effective SE supervision system should consist of three components:
(a) a performance evaluation system, to evaluate systematically the achievements of SEs
against their objectives on the basis of fair criteria; (b) an incentive system, to motivate
managers to improve their performance; and (c) an information system, to provide
managers, supervising agencies and policymakers with timely and relevant information. A
detailed discussion of the general principles underlying design and implementation of these
three components as well as relevant country experience is provided in Annex 3.

4.81 In the specific case of Viet Nam, a number of considerations are important
when addressing SE supervision:

* Coverage: in order to ensure accountability, all SEs should be included in an
effective supervision system; this would however be extraordinarily costly to
implement for some 7,000 SEs - the majority of which are small and have
limited productive assets- particularly when size and composition of the SE
sector are being restructured. The supervision system should thus be upgraded
for a limited number of large strategic SEs, which are going to remain in the
SE sector for the foreseeable future and for which the benefits of improved
accountability would be sizable.

* Institutional arrangements: institutional arrangements should first of all
separate the function of the state as the owner - which applies only to state
enterprises - from its function as regulator - which applies to both private
and state enterprises. The creation of the General Department for Monitoring
the State Capital and Assets in SEs and the pilot establishment of seven
"General Corporations" as SE holdings are important steps in this direction,
although reservations remain about their perspective effectiveness and their
impact on competition (para 4.37-4.46). In addition, institutional

For a recent review of international experience with SE supervision, see World Bank, Bureaucrats in
Business: The Economics and Politics of Government Ownership, June 1995.
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arrangements should allow to avoid the multiplicity of agencies supervising-
and interfering with - discussed in para. 4.77.

* Performance evaluation criteria: performance should be evaluated on the
basis of few, measurable and monitorable criteria that reflect the objectives of
the SE. For 20 or 25 of the large and complex enterprises -including for
instance the national airlines and the power corporation - these criteria should
be tailored to specific objectives, and case-by-case agreements devised. For
some 100 of the remaining largest SEs, simple criteria should be used to devise
"rule-based" evaluation. Smaller SEs could be evaluated on the basis of profit
performance.

* Incentive system: in order for evaluation to lead to improved performance,
incentives must be in place to affect managerial behavior. The incentive system
should be linked to the criteria used for performance evaluation, and a
significant part - 40 to 50 percent - of managers' compensation should be
determined by performance. Termination of managers for unsatisfactory
performances - determined on the basis of an objective and fair evaluation
system - should also be introduced.

* Information system: timely availability of relevant information on the financial
performance of SEs is critical both to enterprise managers and to the
institutions that supervise them. However, adequate information systems are
not currently in place in Viet Nam. The introduction of new accounting
standards in SEs which is being implemented under the supervision of the
newly created General Department should provide an opportunity to establish
an adequate information system of SEs which should be shared with other
government agencies that monitor the financial performance as well as the
socio-economic behavior of SEs.

E. REFORM AGENDA

4.82 Recent reform of the SE sector has already accomplished important results:
short-term sustainability is no longer an issue of concern, the sector contributes significant
revenues to the budget, and the proliferation of joint ventures between SEs and foreign
investors is transferring new financial, managerial and technological resources. The
overall process of economic liberalization and the high growth in the economy have also
contributed significantly to the satisfactory performance of SEs.

4.83 In spite of the satisfactory performance of SEs and the positive impact of a
number of recent reforms, further reform of the SE sector is necessary and urgent, even
though it is not motivated by macroeconomic concerns over the short-term sustainability
of the sector. Without further reform, a large number of non-strategic SEs will continue
to tie up scarce public resources that could instead be used for strategic purposes, and to
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stretch scarce administrative resources for SE supervision. In addition, without further
reform SEs will increasingly become an obstacle to the expansion of private businesses,
discouraging entry in those sectors where SEs are dominant, obtaining easier access to
foreign trade licenses and quotas, and monopolizing foreign investment inflows through
preferential access to land. Finally, the expansion of industrial SEs in branches that remain
protected by high import tariffs and quotas presents the danger that their future financial
performance - if not their present one - will be critically dependent on trade policy and
may thus become an impediment to trade reform.

4.84 Reform of the SE sector should focus on three broad issues: (a)
restructuring the policy environment, to ensure that there is a level playing field with the
private sector; (b) identifying and transferring to the private sector those SEs that do not
perform a strategic role while tying up scarce state resources; and (c) improving the
supervision of strategic enterprises remaining under state property.

4.85 Level Playing Field. A number of specific recommendations concerning
the policy environment for private enterprise development have been made in Chapter III.
These recommendations are relevant for state enterprises as well: the establishment of a
true level playing field with private businesses implies that SEs will be facing the same
incentives and regulations, and respond accordingly. A policy environment supportive of
efficient investment, an open trade regime, and flexible factor markets will thus be
beneficial to both private and state enterprises.

4.86 Restructuring the SE Portfolio. In order to restructure the state
enterprise portfolio to ensure that the overall development objectives of the country can be
effectively achieved, difficult decisions will have to be taken concerning which SEs should
remain in the public sector and which should be transferred to the private sector.
Divestiture of the non-strategic state enterprises is in fact critical to free resources that
should be used for strategic public purposes. Non-strategic SEs are in fact using public
resources to attain objectives that could be achieved with private resources, and they
absorb additional public resources for their management and supervision.

4.87 Three criteria are proposed here to classify state enterprises. First, SEs
producing public goods and services: it is recommended that these remain in the public
sector, as these goods and services would not be efficiently provided by the private sector.
Second, SEs producing goods and services that are privately provided, either domestically
or imported, in competitive markets: these SEs should be transferred to the private sector
and the revenues obtained in the process should be directed toward public objectives.
Third, SEs producing goods and services that are privately provided but in non-
competitive markets: these SEs should remain in the state sector at least partially, until
regulations and institutions can be developed to ensure that they would behave efficiently
were they in private hands. A strategy to implement the divestiture of non-strategic SEs
should be devised on the basis of the number, size, sectoral composition and financial
performance of the non-strategic SEs.



- 122 -

4.88 Though important and urgent on these grounds, the divestiture of non-
strategic SEs poses however a difficult macroeconomic question: how to reduce the
excessive dependence of the state budget from tax and transfer remittances from state
enterprises. The private sector is in fact contributing a smaller share than SEs, both in
absolute terms and in comparison with its value added. Policy measures presented in
Chapter I address this issue, and their implementation should be carefully coordinated with
SE reform.

4.89 Improving SE Supervision. While early reforms of the state enterprise
sector have aimed at increasing efficiency by imposing a hard budget constraint and
allowing substantial managerial autonomy, accountability has not been substantially
improved. As the size and composition of the state enterprise sector is optimized, it will
be feasible and beneficial to upgrade the supervision system with the goal to allow an
objective evaluation of performance and, on that basis, appropriate feedbacks to
managers.

4.90 An effective supervision system for state enterprises should cover all state
enterprises, but its complexity should be tailored to that of the state enterprises: only a
limited number - 20 to 25 - of large and complex state enterprises should be closely
supervised through the establishment of case-by-case performance agreements, while some
100 of the remaining largest enterprises should be supervised through rule-based
evaluation. Supervision and evaluation of smaller, strategic state enterprises should be
based on simple criteria, such as profits, similarly to the current arrangements.



5. REGIONAL INDUSTRIALIZATION AND RURAL
DEVELOPMENT

A. IPTRODUCTION

5.1 The impressive growth performance of Viet Nam at the national level
reflects very different regional experiences. In fact, while all regions recorded positive
growth, performance has varied, with the region including the HCMC area growing at
almost 16 percent in 1993-94 while other areas grew between 4 and 9 percent. In general,
regions growing most quickly have relied less on traditional rice production and are
engaged in industry, services and construction. Even those regions experiencing higher
rates of agricultural growth, most notably the central highlands, have increased production
of industrial crops. In brief, regional growth rates vary, and depend to a large extent on
diversification away from traditional rice production.

5.2 Although statistics are not available on growth differentials within regions,
data on living standards indicate that urban-rural disparities are significantly more marked
than regional ones. While national average poverty incidence is 51 percent, it ranges from
33 percent in the Southeast to 71 percent in the North Central Coast. Differences within
regions are however even more striking: the average rate of poverty in rural areas is in
fact 57 percent, compared to 26 percent in urban areas.

5.3 The current disparities in growth rates and living standards have led the
government to express a great deal of concern about balanced regional growth and rural
development to ensure rapid growth and poverty reduction. As different endowments of
land, human resources, infrastructure, and capital have led to disparate growth rates and
living standards in different areas, the government strategy needs to focus on the
distribution of economic opportunities; otherwise, the expansion of quickly growing areas
will be reinforced, while slower growing areas, containing higher percentages of poor
people, will lag further behind.

Table 5.1: Sectoral Composition of Regional GDP (1994)
(percent)
Agriculture Industry Construction Service Total

North Mountain and Midland 42.28 17.92 5.91 33.89 100
RedRiverDelta 31.93 15.01 6.21 46.86 100
North Central Coast 44.50 12.23 6.42 36.84 100
South Central Coast 37.89 20.51 4.87 36.73 100
Central Highland 65.83 7.61 4.95 21.61 100
Northeast South 11.51 39.87 4.30 44.32 100
Mekong Delta 52.75 12.90 2.28 32.07 100
Total Vietnam 34.39 21.93 4.65 39.03 100
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Table 5.2a: Average Regional Growth Rate by Sector: 1991-1994
(percent)

Agriculture Industry Construction Service Average
North Mountain and Midland 3.71 10.02 5.71 10.03 6.84
Red River Delta 7.69 9.18 15.69 6.68 7.72
North Central Coast 4.32 5.18 7.16 7.77 5.80
South Central Coast 2.82 5.98 18.91 8.40 5.95
Central Highland 6.85 7.10 6.73 3.11 5.98
Northeast South 4.14 17.19 22.84 9.95 12.16
Mekong Delta 3.09 7.21 10.64 9.24 5.55
Total Vietnam 4.27 12.17 13.49 8.60 7.88

Table 5.2b: Average Regional Growth Rate by Sector: 1993-1994
(percent)

Agriculture Industry Construction Service Total
North Mountain and Midland 3.91 7.30 9.36 12.83 7.72
RedRiverDelta 1.67 13.88 24.54 6.72 6.98
North Central Coast 7.73 5.63 8.00 6.77 7.13
South Central Coast 8.12 6.33 27.53 5.35 7.50
Central Highland 9.28 7.61 8.53 8.61 8.97
Northeast South 8.92 16.84 29.28 15.13 15.59
Mekong Delta 0.68 8.34 12.15 7.94 4.12
Total Vietnam 3.90 12.90 19.38 10.07 8.84

5.4 The most critical element of a strategy to promote regional industrialization
and rural development it that Viet Nam must take advantage of its most abundant resource
-its labor force - to achieve rapid economic growth throughout the country. Countries
which have been able to grow quickly at similar levels of development have used their
comparative advantage in labor by increasing agricultural productivity and encouraging
labor intensive export led growth. International experience has shown that investments in
rural and urban physical infrastructure and human resources and institutions to deliver
public services, accompanied by the right policy environment, are the keys to success. As
discussed in the previous chapters, this framework to stimulate rapid growth is appropriate
for Viet Nam as well. However, since seventy-two percent of the labor force is primarily
employed in the agricultural sector, the government needs to consider proactive measures
to involve the rural population in overall economic development.

5.5 Viet Nam's proactive plans for regional industrialization and rural
development rely on two different approaches. The plans for balanced regional
development focus on a growth center strategy to encourage investment in areas with high
growth potential and to spread the benefits of rapid growth to the surrounding areas. This
approach features the development of three mainly urban triangles of economic activity in
the North, South and Center of Viet Nam. Modest backward linkages should help
generate some rural employment under the triangle approach; nevertheless, urban-based
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growth poles cannot be expected to lead to truly balanced growth, since most of the
population - and the poor - live in rural areas. Rural development and employment
generation would then be addressed by the government through a different approach,
which would promote the development of specific sectors reputed to be appropriate for
each region.' The strategy for promoting the rural sector has not yet been determined but
officials are now considering options, ranging from developing 31 growth poles in
provinces throughout the country to a broader rural development approach.

5.6 With limited resources and tremendous investment needs throughout the
country, the degree of emphasis placed on the growth pole strategy and the selection of a
rural development strategy will have major implications for the public investment program.
The main conclusion of the analysis presented below is that scarce public investment
resources should not be overwhelmingly allocated to the growth triangles in order not to
detract from rural development. In fact, an appropriate rural development strategy should
complement the triangle approach, as rural development must be an integral part of any
plan to promote balanced regional development. Thus, development of the three growth
triangles and the rural sector should be simultaneous rather than sequenced, without
overemphasis to the former.

B. REGIONAL DEVELOPMENT FRAMEWORK AND GROWTH CENTER STRATEGY

5.7 Viet Nam's proposed strategy for balanced regional industrialization is
based on the growth center approach involving the development of the three economic
areas with high growth potential. The underlying assumption behind this approach is that
a deliberate policy of concentrating industry and infrastructure investments in selected
growth points of the country is cost effective and generates strong growth impulses which
in the long-run would be transmitted to the periphery through forward and backward
linkages. Transmission of growth impulses from the center to the periphery is effected
through trade, capital and labor movement, and the diffusion of growth-oriented
innovations and attitudes. Mobility of these factors can help spread growth and income
across regions and between urban and rural areas.

5.8 Under the proposed regional development plan, Viet Na.m has identified
three economic areas ("triangles") to serve as the "growth poles" or focal points for
investment by both private and public firmns. These areas have been selected based on five
criteria: development of basic infrastructure such as transportation, power, and water
supply; availability of raw materials; access to airport and seaport; quality and availability
of labor supply; and level of urbanization. Each growth triangle consists of one regional

According to national goals and objectives set out in "The Socio-Economic Stabilization and
Development Strategy to the Year 2000" adopted by the 7th National Congress, the govermnent
plans to focus investment resources on three priority sub-regions (economic triangles) while
simultaneously encouraging: (1) food production, especially in the two deltas; (2) commodity-based
activities in upland areas (forestry, perennial crops, mining, etc.); (3) fishery, tourism and offshore
oil in coastal and island areas; and (4) the growth of medium and small centers.
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center and two satellite cities/provinces. The northern triangle is composed of Hanoi,
Haiphong, and Quang Ninh; with Hanoi as the regional center. The southern triangle
includes Ho Chi Minh, Bien Hoa, and Vung Tau; with HCMC as the regional center. The
central growth triangle is comprised of Quang Nam-Danang, Quang Ngai, and Hue; with
Danang as the regional center.

5.9 The main objectives behind developing these three economic triangles are
to concentrate Viet Nam's limited resources in high growth potential areas for maximum
results, and at the same time to prevent the rising economic dominance of HCMC and
Hanoi by developing neighboring cities to act as countermagnets and catchment areas for
the overflow of economic activities. In order to encourage an environment conducive to
investment, the government is planning to promote the establishment of industrial estates
(EEs) and to a lesser extent export processing zones (EPZs) in the three triangles. IEs and
EPZs would provide the necessary infrastructure, generate agglomeration economies, and
facilitate administrative procedures. Public investments in physical infrastructure can be
leveraged by encouraging private investment (where possible) to develop industrial
estates. The government would then develop transportation corridors to facilitate greater
inter triangle mobility. For instance, the development of Highway #5 and Road #51 will
be given priority to connect Hanoi to Haiphong, and HCMC to Vong Tau. By
encouraging private investment, the government would share the risk of development with
the private sector while enhancing its chances of success by subjecting the investment to
private sector assessment.

5.10 The cities and provinces comprising the economic growth triangles, while
undoubtedly are growth centers in themselves, have differential starting points in terms of
their growth potential. The southern triangle, with substantial share from HCMC, is the
fastest growing region and has consistently registered the highest growth. In 1994, the
region grew by 15.6 percent in contrast with 7 percent of the northern region and 7
percent of the central region. In terms of FDI flows, the southern region also leads
accounting for 60 percent of total FDI flows to the country, followed by the northern
region, particularly Haiphong. Differential growth rates and relative attractiveness to
foreign investors across the growth triangles may be explained by existing differences in
infrastructure and human and institutional resources which each of these regions have
accumulated over time. These variations in initial conditions are important variables that
Vietnamese planners have to recognize in developing these three economic triangles, as
they affect the allocation of government resources with respect not only to capital
expenditures but also to the development of human and institutional resources.

5.11 It is unlikely that a strict form of the growth center approach could achieve
a more balanced growth between regions and between urban and rural areas. In fact,
major investments in infrastructure and other development activities would be
concentrated in the three econornic triangles, and thus growth in other areas will depend
to a large extent on transmission from the three poles. The transmission of growth from
the centers to the periphery may however happen very slowly. In fact, on the basis of the
experience of other countries which relied on growth "trickling down" to the countryside
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and to lagging regions once the country had reached a certain level of development, it
appears that growth transmission does not happen naturally, and areas experiencing high
growth tend to become increasingly attractive while lagging regions experience further
stagnation.

5.12 An alternative development strategy to the growth center approach would
also have important drawbacks. A broad-based development approach essentially implies
dispersion of development initiatives across regions without giving priority to those areas
with existing locational advantage and revealed growth potential. The problem with this
balanced approach, in its pure form, is the obvious limitation not only in terms of capital
resources but also the human and institutional resources which are necessary to effectively
implement programs. The government would have to provide infrastructure and other
services to create an enabling environment for private sector development throughout the
country.

5.13 Clearly some form of in-between strategy is necessary. Given that 80
percent of the population lives in rural areas, public investments should not
overwhelmingly concentrate on the three mostly urban triangles. Nor should it be
distributed thinly across all sectors in all provinces. Focus on the three areas of good
potential would seem to be a sound way of dispersing economic activities and avoiding the
emergence of one extremely dominant urban conglomeration (e.g. Bangkok). However,
experience in other countries has indicated that this type of growth pole strategy can only
successfully disperse economic growth if the infrastructure and institutions are in place to
permit agricultural productivity and rural industries to grow while linking urban and rural
areas. This initial endowment of infrastructure and institutions is lacking in Viet Nam.
Without this initial endowment, agricultural productivity and rural industrialization cannot
be expected to take off. Thus, investments which promote the development of the three
triangles should be accompanied by investments which would enable the growth of the
rural sector.

5.14 The challenges which lay ahead for Viet Nam can be highlighted by
examining the experiences of neighboring countries. For example, both Taiwan (China)
and South Korea successfully relied on the growth pole strategy to promote linkages
between a strong agricultural sector and industries in regional centers. However, both
countries already had effective networks of rural roads and institutions which managed the
decentralized growth process. Even with that endowment, the successes of these
countries entailed substantial government investment in rural areas. Moreover, while Viet
Nam is experiencing similar levels of growth to these countries, they had a higher
economic base and therefore were more capable of dispensing resources for development
projects.
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BOX 5.1: East Asia Experience with Regional Growth Patterns and Strategy

East Asia is filled with economies that have faced issues similar to that of Viet Nam - that is the desire
and capability to achieve high growth rates, poverty reduction and urban management.

In the 1960s and early 1970s Malaysia, South Korea, Thailand, and the Philippines all followed the path of
"growth first and distribution later" and thereby placed an inordinate emphasis on rapid industrialization without
taking into account its spatial and distributional implications. They subsequently had to pay a higher price in
correcting regional imbalances and excessive migration from rural to urban areas. These four countries later on
adopted a growth center approach to regional development and had mixed results: Malaysia and South Korea had
succeeded, at a price, while the Philippines and Thailand continue to grapple with the issues of income distribution
and its spatial manifestation in terms of urban concentration.

Malaysia adopted a comprehensive approach to development by supporting the agricultural sector while
establishing industrial estates in urban and rural areas. At the same time, it implemented programs that involve
deliberate population relocation from lagging areas through land resettlement in land rich states developed by the
Federal Land Development Authority (FELDA) and through in situ development or rehabilitation of existing rural
agricultural villages through integrated provision of inputs and infrastructure to increase the area's productivity. In all
these efforts, government provided the capital resources by granting loans to state agencies to establish industrial
estates to the creation of several federal agencies to undertake programs of population relocation and rehabilitation.

South Korea also subsidized its agricultural sector and established both urban and rural industrial estates.
It initiated a program called the New Community movement (Saemaul Undong) which aimed at modernizing rural
villages through the provision and improvement of rural infrastructure using self-help approach and some form of
governnent subsidization. As a result of government initiative to establish rural industrial estates, South Korea was
able to successfully spread income and employment to rural areas. To a large extent, however, South Korea's growth
of agricultural productivity and rural enterprises followed a period of intense development of rural infrastructure and
institutions which occurred during the period of Japanese colonization. South Korea is considered more successful
than Malaysia in reducing regional disparities partly because the latter's success was achieved at great financial cost
to the government.

Both Thailand and the Philippines have continued to deal with the problem of substantial regional
imbalances. While both countries implemented a similar program of industrial estate development to disperse
industries in the region, these efforts were counterbalanced by investments in infrastructure which favored the capital
city and a highly centralized form of governance. In addition, in the Philippines, the sustained overvalued exchange
rate, a component of the import substitution policy of the Philippine government which lasted for more than three
decades and which has not been totally dismantled up to now, has further reinforced the dominance of the capital city
continuing to pool human and capital resources from the countryside. In the case of Thailand, despite the
establishment of industrial estates as an instrument of regional dispersal, highly centralized governance,
concentration of public utilities in the capital, and, like the Philippines, an agricultural policy which favored urban
consumers for many years continued to make Bangkok a very attractive city for capital and labor.

China's development of the rural sector involved increases in agricultural productivity and a boom of rural
industries. The experience of the Town and Village Enterprises (TVEs) is noteworthy, but, arguably, unique to
China due to social and political factors. China has successfully been able to expand employment opportunities
throughout vast parts of the country by the strong participation of local governments in industrial development and a
cohesive and high quality labor force. This has resulted in sustained economic growth and large reductions in the
incidence of poverty. Main limitations to industrial development in China has been lack of mobility of labor and
capital which have prohibited economies of scale, as well as limited the development of some particularly backwards
regions. A high degree of ad hoc fiscal decentralization has resulted in large revenue retentions and reinvestments at
the local level but further aggravated strong regional imbalances. Reinvestments of local revenues also deprived the
national coffers of revenues resulting in a severe deficiency in national infrastructure investment which would
integrate regions and ultimately improve the efficiency of industry. Highly decentralized industry in China has also
led to serious rural environment problems of industrial pollution since pollution control and regulation is difficult to
maintain when dispersed so widely and contact with central authorities so minimal.

Taiwan (China) is a classic example where rapid industrialization has not resulted in so called "city swell disease"
that Vietnamese planners are wonried about. This economy, however, had an initial network of rural infrastructure which
continued to receive extnal assistance to improve. In having this wide network of good rural infrastructure, it enabled
productivity to increase in the agricultural sector as weDl as for the govemment to establish rural industrial estates so that
workers need not have to move permanently to the city to work but instead workers commuted to their place of work. Thus
rural workers and urban centers were linked
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5.15 The rural infrastructure and institutions that were part of successful growth
dispersion in those countries are not yet developed in Viet Nam, which still suffers from a
war torn infrastructure base, particularly desolate in rural areas. Viet Nam lacks this initial
endowment and must seek to develop the infrastructure and institutions at the same time it
has set very ambitious growth targets. The growth pole strategy addresses the reality of
limited existing infrastructure and institutions- as well as investment resources. Yet, the
ability of the growth poles to generate impulses in surrounding areas is much less than in
the other countries. This does not bode well for widespread or "balanced" growth.

5.16 A two-pronged approach is thus needed to foster the development of
existing growth areas in the hope that growth will eventually trickle down, and at the same
time increase the productivity of the rural areas. Viet Nam's investment needs are much
greater than for the other countries, and at the same time its resources are extremely
constrained: each investment decision must be made very carefully on the basis of rigorous
economic criteria. Thus Viet Nam should proceed cautiously with the growth pole
approach so that adequate public investments can reach also the rural areas. Over-reliance
on growth pole development would in fact deprive the rural areas of investments needed
to spread the growth. There are excellent opportunities for public investments in many
rural areas and learning from the longer term experience of other countries, Viet Nam
should actively seek to provide rural areas with the base which will encourage investments
and enable rural areas to participate in growth.

5.17 One of the mechanisms for transmitting growth from the center is through
labor mobility. Migration from rural to urban areas is a positive phenomenon, because it
ensures the effective utilization of labor resources and thus is necessary to maintain the
competitiveness of industries and to allow individuals to realize their full economic
potentials. Migration from rural to urban areas that permits absorption of excess labor
from the rural areas and results in higher productivity and subsequently higher per capita
income of rural labor is not only economically beneficial; it is also a necessary
development in the process of industrialization. However, migration from the countryside
to urban areas before adequate employment opportunities develop can impose severe
strain on urban infrastructure and generate large social costs.

5.18 Rapid industrialization and gradual relaxation of restrictive migration policy
in Viet Nam is a powerful combination that could release population from less productive
areas in the country. There is much efficiency to be gained from unrestricted mobility of
labor. As long as urban areas are not perceived by workers as the only place that could
provide productive employment then the likelihood of backwash effects of migration
declines. Increased productivity in the rural sector (agricultural and non-agricultural)
must be part of the growth process to avoid large scale urban migration.

5.19 Some degree of urbanization is natural and indeed desirable as the
contribution of agriculture to GDP declines during the development process. Viet Nam
currently has a similar level of urbanization as neighboring countries did at comparable
stages of development; the rate of urbanization has about doubled in these countries as a
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result of development and industrialization. For example, in 1970, Indonesia had a per
capita income of $210 and a level of urbanization of 17 percent. By 1990, per capita
income had risen to $670 and almost a third of the population lived in urban areas.
Malaysia's urban population increased from 27 percent to 44 percent within the two
decades while per capita income more than tripled. Korea's rural population grew from 27
percent in 1960 to 73 percent by 1990 when per capita income was almost $7000.
Thailand's per capita income grew from $360 in 1970 to $1840 by 1990 while
urbanization increased from 13 to 23 percent. While the present rate of urbanization in
Thailand seems low compared to other countries, it is overwhelmingly centered around
Bangkok, while the other countries have better been able to disperse growth throughout
the country and reduce concentration in any one site. Thus, as Viet Nam grows,
urbanization can be expected to accelerate. However, the process of urbanization can be
better managed -so as to avoid environmental pressures while encouraging linkages to
support widespread growth - by spreading the growth to several urban centers, rather
than concentrating mainly on HCMC, and by developing strong rural sectors to moderate
the flow of migrants to the urban areas.

Table 5.3: Percentage Share of Urban Population in Selected Asian Countries, 1950-1990 a/

1950 1955 1960 1965 1970 1975 1980 1985 1990
% % % % % GNP/capita % % % % GNP/capita

Indonesia 12.4 13.5 14.6 15.8 17.1 $210 19.4 22.2 25.3 31.0 $670
Rep. of Korea 21.4 24.4 27.7 32.4 40.7 $580 48.0 56.9 64.9 73.0 $6,790
Malaysia 20.4 23.4 25.2 26.1 27.0 $820 30.7 34.6 38.8 44.0 $2,790
Philippines 27.1 28.7 30.3 31.6 33.0 $340 35.6 37.4 40.0 43.0 $770
Thailand 10.5 11.5 12.5 12.9 13.3 $360 15.1 17.1 19.5 23.0 $1,840
Vietnam 11.6 13.1 14.7 16.4 18.3 na 18.8 19.2 19.6 22.0 $190
Note: a/ Definition for urban population varies across countries.
Source: United Nations, World Urbanization Prospects: The 1992 Revision, 1993.

5.20 Institutional Set-up for Regional Development. Whereas provincial
level governments are responsible for drawing up master plans for their own areas, there is
great need for more horizontal coordination and integration of plans between sectoral lines
to ensure more effective implementation of programs. The present set-up is that sectoral
agencies at the provincial level are representatives of line ministries from the central
govemment and the integration and coordination of plans and programs are done along
vertical lines rather than across sectors. Even in the preparation of provincial Master
Plans there is tendency to focus on respective sectoral concems rather than attempt to
make internally consistent plans.

5.21 At present, SPC is in charge of coordinating and integrating provincial
plans and providing consistency checks across sectoral plans. However, the
implementation of regional development plans, conceptually, would cut across
administrative and political boundaries and in effect implies consolidation of activities to
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ensure that the objectives of economic triangles are achieved. In view of this, there is
need for restructuring of existing institutional arrangement to respond to this new
mandate. SPC has suggested the creation of a Regional Management Commission or
Council to be headed by the Prime Minister and representatives from various line
ministries which will coordinate regional activities.

C. EXPORT PROCESSING ZONES AND INDUSTRIAL ESTATES

5.22 Definition of Concepts. The term industrial estate (IE) is a generic
concept which refers to a developed site for industrial enterprises which offers pre-built
factory accommodations and provides services and facilities to the occupants which are
generally composed of small and medium scale enterprises. Other terms such as industrial
park and industrial district are also employed which have the same meaning as industrial
estate. This term is to be distinguished from industrial zone which refer to an area
reserved for industrial development. Export processing zones (EPZs) are special types of
industrial estates where foreign and domestic investors produce industrial goods for
exports under free trade conditions and liberal regulatory environment. The package of
incentives available to firms located in regular industrial estates are different from those
offered to enterprises in export processing zones. While EPZs and LEs are generally used
interchangeably, it is important to make a clear distinction between the two because of the
different impact that each can make on regional development in terms of employment
generation and spreading growth to surrounding areas.

5.23 Objectives of Viet Nam's EPZs and LEs. The development of Viet
Nam's EPZs and industrial estates is focused primarily in the three economic triangles on
the basis of both national and regional objectives. From the national point of view, the
instruments are designed to address temporary economic and institutional bottlenecks in
the process of the country's transition from a centrally planned economy to a market
economy. They provide an environment conducive to domestic and foreign private
investment by concentrating limited resources on the development of essential
infrastructure in that area, as well as simplifying the administrative procedures for
processing and approving investment applications. Both EPZs and industrial estates are
expected to generate employment and create linkages with the local economy. EPZs were
initially established for the production of export goods in order to gain access to export
markets, foreign exchange, and technology by providing free trade status to EPZ investors
without liberalizing the entire economy. However, at present some exporters function on
a duty free basis due to the use of a drawback scheme. The government seems to
understand the limitations of EPZs, particularly in a policy environment of increasing trade
liberalization, and is now placing greater emphasis on the development of industrial
estates.

5.24 From the regional development perspective, EPZs and industrial estates
concentrate public and private resources in different geographic areas and are thus
perceived as instruments for the spatial dispersion of industrial development and the means
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to effect rapid structural transformation of the predominantly agricultural activities and
rural based population. Industrial estates in urban centers or close to the primary growth
center (such as EPZs in HCMC) serve the purpose of providing an attractive industrial
location for both foreign and domestic investors who otherwise would have located in
heavily urbanized primary centers with perceived strong agglomeration economies.
Industrial estates established outside the three main growth areas (such as industrial
estates in Can Tho) are expected to serve as catchment areas for rural migrants as well as
viable employment centers for people in the cities.

5.25 Plans for EPZs and Industrial Estates. Viet Nam currently has only one
functioning EPZ, yet it has plans to establish six export processing zones, five of which
will be located in areas within the designated three growth triangles and the remaining one
in a sub-regional center. Of the six EPZs, two are located in Ho Chi Minh City (Tan
Thuan EPZ and Sepzone-Linh Trung), one in Haiphong; one in Quang Nam-Danang, one
in Hanoi and one in Cantho. Tan Thuan in HCMC is the only EPZ in which five
enterprises are already operating. In addition, it has received more than 70. applications of
which 36 licenses have already been issued: 12 to Japanese investors and 24 to Taiwanese
investors. Three other EPZs (Haiphong, Danang, and Can Tho) have issued one license
each.

5.26 The establishment of industrial estates is being planned in the context of
local master plans. Proposed industrial estates in the three economic triangles and
subregions range from two to five industrial estates per province/city. For instance,
Haiphong has three; Danang, five; and Cantho two. These industrial estates are in various
stages of planning and development. Haiphong has already identified the joint venture
(JV) foreign partner for each of the proposed industrial estates and one has already been
established. Meanwhile, Danang and Can Tho are still in the process of sourcing out
possible joint venture partners for any of its proposed industrial estates.

5.27 Viet Nam's EPZs and industrial estates will be provided with basic
infrastructure such as access roads, power, water supply, drainage, and telecommunication
system. They vary in size ranging from 40 has. to 300 has., although majority of them
each has an area of 100-300 has. The established EPZs and industrial estates are expected
to be of the general purpose type rather than serving specific industry branches and mostly
of light rather than heavy manufacturing industries. For instance, one of Haiphong's
industrial estates is intended to host high-tech firms, electronics, mechanical equipment,
and textile. Danang's EPZ will be used as the site for food processing, electronics
assembly, and other non-polluting industry. The EPZ in Can Tho is being developed to
attract investors in food processing, textiles, garments, electronics assembly, and
footwear. According to SCCI, industrial zones are intended to host medium sized
enterprises which are defined as those with investments of $3-4 million, employing 300-
400 people, and producing an annual output of $5-10 million.

5.28 All the identified EPZs and industrial estates are located in urban centers
and some are in close proximity to the regional center especially the two EPZs in HCMC.
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In addition, these IlEs are relatively accessible from major transportation network such as
ports, airport, railway, and major road artery although the conditions and capacity of some
of these infrastructures is poor.

5.29 Infrastructure Requirements. Deficiencies in infrastructure are a major
constraint to private sector development and thus, plans for industrial estates and EPZs
include the development of local infrastructure within the industrial estate and to
surrounding areas. The ability of planned EPZs and [Es to attract investors will depend in
large part on the development of this essential infrastructure. The extent to which growth
radiates outside the estate will depend largely on the infrastructure that connects EPZs and
[Es to surrounding areas and permits mobility of labor, capital, and trade.
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Box 5.2: Infrastructure Needs in the Three Growth Triangles

For Haiphong, Danang,, Ho Chi Minh City and Can Tho, the development of their provincial road network
and interprovincial routes is important in order to ensure efficient access to factors of production (raw materials,
labor, capital) and markets. For instance, the development of Road #10 and Binh Bridge is essential to connect
Haiphong to other five provinces in the Northwest. Despite current efforts by the government to provide major
infrastructure network to connect the province to other major growth centers (this situation also holds for Danang and
Can Tho), much remains to be done, however, with respect to linking the province to its hinterland. At present, some
parts of the province are only accessible by traversing rivers which is not in itself an efficient means of transportation
but it also implies that access to these areas is heavily influenced by seasonal changes and its carrying capacity is
limited. Moreover, plans for upgrading infrastructures such as telecommunications which are essential for
transacting business at international standards are underway but would require substantial capital investments.
According to the People's Committee of Haiphong, the investment required for this project is estimated at $200
million for the plan period 1995-2010 which is going to be secured from both private foreign sector and SOE
initiatives. It remains to be seen whether the province will be able to drum up enough interest and support from
foreign investors to help them in this undertaking.

Danang would seem to require greater infusion of capital investments to improve and upgrade its
infrastructure base. The People's Committee estimates that they would require about S2-3 billion for the plan period
1995-2000 to implement their infrastructure program. The improvement and upgrading of Danang's transportation
sector is critical which consists of upgrading and construction of new roads within the province and building of
bridges to link the province within the region. The improvement of Hai Van Pass which is on a major road network
connecting the central region to the north and south of the country and to neighboring countries, Myannar and
Thailand, should be a priority undertaking to foster rapid economic development in this region. Danang's power
supply is another critical bottleneck that needs to be surmounted to provide an enabling environment for EPZs and
IEs. Its power supply problem is acute: the present capacity is 2 MGW when the projected demand capacity for the
EPZ is 20 MGW. While the power line is available, it would require substantial capital to be able to install the
appropriate distribution network which means that extra governmental sources will be needed to see this project
through.

Even for Tan Thuan EPZ in HCMC which is already in a much more advanced stage of development has
some remaining deficiencies in infrastructure. Access to the EPZ is hampered by deteriorating Tan Thuan bridge
which has a limited capacity of 25 tons although this will soon be remedied by the completion of a 17.8 kilometer
highway. Water and power supply to the EPZ is also rather limited at the moment and plans are underway to expand
capacity. Water pipeline installation to the zone has already been approved and bidded out and is expected to be
completed in mid-1995. The limited power supply to the zone has been remedied through the installation of small
capacity generators that will increase capacity to 24 MW. In the long run, power supply will be provided by the Hiep
Phuoc Power that will also service other zones in the area beginning 1997.

Can Tho which is outside the loop of the three economic triangles but is serving as a growth center in the
Mekong Delta region has greater deficiency in basic infrastructure. Access to the province from HCMC is hampered
by the absence of two bridges that could have linked the province more efficiently to other areas than the present use
of ferries to transport people and goods. Funding has already been secured from the Australian government for the
construction of Mytho bridge to replace the first ferry and is currently under FS preparation. The proposed Can Tho
bridge which is to replace the second ferry and is estimated to cost about $100 million remains in the pipeline
because of lack of external assistance. Can Tho port which is another major facility critical to the operation of the
northern industrial zone of the province would need to be upgraded and its loading capacity increased from 5,000 tons
to 10,000 tons by dredging the estuary which would cost an estimated S10 million. Again, the problem here is lack of
funding, either from the govemrnent or from external sources. In addition, the provincial airport is under repair and
rehabilitation to meet anticipated higher capacity requirements and to raise services to international standards. While
the central government has allocated VND 20 billion for this project, funding is not adequate to cover the full project
cost which implies that implementation of the project will have to be phased and is expected to be completed only
after three years.

5.30 Financing. The development of Viet Nam's EPZs and industrial estates is
being undertaken through joint venture arrangement between a foreign partner and a local
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agency, with the exception of the Can Tho EPZ. For example, of the six established
EPZs, five are financed through JV between a foreign partner and the People's Committee,
except Can Tho EPZ which is being developed by an SOE of the Provincial People's
Committee. The joint venture arrangement as it is being practiced in the development of
both EPZs and industrial estates is uniform across the country. The foreign partner
assumes 70 percent of the total project cost which generally includes the development and
provision of basic infrastructure such as access road, water supply, and drainage while the
local partner takes the remaining 30 percent of the project cost in the form of land
contribution and sometimes labor and capital (as claimed by Haiphong) but mostly land.
In this arrangement, the local government implicitly leases the land to the JV company
which in turn could lease the developed land to prospective occupants for the same period
of 50 years. The price of developed land in EPZs is on average at $2/square meter but
could vary across regions depending on the development cost and the location. Profits
from the EPZ operation is shared according to the JV financing arrangement which is
70:30 ratio between the foreign partner and the local agency/partner.

5.31 Institutional Set-up. Identification of sites for EPZs and lEs is
undertaken by respective provincial/city government through the People's Committee
specifically by the External Relations Department under the People's Committee in the
framework of local masterplans. However, the approval and licensing of any foreign
direct investments including JV arrangements for the development of EPZs and lEs is
done by the SCCI in consultation with the State Planning Committee (SPC) and in
coordination with other relevant ministries such as the Ministry of Construction.

5.32 EPZs and LEs are to be managed by a Management Committee whose
members are appointed by the Government upon the recommendation by the Chairman of
the SCCI and the People's Committee of the province/city where the facility is located.
For example, Ho Chi Minh City's Export Processing Zone Authority (HEPZA) has been
established to administer the two zones located in the city. Its mandate include the
following: provide information to investors; receive and evaluate investment applications
and issue investment licenses thereof, review and issue other licenses such as construction,
export and imports, and subcontracting; and introduce and supply laborers required by
zone enterprises. HEPZA has a Management Board with the Deputy Director of SCCI
and the Vice Chairman of the People's Committee as Managing Directors and six members
who are representatives of various ministries in the city: Director of the Ministry of Trade,
Director of the Ministry of Finance, and representatives from the State Bank, Interior
Ministry, Customs and the People's Committee.

5.33 HEPZA offers a one-stop service to prospective investors and claims that
investors in HEPZA will have comparably shorter time spent preparing for business
application and waiting for the issuance of various licenses before commencing business
operation relative to applications filed with the SCCI. HEPZA promises that investment
licenses could be issued within a month from application compared to SCCI's 3 months
waiting period. One reason for this is that HEPZA requires less documentation compared
to SCCI; HEPZA has a 12 page application form whereas SCCI would require an
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application to be accompanied by a feasibility study. Since administrative bottlenecks
remain one of the problems of the private sector, locating in EPZs would offer an
advantage over non-EPZ location.

5.34 Promotion of EPZs is undertaken by both the Management Committee and
the JV company while marketing is the sole responsibility of the JV company.
Promotional activities include visits to targeted investing countries such as Japan, and
making presentations on the advantages of locating in Viet Nam to prospective investors.

5.35 Incentives of EPZs and IEs. The main reasons for investors to locate in
industrial estates or EPZs is to gain access to infrastructure that would otherwise be
lacking, as well as simplification of administrative procedures for investment, which
remain otherwise complicated and burdensome. In addition to these basic benefits of
investing in lEs or EPZs, investors are offered a list of other incentives.

5.36 Incentives offered to investors in EPZs are different from lEs. The
following are incentives available for EPZ investors: (a) Exemption from import duty for
equipment and materials needed for project construction as well as for the manufacture of
goods or provision of services; (b) Exemption from export tax; (c) Exemption from
corporate income tax for four years for manufacturing enterprises, and two years for
service enterprises starting from the first profit making years. After the second year or
fourth year, whichever is applicable, the enterprise will pay its tax liability at a much lower
rate compared to those applicable to enterprises outside the EPZs. For production
enterprises, the rate is 10 percent in EPZ versus 15 percent outside the EPZ; and 15
percent for service enterprises in EPZ versus 25 percent for those projects outside the
EPZ; (d) Drawback for corporate income tax, if any, paid on the sum of profit which has
been re-invested in Viet Nam for a duration of three years up; (e) Lower withholding tax
for repatriated profit; 5 percent for EPZ firms versus 10 percent for those outside EPZs,
and (f) Export goods produced for exports are exempt from turnover and special sales tax.

5.37 Incentives offered to investors in industrial zones include: (a) Exemption
from profit tax for the first two years of its profit making years for manufacturing
enterprises. Thereafter, firms producing for the domestic market shall pay a profit tax of
18 percent while those which export 80 percent of their product shall pay a profit tax of
12 percent; (b) Exemption from profit tax for the first year of its profit making years for
service enterprises. Thereafter, firms shall pay a profit tax of 22 percent, and (c) Other
taxes shall be paid in accordance with existing regulations applicable to firms outside the
industrial zone.

5.38 According to Haiphong's Office of External Relations, firms in the
industrial zone may be able to avail of some of the incentives offered to EPZ firms
provided that they meet one of the following conditions generally designed to promote
local linkages: that the project cost is more than US$10 million; employs over 500
workers; high rate of domestic raw materials utilization, and high rate of production for
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exports. Access to tax incentives by firms meeting one of these requirements is evaluated
on a case to case basis.

5.39 Investments in EPZs are restricted to fully owned foreign enterprises and
joint ventures between a foreign national and Vietnamese nationals. Unlike other EPZs in
other countries like South Korea and the Philippines where nationals of the country are
allowed to invest in the EPZs, Vietnamese participation in EPZ enterprises are limited to
joint ventures with foreign nationals.

5.40 Compared to other countries, Viet Nam is not offering excessive
incentives, such as tax holidays,2 to entice foreign investors to the country. This situation
would seem to reflect the position of officials involved in IE and EPZ promotion who
state that while incentives are necessary to make the country competitive they are not
sufficient conditions for designing a successful EPZ. Viet Nam's EPZs could be
competitive with EPZs in countries like China, Malaysia, Philippines, and Thailand if
investments in infrastructure and transportation networks are completed. (All are located
in areas where such investments could have a potentially very high rate of return and Viet
Nam's comparative advantage in cheap labor would make it attractive compared to other
countries.) In fact, several foreign investors (mostly garment firms) in the Philippines'
Cavite EPZ in 1994 indicated they planned to open a branch factory in Viet Nam to
produce some of their lower end garment products because of the promise of cheaper
labor.

5.41 A HEPZA representative, having visited other countries in the region,
observed that Viet Nam could be more competitive if it relaxes restrictive conditions on
certain issues such as developing linkages between the zone and the local economy; the
price of the land, and pollution control. He mentioned, for instance, that Malaysian EPZs
offer a much lower price of land than Viet Nam because the former does not have to
generate revenues from their lease rentals. With respect to the issue of pollution control,
Viet Nam is perceived to have a relatively restrictive pollution standards compared to
other developing countries (e.g. China) and some officials believe that they should be
relaxed to enable for Viet Nam to develop quickly.

D. ASSESSMENT OF VIET NAM'S EPZs AND INDUSTRIAL ESTATES

5.42 Viet Nam's use of EPZs and industrial estates as instruments to focus
infrastructure investments and promote rapid and dispersed industrialization seems
generally appropriate given the level and structure of the country's development.
However, the degree to which EPZs and IEs can actually contribute to the country's
industrialization and regional development should be well understood at the outset. The
objectives associated with their establishment should be well defined and reflect lessons
learned in neighboring countries. To restate, primary objectives of EPZs and IEs in Viet

2 Comparable tax holidays: Thailand, 3-8 years; Taiwan, 6-8 years; and Philippines, 6 years.
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Nam include the following: attract investment and stimulate economic growth; promote
exports; generate employment; control pollution; develop infrastructure; transfer
technology; develop small and medium domestic enterprises through agglomeration
economies; and balance regional development. Experiences of EPZs in other countries
(even for those considered relatively successful) indicate that while there are direct
benefits that could be gained from the establishment of EPZs (foreign capital, employment,
exports, pollution control, infrastructure development) others should be viewed only as
spillover benefits (domestic linkages and technology transfer). Experience with [Es is
more favorable in creating modest linkages.

5.43 Investment, Exports, and Growth. While EPZs and IEs play a part in a
strategy to attract investment and stimulate growth, Viet Nam should be cautioned that
the private sector investment can only be realized contingent on certain factors. These
include a location favorable to trade, stable macroeconomic conditions, basic
infrastructure, and the institutional capacity of the host country.

5.44 One major attraction for firms to invest in lEs or EPZs is to avoid the
administrative burden of following national investment procedures which are still very
complicated. Rather than develop enclaves that rely on this systemic dysfunction to be
attractive to clients, improvements in investment procedures throughout the country
would appear to be a far healthier way to encourage investment.

5.45 To the extent that foreign firms locate in the IEs and EPZs, the most visible
achievement is the inflow of foreign capital to the domestic economy. However, as the
economy develops and liberalization of the economy becomes more widespread, the share
of foreign capital in EPZs to total FDIs declines and becomes less important with respect
to the entire economy. For instance, EPZs of South Korea (Masan and Iri) attracted
significant FDIs in the early part of the countrys' industrialization; in 1971, cumulative
FDIs in the two EPZs accounted for 12.6 percent of total FDI in the country, and in two
years, its share reached a peak of 27.3 percent. However, by 1980, this figure was down
to 9.4 percent, and by 1985, it was half of the 1980 share. EPZs in general have limited
contribution to the growth of manufactured exports. While they may provide the initial
spurt for manufactured exports in the country's early stage of industrialization, their share
to total exports may not go beyond 10 percent. For example, the share of Taiwan's EPZ
seven years after its inception in 1965 was only 8 percent of the country's total exports. In
South Korea, the combined share of the two EPZs (Masan and Iri) reached a peak level of
4.3 percent in 1979 and by 1985, their exports constituted 3.1 percent of total
manufactured exports in the country.

5.46 Employment Generation. The fact that firms are attracted to the EPZs
for their low labor cost provides an almost built-in expectation that they would create
employment for skilled and semi-skilled workers in the host country. However, the share
of EPZs to total manufacturing employment is uneven across countries depending on the
degree of the country's success in attracting investors into the EPZs and the importance of
EPZs to total manufacturing production. For example, the share of direct employment in
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Malaysia's EPZs to total employment in manufacturing was 23 percent (1978) compared
to 3.2 percent (1979) in the Philippines. On the other hand, the share of South Korea's
EPZ reached a peak of 1.2 percent in 1977 and was relatively insignificant at 0.9 percent
in 1985.

5.47 Physical and Institutional Infrastructure. Crucial to the success of
industrial estates is that they are located on well developed rural infrastructure which
connect them to their markets and their source of raw materials and supply of labor. This
is true for the establishment of both urban and rural lEs. An efficient rural infrastructure
allows the location of resource based industries such as food processing which have strong
backward linkages and labor based industries such as textiles which are location neutral
but require proximity to the supply of cheap labor. In South Korea, large infrastructure
investments were implemented before and after the establishment of IEs. Taiwan was the
most successful in the implementation of rural industrial estates (RIEs) because of its more
advantaged initial conditions in the infrastructure base. It had a highly developed and well
maintained transportation and communication network, as well as power network. Power
capacity was increased well in advance of demand and was distributed throughout the
urban and rural areas at uniform rates. Rural highways, on the other hand, accounted for
two-thirds of the national transport system. Along with physical overhead, Taiwanese
RIEs provided credit and technical assistance; industry-oriented technology and
investment institutes were established to provide management and training and technical
assistance to industrial entrepreneurs. Moreover, additional support to rural based
industries such as fish canning was provided in the form of government financed research
and development to help improve technology use and product improvement and
packaging.

5.48 Technology Transfer. The extent to which the technology transfer
process occurs remains controversial. One view is that EPZ firms which are mostly labor
intensive in character such as garments are not likely to bring in sophisticated technology
that are not already universally known. If indeed there are technologies that are not
known then they are most likely to be kept by the firm and can only be obtained through
purchase or other form of arm's length transactions. The other view is that technology
transfer happens both at the firm and individual level. Local firms upgrade their capabilities
through learning by doing which is facilitated by their interaction with foreign firms in the
EPZs via subcontracting and supply of raw materials. The process of learning by doing by
the local firms is then embodied in its way of doing business. One way to facilitate this
process is to allow local firms in the EPZs. However, present regulations does not allow
locals in EPZs unless they enter into joint venture agreement with foreign firms. At the
individual level, technology transfer occurs through training, skills, and know-how
acquired by workers employed in the EPZs.

5.49 Backward Linkages and Regional Development. EPZs seldom realize
backward linkages with domestic firms through increased purchases of local raw materials
and subcontracting arrangements. It has often been claimed that EPZs are enclaves that
are isolated from the domestic economy because they prefer to source out their raw
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materials from abroad mostly through intrafirm transaction. However, domestic linkages
do occur, albeit in less significant proportion and are dependent on several factors:
capacity of domestic firms to supply internationally competitive materials in terms of
quality and price; the structural composition of firms located in the zone such as the shift
from garments and footwear manufacturing to electronics assembly; and the global
strategy of the parent company of the EPZ firms. For all EPZs in Malaysia, the domestic
share in total raw materials was 2.9 percent (for 1980 to 1982); the Philippines, 4.1
percent for Mactan EPZ and 0.6 percent for Baguio EPZ (both figures for the period 1981
to 1985). South Korea, however, is an exemption. In 1973, four years after the inception
of Masan EPZ, the share of domestically sourced materials (both intra-EPZ and outside
EPZ)3 to total raw materials used increased from 3.3 percent in 1971 to 24.4 percent in
1975. By 1979, it further increased to reach more than a third and since then has
remained at that level with minor fluctuations. While Korea has two policy measures
(Machinery Purchase Fund and variable loanable funds rate) that may have induced EPZ
firms to use local materials, the international competitiveness and sophistication of goods
produced in Korea accounts primarily for the high degree of domestic raw material
sourcing by EPZ firms.

5.50 In the Korean example, different industrial groupings demonstrate distinct
propensity for domestic raw material sourcing: footwear and ferrous metal products rely
on dpmestic market for a substantial proportion of their raw materials; in 1985, their
domestic raw materials ratio was 69 percent and 77 percent, respectively. The propensity
for sourcing certain domestic raw materials varies across countries and is normally a
reflection of the availability of raw materials in the host country.

5.51 Subcontracting arrangements which is another form of backward linkages
was also found to flourish in South Korea unlike experiences of other host countries.
Outzone subcontractors for Masan EPZ based firms increased from 99 in 1979 to 252 in
1985 and the corresponding share of outzone processing employment in total Masan EPZ
employment reached 25.7 percent in 1985. The largest share of outzone employment is
accounted for by textiles and garments (61%), electronics and electrical (26.9%), and
precision machinery (25.4%). Subcontracting arrangements of Masan EPZ have
implications on small scale enterprises and regional and rural areas. Small scale
enterprises (firms with less than 50 employees) account for 62 percent of total outzone
subcontractors of Masan EPZ; of which 34 percent are in Masan City; 52 percent outside
Masan City and 14 percent are in rural areas of the country. Of the total employment
induced by Masan EPZ, 74 percent are coming from outside Masan City.

5.52 EPZs as instruments of regional decentralization may not be a viable
strategy if linkages with the domesticAocal economy is an important consideration
primarily because of its enclave character. Substantial backward linkages are realized only
when the domestic economy itself has become internationally competitive as indicated in

3 In 1985, the share of domestically sourced materials was 32.2 percent of which, 12.9 percent was
outside EPZ and 19.3 percent was intra-EPZ.
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the South Korean example. Thus, in the case of Viet Nam which is an economy just
beginning to industrialize, the possibility of realizing significant linkages with EPZ firms
may be limited. There are few countries, however, which have used EPZs specifically for
regional dispersal such as the Philippines and the experience has been mixed; the EPZs
which were established in the 1980s have been relatively more successful in terms of
attracting investors to the zones and thus generating employment for the locality because
they were located in close proximity to urban centers and have access to major
transportation network and supply of cheap labor. The Bataan EPZ which was established
in early 1970s was built in the hinterland and entailed heavy development cost. The
government provided not only the basic infrastructure but also the amenities that are
generally available in an urban setting (housing for foreign investors and workers, hotels,
schools, movie houses). In the 1970s, to attract foreign and domestic investors, the
government provided them access to the domestic capital market at subsidized rates and
were extended government guaranteed loans; during this period, about 90 percent of
investments in the zone were funded from these sources. The BEPZ has never reached
full occupancy and labor supply in the zone did not come primarily from the region but
was drawn from other depressed regions of the country. With the establishment of other
EPZs close to urban centers, the BEPZ has become an even less attractive location. Both
Bataan and urban based EPZs, however, do not have substantial linkages with the
domestic economy.

5.53 Industrial estates will generally do a better job than EPZs in facilitating
regional industrial dispersal and rural industrialization but only if they are properly
designed to cater to the needs of specific industries which take advantage of locally
available resources in the area and if they are linked with their source of raw materials and
cheap labor through a well developed infrastructure network. There are successful cases
where industrial estates were used as instruments to spur development in rural areas which
include Malaysia, South Korea, and Taiwan. Malaysia's industrial estates (158 as of 1991)
account for 48 percent of gross value added in 1981 and 11 percent of total employment
for the same period. In South Korea, industrial estates contributes 29 percent of total
manufacturing employment and 41 percent in manufacturing sector production.

5.54 Development of Domestic Small and Medium Enterprises. What EPZs
could do for foreign investors, industrial estates are designed to do for domestic and local
producers. Viet Nam's local enterprises especially micro and small firms also face similar
problems encountered by foreign investors such as bureaucratic red tape for business
registration and stiff land prices for industrial site and business expansion. One study
shows that price of land in central Hanoi would cost as much as $900 per square meter to
$20 per square meter in suburban areas.4 In addition, small and medium enterprises have
limited access to capital, technology, marketing information, and technical assistance.
This is even worse for rural based enterprises which are widely dispersed and hampered by
inadequate transportation network; and therefore are more disadvantaged in terms of

4 Nguyen Xuan Nguyen, Situation and Challenges of Small and Micro Industry Development during
Market-Oriented Reform in Viet Nam, 1994.
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gaining access to whatever government assistance there is available for them and in
obtaining and sharing information with other firms engaged in similar undertaking.

5.55 Industrial estates could therefore be used as an instrument to encourage
and support the establishment of new small and medium scale industries and the
modernization and upgrading of existing ones through the provision of factory buildings,
common service facilities, and assistance and servicing throughout all stages of the firms'
establishment and operation. It could cater to different needs of small and medium scale
enterprises by serving as incubators of new but high growth potential enterprises and
facilitate the transformation of artisan undertakings into modern scale enterprises. The
physical clustering of complementary industries and services in the industrial estates
permits the immediate realization of economies of scale in infrastructure provision and
services and agglomeration economies that would otherwise take years or not happen at
all if natural process of development had to occur. Enterprises could derive benefits in
their spatial concentration because this would permit them to share information and learn
from each other in areas such as product development and improvement, and technology
use, and to develop cooperative arrangements in raw material purchasing, marketing, and
promotion. By putting small scale enterprises, which are characteristically spatially
dispersed, into one area would also allow various agencies to provide their services more
effectively.

5.56 Second, their usefulness is transitory; at the outset of the host country's
industrialization, its most important function is to provide an environment that is less
subject to infrastructure bottlenecks and administrative failures. Third, although EPZs are
special variants of LEs, they have different outcomes especially with respect to regional
development. EPZs are enclaves and their ability to foster backward linkages, especially
when the host country is at the onset of its industrialization, is lirmited. Industrial estates,
on the other hand, when designed properly could serve as loci of development impulses on
the regional and local economy where they are located. Their ability to develop backward
linkages is known to be more significant.

5.57 It is still premature to even speculate on the likely performance of Viet
Nam's EPZs and industrial estates considering the fact that there is only one EPZ that is
currently operating in the country.

5.58 Financing lEs. While there is significant foreign participation in the
development of EPZs and IEs in relatively well developed parts of the country, areas
suffering from major deficiencies in infrastructure, are less appealing to IE developers,
despite their excellent location and growth potential. The difficulty of Danang and Can
Tho in securing foreign private sector funding in the development of their proposed lIEs
could mean that only areas with already existing locational advantage could get support
and further development while those areas which are already lagging because of locational
liabilities which are either inherent to the area or caused by underdeveloped infrastructure,
would lag further behind. This is an issue that the government will have to address,
whether it will let the market forces work entirely (i.e. leave industrial estate development
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entirely for the private sector) or intervene to correct for some deficiencies in initial
conditions in order to spread development benefits more evenly (i.e. public investments in
local infrastructure to make IE development more attractive to private investment, or
public investment directly in IE development.

5.59 Successful cases of industrial estates development are in fact public sector
investments. In Malaysia, State Economic Development Corporations (SEDCs) were
established in various states to undertake the planning, design, and development of [Es,
and to a lesser degree by the Regional Development Authorities and Malaysian Industrial
Estate Limited. Funding for the development of [Es generally comes from the federal
government in the form of loans to the state based on development cost or bank loans
guaranteed by the state or SEDC, the approval of which is based on the financial viability
of the project and socioeconomic objectives. In South Korea, lEs are designated and
planned by the government and developed by a public corporation established solely for
the purpose of IE development, and the provision of basic infrastructure is undertaken by
various government public utility agencies.

5.60 Location of IEs. Experiences from neighboring Asian countries illustrates
that in addition to concerns of efficiency, it is important for the government to consider
many socio-economic objectives when determining where to promote investment. For
example, if government doesn't consider the spatial implications of investment, this could
lead to unintended effects of concentration such as massive migration from rural areas to
the primate city and agglomeration diseconomies. This is evident in the case of Bangkok
whose primacy has remained unchecked until the 1990s. There are externalities to
spreading economic growth among several sites. Since the marginal social benefit exceeds
that of the private firm, there will be under investment in some areas. While government
should not necessarily seek to promote areas of very low potential, certain areas deemed
unprofitable by private firms may indeed have a very high rate of return when a longer
time horizon is employed in project appraisal. In this regard, Viet Nam should continue to
attract private investment to develop IE where possible and should consider public
investments in locations of high potential in the absence of private sector interest.

5.61 Viet Nam's industrial estates are located in urban center or near urban
centers. Again, the issue of efficiency is in question here; whether to develop existing or
potential growth centers and should the market drive decisions regarding developmental
concerns. While locating industrial estates in urban centers could be financially viable,
their concentration in these areas may further widen the gap in income and employment
between urban and rural areas. Experiences of South Korea and Taiwan indicate that the
establishment of industrial estates in rural areas and lagging regions have resulted in more
widespread growth and employment generation. Nevertheless, since both these countries
had the prerequisite network of rural transport and institutions to enable rural industrial
estates to spread growth, Viet Nam should not embark on rural industrial estates until the
rural structure is in place.
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5.62 The selection of rural industrial estates (RIEs) is particularly sensitive
because of the higher risk of failure due to the initial lack of agglomeration economies and
economies of scale relative to developed growth centers. Successful RIEs were chosen in
a systematic manner. In South Korea, for instance, the location, size, and industrial mix of
the industrial estates are processed and evaluated by a public research institute prior to
implementation. The industrial composition of industries is primarily based on the
potential linkages of industries with local industries.

E. RURAL DEVELOPMENT STRATEGY

5.63 Seventy-eight percent of the Vietnamese population live in rural areas and
the majority are engaged in agriculture production although, increasingly, households are
also involved in other economic activities. At the regional level there is a strong inverse
correlation between poverty rate and degree of diversification. Also, within regions,
households which are more diversified have higher living standards than others.
According to result of the Viet Nam Living Standards Survey, 30 percent of rural
households work exclusively on the farm; 26 percent do farm and wage labor; 21 percent
work on the farm and are self-employed (i.e. have a small business of some sort); 18
percent do farm and wage labor and are self-employed; less than 5 percent of the rural
labor force work entirely off the farn.

5.64 The agriculture base is dominated by rice monoculture where the average
return to labor is low. In part this reflects the large difference between farngate and
consumer prices resulting from the high costs of transportation and marketing channels.
As transport networks improve, farmers should be able to capture more of the consumer
price, and the importance of middlemen will decline. Better transport will also enable
farmers to switch to higher value cash crops. Increasing the productivity of the
agriculture sector and diversifying its sources of growth from rice monoculture to
commercial crops could raise agricultural productivity greatly. Continued growth of the
sector is critical because of its potential for generating strong linkages with non-farm
economic activities; in fact, the labor absorption capacity of the agriculture sector is
extremely limited, owing to already overcrowded arable lands. It is therefore necessary to
develop non-farm employment opportunities to complement agriculture based economic
activities. While employment in rural industries is still small, this sector could have
potential for rapid growth and could serve as a sustainable income base if the appropriate
and enabling policy environment are in place. Government plans for rural development
involve agriculture sector initiatives such as introduction of commercial crops which are
linked to the development of agro-processing industries. The government also plans to
promote and renovate traditional villages which specialize in handicrafts and fine arts and
use local raw materials. Linkages between rural enterprises and urban based industries in
the form of subcontracting will also be encouraged to foster the growth of rural
enterprises.
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5.65 Viet Nam needs to promote the development of its rural areas alongside its
growth centers. Lessons from other Asian countries indicate that development of selected
growth centers without complementary initiatives in slow growing areas will reinforce
existing regional imbalances; lead to much slower rates of poverty reduction; and also
result in large scale migration from rural to urban areas. Viet Nam would be well advised
to consider adopting a two-pronged strategy for balanced growth: three economic
triangles to disperse urban growth over the three areas of the country, and a rural
development strategy to make productive use of rural labor. Since needs are great
throughout the country, priority should be given to the investments with the highest rates
of retum, so that rural development would proceed step by step.

5.66 Within Viet Nam's rural development strategy, it is also necessary to have
two simultaneous and complementary approaches so that development of agriculture and
rural industries will occur. The development of rural areas presents a formidable task for
the government because of the vast coverage of the sector in terms of area and population,
and its high level of underdevelopment.

5.67 The government is currently considering two types of approaches for rural
development. The first involves the establishment of rural industrial estates located in 31
growth poles throughout the country. Thus, limited public investment resources and
institutional capacity would be focused on development of infrastructure and services to
support a dynamic economy in these provincial towns. It is hoped that these centers
would serve as engines of growth for the surrounding areas in their province. The other
alternative considered by government is a broader based approach to rural development.
Investments would not be focused on the development of provincial towns; but rather
would create the network of infrastructure throughout rural areas to lead to increases in
the value of agricultural productivity, off-farm opportunities, and flow of capital and labor
between areas. There is general agreement that even a broad based development program
could not spread limited resources equally over all 53 provinces but would focus
economic investments in areas of higher potential while spreading social investments to all
areas.

5.68 When deciding on the appropriate strategy for rural development, it is
important to first isolate the constraints to such development and then assess methods for
overcoming them. The Poverty Report finds that households in areas with diversified
economies have higher living standards those relying exclusively on traditional rice
production. Areas with higher agricultural productivity generally have more opportunities
off the farm. Thus, rural development requires greater agricultural productivity while
increasing opportunities off the farm. (This is consistent with experience in the Philippines
and Taiwan which illustrates that continued growth in the agricultural sector is a
precondition for the expansion of rural industries and the growth of one sector reinforces
the other.) Primary constraints include weak transportation networks which limit the
contact of households to markets and constrain the development of commercial crops;
inadequate flow of information to permit smooth functioning of labor and capital markets;
inadequate access to capital; and lack of education or poor health. Investments which
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reduce these constraints would help create an environment where private households and
firms would have more opportunities.

5.69 With this framework in mind, an approach focused on broad-based (though
still selective) rural development would seem wiser than the option of developing 31
growth poles. The latter would develop the infrastructure and services to stimulate
investment in 31 provincial towns, yet would not serve to increase agricultural
productivity or link farm households to markets. Although it would facilitate access to
capital and education for those living in the towns, demand for goods and services
produced in the towns would be low since farm incomes would not be rising. The lessons
of Taiwan, South Korea, and Malaysia are that public investments in rural roads and other
policies which enhance the value of agricultural productivity are the appropriate starting
points for rural industrial growth. In short, while the growth pole strategy employed in
the three triangles may well be serving the useful function of overcoming infrastructure
constraints and creating an environment for investment, this approach is unlikely to work
in the rural areas where necessary infrastructure to raise productivity, by definition, is
more dispersed.

5.70 Agriculture Development. Agriculture continues to be domninated by rice
production which accounts for about 80 percent of total food production. Recently, the
government has been encouraging the diversification of the country's agricultural base
through the introduction of commercial crops. According to the Ministry of Agriculture,
priority areas include food (which comprise of rice and other crops, such as cassava and
maize), coffee, tea, rubber, vegetables and fruits, sericulture, cotton, oil crops (such as
cashew nuts), animal husbandry and agro-engineering (manufacture of machinery for
processing). This strategy includes expansion of cultivated areas, introduction of new
seed varieties, and upgrading and rehabilitation of existing plants, mills, and storage
facilities. All these would require substantial investments which would be sourced from
both the government and the private sector.

5.71 The success of agricultural diversification lies in part in the degree to which
the sector develops linkages with the non-farm rural sector in the form of consumption
and production (backward and forward) linkages. Consumption linkages refer to earnings
from agricultural surplus which are spent for food and non-food items which are produced
locally. Backward linkages are demand emanating from agriculture sector for intermediate
inputs and capital goods while forward linkages are supply of inputs from agriculture
sector to agro-processing industries. In general, the more labor intensive the growth
process in the agricultural sector, the higher are their potential linkage effects. Evidence
in other countries such as Taiwan and the Philippines indicate that, in general,
consumption linkages are more dominant than production linkages in the form of absolute
employment generation in non-farm employment although production linkages tend to
have greater proportionate growth in output.

5.72 The introduction of commercial crops in Viet Nam is likely to increase the
purchasing power of farmers and could subsequently raise the linkages between
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agriculture and non-farm rural sector. The extent of consumption linkages, however,
depends on the propensity of the rural population to save, import, and spend, and on the
level and distribution of income among agricultural households and between households of
different income levels. The more equally distributed the additional income from
agriculture, the greater local linkages tend to be because of the higher propensity to spend
by low income groups. With income levels so low (average per capita income of $190)
and generally much more equity between households than most countries (Gini coefficient
of .36) local linkages in Viet Nan may be significant.

5.73 The degree to which production linkages in the agricultural sector can be
generated depends on crop composition, technology use (capital intensive versus labor
intensive), organization of production (small versus large scale enterprises), and
infrastructure. Crop composition determines the degree of labor intensity in agriculture
which in turn depends on the type of technology used and the manner in which production
is organized. Vegetable cultivation, for instance, is highly labor intensive while fruit crops
for exports use relatively less labor and have high potential for mechanization.
Mechanization is likely to be labor displacing and therefore the choice of technology for
specific crops should be tempered by concerns on both quality and labor absorptive
capacity. Crops cultivated in small scale plots are likely to be labor intensive compared to
large scale farms which on the basis of econornies of scale advantages have strong
tendency to mechanize and are therefore likely to be less labor intensive. Viet Nam's plans
to produce a range of new commercial crops should therefore be assessed in terms of their
potential for labor intensive cultivation given the choice of production technology.

5.74 The more important component of backward linkages in agriculture could
be in the form of employment arising from demand for fertilizer, other farm inputs, and
machinery and in the manufacture and servicing of equipment. In Viet Nam, strong
backward linkages have been observed at the level of small farmers. Viet Nam's farmers
have been increasingly using farm implements which are locally manufactured. The
production of small scale farm implements by local manufacturers deserves to be given
attention and encouraged. Technical assistance may be provided to further improve the
firms' capability to produce better quality products and in order to become more
responsive to the needs of local farmers.

5.75 In rice growing countries like Viet Nam, the most significant forward
linkages that could be realized is in rice processing (threshing, drying, handling, and
milling). The realization of significant forward linkages also depends on the type of
technology used. For instance, post-harvest processing technology, such as milling,
ranges from traditional methods, which are very labor intensive but have quality problems,
to large-scale mechanized techniques, which are labor displacing. In this range of
technology choices, a "middle" ground technology exists which responds to both labor
intensity and product quality requirements. A plan under consideration to upgrade mills
should therefore take into account the implications of adopting state of the art milling
technology which may reduce grain losses but at the same time substantially displace
labor.
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5.76 In addition to fostering strong linkages with rural industries, the
performance of the agriculture sector could be improved if old institutions such as
agriculture cooperatives can be renovated into institutions whose membership is based on
the principle of voluntarism and reoriented to become efficient service providers of
agricultural inputs and product marketing. Moreover, while the role of state-owned
enterprises in the agriculture sector is downplayed, they are still important players,
especially in processing and service provision.

5.77 Rural Industrialization. The expansion and diversification of non-farm
economic activities can be achieved through rural industrialization via the development of
labor-intensive industries. Rural industrial enterprises account for 64 percent of total rural
enterprises of which agro-processing (26.5 percent) is the dominant activity. Rural
industrial enterprises are plagued with problems of low quality products, lack of capital,
poor or obsolete technology, lack of entrepreneurial skills, limited access to credit, and
limited markets. Generally, rural industries are located in urban districts and provincial
towns, and close to transport network. Linkages between household enterprises (mostly
rural based) and rural enterprises (mostly in urban districts) generally take the form of
subcontracting.

5.78 Agro-processing industries are composed of small cooperatives, household
enterprises, private enterprises, which are existing side by side with state-owned large
scale enterprises. Small-scale processing industries in agro-products such as sugar cane,
vegetables and fruits, and animal feedstock, and in processing of sea products such as fish
sauce, salt, and dried fish have exhibited dramatic expansion in recent years without
receiving technical assistance. They are mostly involved in the processing of local raw
materials using locally made machines. They are widely dispersed and therefore are in a
much better position than state-owned enterprises to link up with the farmers which
provide raw materials for processing. However, for these enterprises to be sustainable
generators of income and employment they will have to be provided coordinated support
either from the government or from external agencies to assist them in the selection of
technology and equipment, improve their product quality, packaging, and locate markets
for their products.

5.79 In certain areas, such as the River Delta and Central regions, industrial
villages exist which specialize in the production of handicrafts and fine arts such as textile
and ceramics. There are about 200 specialized villages in rural areas, including for
instance a porcelain village in Bat Trang in Hai Hung province, a silk weaving village of
Van Phuc in Ha Tay province, a garment village in Hanoi, and a furniture making village
of Van Dien Ha Tay. These rural industries used to export their products to the former
Soviet Union and Eastern Europe, but since the collapse of the CMEA they have been
limited to producing for the domestic market. Recently, these industries have been
gradually producing for the export markets on orders from foreign trading companies.
For instance, textile factories in Danang are now producing for the Japanese market on
subcontracting basis for a Japanese firm. These traditional industrial villages have strong
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potential to absorb labor5 (especially garments6) and break into the export markets again.
While subcontracting activities could provide these firms the learning process and
therefore the opportunity to develop appropriate skills to respond to the demands of a
more exacting export market, a more directed technical assistance could also be provided
to them. These could include assistance to improve product design and quality, search for
markets, and obtain information for competitive design and pricing.

5.80 Subcontracting is one mechanism to establish growth linkages and
cooperative alliances between rural enterprises and urban industries. Subcontracting
would likely involve small firms providing flexible labor force to big firms, which gain
from the competitive prices resulting from the arrangement. Big firms could be a source
of capital, technical assistance, and ready market to small firms without the latter going
through the complicated process of undertaking the search themselves which in view of
their smallness will put them in a more disadvantaged position. Subcontracting does not
have to result in a dependency situation for small firms. Small firms learn and gain from
their interaction with big firms and which they could put to good use through reinvestment
of earnings in better machinery and equipment, improvements in product quality, and
expansion and diversification of its operations. By doing all these, small firms could
eventually have better leverage with respect to prices and could gain from economies of
scope.

5.81 One major constraint to the growth of subcontracting is the limited flow of
information which currently characterizes rural industrialization. As a result,
subcontracting arrangements are usually long standing associations based on relationships
between a particular state enterprise (or perhaps recently turned JV) and a local village
enterprise or cooperative. The weak flow of information is probably attributable to the
history of a command economy and the poor transport and communication networks.
Improved information sharing could facilitate subcontracting arrangements as well as the
development of small scale enterprises. For example, if those engaged in handicrafts could
engage in more effective and efficient interaction among themselves, this could lead to
product improvement, and perhaps shared purchasing and marketing. The advantage of
clustering related and complementary industries through cooperatives is to realize
immediate economies of scale, and effective delivery of credit and technical assistance.

5.82 There is an important role to be played in facilitating the flow of
information on business opportunities. The Viet Nam Chamber of Commerce has begun
to play this role and this should be highly encouraged. MOLISA has developed many
training centers around the country. Many focus the training on employees of state
enterprises while others offer a wide range of self-financing courses to interested

5 Nguyen (1994) indicated that these villages have created thousands of new jobs in places where they
are located and in their surrounding areas. There are no figures, however, to provide indicative
measures of their labor absorptive capacity.

6 Textile and agro-processing industries were the leading labor intensive industries at the onset of
Taiwan's industrialization while South Korea had textile and electronics industries as lead sectors.
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individuals. MOLISA attempts to monitor local training needs and adjust their program to
reflect this. While MOLISA training programs are generally very successful, their major
limitation is that they can not possibly have the extended reach to address the training
needs of the country. Encouraging private investors to offer training to workers is more
likely to spread appropriate skills throughout the economy where demanded. Like the
Viet Nam Chamber of Commerce, MOLISA centers have the opportunity of playing an
active role in information dissemination as well as facilitating the development of rural
cooperatives to function together. This could be an important role for MOLISA which is
appropriate for Viet Nam's transition to a market economy.

F. CONCLUSION

5.83 Industrial estates could be successful in the three urban economic triangles
since they would facilitate the development of infrastructure necessary for private
investment in locations favorable to trade. Industrial estates could also disperse industrial
activities to several principal centers, facilitate the implementation and enforcement of
industrial pollution regulations, and prevent environmental problems that arose in other
countries. The need for incentives other than infrastructure provision should however be
closely considered. One incentive of particular concern is that of offering simplified
investment procedures as an enticement for investing in that area. An implication of this
approach would be that, in order to sustain the attractiveriess of these industrial estates
(which take at least a few years to develop), the government would need to maintain in
place hiardensome administrative procedures in the rest of the economy. This would limit
investment to other parts of the country. It would be far better to focus efforts on
reducing the administrative burden of investment rather than institutionalizing its utility.

5.84 Whereas developing the three growth triangles should encourage private
investment, backward linkages outside the triangle will probably be minimal. Thus, a
complementary and simultaneous strategy for rural development is necessary. Therefore,
s_. 1 ce public investment and institutional resources should not be overwhelmingly
allocated to the triangles or else it will detract from rural development. Rural development
must be viewed as a key element of producing regionally balanced growth in order to
ensure it receives adequate emphasis in public expenditure policy.

5.85 The best rural development strategy would acknowledge the experience of
other neighboring countries and seek to buildup rural infrastructure and institutions which
would foster higher value of agricultural productivity and off-farm opportunities in rural
areas. This should lead to higher rural incomes and stimulate demand for rural industries.
At the same time, higher agricultural productivity should lead to a labor surplus and
release workers in the rural areas to work in local enterprises. In addition to establishing
the infrastructure necessary for rural development, proactive measures to expedite
productivity increases and linkages can involve an active role for information
dissemination and cooperative facilitation.



6. INDUSTRIAL POLLUTION PREVENTION

A. INTRODUCTION

6.1 The purpose of this chapter is to integrate environmental concerns
associated with rapid industrialization into Viet Nam's industrial development strategy and
national environmental policy. Specifically, this chapter argues that industrial pollution is
an important issue now in Viet Nam by analyzing the scale of industrial activity, the
structure of the industrial sector, and the location of the industries. Furthermore it
projects how industrial pollution might develop in the foreseeable future based on the
expected rapid urbanization and industrialization trends. Finally, it sets out to propose
industrial pollution prevention (IPP) initiatives for Viet Nam's plan to achieve sustainable
development. Viet Nam has a timely opportunity to prevent industrial pollution at the first
place rather than spends large resources later for rehabilitation of the damage induced by
industrial pollution.

6.2 Viet Nam's industrial sector currently accounts for approximately 22
percent of its GDP. Given the relatively small size of the industrial sector -
approximately one-tenth of Thailand's industrial output - industrial pollution loads have
not yet reached alarming levels at an aggregate level. In addition, the on-going process of
economic liberalization, which has enabled private industries to operate more
independently from central control, is leading industries to utilize resources more
efficiently and to acquire modern technologies and is thus becoming a positive factor for
the environment as well.

6.3 At the same time, however, the expansion of private industrial activities
and the general lack of environmental protection measures may adversely affect the
environment. The industrial output has expanded at double-digit rates during the recent
years and is expected to continue to grow rapidly. Most existing industries are old, rely
on outdated technologies, and their emission of pollutants tend to be high relative to their
output. In addition, most new industries have not installed waste treatment facilities. As
of summer 1994, only one secondary waste water treatment system was operating in Viet
Nam. Finally, reported industrial pollution cases such as a paper mill in Viet Tri indicates
the country already has location-specific industrial pollution and needs to tackle these
problems.

6.4 The expansion of industrial output under these conditions would steadily
increase industrial pollution loads. Furthermore, as the industrial structure shifts from
relatively simple natural resource processing or assembling industries - such as food
processing - to more complex processing activities such as electronics, the composition
of industrial wastes will tend to shift from biodegradable to non-biodegradable and toxic.

6.5 As the case of neighboring Thailand suggests, increased levels of industrial
pollution would jeopardize human health and the vital ecosystem, both important factors
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for sustainable development. The anticipated increase in industrial pollution in urban
centers would rapidly exceed the natural assimilation capacity of the ecosystem and
become a critical threat to human health. Viet Nam's high annual population growth (2.2
percent) and deteriorating forest coverage (currently standing at less than 30 percent, one
of the worst levels in Southeast Asia) are already putting great pressure on the ecosystem
of the country. Increasing industrial pollution would threaten the ecosystem even more.

6.6 Reacting to location-specific industrial pollution, public awareness of
industrial pollution has increased in the main cities. Since the late 1980s, the Departments
of Science, Technology, and Environment (DOSTEs, previously called Environmental
Committees) of both Hanoi and HCMC have started voluntary efforts to manage industrial
pollution through various initiatives, including a public ombudsman system, investigation
procedures, penalty systems, an industrial pollution improvement program for specific
factories, and environmental impact assessments (EIAs).

6.7 As the country gears up for an accelerated industrialization process under
the on-going liberalization policy, policymakers are beginning to recognize also at the
national level that increasing industrial pollution would pose a major threat to sustainable
development. The State Planning Committee (SPC) has incorporated environmental
investment planning into a Sustainable Development Plan for the next 15 years (1996-
2000 and 2000-2010) that will be submitted to the Office of the Government and then to
the National Assembly in 1995. The National Environmental Action Plan (NEAP) under
preparation by the Ministry of Science Technology and Environment (MOSTE) with
assistance by the World Bank is one of the components of the plan.

6.8 The strategy being elaborated by SPC envisages a gradual increase in
environmental expenditures, from the current level of 0.3 percent of GDP to about 0.5
percent over the next five years, and to about I percent after 2000. In addition, it
envisages a shift from the current primary focus on the protection of natural resources
(e.g., reforestation) toward more emphasis on the prevention and control of industrial and
urban pollution.

6.9 Given the governmental leadership in environmental planning, IPP
initiatives are cost-effective and appropriate for Viet Nam at its early industrialization
stage. Industrial pollution prevention is in fact substantially less expensive than attempts
to 'ture" industrial pollution later. International experience has shown that up to 60-80
percent of industrial pollution can be eliminated with a small increase in production costs
at an early stage. Thereafter, the marginal cost of abatement rises sharply as the level of
abatement increases; in contrast, the benefits of each new step in abatement are large at
first and then taper off.! [PP initiatives, aiming to maximize the first stage benefit of
abatement at the minimum marginal cost, could thus be significantly cheaper than later
interventions.

I For a discussion of country experiences, see World Bank, World Development Report, 1992.
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6.10 IPP initiatives should encourage industries, central and local environmental
agencies, and the public to become key players. Specific policy measures should pursue
seven main objectives: establishing an appropriate regulatory framework, building
institutional capabilities, developing market-based incentives, designing industrial siting
strategies, planning public and private investment, adopting public participatory measures,
and formulating subsectoral programs for targeted industries through industrial
participation. Specifically, these policy measures should include:

* establishing regulatory framework by reviewing the existing national and local
environmental laws, regulation, and standards;

* formulating cost-effective monitoring system;
* strengthening central and local environmental managing capabilities through

training;
* leading inefficient (and often polluting) state enterprises to rationalize their

production operations through state enterprise reform;
* identifying appropriate economic incentives for industries to adopt cleaner

production technologies and waste treatment facilities;
. strengthening the environmental reviews of new industrial projects by

Environmental Impact Assessment (EIA) and integrating them with industrial
siting strategies;

* seeking public participation in industrial pollution management activities
through DOSTEs;

* planning for public and private investment to prevent and control industrial
pollution;

* formulating specific IPP programs for targeted industries (with significant
contribution to pollution) such as the food, metallurgy, and chemical industry;
and

D promoting research activities by local research institutes on industrial pollution
and developing university curricula for environmental subjects.

B. DEVELOPMENT STRATEGY AND ENVIRONMENT

6.11 To achieve sustainable development, Viet Nam needs to examine its own
economic, resource, and social conditions for its development. Viet Nam is the one of
the poorest developing countries, much behind from other booming Asian economies such
as Thailand and Taiwan. In addition, Viet Nam is already experiencing significant
population pressure on its land: its current population of 72 million is growing at an
annual rate of 2.2 percent. At the same time, prospects for expansion of agricultural
production are extremely limited, as forest coverage has already decreased from 40
percent in the early 1960s to less than 30 percent in the 1990s, and thus forests cannot
longer be transformed into agricultural fields.

6.12 Therefore, the urban-based industrial sector is expected to play a key role
to absorb rural surplus population and generate income. This will, in turn, entail a strong
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possibility of industrial pollution in populous urban centers. Beside natural resource
conservation efforts, Viet Nam needs to take specific measures to protect urban centers
from industrial pollution as it pursues rapid industrialization (see Box 6.1).

Box 6.1: The Case of Thailand

From 1970 to 1990, Thailand experienced an increase in per capita GNP from US$210 to
US$1,600. During the same period, Thailand's forest coverage decreased from 40 percent to less than 30
percent, one of the worst ratios in Southeast Asia except for Singapore's. Commercial logging and land-
extensive cash crop cultivation are major causes of the deforestation in Thailand. Although log wood and
cash crops generated incomes and foreign currency, deforestation has induced natural disasters such as
droughts and floods and degraded soil quality affecting long-term agricultural productivity.

Meanwhile, between 1970 and 1990, the Thai industrial sector rapidly expanded its number of
manufacturing establishments from 600 units to 50,000 units. This expansion was geographically
confined to the Bangkok Metropolitan Area which accounted for 76 percent of industrial GDP in 1990.
Highly centralized governance, concentration of public utilities in the capital, and an agricultural policy
that favored urban consumers for years have contributed to making Bangkok much more attractive for
industrial investment than other areas. Consequently, the concentration of industrial activities in the
highly populous Bangkok Metropolitan Area has created serious problems of air and water quality, and
waste disposal.

C. PREVENTING INDUSTRIAL POLLUTION

6.13 This report takes the position that the technological and policy options
available today can help Viet Nam substantially reduce the risk entailed by rapid industrial
growth. In addition, preventing pollution, rather than devising ever-more-costly methods
of pollution control is - together with using energy and raw materials more efficiently -
one of the keys to maintaining industrial competitiveness in both domestic and
international markets. Improving production technology is essential for a 'Win-win"
strategy.

6.14 International experience strongly indicates that preventive measures are
more important and cost-effective than '"uring" measures in developing economies, where
the industrial sector is still small but expanding rapidly. Policies that lead to the adoption
of a proper combination of low-waste process and end-of-pipe controls should permit
countries such as Viet Nam to significantly reduce emission from large new industrial
plants. Thus, it is essential for Viet Nam to implement IPP policies from the start, rather

2~~~~~~~~~~~~~~~~~~~~~~~~~~~

than later on, when the cost of rehabilitation could become exorbitant .

2 There are several examples of how high remediation costs can be relative to prevention. For

instance, by 1975 Chisso Co. had paid Y20 billion to the victims of Minamata mercury poisoning,
and an additional Y68 billion from 1978 till today. The industrial effluent discharged from Chisso
Co. that induced mercury poisoning could have been prevented by measures worth only several
million Yen. (Kigyo wa kankyo wo mamoreruka, 1994, Iwanami Publishing House, Japan).



- 155-

6.15 If appropriate IPP initiatives are put in place, new investment - especially
foreign investment - will lead to a cleaner production technology than the existing
technologies, often obtained in the 1950s from the Eastern block. In addition, the more
export-oriented new investment becomes, the more efficient and cleaner the country's
production system tends to become. This is because competition in the world market
requires high efficiency of production by a combination of advanced and often cleaner
technology and well-trained labor. On the other hand, new investments will increase total
emission loads as manufacturing output expands. Viet Nam has none of the industrial
waste treatment facilities which parallel the development of manufacturing in industrialized
countries.

6.16 It is thus timely for Viet Nam to start industrial pollution prevention as a
compelling alternative to costly "curing" actions later on. In industrialized countries, IPP
initiatives usually include a broad set of policy measures, such as establishing a regulatory
framework, building institutional capacity, designing economic incentives, formulating an
industrial siting policy, planning public and private investment, and promoting public and
industry participation. By adopting a similar approach, Viet Nam has now the opportunity
to secure the vital link between economic prosperity and environmental stewardship within
a well-defined industrial pollution prevention policy.

D. CHARACTERISTICS OF INDUSTRUAL ACTIVITIES

6.17 The nature and severity of industrial pollution are determined by the scale
of industrial activity, the structure of the industrial sector, the location of industries, and
the production and abatement technologies in use.3 This section provides a brief analysis
of the these factors to better understand the extent and characteristics of industrial
pollution.

6.18 Scale of Output. Viet Nam's industrial sector (including the oil and gas
sector) is relatively small compared with neighboring countries, both as a share of the
economy and in absolute level. The share of industry in GDP is about 25 percent, versus
38 percent in both Thailand and Indonesia. Industrial GDP in 1992 amounted to US$2.3
billion, that is only about one tenth of Thailand's and Indonesia's industrial GDP (US$21
billion and US$18 billion, respectively). Industrial output, however, has expanded rapidly
in recent years, with a growth rate averaging [13] percent per annum since 1992.

6.19 The current scale of industrial activity suggests that Viet Nam has yet to
face critical levels of industrial pollution loads country-wide. Continuing double-digit
growth rates, however, imply that the country's industrial output will double in several
years. By year 2010, SPC projects that the country's industrial GDP will represent more
than 35% of the total GDP. Likewise, industrial pollution loads will rapidly increase. For

3 World Bank, Thailand: Mitigating Pollution and Congestion Impact in a High-Growth Economy,
1994.
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example, pollution loads reportedly increased by 10 times in Thailand between 1975 and
1988.

6.20 Ownership Structure. As discussed in Chapters III and IV, the economy
comprises state-owned enterprises (owned by central ministries and provinces or cities),
mixed enterprises (with combined domestic non-state and state ownership), and private
enterprises (cooperatives, shareholding companies, household enterprises, and foreign
joint ventures). While mixed and private enterprises are prevalent in agriculture and
services, about 70 percent of industrial output is currently produced by state-owned
enterprises. Although rising inflows of foreign investment and further development of the
private sector may change this composition, industrial pollution prevention strategies need
to reflect the specific characteristics - such as resource availability and relationship to the
government - of state-owned enterprises vis-a-vis mixed and private firms.

6.21 Sectoral Structure. As shown in Table 6.1 below, industrial output
increased by 45 percent between 1990 and 1993. During the same period, the highest
growing subsectors were metallurgy (+123%), energy (+77%), chemicals (+73%), and
food products (+38%). In 1993, the food industry was the single most important
industrial subsector, accounting for 34 percent of the total industrial output. Given the
large contribution of food products to output and the experience of other Asian countries
- which indicates that food-related industries are a significant contributor to Biological
Oxygen Demand (BOD) loads - this subsector needs to be closely monitored for the
likely need for mitigation of liquid effluents. In addition, the metallurgy and chemical
sectors are known to be large polluters and their further expansion is likely to increase the
potential for adverse environmental impacts.



- 157-

Table 6. 1: Industrial Production by Subsectors
(VND Billions at 1989 prices)

1990 1992 1993

Subsectoral Gross Industrial Product

Energy Combustible 2,597 4,124 4,609
Metallurgy 219 406 488
Machinery 870 968 1,049
Chemical Industry 920 1,355 1,592
Other Manufacturing a/ 2,355 2,864 3,116

Food and Foodstuffs 5,040 6,140 6,982
Textile & Leather 1,555 1,764 1,856
Printing & Cultural product 97 128 152
Other Industries 357 368 456
Gross Industrial Produt total) 14,011 18,117 20,300

Note: a/ Including construction material, earthward, porcelain, glassware, wood, forest
products, cellulose part, and paper industries.
Source: General Statistical Office.

6.22 Location of Industries. Dividing the country into three regions,
approxitnately half of total industrial production comes from the South, while the North
accounts for 37 percent and the Central region for 10 percent. The most industrialized
area is the Northeast Southland region, comprising HCMC and four other nearby
provinces, alone accounts for 43 percent of national industrial output. This regional
pattern of industrial output reflects mostly the distribution of light industry. Heavy
industry is in fact rather evenly distributed (53 percent in the South, 47 percent in the
North), while two-thirds of light industrial output is concentrated in the south. HCMC is
by far the most important industrial center, accounting for 41% of total light industrial
output.

6.23 Within each region, industry is also heavily concentrated. In the South, the
area between HCMC and Vung Tau (where the major off-shore oil platforms are located)
and, in the North, the area between Hanoi and Hai Phong are the two main industrial hubs
in Viet Nam. Together they accounted for approximately two-thirds of heavy industrial
output and three-fifths of light industrial production in 1989.

6.24 Much of the heavy industry in the North is composed of a small number of
large-scale state enterprises located outside the major industrial cities. The largest
enterprises in the area include power plants in Quang Ninh and Ha Son Binh, chemical and
fertilizer plants in Vinh Phu and Ha Bac, and large coal production facilities in Quang
Ninh. These large plants were built with little consideration of environmental impacts, and
some of them are reportedly involved in pollution disputes with their neighboring
residents. Neighboring residences have started to complained more frequently to
provincial DOSTEs about the pollution from these factories since the National
Environmental Law was announced in December 1993.
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6.25 The concentration of industry around the two main cities poses serious
health concerns, even though the majority of the population still lives in rural areas.
About 15 million Vietnamese (22 percent of the population) live in urban areas, and up to
50 percent of the urban population is concentrated in the three largest cities--Hanoi,
HCMC, and Hai Phong (3 million, 4 million, and I million respectively). Another 30
percent of the population live in 27 medium-sized urban centers (population between
80,000 and 500,000). Recent economic reforms are expected to accelerate urban growth
rates from nearly 4 or 5 percent in recent years to 7 percent by the year 2000. Thus, the
environmental risks associated with industrial activities in urban centers are expected to
increase sharply. Given the existing status and expected acceleration of urbanization and
industrialization, a number of urban areas require specific attention in terms of industrial
pollution HCMC/Dong Nai/Vung Tau, in the South; Hanoi/Hai Phong/Quang Ninh, in
the North; and Quang Nam/ Da Nang, in the Central region.

6.26 Although the urban centers are facing emerging pollution problems, Viet
Nam still can be better off than other Asian countries, where uirbanization and
industrialization occurred in a concentrated manner in capital cities, in term of urban
environmental quality. The government intends to develop the country in a regionally
balanced manner, and is pursuing a strategy focusing on the development of the three
areas mentioned above as 'growth triangles" to promote rapid industrialization and at the
same time diffuse pressure on the environment by concentrating monitoring and
enforcement of environmental standards and cost-effective environmental investment in
these areas.

E. INDUSTRIAL POLLUTION

6.27 While no comprehensive assessment of the relative contributions to
pollution exist, it is understood that today urban sources (including from waste water,
solid waste, and transport) and agricultural sources (including from fertilizer and pesticide
use) contribute significantly more than industrial activities to pollution. As discussed
above, however, local industrial pollution problems already exist. Thus, the concern with
industrial pollution is not less urgent, as it arises, first, from the rising environmental risks
that expanding industrial activities add to the ecological deterioration from other sources;
second, from the recent and projected rapid rate of growth of the industrial sector; and,
third, from the comparatively more toxic pollution that it generates.

6.28 This section reports examples of industrial pollution problems that are
already emerging and their implications for health, the ecosystem, and other economic
activities.
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Emerging Industrial Pollution

6.29 Air Emissions. Air pollution from the industry is primarily a local
problem. Due to rapid urbanization, many factories previously located far from populated
areas are now inside the urban zones. In HCMC, for example, the industrial centers of
Thanh Xuan Bac, Thanh Xuan Nam, and Kim Giang are located in areas of high
population density. Thus, while air pollutants were previously dispersed over unpolluted
areas, they affect directly city households, posing a serious threat to human health.

6.30 International standards for particulate appear to be exceeded in some areas
in HCMC and in Hanoi, and the levels measured for sulfur dioxide S02 and carbon
monoxide CO are generally high in the same areas. More specifically, suspended
particulate concentrations are in the range 0.15-1 mg/m3 in some spots in Hanoi and 0.5-
1.5mg/m3 in HCMC (WHO guideline: 0.07 mg/m3). In 1989, S02 was 0.05-0.5 mg/m3
in Hanoi and 0.25-2 mg/m3 in HCMC (WHO guideline: 0. 125mg/m3) daily and CO levels
in Hanoi were reported to be 1-5mg/m3 (WVO guideline: 30 mg/m3) hourly. Lead
concentration on a hourly basis were estimated at 0.001-0.004 mg/ m3 for Hanoi and
0.001-0.002 mg/m3 for HCMC (WHO guideline: 0.001Smg/m3).

6.31 The largest air polluters, in terms of the magnitude of emissions per hour,
include,the Hai Phong cement plant and some detergent plants in HCMC. In Hai Phong,
dust emission from the cement plant have led to particulate ambient concentrations
between 1.4 and 4.2 mg/m3 and coat much of the city.

6.32 The Hanoi DOSTE received more than 200 pollution related complaints
over several months in 1992, most of them were regarding atmospheric emissions from
industrial plants. In 70 percent of the industrial plants inspected by the Hanoi DOSTE in
1992, atmospheric emissions exceeded the city's air emission standards.

6.33 Liquid Effluents. The main urban centers already have significant water
pollution problems. Given the current relatively limited industrial activities, pollution in
water streams in Viet Nam's urban centers is mainly due to inadequate facilities for
disposal of domestic waste. It is estimated that human waste accounts for approximately
70 percent of the total organic load and industry waste for about 30 percent.4

6.34 It is, however, a great concern that virtually all industrial liquid effluents
are discharged without proper treatment. In Viet Tri in the North, for example, pulp and
paper, textile, food, and chemical factories discharge an estimated 35 million m3/year of
liquid effluents containing 100 tons of sulfuric acid, 4,000 tons of hydrochloric acid, 1,300
tons of sodium hydroxide, 300 tons of benzene, and 25 tons of pesticides, among others.
Another important industrial zone in the North, Thai Nguyen, is discharging industrial
liquid effluents in a similar manner (5 million m3/year containing high concentrations of
ammonia).

4 World Bank, Viet Nam Water Resources Sector Review, Environmental Annex, 1995.
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6.35 Although the pollutant levels in the rivers around Hanoi are generally low
due to dilution and natural oxidation, the Chemical Oxygen Demand/ Biodegradable
Oxygen Demand (COD/ROD) ratios for most the local lakes suggest that there is a
considerable portion of non readily degradable organic materials discharged by numerous
small industrial units. Nearly 240 state enterprises and 12,000 non-state enterprises
(including micro industries) currently operating in Hanoi are commonly discharging
suspended solids, COD/BOD, and nitrates.5 The local food and agro-processing industries
- which account for some 28 percent of total industry in the area - need careful
monitoring in terms of water pollution, as it has been learned from the experience of other
Asian countries.

6.36 According to the Hanoi Chief Architect's Office, there are two obvious
location implications of industrial pollution in Hanoi: many factories are located upstream
of the main river, the Red River, which imposes risks for downstream residents using river
water; and many factories coexist with residential and commercial buildings, which
imposes risks for residents near the factories.

6.37 In the South, the Training and Research Center for Water & Environment
Technology at the HCMC University of Technology,6 has reported that there are 500
factories -out of approximately 700 - located in the inner part of HCMC, while the
remaining 200 are in the suburbs. In addition, approximately 89 percent of the city's
24,000 micro-industries are located in residential areas. Almost all factories in HCMC do
not have wastewater treatment facilities. For example, the Bien Hoa-Dong Nai industrial
zone discharges all effluent into Dong Nia River without treatment.

6.38 In Viet Nam, the number of industries which produce significant quantities
of intractable pollutants (e.g. heavy metals, complex hydrocarbons) is still limited. Thus, it
is likely to be relatively easy and cost-effective to control effluents from the most polluting
enterprises, except for numerous micro enterprises. To prioritize clean-up and preventive
measures further investigation into the relative contribution of industrial activities (as
compared to other sectors) and of various industrial subsectors to water pollution will be
needed. It will also be necessary to target some river basins - such as the Red River
basin, where there are conflicting demands for water from the industry and agriculture, for
liquid effluent clean-up.

6.39 Hazardous Waste. At present, there is no data on the types and quantities
of hazardous waste generated in Viet Nam. Since industry is the major producer of

5 World Bank, Viet Nam Water Resources Sector Review, Environmental Annex, 1995.

6 This center is the southern counterpart of Environmental Engineering for Towns and Industrial
Areas, also working on industrial pollution-related research projects. In addition, the center also
provides pollution management consulting services for industries.

7 World Bank, Viet Nam Water Resources Sector Review, Environmental Annex, 1995.
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hazardous waste and the size of the industrial sector is still small, Viet Nam's hazardous
waste production is still likely to be small. However, all hazardous waste is now either
stored on site or discharged into rivers, in the absence of any operating hazardous waste
management facility in the country. Given the high risks of hazardous waste on human
heath and the ecosystem, it will be necessary to monitor industrial activities more closely
to identify the relative contribution and importance of hazardous waste generating sectors.

Impacts of Industrial Pollution

6.40 It is well established that industrial pollution leads to many kinds of
illnesses. High concentrations of air pollutants exacerbate respiratory dysfunction.
Polluted water systems lead to illnesses of the digestive tract, and exposure to hazardous
waste increases the risk of cancer. Industrial pollution can also lead to the irreversible
losses of critical ecosystems and impact on other economic activities.

6.41 Health. Diseases result in substantial medical costs, and in even larger
costs caused by lost output due to absence from work. International experience indicates
that these costs, or the benefits of avoiding them, are large enough to justify a broad range
of interventions for pollution abatement.S

6.42 , Evidence on the health and welfare effects of air pollution in Viet Nam is
scant, but some studies indicate that damages are significant. According to a 1991 survey
conducted by the Ministry of Public Health, 27 percent of patients in three provinces were
treated for acute respiratory infections. In 1988, morbidity from respiratory infections was
257 per 100,000. The incidence of nose, throat, and lung diseases is significantly higher in
local contaminated areas than elsewhere.

6.43 The mortality and morbidity profile in Viet Nam is characterized by
diseases linked to water supply and sanitation. Excreta-related and water-borne diseases
-such as gastroenteritis, dysentery, typhoid, cholera, and viral hepatitis - are important
sources of morbidity especially among children. Forty-six percent of the urban population
obtains water from shallow wells, rainwater catchment tanks, river, and ponds that are
typically unprotected and highly contaminated.

6.44 Unlike human wastes, industrial discharge are likely to cause long-term
environmental problems, as they often contain toxic substances. In addition to posing a
potentially serious threat to human health, industrial wastewater can be highly acidic and
may contain corroding and toxic chemicals that could severely damage piping and
pumping systems of proposed sewage systems and biological treatment systems.

6.45 Costing Health Damage. According to a recent World Bank study on
the environment and development in Indonesia, from 1993 to 2020 Indonesian industrial
output will expand 13 times, while the discharge of industrial pollutants will increase by at

8 World Bank, World Development Report, 1992.
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least 10 times. The same study found that in 1990 the 8.2 million population of Jakarta
suffered an estimated total loss of more than US$500 million as the avoidable health costs
of air and water pollution, including pollution from industrial and non-industrial sources.9

Although the differences in the size of the urban population and industrial activity between
Jakarta and major cities in Viet Nam are significant, the study provides a compelling
example of the high health costs of pollution in urban centers.

6.46 Ecosystem. Viet Nam has abundant and diversified resources of fauna and
flora, attracted from the North, the West, and the South; its forest types range from
tropical to temperate with many unique species of animals and plants. The animal
population in Viet Nam bears not only special features of Viet Nam but also the overall
features of the animal population in South China, the Himalayas and India. '0

6.47 Industrial pollution is already causing damage to ecosystems and species.
Effluents from industry threaten mangrove and other coastal ecosystems along the
Vietnamese coastline. Industrial waste water's contribution to siltation in the coral reefs is
increasingly common. 1 1

6.48 Other Economic Activities. Industrial pollution causes losses to other
economic activities such as aquaculture, agriculture, and tourism. Shrimp farming has
become increasingly popular and is widely practiced along the Vietnamese coast.
Industrial effluents decreases water quality and thus threaten to extinguish this dynamic
resource as it has happened in Thailand and Indonesia. Water pollution problems caused
by the Pha Lai thermal station are indicative for the impact of industrial pollution on
agricultural activities. Oil, and chemicals are regularly dumped into water stream and end
up in the rivers, reducing agricultural productivity and the quality of water supplies. 12

F. CURRENT RESPONSE TO POLLUTION

6.49 Given the limited in-country pollution management skills, experiences, and
resources, to date the government's response to emerging industrial pollution has been
largely reactive. As the on-going economic reform leads to increased efficiency,
acquisition of modern technology and foreign investment inflows in the industrial sector,
the GOV has started to commit in taking actions not to widen the gap between Viet
Nam's environmental institutional capacities and demand for environmental management
services.

9 World Bank, Indonesia Environment and Development: Challenges for the Future, 1994.

'0 World Bank, Viet Nam Draft National Environmental Action Plan, 1995.

l Cheung, Catherine, Report on a Visit to the Coasts of Viet Nam, World Wild Life Fund for Nature,
1991.

12 World Bank, Viet Nam Energy Sector Investment and Policy Review, 1993.



- 163 -

6.50 This section first review the current institutional and legislative framework
for industrial pollution management. It also discusses the function of government agencies
at the national and local level.

6.51 National Institutions. The Ministry of Science, Technology and the
Environment (MOSTE), established in 1992, and the National Environment Agency
(NEA), established under MOSTE in 1993, are the national bodies in charge of
environmental protection. Their main role is to promote scientific studies on the
environment, formulate environmental policy, coordinate international cooperation for the
environment, and screen large investment projects in terms of environmental impacts.
They also serve as a focal point for all environment-related activities, by providing
linkages among ministries and departments to ensure that government policies reflect
environmental considerations. At present, lack of trained personnel is a crucial constraint
to the effective implementation of environmental policies. NEA had 28 staff, as of August
1994, only 4 of which had received any training in environmental management issues, and
only 2 of these had completed graduate level training."3

6.52 The State Planning Committee (SPC) is the lead agency in charge of
developing economic plans, preparing national investment plans, and determining external
assistance requirements. It set a public expenditure target of 1% of GDP on
enviropmental activities to be reached within 15 years. SPC has recently created an
environmental unit in the Department of Science and Education with only five staff In the
environmental administration, SPC plays a national leadership role for the country to take
steady steps to incorporate environmental concerns into national economic plans. SPC is
expected to take more responsibility to coordinate environmental activities by line
ministries and provincial agencies.

6.53 The State Committee for Cooperation and Investment (SCCI) is the agency
in charge of approving foreign investment through a formal review process including
environmental review. This process includes both SPC, as the Chair of the review
committee, and MOSTE, as one of the permanent member on the committee. The
Ministry of Justice and the Ministry of Finance are the two ministries most directly
involved in integration of environment into national development strategy through
legislative and fiscal measures to protect the environment. 14

6.54 The Ministries of Light Industry, Heavy Industry, and Agriculture and
Food Products are the line agencies responsible for sectoral policies and supervision of
state enterprises. They all have environmental units, although their current activities are
limited due to a lack of qualified staff and policy direction.

3 Thomas 0. Sikor and Dara O'Rourke, A Tiger in Search of a New Path: Economic Reform and
Sustainable Development in Viet Nam, 1994.

Government of Viet Nam, Strengthening National Capacities to Integrate the Environment into
Investment Planning and Public Policy Making, 1993.
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6.55 Provincial Institutions. At the provincial level, the Departments of
Science, Technology, and Environment (DOSTEs), which were previously called
Environmental Committees, are the provincial equivalent of MOSTE. The DOSTEs are
locally funded by the People's committee. The DOSTEs have formal authority to review
and comment on environmental aspects of investment applications and to resolve
pollution-related disputes. In Hanoi and HCMC, DOSTE has become the most active
agency in pollution management. In addition, in Hanoi and HCMC the Chief Architect's
Office also plays a key role in environmental management through its jurisdiction and
authority over land zoning issues.

6.56 One of the main functions of the DOSTEs is the resolution of conflicts
between polluting industries and affected residents. To mediate disputes, DOSTEs send
teams to inspect the involved plants and suggest low-cost measures for reducing
emissions. Inspections occasionally lead to temporary plant closures, as in the case of a
sulfuric acid plant in HCMC. The plant remained closed for nearly a year, pending
installation of pollution control equipment. DOSTEs also assign the responsibility of
polluting firms to monetarily compensate victims (reportedly an average total of US$500
per case), and may close down factories that systematically violate environmental
standards.

6.57 The HCMC DOSTE has recently taken an innovative approach to deal
with polluting industries in the city. It identified 46 highly polluting enterprises-
including joint ventures with foreign investors - and created a voluntary program to
ensure that these enterprises comply with the city's effluent standards within a certain
period. The profiles of these industries were documented in a "Black Book". The staff
of the HCMC DOSTE have received training from the Singapore government and are
currently working with the Asian Development Bank to compile an environmental
management plan for HCMC, which may modify the city's existing physical master plan to
make it more environmentally friendly.

6.58 Initiatives by provincial DOSTEs to deal with industrial pollution are
significant inputs for better environment. However, in general DOSTEs lack qualified
staff to conduct monitoring and reliable laboratory facilities to test monitoring samples. In
addition, financial arrangements to enforce monitoring and testing are necessary
prerequisite for DOSTEs to conduct appropriate industrial pollution management.

6.59 Non-Governmental Organizations (NGOs). Public involvement in
environmental issues mainly occurs when neighbors of polluting industries complain to
DOSTE. As DOSTE is the part of People's Committee, People's Committee sometimes
directly brings serious complain cases to the Office of Government, which is just under the
Prime Minister. Therefore, the public have relatively better access to higher level of the
government in the case of industrial pollution complain. Though some research institutions
that used to be fully financed out of the government budget have become more
independent, Viet Nam has yet to see the emergence of true NGOs. Environmental
research institutes generally lack resources, experiences, or channels for them to receive
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environmental information or bring pressures to bear for relief from adverse environmental
impacts.

6.60 Legislation and Regulations. In Viet Nam there are three main levels of
environmental legislation: the National Environmental Protection Law and the 1995
National Environmental Standards, administrated by MOSTE; sector-specific laws and
regulations related to environmental and human health protection; and provincial-level
environmental regulations and standards. The national legislation has two main weakness
that need to be urgently addressed: the National Environmental Protection Law is
incomplete in that it establishes the victim's right to be compensated by polluters, but it
does not define procedures, levels of compensation for victims, and penalties for polluters;
and the 1995 National Environmental Standards set more manageable objectives than the
previous 1992 provisional criteria, but these objectives remain difficult to achieve owing
to inconsistent enforcement of the standards and weak institutional capacity.

6.61 The 1995 National Environmental Standards. The Viet Nam Standards
Institute (VSI) within MOSTE's Directorate for Standards and Quality finalized in March
1995 MOSTE the following national standards, which replace the 1992 provisional ones:

Ambient air quality (TCVN 5937-1995);
. Maximum allowable concentration of hazardous substances in ambient air

(TCVN5938- 1995);
Industrial emission-inorganic substances and dusts (TCVN5939-1995);
Industrial emission-organic substances (TCVN5940-1995);
*Maximum allowable limits of pesticide residues in the soil (TCVN5941-1995);

* Surface water quality (TCVN5942-1995);
* Coastal water quality (TCVN5943-1995);

Ground water quality (TCVN5944-1995);
Industrial wastewater discharge (TCVN5945-1995);
Maximum permitted noise level (road motor vehicle) (TCVN5948- 1995); and

* Maximum permitted noise level (public and residential areas) (TCVN5949-
1995).

In addition to the above standards, MOSTE's VSI is currently establishing
emission (water and air) standards for five sectors (target date is 1996): textiles; cement;
oil refining; paper; and motor vehicles.

6.62 The Policy Division of MOSTE's NEA will evaluate the economic impacts
of the standards. VSI will send a team of four experts for 10 days to Malaysia, Thialnd,
and Singapore to study how these countries phased lead out of gasoline.

6.63 The 1995 National Environmental Standards are better than the previous
provisional criteria. Positive aspects include: (a) a more manageable number of
parameters covered (although the number is smaler than the number of parameters
covered by the provisional criteria, it is still too large and will require all of the provincial
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DOSTEs to acquire more advanced monitoring equipment); (b) the distinction between
new and existing facilities, with more stringent limits for new facilities; and (c) their
classifications of water bodies by use, with more stringent limits for water used for
drinking and domestic purposes than other surface water.

6.64 Prior to the introduction of the national environmental standards, Hanoi
and HCMC had already issued their own provincial standards. In 1991, Hanoi
promulgated ambient and work-place standards, but no effluent standards. Hanoi's
standards are based on standards from the World Health Organization (WHO) as well as
the Ministry of Health, the former Soviet Union, and Eastern Europe countries. These
standards cannot be effectively implemented, as they omit some basic parameters and
cover an unmanageable large number of other parameters. In Hanoi ambient standards
cover in fact 95 air pollutants, 117 liquid pollutants, and noise; work-place standards
cover 140 air pollutants, 15 particulate (including coal and cement dust), and noise. In
addition, Hanoi's registration and licensing regulations require approval of investment
applications by the provincial DOSTE and establish detailed environmental inspection
requirements. A Board of Inspection under the DOSTE must carry out semi-annual air
quality inspections of plants producing fertilizers, toxins, batteries and other electrical
products, and active chemicals and pesticides; annual inspections of all other industries;
and spot checks of previous violators of air and water quality standards. In 1993,
HCMC's standards were promulgated, primarily on the basis of standards from
neighboring countries and prepared with assistance from the Government of Singapore.

6.65 With the introduction of the 1995 National Environmental Standards, all 53
provinces are now required to finalize or establish provincial standards consistent with the
national ones. The 1995 national standards are very similar to the 1993 HCMC's
standards. The ambient air quality standards are more stringent than the U.S. standards
and the Malaysian or Thai standards in some parameters (e.g., carbon monoxide); air
emission standards for particulate and lead are the same as Thailand's for existing
factories, and are more stringent than Thailand's for new sources. Effluent standards for
BOD are as and even more stringent than BOD standards in other countries in Southeast
Asia.

6.66 VSI still debating whether they should use concentration versus load-based
standards. Many countries specify BOD standards in terms of concentration (mg/l) rather
than as limits on total loading (kg/day for instance). The disadvantage of using
concentration-based targets is that, even if enforced strictly, these encourage dilution of
waste in order to meet standards. Not only water conservation is discouraged, but also
effluent standards become irrelevant when water is underpriced.

6.67 Environmental Impact Assessment (EL4). In comparison with other
developing countries Viet Nam is actively adopting EIAs. Between January 1993 and
January 1995, the HCMC DOSTE had reviewed 1,000 EIAs in two years (and rejected
only 29 of them). All enterprises (new and old alike) are required to complete EIAs for
their operation. The concerned agencies, however, do not have enough trained staff to
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evaluate EIAs, nor is there a timeline for compliance or for decisions on how to respond
to EIAs."5 Furthermore the tendency to over-emphasize EIAs as a tool for managing the
environment leads to concentrating on large-scale projects and neglecting the collective
impact of a large number of small scale activities. 16

G. [PP POLICY RECOMMENDATIONS

6.68 Viet Nam has now a unique opportunity to prevent industrial pollution
before long-term damage requires costly 'cure" IPP initiatives are an effective tool to
achieve the objective if they are integrated in the industrial strategy and NEAP. This
section proposes policy recommendations for IPP in Viet Nam.

6.69 Although IPP initiatives should be designed within a consistent framework,
it is necessary to set relative priorities for the short and the long term. In this context, IPP
priorities should include establishing an appropriate regulatory framework, strengthening
institutional capacity, and identifying workable economic measures. In the short term, IPP
initiatives should include: reviewing the existing legislation and completing it where
necessary; reviewing planned economic incentive measures and where necessary
identifying alternatives; reviewing national investment plans in environmental protection
on the basis of economic analysis of environmental and health loss; initiating training
programs for environmental administrators and technicians, establishing an IPP task force
and defining its role; formulating industrial siting strategies; and identifying target
industries for specific interventions. In the medium and long term, IPP initiatives should
focus on: organizing industrial participation in environmental management; supporting
state enterprise reform; expanding environmental training for environmental administrators
and technicians; promoting public participation in environmental management; and
promoting environmental research and education.

6.70 Regulatory Framework. A regulatory framework is a crucial foundation
for environmental management in general and for IPP. The government has taken
important steps in this direction, with the approval of the National Environmental Law and
the recent introduction of National Environmental Standards.

6.71 Having established ambient objectives, the government needs now to
review specific issues such as (a) manageable parameters in standards, (b) the technology
by which polluter should meet standards (as requirement in standards), and (c) high
enough penalties to induce polluters to change their behavior.17 In addition, as provincial
DOSTEs are developing their own environmental standards, the government should
ensure that provincial and national standards are consistent.

15 Thomas O Sikor and Dara O'Rourke, 1994. cit.

16 Government of Viet Nam, 1993, cit.

1 Bastion, D. Janis, 1991, cii.
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6.72 Institutional Capacity. At the national level, streamlining responsibilities
for industrial pollution management among the concerned central agencies needs to be
achieved. The government should consider establishing a national-level task force to
define the respective roles of SPC, MOSTE, SCCI, and the Ministries of Heavy Industry,
Light Industry, and Agriculture and Food Processing in policy coordination for an IPP
strategy. This initiative should be managed under a strong national leadership. In addition
to IPP policy formation, financing industrial pollution management will be a crucial issue.
The Ministry of Finance should be involved in decisions concerning the mobilization and
use of resources for industrial pollution management by central and local governments.

6.73 At local level, provincial DOSTEs and Chief Architect's Offices (in Hanoi
and HCMC) or equivalent provincial units need to cooperate closely to achieve local
environmental objectives. In particular, these agencies should set common environmental
objectives and implement them through planning and implementation of urban and specific
zone development. Provincial People's Committees have jurisdiction over DOSTE and
Chief Architect's Office, supervise locally-managed state enterprises, and engage in land
development. Thus the autonomy of DOSTE and Chief Architect's Office to review new
projects is essential, and could be enhances by the representation of local residences in
these commnittees to review EIA or land development plans.

6.74 Monitoring is a key element to conduct transparent environmental
management based on scientific data and analysis. In addition, monitoring and
enforcement capacity are preconditions for effective economic incentive measures. In the
absence of adequate monitoring and enforcement, enterprises will not respond to
economic incentives."' '9 Actual monitoring practices by local DOSTEs differ from one
province to another, on the basis of parameters and methods to measure pollutants that are
in many cases insufficient or inconsistent. In addition, laboratory quality to test samples is
often in question.

6.75 The nucleus for a national water and air quality monitoring system,
however, already exists under the Center for Control and Management of Air and Water
Environments within the Institute of Meteorology and Hydrology, Bureau of
Hydrometeorology. In parallel, MOSTE has set up five environmental monitoring centers
as first step in establishing a National Monitoring Network. This embryonic systems need
to be developed into an effective national monitoring system with standardized monitoring
practices.2 0 Furthermore, MOSTE should incorporate this information into the State of

18 Boland, John J., Coordinated Pollution Control Actions: Regulatory Approaches and Enforcement,
1989. Presented notes prepared for the World Bank.

19 Bernstein, D. Janis, Alternative Approaches to Pollution Control and Waste Management:
Regulatory and Economic Instruments, World Bank Discussion Paper, 1991.

20 World Bank, Viet Nam Water Resources Sector Review, Environmental Annex, 1995.
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Viet Nam's Environment Report to present monitoring results, as done for instance in
Malaysia's annual environmental report.

6.76 To implement appropriate monitoring trained technicians and laboratory
equipment are essential elements. In terms of external training, so far the governments of
Singapore and Canada and UTNEP have provided EIA training. The government of
Singapore has also provided urban environmental training for the HCMC DOSTE. The
Economic Development Institute of the World Bank is providing IPP policy training, and
the Japanese International Cooperation Agency is planning to provide monitoring and
testing technical training.

6.77 The financial sources to run monitoring and testing operations will also
need to be identified. The HCMC DOSTE is already considering the possibility of
charging new enterprises an 'environmental application fee" These types of systems need
to be widely discussed both at the national and local levels.

6.78 Industrial Siting Policy. As discussed in Chapter V, the government aims
to industrialize the country in a geographically balanced manner by developing three
growth triangles and utilizing industrial estates as an instrument for rapid industrialization.
Environmental considerations, however, have not yet become an important factor for the
evaluation of the regional or industrial estate development plans. As shown by the
experience with the development of industrial estates in Malaysia - which has more than
150 industrial estates developed by the state governments and distributed in a relatively
even manner in the three growth poles - clustering industries in industrial zones can
reduce substantially environmental monitoring costs. In addition, economies of scale may
be realized in various pollution abatement activities, as shown for instance by the
requirement of common waste treatment facilities in Thailand (though these facilities do
not always operate appropriately there).

6.79 The government has yet to prepare a concrete master plan for the
development of growth triangles or industrial estates. As such a master plan would entail
infrastructure investment plan, regional EIAs should be required to assess cumulative
effects of future development and to balance development and environmental protection.
Integration of environmental consideration into master plans is already a major concern for
Vietnamese environmental experts.

6.80 State Enterprise Reform. State enterprise reform has an important role
to play not only with regard to private enterprise development, as discussed in Chapter IV,
but also with regard to IPP. In fact, only financially viable enterprises can improve their
environmental behavior by responding to economic incentives. By improving efficiency of
state enterprises, further reform of this sector would thus contribute to IPP as well.

6.81 Economic Incentives. The government is considering the introduction of
economic measures, such as charges and subsidies, to promote industrial pollution
prevention. The intention of the government is sound, but initiatives such as subsidies and
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charges require cautious consideration and evaluation before implementation. In addition,
as the Bank has started IPP sector work and IPP policy training for Viet Nam, it would be
timely for the Bank and the government to jointly review the proposed economic measures
and where necessary consider alternatives. Viet Nam is in fact in the process of reforming
its tax system in line with the overall transformation of the economy.

6.82 There are several altemative measures that could be considered to provide
economic incentives to pollution prevention. In industrialized countries, examples include
effluent charges on water pollution (used in the Netherlands and Germany); emission
charge on sulfur dioxide (in Japan); charges on fuels, pesticides, and fertilizers and
deposit-refund systems for containers and car batteries (in Northern Europe), and
emissions trading for air pollutants (in the US).2'

6.83 Other examples of economic incentives can be found in the region. A
recent World Bank report recommended for Thailand the adoption of a presumptive
pollution tax. This system would involve requiring manufacturers to pay taxes for
discharging industrial waste water. These presumptive charges would be assessed on all
registered industrial enterprises above a cut-off size, and would very across subsectors in a
predetermined manner according to their pollution intensities. A key feature of the
presumptive pollution tax would be rebate system, which should refund a portion of their
charge payments to firms that could demonstrate higher levels of cleanup of their waste
steams beyond the minimum level.22 It should be noted that the refund system plays a
crucial function to let enterprises determine their individually preferred level of emission.
An example is provided by the case of the government of Hong Kong, which failed to
impose chemical import taxes to cover the cost by a newly-built industrial hazard waste
treatment facility due to the strong opposition of the chemical industries association. In
fact, chemical users claimed that large users of chemical inputs had already installed
waste-minimizing production facilities and pipe-end treatment facilities and were
producing less hazardous waste. Therefore, they considered unfair to be charged the
quantity of chemical imports by plants on the basis of presumptive levels of emissions.
Finally, the government decided to treat the waste free of charge.

6.84 In China, Zhejiang Multi-city Development Project (financed by IDA)
includes as component to establish an environmental fund to help finance industrial
pollution control projects. The fund is financed in part by pollution levies for pollutant
discharges that exceed standards and by fees paid by enterprises for waste water
discharges into water bodies (in addition to funds from an IDA credit and some local
funds). In spite of the success of the approach, there are some weaknesses: the pollution
I 1. Parallel to establishing the regulatory framework and institutional capacities, as levies
and fees are far below the marginal cost of treatment equipment; the system provides only

21 World Bank, World Development Report, 1992.

22 World Bank, Thailand: Mitigating Pollution and Congestion Impacts in a High-Growth Economy,
1994.
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an incentive to meet the standard of contaminant concentrations, not to do better; and the
fee system does not create an incentives to reduce pollution at minimum cost.23

6.85 Other regional experiences have involved subsidizing the adoption of
improved technologies or the introduction of end-pipe treatment facilities. While the basic
principle underlying economic incentives for pollution prevention and mitigation is that the
polluter should pay, the rationale behind these incentives is that relatively small subsidies
will alter the polluters' behavior and benefit society as a whole. A few examples follow.

6.86 In 1965, the Japan Environmental Corporation was established to subsidize
the following projects: (a) construction of new pollution control facilities and public
welfare facilities needed for effective pollution control; (b) soil contamination clean-up
projects; and (c) provision of sites, buildings and shared waste treatment facilities for
relocation and consolidation of small-scale pollution prone industries. Its budget for fiscal
year 1991 was 80 billion yen (approximately US$649 million).

6.87 In Thailand, an Environmental Fund was created - with some
governmental seed money and a large contribution from the Japanese Overseas Economic
Cooperation Fund - to finance the installation of environmental facilities by enterprises
and the construction of waste water treatment projects by local governments. The Fund
provided loans with longer amortization periods and lower interest rates, and targeted
small and medium-scale enterprises (though large enterprises turned out to be the largest
beneficiaries of the Fund).

6.88 Another example of economic incentives based on subsidizing the
introduction of improved technology is the exemption of environmental protection
equipment from import taxes. Malaysia recently introduced such exemption, while
Thailand applies a lower import tax rate.

6.89 Public Participation. Public awareness of industrial pollution has
increased in urban centers in Viet Nam during the recent years. The public is using
effectively the ombudsman system established by some DOSTEs to raise cases of
industrial pollution. The public is also successfully testing the victim's right to be
compensated for the damages induced by industrial pollution. Finally, local newspapers
are actively carrying news on industrial pollution. These are important elements of public
participation in IPP, and they should be extended to include, at provincial level, public
representation at the review of EIAs and zoning decisions.

6.90 Industry's Role. Generally, given the financial difficulties of many
enterprises, the employment concerns of municipal governments, and the lack of
incremental resources for pollution management, most enterprises that are in non-
compliance with environmental standards can do little more than introducing small

23 Kulsum, Ahmed, Industry and the Environment. Patterns in World Bank Lending. The World Bank,
1995.
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housekeeping improvements. However, a number of managers have already indicated
their awareness that the pressure for pollution abatement will increase and tolerance for
current discharge levels will decrease substantially in the next five years.

6.91 The cost of meeting environmental standards varies greatly across
industrial subsectors. For example, in the U.S. in 1991, 7.9 percent of capital expenditure
in industry went to pollution control equipment. This aggregate figures results from the
petroleum industry allocating over one-quarter of new capital expenditure to pollution
control; the chemical industry allocating 13 percent; and sectors such as rubber, textile,
electric, and food allocating less than 6 percent.

6.92 Although Viet Nam has no industrial associations in Western sense, it will
develop such organizations in the course of industrial development. In other countries,
industrial associations have played an important role to improve industry's environmental
behavior under the pressure to comply with standards. For example, under the regulatory
and public pressure a palm oil producers' organization in Malaysia successfully reduced
their BOD discharge by collective effort through technology development.

6.93 The Ministries of Heavy Industry, Light Industry, and Agriculture and
Food Processing can also play an important role in promoting cleaner production and
waste treatment technologies. As these ministries own and regulate similar types of
industries, they are in the position to provide advisory services and even economic
incentives for enterprises to improve their environmental behavior.

6.94 Furthermore, targeting priority industries that pollute intensively or/and
emit toxic substances is necessary to achieve cost-effectiveness for IPP. Available data
show that the food processing industry in Viet Nam is the largest industrial subsector and
is growing rapidly. The experience of other countries suggests that the food sector is
often an intensive polluter in terms of BOD discharge, and that prevention and mitigation
measures can be installed at a small incremental cost. In addition, polluters discharging
toxic substances - such as chemical producers, whose effluent often contain carcinogenic
dioxin - should also be targeted and monitored with specific attention, due to the high
risks posed on human health. IPP measures for targeted industries such as the food
industry and paper industry should to be started rapidly, possibly as a pilot for broader
future initiatives.

6.95 Investment. The government will need to examine timing and
composition of investment necessary to minimize future pollution. In particular, common
waste treatment facilities and hazardous waste treatment facilities should be considered, as
even a private sector led approach to build these facilities requires governmental planning.
Thus, planning for private and public investment in environmental protection needs to be
part of policy interventions for IPP.

6.96 The cost of these interventions varies greatly across countries, but can
expected to be limited in Viet Nam. In the region, the Chinese government has set its goal
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to annually spend 0.8 percent of GDP on anti-pollution activities by 1995, mostly on
controlling pollution from coal-burning by means of fuel switching, improving heating
system efficiency, and end-of-pipe emission control.2 4 OECD countries have achieved
since 1970 substantial environmental improvements (including a 60% of reduction of air
particulate and a 38% reduction sulfur oxides) as a result of annual expenditure on anti-
pollution activities of about to 0.8-1.5 percent of GDP. About half of these expenditures
were incurred by the public sector and half by the private sector.25 The SPC's
environmental investment plan indicted that the country intend to follow OECD countries'
experience.

6.97 Research and Education. Several government-affiliated research
institutes in Viet Nam serve the government as think-tanks for policy formation. Those
that work on industrial pollution issues tend to be science-oriented and lack resources to
conduct effective policy research. These institutes have however a strong potential to
develop as independent environmental research organizations. Some of them are already
providing environmental services for the private sector by conducting EIAs. Providing
these institutes with staff training, through collaboration with international and bilateral
organizations, and financial viability, through contracting with the private sector or
privatization, are options that should be considered.

6.98 Finally, given the lead time necessary to build environmental management
capacities, the development of university curricula on the environment should be
undertaken rapidly. Some of major universities in Viet Nam have already expressed their
interests to do so and have been seeking external assistance.

24 US Congress Office of Technology Assessment, Industry, Technology, and the Environment, 1994.

25 World Bank, World Development Report, 1992.





ANNEX 1: A WORLD BANK STUDY OF TECHNICAL
AND MARKETING SUPPORT SYSTEMS

1. A 1994 World Bank study' sought to identify the means through which
small and medium-sized enterprises in four countries -Colombia, Indonesia, Korea and
Japan -find buyers. In each country, investigators asked a panel of exporting companies
to rank, in order of importance, a list of altemative means that included: buyer initiatives,
direct efforts by the seller, and collective sources such as public marketing support
agencies, industry associations and other non-governmental sources of marketing support.

2. In addition to understanding how the enterprises had established their
export contacts, investigators wanted to know how they maintained their market
competitiveness. In particular, they were interested in learning how small and medium-
sized enterprises got ideas and (when necessary) technological support for product and
process improvements. The same companies were asked to evaluate the relative
importance of self-initiative, buyer-seller and other private external relations, and public
technical support services in achieving technology transfer.

Marketing Support

3. Colombia. The Colombian study covered SMEs in three industries:
leather goods, garments and non-electrical machinery. Most exports from these industries
are destined for the markets of other Latin American countries and the United States.

4. Survey results showed that development of export markets has taken place
primarily in the private sector. Leather goods and garment producers rate the efforts of
foreign buyers as the most important source of initial export contracts, followed by their
own direct marketing efforts and subcontracting to other firms. Among garment
producers, those whose main market is the United States said they got into exporting on
their own initiative, while those selling mainly to other Latin American countries relied
upon the initiative of the buyers. Subcontracting is most common among smaller firms
and those that started exporting only recently.

5. The non-electrical machinery industry exports primarily to other Latin
American countries. In contrast to the garment industry, direct marketing is the primary
channel through which export contacts are made. Investigators suggest that this may be
due to the heterogeneous product mix of the industry and the proximity of the main
markets (Ecuador and Venezuela).

Brian Levy with A. Berry, M. Itoh, L. Kim, J. Nugent and S. Urata, "Technical and Marketing Support Systems
for Successful Small and Medium-Size Enterprises in Four Countries", Policy Research Working Paper No.
1400, December 1994.
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6. Industry associations, while not themselves an important source of export
contracts, were praised for their part in setting the stage for contacts with potential buyers
through the organization of trade fairs.

7. Indonesia. Enterprises in Indonesia fall into one of two ethnic categories:
pribumi and non-pribumi. The former are managed by Indonesian Malays, while the latter
are managed by entrepreneurs of Chinese descent. This ethnic dichotomy must be kept in
mind when evaluating the importance of marketing and technical support sources. The
non-pribumi enterprises benefit from linkages with an extended Chinese community that
reduce the transactions costs of seeking out export markets and create natural channels for
technology transfer. Because pribumi enterprises lack these external connections, they
have different needs.

8. The study covered manufacturing in three industries: garments, carved
wooden furniture and rattan furniture. The garments industry, the leading source of
manufactured exports from Indonesia, is dominated by non-pribumi firms, while the
carved wooden furniture industry is predominantly pribumi. The rattan industry is
comprised mostly of non-pribumi, but with a large minority of pribumi firms.

9. All three industries rated foreign buyers and their agents as their most
important source of initial exports. As one would expect, non-pribumi firms (with their
extensive contacts) ascribed even more importance to buyer initiatives than did pribumi.2

Behind foreign buyers, respondents rated their own direct marketing efforts and
subcontracting as most important (in that order). Investigators observed that the gap
between direct marketing and reliance on buyer initiatives widens as enterprises of both
ethnicity mature.

10. Government-provided marketing support, though not a significant source
of export orders for any industry, is most valued by pribumi and smaller non-priburni
enterprises. According to rattan producers, the most useful support is assistance to
participate in trade fairs abroad and at home.

11. Korea. Four industries were sampled in the study: woven textiles, auto
parts, electrical parts and factory automation. As in Colombia and Indonesia, most
marketing support comes through private channels, with collective support agencies
playing a marginal role. Survey results show that as firms (in all four industries) mature,
foreign buyers and direct marketing efforts become even more important. Auto parts
manufacturers surveyed also rely on close ties with assemblers in Korea for many of their
exports.

2 One interesting observation: even though predominantly pribumi, the carved wooden firniture industry
indicated that they relied on foreign buyer initiatives even more than the (largely non-pribumi) rattan industry.
The report suggests that this more passive role may be related to the lower education level among entrepreneurs
in the carved wooden funiture industry.
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12. The Korean government sponsors a wide variety of public support agencies
designed to help SMEs expand their export markets. Among the sectors, auto parts firrns
most often used collective support agencies, while nearly half of electronic parts producers
reported having never used collective marketing support services. Public support for
participation in trade fairs abroad and at home was most frequently cited as an important
and useful to exporters.

13. Japan. The structure of much of the manufacturing sector in Japan,
sometimes referred to as a "pyramid" or "multi-tier" structure, is characterized by close
relationships between SME subcontractors and their often larger parent firms. Most
producers take on several parent firms to protect themselves from fluctuations in the
parents' business cycles. Even so, the degree of dependency between subcontracting firms
and their principals is high.

14. The three industries surveyed were auto parts, silverware and woven
synthetic textiles. All three basically follow the "pyramid" structure; producers of woven
textiles differ in that they produce primarily under service contracts from chemical
companies and trading houses. Under this system, the textile weavers receive yarn from
the chemical companies or trading houses and receive payment for the amount of woven
textiles they produce and return to the supplier.

15. Two of the industries - auto parts and woven textiles - produce
intermediate goods. For those firms, subcontracting relations and local production
networks play key roles in market development. The structure leaves little room for
public institutions to offer marketing support.

16. For producers of final products, such as silverware, the marketing needs
are different. Silverware producers cited direct marketing and trading houses as the most
important source of export contracts. Support from the industry association and chamber
of commerce, through the sponsorship of trade fairs, was also important.

Technology Transfer

17. Colombia. SMEs have relied primarily on private sources of technical
information used for productivity gains. In two of the three industries surveyed -

garments and non-electrical machinery - on-the-job learning by owners and workers was
rated the most important source of technical capability. It was rated most highly by the
non-electrical machinery producers, the most technically sophisticated of the three
industries.

18. Sources external to the firm were also important in building technological
capability. The leather goods industry rated foreign buyers the most important source of
ideas on product and process improvement. In the garment and non-electrical machinery
industries the most important private external sources were equipment suppliers and
technical literature, respectively.
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19. Industry organizations are dominant among collective support sources.
Respondents, especially those in the garments industry, reported having taken advantage
of industry-association-sponsored courses which provided technical information relevant
to their business.

20. Indonesia. As with market development, non-pribumi firms have an
advantage of being able to draw on the technical expertise of an extended Chinese
community. Pribumi enterprises are more dependent upon substitute sources of ideas and
technical support, such as subcontracting principals and collective support agencies.

21. Foreign buyers emerge as the most important source of support for
technical upgrading. Expatriates were an important source of technical capability for firms
that use them - mostly non-pribumi and large firms - while subcontractors in the rattan
industry rated their principals as important in helping to build technical capacity.3

22. Respondents rated collective support mechanisms much lower than private
channels in all three industries. Collective technical support was found to be virtually
useless in the garment industry, and only helpful to pribumi enterprises in the rattan
industry. Despite receiving low overall ratings by producers of carved furniture,
investigators observed that "there is evidence that collective mechanisms to support
technology acquisition reach firms that would not otherwise be able to participate
effectively in export markets"4 - referring specifically to enterprises led by less-educated
entrepreneurs.

23. Korea. The four Korean industries surveyed varied widely in their
responses relating to technology transfer. The woven textiles and electrical parts
industries found little use for collective support services, while the auto parts and factory
automation industries found them quite helpful. "Learning by seeing" - imitating other
companies' products, observing at intemational exhibits - is the most important source of
innovation for textiles manufacturers. Investigators observed that electrical parts
companies seldom produce new or original products (they rely on other suppliers, like
Japan) and thus have little use for collective or other technical support. Order-placing
firms were rated their most frequent source of ideas for product improvement.

24. Enterprises in the factory automation industry make the greatest use of the
variety of technical support systems available to them. Buyers and international
exhibitions are the most popular sources of new ideas. Public agencies were found to be a
frequent (and useful) source of technical assistance, as were people hired out from
universities to work for the industry.

3 Garnent producers cited expatriates as a valuable source of ideas on improving workplace organization.
4 Berry and Levy, p. 38.
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25. Auto parts producers were most likely of the four industries to use
collective technical support agencies. In addition, they receive support from order-placing
firms which provide active technical assistance to enterprises in an effort to ensure quality.

26. Japan. For industries just getting started, collective technical support was
found to be an important contributor to innovation. In subsequent periods, private
channels, such as parent firms, subcontracting and material and equipment suppliers were
found to be the dominant sources of technical support.

27. In the silverware and weaving industries, most technical support comes
from parent firms. Public technology centers, while widely used, were found to be
minimally useful. Large firms value their services more than small firms, who more often
rely upon technical support from equipment suppliers and other firms in the same business.
Producers of auto parts rated their "own efforts" as the most important source of new
ideas for product development, followed by suggestions by parent firms. Putting these
ideas into action requires additional technical support. Parent firms are the most
important source of this support, especially for smaller companies.





ANNEX 2: INSTITUTIONAL ARRANGEMENTS FOR
SUPERVISION OF STATE ENTERPRISES

1. Two recent developments -the creation of General Department for
Monitoring State Capital and Assets in State Enterprises and the formation of General
Corporations in select sectors - underscore the awareness of the government of
importance of institutional arrangements in managing SEs. These developments represent
a response to the institutional challenge of disentangling the dual role of the government
as a "sovereign" and "owner." In its role as a "sovereign," the government has the same
rights and obligations with respect to SEs as it has vis-a-vis private enterprises. For
example, the tax policies of the government are equally applicable to both types of
enterprise - public and private. Similarly, it is the role of the government to define the
boundaries for the market system by setting up a regulatory framework which is valid for
all players.

2. As an "owner," on the other hand, the government must ensure that the
country as a whole gets the highest possible returns -pecuniary and non-pecuniary -
from the investments in SEs. In many countries, however, the government has achieved
returns to the investments in SEs not by means of efficiency but by establishing monopoly
powers through the improper use of its sovereign role. This type of government
intervention not only prevented the growth of an efficient market system and a vibrant
private sector; it also engendered inefficiency and complacency on the part of many SEs.

3. General Department. In Viet Nam, prior to the creation of the General
Department in January 1995, line ministries performed a combination of sovereign and
ownership functions. These functions are now in the process of being separated, with the
General Department set to perform the "ownership" role whereas line ministries are
expected to focus on the "sovereign" role of regulating the respective sectors.

4. By comparison with international experience in this area, the Vietnamese
attempt to separate sovereign and ownership roles and improve the effectiveness of the
ownership role is a modest one (Box 1). In addition to having a limited mandate, to date
the main focus of the General Department has been to adopt a new accounting and
auditing system.
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BOX 1: SEPARATING "OWNERSHIP" AND "SOVEREIGN" ROLES OF THE
STATE

Regarding the separation of a government's ownership functions from its policy, strategy and
regulatory functions, three country example where such a transfer has been successfully implemented are given
below.

Hungary

In 1990, as the core if its enterprise reform program, the Government transferred the ownership rights
of the State in all State Enterprises (SEs) from ministries to a newly created independent institution, the State
Property Agency (SPA). SPA, governed by a board of directors under the chairmanship of a minister without
portfolio, was given two mandates; privatization of SEs and management of state property. SPA started its
work by converting SEs into fully state-owned commercial companies registered under Hungary's Company
Law.

Because of its preoccupation with privatization, SPA was not able to adequately manage the property of
the State in non-privatized enterprises. Therefore, in 1992, the govermnent decided to divide enterprises it
controls into two categories: those which must be fully privatized; and those which, for strategic reasons, will
remain partially or totally in state hands. The exercise of the ownership rights of the State for the former
category was transferred to SPA and for the latter category to the State Holding Company (SHC), a fully state-
owned company created in 1992 under the supervision of the said minister without portfolio. Excluded from
this program was a limited number of enterprises (e.g., railways and defense industry) which remained under
the control of the concerned ministries.

By the end of 1993, all SEs had been transformed into commercial companies and their boards of
directors or their general directors had been appointed by their owners. SPA had privatized about 60% of SEs
under its control, and SHC had started partial privatization of a number of enterprises in its portfolio. The
recent success of SHC in partial privatization of Hungary's telecommunications was impressive. In the electric
power sector, SHC is planning to partially privatize the power generation facilities as well as the distribution
network, but keeping the transmission system under its own control.

Slovenia

With the transformation of all its SEs into commercial companies and the division of these companies
into two categories (privatizable and non-privatizable), Slovenia has followed a path similar to that of Hungary
for enterprise reform. The Government has restricted long-term state ownership of enterprises to those engaged
in: electric power generation, transmission and distribution; gas distribution; the railroad sector; road
construction and maintenance; sea and air ports; telecommunication; postal services; and water distribution.
The state ownership rights in these enterprises will be consolidated in a newly created State Treasury.

China

The Shenyang Municipal Government (SMG) launched a program of converting its SEs into limited
liability shareholding companies. The program, which resembles Vietnam's pilot equitization program, has
resulted in the conversion of 77 medium- and large-scale SEs into commercial companies. During the last
quarter of 1993, SMG established the State Assets Management Bureau (SAMB).

5. General Corporations. As discussed in Chapter IV, in 1995 seven
General Corporations were established on a pilot basis. The government's stated objective
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in forming these General Corporations is to improve quality of supervision while ensuring
that competition is not thwarted.

6. General Corporations are more commonly referred to as Holding
Companies in the international literature. Legally, a company is a holding company if it
controls the composition of the board of directors of another company. This control can
be direct - through ownership of the requisite equity of the subsidiary company - or
indirect - as when specific clauses in the memorandum and articles of association of the
subsidiary company provide for such control of the board of the subsidiary by the holding
company for considerations other than direct ownership of the requisite equity. According
to the common legal practice in many countries, the holding company, as a shareholder of
the subsidiary company, enjoys the same privileges and rights as any other shareholder of
the subsidiary company.

7. The most common conceptual confusion arises when a "sector"
corporation is treated as being synonymous with a "holding" corporation. A sector
company need not take the forrn of a holding company and vice versa. However, it should
be noted that in Vietnam the General Corporations are being conceived as holding
companies which are also sector corporations.

8. Several countries shave established holding companies for a wide variety of
reasons, including for instance to:

* seek a means of control of a number of SEs, because the line ministries find it
difficult and inefficient to deal with numerous firms directly;

D achieve synergies through integration within a given sector;
- promote "arms-length" management of SEs by creating a buffer between SEs

and line ministries (e.g., in India, Egypt and Algeria);
* manage government assets to increase financial returns to the government's

investment in these enterprises;
* rescue loss-making companies because of social costs of liquidation are high

(e.g., IRI of Italy in 1933);
* transfer or restore SEs to private ownership (e.g., Treuhandanstalt in

Germany);
* undertake the management of the state's share in SEs until their divestiture to

private owners (e.g., State Ownership Fund in Romania).

9. Given this diversity of objectives for which holding companies are set up,
there is no uniform prescription as to the most appropriate division of responsibilities
between ministries, holdings and individual enterprises. For example, one can view a
holding company as a special case of a multi-divisional firm: the Ministry of Finance or
the Prime Minister's Office functions as the head office, the General Corporation is like the
regional or product line division, and individual companies are like operating units. In this
context, Oliver Williamson (for multidivisional firms in 1975) and Elliot Jaques (for
general hierarchies in 1976) provided surprisingly similar prescriptions on the distribution
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of decision-making responsibilities. According to these prescriptions, the head office (or
superior unit) should:

* set objectives;
* evaluate performance according to these objectives;
* reward and penalize the chief executive officer according to that evaluation;
* appoint chief executive officers;
* provide resources(finance);
* conduct long-range planning and co-ordination among units;
* do (almost) nothing else.

10. There are thus six narrow prescriptions and one broad proscription. The
proscription is particularly important since it is so often violated. And, if it is violated, it is
no longer possible to hold managers accountable for performance according to objectives.
Thus, the advantages of hierarchical specialization are lost. In fact, the interdependence
among the seven precepts is such that if one is violated, it is no longer optimal to follow
the others.

11. International Experience with Holding Companies. In general, the
financial performance of holding companies around the world has been very poor.
However, it is not clear what lessons one can infer about causality between the holding
company structure and this dismal financial performance. To start with, on an average,
public enterprises have performed poorly whether they have been managed by holding
companies or not. However, to compare the performance of public enterprises with or
without holding companies is a very difficult task, primarily because it is difficult to isolate
the influence of a myriad of other concomitant factors. Yet, the weight of accumulated
evidence (Ayub and Hegstad, 1986) suggests quite clearly that holding companies have
not been able to improve the performance of pubic enterprises in comparison with how
they would have fared without holding companies.

12. The lessons from the past experience with the Holding Company concept
can be divided into two broad categories. The first category represents the necessary
conditions for achieving success with a holding company. Experience suggests that
holding companies have been effective only when there was clarity regarding the goals and
objectives of the holding company. The second category of lessons suggests that while
goal clarity may be a necessary condition it is not a sufficient condition for success. To
satisfy the latter, one must evaluate each holding company on a case to case basis. Only
for those companies where the strengths of the holding company concept outweigh the
weaknesses of this concept, one can expect to find a success story of improved
performance.

13. While the holding company concept has been drawn from private sector
experience, on the whole, public sector holding companies have performed substantially
worse than their private sector counterparts. In the literature, one finds that success has
come to a large variety of holding company forms in the private sector (Murthy and Nath,
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1988; Goold and Campbell, 1987), and that there is a clear underlying theme to this
success. In the private sector, the goal of profit making is clear, easily understood and
widely accepted. The rest of the organizational structure is then designed to achieve this
objective. Efficiency does not always follow from the profit-making objective: private
sector holding companies are in fact often used to: (a) minimize tax and statutory
liabilities, (b) transfer funds by inflating costs and prices for sometimes dubious inter
company transactions, including upstream loans, (c) raise the cost of tracking inter
company transfers, etc. These are clearly not the objectives that large SEs are expected to
pursue.

14. The most celebrated case of public sector holding is that of the Institute for
Reconstruction of Industry (MIR). It controls hundreds of diverse state owned companies
and is credited for the rapid industrialization of Italy. A close scrutiny of the IRI case
validates our hypothesis. Though it is a public enterprise, IRI has a very clear mandate. It
is legally required to operate on economic viability criteria and the cost of non-commercial
objectives is explicitly recognized and reimbursed.

15. The same is true for Keppel Corporation of Singapore (Mallon, 1988).
Founded in 1968 to strengthen national presence in ship repairing, an activity that faces
fierce competition, Keppel had no choice but to be profitable to survive. Similarly,
PERNAS in Malaysia is a large state-owned holding company with some 20 subsidiaries
(some of which are, in turn, themselves holding companies) and it is supervised directly by
their Prime Minister's Office. It has been given clear-cut objective of launching profitable
enterprises that can eventually be transferred to private, Bumiputra (native Malay)
ownership.

16. Do the above examples imply that only profit orientation is conducive to
superior public enterprise performance? The answer has to be a resounding "No." The
point is clarity of objective, whatever that objective may be. In Korea, performance of
public enterprise holding companies has been turned around using an effective system of
performance evaluation which encompasses a large number of objectives besides profit.

17. Strengths and Weaknesses of the Holding Company Concept. Given
the available international experience, Viet Nam should carefully consider the trade-offs
involved in choosing to establish holding companies, in which sectors of the economy, and
in what form. The main strengths and weaknesses of holding companies, as learned from
international experience, can be summarized as follows:

Strengths

i) Buffer Against Excessive Political Interference: The creation of a holding
company between public enterprise and sectoral ministries can provide a buffer against
interference of sectoral ministries into the day-to-day operations of public enterprises.
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ii) Professional Management of the Ownership Role: Holding companies can
provide strategic guidance and constructive performance evaluation, if they are established
outside the civil service culture of the government and staffed with people with
professional managerial skills.

iii) Leveraging Scarce Management Skills: Public enterprises can benefit from
the pooling of certain scarce managerial talents into a central holding company.

iv) Benefits from Co-operation (Synergy): The benefits of co-operation are
likely to be the greatest between enterprises within the same sub-sector. Research and
development projects which are too large for individual enterprises can be shared among a
number of them. Similarly, economies of scale can be an advantage in negotiating large
scale procurement contracts.

Weaknesses

i) Excessive Layers of Management and Slow Decision Making: In
competitive markets enterprises must have the resources and power to make quick
decisions, if they are to compete effectively. Superholding and holding companies
sometimes represent unnecessary layers of management whose negative effects far exceed
the positive ones.

ii) Lower Motivation and Quality of Managers: Experience suggests that
enterprises that have independence and demonstrated effectiveness are normally better
able to recruit and keep high caliber managers than those enterprises that are more
dependent on others for decision making.

iii) Excessive Financial Powers: There is often a danger of too much
centralization of financial powers with the holding company. Besides the negative effect of
lack of financial autonomy on individual subsidiaries, it can also lead to inefficient resource
allocation.

18. In the specific case of Viet Nam, two considerations appear particularly
important in evaluating the relevance of these strengths and weaknesses. First, the
formation of the General Corporations will remain a cosmetic exercise, unless the above
seven precepts mentioned earlier in the section can be applied at each level of hierarchy.
Thus, a performance evaluation system for the General Corporations, as well as for the
individual SEs, will be required to insure that the intended benefits accrue. Second, the
implications of the establishment of sub-sectoral General Corporations for the
development of competitive markets and private enterprises should be carefully assessed.
In fact, establishing General Corporations in sub-sectors dominated by commercial
activities and where SEs are currently dominant -- such as cement and textiles -- would
encourage non-competitive behavior and will likely hinder the prospects for rapid growth
of private businesses.
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BOX 2: EXPERIENCE WITH HOLDING COMPANIES IN INDIA

Even though the Government of India has often experimented with the concept of Holding Company, it
is asserted by many (Iyer, 1988) that no holding company in the real sense of the term has been ever tried in
India. He argues that a holding company should not only play the role of a "facilitator" but "supplant" the
administrative ministry in many respects. According to Murthy and Nath (1988), the former merely facilitates
the functioning of the administrative ministry concerned whereas the latter supplants the ministry's role in
planning and control.

Large integrated corporations like Steel Authority of India (SAIL) and Oil and Natural Gas
Commission (ONGC) perhaps have a better chance of playing the role intended for holding companies. Murthy
and Nath find that the Indian experience shows that the concept of holding company is also not well understood
by both policy makers and managers.

The in-depth analysis of holding companies in India by Murthy and Nath affirms hypothesis put
forward in this paper. According to them, "analysis of the Indian experience shows that the concept of holding
company is not well understood. Because of this, in none of the five cases described above was there an attempt
to specify the owners' interests or the ways costs of the owner's political objectives, such as over-staffing, were to
be met. The holding companies became a part of the governmental annual budgetary process. Further, the
establishment of holding companies effected no change in the government's direct control over the subsidiaries
through its various departments and inter-ministerial committees." That is the holding companies have tended
to become a yet another layer in the already complex bureaucracy.
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ANNEX 3: STATE ENTERPRISE SUPERVISION SYSTEM

1. As discussed in Chapter IV, an effective SE supervision system should
consist of three components: (a) a performance evaluation system, to evaluate
systematically the achievements of SEs against their objectives on the basis of fair criteria;
(b) an incentive system, to motivate managers to improve their performance; and (c) an
information system, to provide managers, supervising agencies and policymakers with
timely and relevant information. A detailed discussion of the general principles underlying
design and implementation of these three components as well as relevant country
experience is provided in this Annex.

A. STRUCTURE OF THE PROPOSED PERFORMANCE EVALUATION SYSTEM

2. The structure of the proposed performance evaluation system, which
usually takes the form of performance agreement - a negotiated agreement between the
government as owner and the management of the state enterprise -is outlined below.

3. The design of a performance evaluation system involved the following
steps:

Step 1: selection of performance criteria
* Step 2: selection of the criterion weights

Step 3: selection of the criterion values
* Step 4: determination of the score

The first three steps are taken at the beginning of the year, while the last is taken at year-
end.

STEP 1: Selection of Performance Criteria

4. The following basic principles should guide the selection of performance
criteria:

performance Criteria should reflect the objectives of the SE;
* they should be simple and monitorable;
* they should be "fair" to the manager and "fair" to the country; and
* for practical reason they should not be too many.

5. The performance evaluation criteria included in the performance evaluation
system (PES) must be "fair" to the manager. That is, these criteria must evaluate the
manager only on those items which are within his control. This point is often highlighted
by making a distinction between "enterprise performance" and the "management's
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performance." The latter can be arrived at by adjusting "enterprise performance " for all
factors over which the enterprise management has no control.

6. The criteria selected should not only be "fair" to the management of public
enterprises but also "fair" to the country. Assume, for example, that a management of a
public enterprise has full control over capacity utilization. Hence, selection of capacity
utilization would be considered a "fair" criterion for evaluating the management's
performance. However, if the management pushes up the capacity utilization rate by
neglecting the minimum down time required for proper maintenance, then this criterion
can not be considered "fair" to the nation. Essentially, the manager makes himself look
good at the cost of future generations of managers who are likely to be stuck with the
dilapidated plant and equipment.

7. The number of criteria included in the PES should be few. Ideally, one
should make sure that every real benefit and every real cost associated with the operation
of an enterprise has been accounted for. That is, the major objectives of the SE should be
covered by the list of criteria.

8. However, that may lead to a very long list of criteria. Experience suggests
that this is not desirable. Therefore, attempt should be made to cover only the major
benefits and costs in the initial rounds of PES. Once the system has been fully refined, the
list of indicators could be fine-tuned further.

9. An attempt should be made to include criteria which measure managerial
performance in the following areas:

* Static Efficiency: These criteria measure how well the enterprise is making
use of its existing resources. It includes performance indicators relating to
financial and physical aspects of enterprise operations. For example, Profit,
Productivity, etc., capture this aspect of enterprise performance.

* Dynamic Efficiency: Many activities of the enterprise impose an immediate
cost on the enterprise and bestow results sometime in the future. For example,
proper repair and maintenance, corporate planning, research and development
etc. The criteria used in performance evaluation must make sure that these
activities are given credit by including criteria which measure the enterprise
performance in these areas.

* Implementation of Restructuring Plans: In the context of on-going reform
of the SEs, this is an important aspect of managerial performance and deserves
special attention.

* Project Implementation: Lack of timely execution of projects has a great
hidden cost. This cost may not be reflected in the current financial statements
but none the less adversely affects country's welfare in the long run. It may be,



ANNEX 3
Page 3 of 15

therefore, desirable to include indicators to measure the execution of major
projects by SEs in Thailand.

* Non-Commercial (Strategic) Activities: These have been the raison d' etre
for the creation of many SEs in Vietnam. Therefore, without their explicit
recognition, no performance evaluation exercise can claim legitimacy and be
credible. However, it will be each SEs responsibility to make a case for
justifying a particular activity as non-commercial or strategic and for estimating
its effect on SEs performance.

10. PES should include only "Quantitative" indicators whenever possible.
However, they may also include "Qualitative" indicators. Each of the five categories
mentioned above can have quantitative and qualitative indicators. For example, both
"profits" as well as "service" could be used for measuring static operational efficiency.

11. While it is important that the SE and the Government agree on the
definition and measurement techniques for all types of indicators, it is particularly critical
to do so for "qualitative" indicators. Any imprecision will lead to unnecessary controversy
at the time of evaluation.

STEP 2: Criterion Weight Selection

12. Whenever there is more than one indicator, we must decide what are the
relative priorities so the management can allocate its time more effectively in achieving
those priorities. This is not an academic issue. Rather, by not specifying the inter se
priorities among the indicators we run the risk of either being unable to evaluate
performance at the end of the year or appearing to be subjective in performance
evaluation. In either case, the effectiveness of the PES is diminished.

13. Specification of weights is a "normative" exercise. There is no rule or law
that mandates a particular weight for a particular criterion either across enterprises or over
time. This is a judgment which the two parties will have to make and agree to. As the
owner of SEs, it is the prerogative of the Government to reserve the ultimate right to
determine these weights.

STEP 3: Criterion Value Selection

14. Criterion value selection concerns the level of performance expected with
respect to different indicators. To understand this step we need to distinguish between
"criteria" and "criteria value." We know that miles per gallon is a criteria to measure
efficiency of all types of motor vehicles, for example, cars, scooters, trucks and so on.
However, a performance level of 10 miles/gallon may be excellent for a truck but it is
terrible for a scooter. This value of "10 miles/gallon" is the criteria value. It is a value
which distinguishes various levels of performance. There are many ways of incorporating
criteria values in the PES. One way to do so is to have a 5-point scale, where:
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I = Excellent
2 = Very Good
3 = Good
4 = Fair
5 = Poor

15. Criterion values can be determined via negotiations relying primarily on
past tend and perspective plan for the future. In selecting these criterion values (targets),
the following points may be kept in mind.

* This exercise should be carried out through a participative process.
Experience suggests that without a participative approach, targets tend to take
the form of formal directives which are often overtly accepted and covertly
resisted.

These targets should be easy to understand and well defined. It is desirable at
this stage to also agree upon definitions of various criteria and methodology
for measuring them.

* The sources of information which can assist in setting criterion values include:

* the original objectives at the project formulation stage;

* comparisons with similar firms in the public or private sector; the recent
reports of the World Bank studies done by Wappenhans on benchmarks
in various core sectors is very useful for this purpose;

* standards achieved by similar enterprises in other selected developed
and developing countries;

* comparisons with the performance of the same enterprise in the
previous years; and

. Professional judgment by third parties, including the Ministry of
Finance, line ministries, other SEs.

STEP 4: Performance Evaluation at the End of the Year

16. The fourth and the final step is taken at the end of the year, when we look
at the achievements of the SE and compare them with the criteria values and determine the
composite score -- reflecting overall performance. For example, suppose we have the
following 5-point scale where "1" represents an excellent performance and "5" a poor
performance.
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Table 1: Criterion Values

Criterion Units Criterion Values
1 2 3 4 5

Excellent Very Good Good Fair Poor

Profit Mil..Dongs 410 385 366 350 340

17. At the end of the year, we compare this scale with the actual achievements.
If the management has achieved a profit of D385 million then they get a score of 2. If
they have achieved a profit level of D366 million they get a score of 3. If their profit is in
between these two levels, then they get a score between 2 and 3. This is how we calculate
the score (called raw score) for all the indicators included in the Performance Agreement.
Once we have done that, we take a weighted average of all these raw scores and arrive at
a composite score. The value of the composite score will also lie between 1 and 5.

18. This concept of composite score is a very key concept in the PES. It
measures the ability of the enterprise to meet its commitments. It also allows us to link
the incentive scheme to the managerial performance in an objective and "fair" manner. In
addition, it will also allows us compare and rank various SEs according to the composite
scores, while the commitments of the enterprises may be different. For example, the
commitments of Telephone SE and Power SE are very different, yet through this
exercise we are able to compare their ability to meet their respective commitments.

19. In the PES the review meeting at the end of the year is important to adjust
the criterion values for factors which were genuinely unanticipated and unforeseen by both
parties to the Performance Agreement -- i.e., factors which were not anticipated and could
not have been predicted by either party, such as natural disasters, wars, etc. This is
essential to keep the system "fair."

How to Calculate the Composite Score

20. Since Composite Score is the heart of the PES, it is essential to have a
clear understanding of how it is calculated. In this section we illustrate the calculation of
the composite score with the help of a hypothetical example.

21. A Hypothetical Example. Imagine that at the beginning of the year a
state enterprise signs a PES concerning following targets:
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Table 2.: Performance Agreement Targets at the Beginning of the Year

Criterion Units Weight Criterion Values 5_ l
1 2 3 4 5

Excellent Very Good Good Fair Poor

1. Profit Million .50 400 385 350 300 250
D ongs __ _ _ __ _ _ _ _ _ _ _ _ _ _ _

2. Exports Million .30 80 70 65 60 55
____ ____ ____ ___ D ongs _ _ _ _ _ _ _ _ __ _ __ _ _ _ _ _ _ _ _

3. Project Months .20 6 8 12 14 16
Implementation ._._.

At the end of the year the achievements of this enterprise were as follows:

i) Profit D385 Million
ii) Exports D75 Million
iii) Project Implementation 5 months

How would you evaluate the performance of this enterprise? The answer to this question
is summarized in Table 3.

22. Calculation of the RAW SCORE. In this step we have to figure out
where does the achievement of the enterprise fall on a scale of I through 5. For example,
for profit the RAW SCORE is exactly 2 because it corresponds to point number two on
the 5-point scale mentioned in Table 1. However, for Exports the Raw Score is in
between I and 2. Since the achievement of D75 Million with respect to the export target
is exactly half way between the two points, the Raw Score for Export is 1.50. One has to
calculate the Raw Score by interpolation when the achievement is in between the values
for the points on the 5-point scale.

Table 3: Calculation of Composite Score at the End of Year

Cnterion Units Weight Achievement Raw Score Weighted Raw
______ ______Score

1. Profit Million .50 D385 mil. 2 1.00
D ongs __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

2. Exports Million .30 D75 mil. 1.5 .45
Dongs l

3. Project Months .20 5 Months 1 .20
Implementation

COMPOSITE 1.65
SCOREI
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23. The calculation of the RAW SCORE for Project Implementation raises
interesting issues. The target for excellence in project implementation was six months.
Whereas, the project was completed in five months. Should we give a RAW SCORE of I
or less than 1 for such performance? It is possible to find supporters for both positions.
Those who argue for giving a score of 1 usually base their contention on the fact that the
PES does not provide for a score of less that 1. To which the other side responds by
saying that not giving a score of I would be unfair to high performers as the system would
fail to recognize their special efforts.

24. It turns out that supporters of the former position of giving a score exactly
equal to I are correct, though for the wrong reason. To understand why, we have to ask
what are the possible reasons for this discrepancy between the target of six months for
Project Implementation and an achievement of five months. There are three main reasons
why this might happen. We examine each one of them in tum to see how to deal with
them.

25. First, it is possible that both parties (government and SE) involved in the
PES had genuinely failed to anticipate the future correctly and made an honest mistake.
For example, based on the past experience, both parties may have assumed that it would
take a certain amount of time, say one month, to procure a particular item from a third
party. Fortunately, this time around the third party delivered the required item almost
instantaneously because, coincidentally, they had the item in stock. Therefore, the
resultant good performance was a windfall gain and the enterprise can not claim credit for
it. In other words, the initial assumption was wrong and it would be improper or "unfair"
to the country to reward such mistakes.

26. It is also worth pointing out at this juncture that for certain indicators
exceeding the target is not necessarily a desirable thing. For example, if the PES target for
the production of railway wagons is 800 in the case of a SE that manufactures them, it is
not clear that it is desirable from a national point of view for this enterprise to produce
1200 wagons in the absence of an export order for the additional 400 wagons.

27. In the case of project implementation, in particular, it is reasonable to say
that finishing the project much ahead of the scheduled date may be undesirable if the
matching end-use facility is not available. For example, what is the point of the SE
supplying natural gas to complete a pipeline when the petroleum refining SE is not even
ready on the other end? It would not only lock up valuable working capital in the project,
it would also create potential dangers of deterioration by leaving pipeline unused.

28. Once we have the raw scores for all the three criteria, the next step is to
multiply the raw scores with the respective weights for the three criteria and get the
weighted raw scores as shown in the last column of Table 2. The sum total of this column
gives us the COMPOSITE SCORE of 1.65.
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How to Interpret Composite Scores

29. The primary objective of the composite score is to provide an effective
link between managerial performance and the incentives. The composite score shows the
degree to which the SE in question was able to meet its commitments. If it had met all its
commitments in the PES, it would have got a composite score of 1. On the other hand, if
it had done a miserable job on all fronts, it would have received a composite score of 5.
The fact that it got a score of 1.65 in our hypothetical example implies that its
performance was close to "excellent," all things considered.

30. Second, the composite score also allows us to compare and rank the
performance of all SEs in the performance evaluation system. While the commitments of
these enterprises are different and one cannot make a one to one comparison of their
commitments, the ability to meet these commitments is most certainly comparable. For
example, while it is meaningless to compare profitability of the electricity producing SE
with that of Vietnam Airlines, their composite scores can be compared. One does not
require effort to understand this point. Suppose the Electricity SE makes a commitment
to reduce its losses by DI00 Million and achieves its objective, whereas, Vietnam Airlines
makes a promise to increase profits by DIOO Million but fails to do so. In absolute terms
the Electricity SE may still be making less profits compared to Vietnam Airline's modest
profit. Yet, common sense suggests that the Electricity SE has done a better job. This is
the crux of the performance evaluation exercise under the proposed PES.

31. For the PES to be effective and sustainable over time, it is essential that:

* SEs formulate a coherent and consistent long-term corporate plan; and

* the technical ministry also formulate a detailed and clear sectoral strategy and
long-term policy for the relevant sector.

It is important to remember that PES is a complement to a the long-term plans of SEs and
not a substitute for them. Annual targets are to be set within the context of the corporate
plans.

32. Above all, having regard for everything mentioned above, the emphasis
should be on simplicity. The contents of PES should be simple to understand and monitor.
Towards achieving this goal, it would be desirable if all SEs could adopt a common format
for presenting their respective PES.

B. CHECKLIST FOR DESIGNING A PERFORMANCE EVALUATION SYSTEM AND
CHECKLIST FOR DRAFTING PERFORMANCE AGREEMENTS

33. Performance Agreement (PA) is a freely negotiated performance
agreement between Government as owners and the SEs. It should clearly specify the
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intentions, obligations and the mutual responsibilities of the two parties. Contents of the
PA may be divided into following two parts.

Part I Mission & Objectives of the SE

Part II (A) Commitments of the SE

Criteria for Performance evaluation, Criteria Weights, Performance
Targets (Criteria Values) to be indicated on a 5-point scale.

(B) Delegation of Powers and Assistance from the Government.

(C) Frequency of Monitoring and Information Flow.

34. Part I: Mission & Objectives of the State-Owned Public Enterprise. The
following should be checked:

* Does it contain a clear statement of board-approved Mission and objectives?
* Are the objectives related to the mission of the organization?
* Have these objectives been listed according to priorities? List the priorities clearly.
* Do these objectives cover:

* both quantitative and qualitative aspects of the SE's performance?
e both commercial and non-commercial aspects of the SE's operations?
a both static and dynamic aspects of the SE's operations?

* Are these objectives in confonrity with the long-term corporate pla of the SE?
X Are the objectives too many in number? If so, reduce the number to a manageable

size.
* Do these objectives contradict one another? If so, elininate the contradictions or

highlight the trade-offs.

35. Part I: A. Commitments of the State. The following should be
checked:

A.1 Performance Criteria and Criteria Weights

* Do the performance criteria cover the priority objectives as stated in Part I?
* Have these criteria been defined clearly?
* Only key performance criteria with reference to the enterprise's business

operations should form part of the PA.
* The aim should be to include outcome objectives (that which measure end-

results) rather than process objectives (that measure the means).
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* Ensure that, wherever relevant, the PA contain criteria measuring performance
of SEs with respect to Project Implementation and Implementation of
Restructuring Plans.

* Is there any duplication in the criteria listed in the PA? If so, is it avoidable or
is it intended to serve a special purpose (e.g. to emphasize an important aspect
of performance)?

* Do the weights assigned to the criteria correspond with the stated priorities in
the objectives? Do they reflect the perceived relative importance of the various
criteria in the judgment of the Management of SE, or Ministry of Finance, or
line ministry?

* Do the criteria listed in the PA cover important qualitative aspects of enterprise
performance? Have these criteria been translated into measurable quantitative
indicators? If this is not feasible (there should be very few cases) does the PA
lay down a methodology for the evaluation of performance with reference to
such indicators?

* Have the indicators measuring qualitative aspects of enterprise performance
been given due relative weight depending on the nature of the activities of the
SE?

* Do not include any social or non-commercial obligation unless it has been cast
on the SE by the government; statutory obligations or voluntary actions by the
SE in the interest of good industrial or neighborhood relations should not be
included.

A.2 Criteria Values and Targets

* Is the target setting realistic and growth oriented?
* Are the PA targets identical with Plan and Budgetary Targets?
* For qualitative indicators, the targets for each of the points on the 5-point scale

should be indicated in the performance matrix itself
* The methodology adopted for fixing targets for qualitative parameters to be

annexed.
* The Administrative Ministry/Department's budgetary targets and PA targets

should be synchronized. The budget figure with respect to each of the
performance indicators is the basic target and should be placed in the Very
Good column, i.e. under point 2 on the 5-point scale.

* Does the PA contain data for the past three years' actual performance for
reference purposes?

36. Part II: B. Government's Responsibilities. The following should be
checked:

* Are the responsibilities of the government stipulated in this section confined to
those few which are directly related to the performance targets undertaken by
the SE in the PA?
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* Is the delegation of power asked for relevant and related to agreed
performance targets?

37. Part II: C. Modality for Monitoring the PA. The following should be
checked:

* Is the modality of information flow and the frequency of monitoring clearly
mentioned in the PA?

* Is the PA precise, clear and simple?

C. PERFORMANCE INCENTWE SYSTEM

38. The impact on managerial behavior of even the most sophisticated
performance evaluation system depends on the accompanying incentive system. As was
discussed in Chapter IV, the existing bonus system has two main problems: first, in most
SEs all workers get the same bonus irrespective of their individual contributions; and,
second, the bonus is determined solely on the basis of enterprise performance, which may
have nothing to do with the managerial contributions.

39. If existing evaluation system is fine-tuned along the lines recommended in
Annex 4.2, the incentive system will also need modification. On the basis of the
experience of countries that have introduced a PES similar to the one recommended for
Vietnam, the following is suggested.

40. For the largest SEs where a system of case-by-case performance
agreements is implemented, the bonus system should be linked to the performance
agreement with the enterprise, and performance rating should determine both the size of
the pool to be distributed as well as the amount to be awarded to top management.

41. For example, if a 5-point scoring system is adopted so that performance is rated
from excellent to poor, the bonus pool could be set equal to the following share of net
profit, on the basis of the performance rating:

Performance rating: Bonus Pool as % of Net Profit:
poor 0
fair 7%
good 8%
very good 9%
excellent 10%

42. The bonus component of top management's compensation should also be
driven by the Performance Agreement. The amount of the bonus should be a significant
part of the managers' total compensation (40% - 50%), should be linked to enterprise
performance, and should increase in a compound way relative to improved performance.
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Accountability and termination for unsatisfactory performance - assessed on the basis of
fair criteria - should also be part of the overall Performance Agreement.

43. For example, again if a 5-point scoring system is adopted so that
performance is rated from excellent to poor, the manager's bonus pool could be set equal
to the following multiple of his monthly compensation, on the basis of the performance
rating:

Performance rating: Bonus as No. of Monthly Salaries:
poor 0
fair 2 Months
good 4 Months
very good 6 Months
excellent 10 Months

44. Below top management, the performance agreement should also be a
primary determinant of the amnount of bonuses paid to employees from the bonus pool.
After the maximum eligible amount of bonus is determined for all employees (excluding
the top management), individual employee performance as well as overall enterprise
performance should determine the actual individual award. Once the Performance
Agreement between management and owner has been agreed upon, each member of
management negotiates an individual Performance Agreement with each subordinate
manager or employee. These agreements will further breakdown the criterion used for the
evaluation of the enterprise over which that subordinate has responsibility. This process
should be followed down through the organization to the lowest practical level.
Performance of the employees at the lowest levels should be measured by their annual
performance evaluation, thereby also strengthening the incentive value of that system.

45. A suggested model would be:

MAXIMIJM PERCENT OF BONUS MEASURED BY:
LEVEL BONUS ENTERPRISE INDIVIDUAL

PERFORMANCE PERFORMANCE

TOP MGMT. SET BY BOARD 100 0

SR.MGMT. 5 MONTHS 80 20

MI) MGMT. 5 MONTHS 75 25

PROF/SUPVR 5 MONTHS 50 50

TECHISUPPORT 5 MONTHS 25 75

WORKER 5 MONTHS 20 80
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46. The implementation of the proposed incentive system would bring about
the following benefits:

* the priorities of the enterprise as detailed in the Performance Agreement are
communicated throughout the enterprise;

* ownership of and accountability for those priorities are spread throughout the
organization;

* a better linkage between the individual employee's performance and the overall
enterprise performance is created, especially at the mid management,
supervisory and professional levels; and

* it will promote teamwork through the clear identification of common goals.

47. Finally, for the rules-based performance evaluation system a simplified
version of the above system would be recommended. In fact, in smaller organizations, the
difference between the top management and the others may not be that critical.

D. PERFORMANCE INFORMATION SYSTEM

48. An "information system" is an organized method by which decision-makers
in an organization are presented with needed information in the appropriate format and at
the appropriate time, in order to improve the quality of their decisions. Therefore, the
nature of the information, format in which it is presented and timing varies not only from
one organization to the next, but also from one decision-maker to another.

49. The decision structure of the Vietnamese SE sector may be divided into
two broad categories - the general policy decisions of the government at the level of
General Department and line ministries, and specific management decisions at the
corporate level. The respective concems of the decision-makers at these two levels are
very different. The government, as the owner, has to decide on the objectives of the SEs
and the resources required to attain them. At the corporate level, on the other hand, SE
managers have to ensure that the necessary resources are obtained and used effectively
and efficiently to achieve the objectives of the SE.

50. Given these different concerns, the government and SE managers need two
different types of information systems: the performance information system (PIS),
proposed here for the government, and the more detailed management information
system (MIS), appropriate at the enterprise level.

51. In order to maintain the advantages of hierarchy and decentralization of
decision-making, and to avoid swamping of the top levels with extraneous data, it is
necessary to filter information as it moves upward. Top government decision-makers need
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broad summary variables, not all the details. For example, a management information
system provides managers with a wealth of detail on standard costs, inventory levels and a
multitude of other factors which help them to control costs. The top of the hierarchy does
not need this information; therefore, the performance information system contains much
fewer details in this area, being concerned only with whether costs are rising or falling
(and whether it is due to price or quantity effects). The two information systems are not
substitutes but complements. The performance information system at the ministry level
motivates the use of and, in part, measures the success of the management information
system at the enterprise level.

52. Currently in Vietnam, there does not exist a satisfactory information system
for state enterprises that is capable of handling the informational requirements of the
current reform process with respect to the SEs. This situation has been made particularly
difficult because most SEs are in the process of implementing new accounting
procedures.

53. Thus it is absolutely essential that newly formed General Department of the
Ministry of Finance as well as the various mipistries adopt a common information system.
In fact, the General Department is already in the process of selecting an appropriate
system and it is important that this effort is coordinated with ministries. International
experience around the world suggests that there are few off-the-shelf packages that can
be used for state-owned enterprises. Thus a new one may have to be custom designed for
Vietnam on the basis of international experience, particularly in South Korea.

54. The proposed performance information system would be meant for use by
the Government to monitor the socio-economically relevant behavior of its state-owned
enterprises. For this purpose, the information system should provide information on the
following three sets of economic data:

55. Performance Evaluation Variables. As a shareholder, the government
(General Department) must be able to assess the performance of SE managers in order to
motivate them, to reward them when improving performance, and to make decisions on
future allocations of resources.

56. Financial Control Variables. As the ultimate bearer of risk, the
government must be able to assess the consolidated level of external indebtedness of the
system as a whole, as well as of its constituents. In addition, it must make decisions
regarding how internally generated surplus funds ought to be reallocated to the most
appropriate units. Finally, they must also be able to get a fair idea of the value of the
enterprise (assets) before they are privatized.

57. Macroeconomic Variables. For purposes of macroeconomic
coordination and development planning, the government requires data on revenue,
expenditure, savings, investment, borrowing, value added, capital information, etc., by
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SEs. The proposed system should provide information on these items for each enterprise,
and also at the aggregate level for the industry, as well as for the entire public sector.

58. In short, it is recommended that the Government of Viet Nam should
introduce a standardized performance information system to monitor progress, do all
quantitative computations on a standardized basis, and produce comparable reports for all
state enterprises.
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Table 1.1: POPULATION

Population Growth By Sex By Area
Year (mid-year) Rate Male Female Urban Rural

(000 persons) (%) (000 persons)

1975 48,030

1976 49,160 2.35 23,597 25,563 10,127 39,033

1977 50,237 2.19 24,197 26,039 10,116 40,114

1978 51,337 2.19 24,813 26,524 10,105 41,226

1979 52,462 2.19 25,444 27,018 10,094 42,368

1980 53,630 2.23 26,047 27,583 10,295 43,335

1981 54,824 2.23 26,665 28,159 10,499 44,324

1982 56,045 2.23 27,297 28,747 10,708 45,336

1983 57,292 2.23 27,944 29,348 10,921 46,371

1984 58,568 2.23 28,607 29,961 11,138 47,429

1985 59,872 2.23 29,285 30,587 11,360 48,512

1986 61,109 2.07 29,912 31,197 11,817 49,292

1987 62,452 2.20 30,611 31,841 12,271 50,181

1988 63,727 2.04 31,450 32,277 12,662 51,065

1989 64,774 1.64 31,589 33,185 12,919 50,801

1990 66,233 2.25 32,327 33,906 13,281 51,908

1991 67,774 2.33 32,994 34,780 13,619 53,111

1992 69,405 2.41 33,814 35,591 13,285 55,075

1993 rev. 71,026 2.33 34,671 36,355 13,663 56,318

1994 est. 72,510 2.09 35,386 37,123 14,139 57,326

Note:
Population by sex and by area may not add to the grand total due to the possible exclusion of

the armed forces nd migrant worken.

For 1989-1994, population by area is based on lgal residency.

Source:
General Statistical Office, Satlisical Yearbook. 1993. Hanoi: Statistical Publishing House, 1994, and

GSO, Statistical Yearbook. 1994. Hanoi: GSO, 1995.



Table 1.2: POPULATION BY SEX, BY SECTOR, AND BY PROVINCE

1993 Population (000 Persons)
Region/Province Total Male Female Urban Rural

Ha Noi - Hai Phona:
Ha Noi 2,160.8 1,060.7 1,100.1 1,106.S 1,054.0
HaiPhong 1,586.2 772.4 813.8 531.9 1,054.3
Sub-Total 3,747.0 1,833.1 1,913.9 1,638.7 2,108.3

Northern Mountains:
Ha Giang 522.4 253.5 268.9 46.5 475.9
Tuyen Quang 629.6 307.5 322.1 62.7 566.9
Cao Bang 625.2 311.3 313.9 62.9 562.3
Lang Son 673.6 326.6 347.0 87.5 586.1
Lai Chau 503.1 249.5 253.6 62.3 440.8
Lao Cai 535.5 266.7 268.8 65.9 469.6
Yen Bai 637.0 310.7 326.3 113.1 523.9
BacThai 1,143.4 566.0 577.4 215.0 928.4
Son La 778.1 385.6 392.5 101.7 676.4
Hoa Binh 713.7 354.3 359.4 112.4 601.3
Vinh Phu 2,202.9 1,062.3 1,140.6 161.8 2,041.1
Ha Bac 2,276.7 1,089.9 1,186.8 114.6 2,162.1
Quang Ninh 882.2 448.1 434.1 376.6 505.6
Sub-Total 12,123.4 5,932.0 6,191.4 1,583.0 10,540.4

Red River Delta:
HaTay 2,216.6 1,048.5 1,168.1 139.1 2,077.5
Hai Hung 2,662.5 1,278.0 1,384.5 138.5 2,524.0
Thai Binh 1,763.8 832.2 931.6 102.0 1,661.8
Nam Ha 2,590.3 1,230.4 1,359.9 297.5 2,292.8
Ninh Binh 843.4 407.5 435.9 72.2 771.2
Sub-Total 10,076.6 4,796.6 5,280.0 749.3 9,327.3

North Central Coast:
Thanh Hoa 3,311.9 1,587.8 1,724.1 240.6 3,071.3
Nghe An 2,679.9 1,309.3 1,370.6 219.7 2,460.2
Ha Tinh 1,280.5 617.2 663.3 72.9 1,207.6
Quang Binh 738.3 357.8 380.5 73.7 664.6
QuangTri 521.8 248.2 273.6 87.0 434.8

Sub-Total 8,532.4 4,120.3 4,412.1 693.9 7,838.5

South Central Coast:
Thua Thien - Hue 972.6 472.7 499.9 250.0 722.6
QuangNamn-DaNang 1,914.9 919.2 995.7 591.7 1,323.2
QuangNgai 1,150.6 548.6 602.0 99.6 1,051.1
Binh Dinh 1,373.8 653.9 719.9 243.0 1,130.8
Phu Yen 708.9 338.8 370.1 132.3 576.6
Khanh Hoa 923.8 453.1 470.7 347.4 576.4
NinhThuan 449.0 217.6 231.4 77.9 371.1
Binh Thuan 858.5 414.8 443.7 202.5 655.9
Sub-Total 8,352.1 4,018.7 4,333.4 1,944.4 6,407.7

Central Highlands:
Gia Lai 743.1 364.3 378.8 166.0 577.1
Kon Tum 249.5 117.2 132.3 54.1 195.4
Dac Lac 1,175.3 580.7 594.6 195.7 979.5
Lam Dong 749.2 378.4 370.8 252.4 496.8
Sub-Total 2,917.1 1,440.6 1,476.5 668.2 2,248.8

Ho Chi Minh City and Environs
HoChi Minh City 4,322.3 2,074.7 2,247.6 3,200.3 1,122.0
Song Be 1,088.5 529.0 559.5 53.9 1,034.6
Tay Ninh 868.6 416.9 451.7 103.1 765.5
DongNai 1,766.1 868.9 897.2 443.1 1,323.0
Baria - VungTau 657.1 323.8 333.3 220.3 436.8
Sub-Total 8,702.6 4,213.3 4,489.3 4,020.7 4,681.9

Mekong Delta:
Long An 1,224.8 578.7 646.1 154.8 1,070.0
Dong Thap 1,462.9 693.5 769.4 231.9 1,231.0
An Giang 1,933.4 936.0 997.4 358.6 1,574.8
Tien Giang 1,624.2 764.6 859.6 197.7 1,426.5
Ben Tre 1,306.6 640.2 666.4 95.8 1,210.8
Vinh Long 1,042.1 500.2 541.9 132.7 909.4
Tra Vinh 938.5 441.8 496.7 57.5 881.0
Can Tho 1,779.1 855.4 923.7 346.0 1,433.1
Soc Trang 1,171.5 553.0 618.5 192.7 978.8
Kien Giang 1,326.6 639.6 687.0 278.4 1,048.2
Minh Hai 1,720.0 824.7 895.3 318.7 1,401.3
Sub-Total 15,529.7 7,427.7 8,102.0 2,364.8 13,164.9

Grand Total 71.025.6 34.670.8 36,354.8 13,663.0 56,317.8

Note: Data do not add to grand total, due to possible exclusion of nilitary forces.
Source: General Statistical Office, Statistical Yearbook --1994. Hanoi, 1995.



Table 1.3: TOTAL EMPLOYMENT BY SECTOR
(000 Persons)

Rev. Prel.
1986 1987 1988 1989 1990 1991 1992 1993

Total Employed Labor Force 27,398 27,968 28,478 28,941 30,294 30,974 31,819 32716
State Sector 4,027 4,091 4,052 3,801 3,421 3,144 2,975 2923
Cooperatives 19,730 20,283 20,658 19,750 20,414 18,071 18,629
Private 3,641 3,594 3,768 5,390 6,459 9,759 10,215

State Sector Employment 4,027 4,091 4,052 3,801 3,421 3,144 2,975 2,923
(by unit)

Government 1,369 1,383 1,359 1,295 1,241 1,228 1,194 1,185
Central 343 337 327 282 253 279 264 262
Local 1,026 1,046 1032 1,013 988 949 930 923

State Enterprises 2,658 2,708 2,693 2,506 2,180 1,916 1,781 1,738
Central 1,278 1,226 1236 1,188 1,091 1,018 978 956
Local 1,380 1,482 1457 1,318 1,089 898 803 782

Employment by Sector
Productive Sector 25,553 26,054 26,497 27,061 28,328 28,973 29,783 30,624

Industry 2,918 3,047 3,150 3,241 3,392 3,394 3,450 3,522
Construction 883 825 856 795 818 820 825 848
Agriculture 19,798 20,246 20,446 20,698 21,689 22,276 22,998 23,684
Forestry 178 173 211 197 206 207 210 214
Transportation 450 429 443 455 476 480 484 496
Telecommunications 38 42 40 40 37 47 51 53
Trade and Supply 1,259 1,268 1,331 1,606 1,681 1,719 1,735 1,776
Other 31 24 21 29 30 30 30 31

Non-Productive Sector 1,846 1,915 1,980 1,880 1,965 2,001 2,037 2,125
of which:

Science 64 57 60 60 53 49 48 48
Education 706 750 830 768 863 804 825 848
Arts and Culture 38 46 45 43 45 46 46 46
Public Health 300 297 305 288 303 309 318 327
Finance, Insurance,

State Management and Others 273 289 247 721 701 793 799 856

Note: Figures are rounded.

Source: General Statistical Office.



Table 2.1A: GDP BY INDUSTRIAL ORIGIN AND BY ECONOMIC SECTOR
IN CURRENT PRICES (Billions of Dong)

Prel.
1986 1987 1988 1989 1990 1991 1992 1993 1994

Total 599 2,870 15,420 28,093 41,955 76,707 110,535 136,571 170,258

State 225 1,027 5,017 9,322 13,615 25,508 40,021 53,505 68,503

Non-State 374 1,843 10,403 18,771 28,340 51,199 70,514 83,066 101,755

Agriculture, Forestry 218 1,126 6,909 11,470 15,720 30,314 36,468 39,320 47,082

-- State 11 53 235 376 429 822 951 1,022 1,271

-- Non-State 207 1,073 6,674 11,094 15,291 29,492 35,517 38,298 45,811

Industry - Total 183 852 3,925 6,792 10,045 18,996 31,180 40,948 52,264

-- State 112 522 2,366 4,085 6,022 11,662 19,572 26,087 33,098
-- Non-State 71 330 1,559 2,707 4,023 7,334 11,608 14,861 19,166

Industry 156 741 3,259 5,366 7,900 15,193 23,956 29,371 37,535

-- State 100 470 2,088 3,466 5,155 10,205 16,714 20,957 26,989

-- Non-State 56 271 1,171 1,900 2,745 4,988 7,242 8,414 10,546

Construction 17 73 436 1,078 1,613 3,059 6,179 10,101 12,946
--State 11 49 268 594 823 1,387 2,780 4,990 5,940
-- Non-State 6 24 168 484 790 1,672 3,399 5,111 7,006

Other Production 10 38 230 348 532 744 1,045 1,476 1,783

-- State 1 3 10 25 44 70 78 140 169

--Non-State 9 35 220 323 488 674 967 1,336 1,614

Services - Total 198 892 4,586 9,831 16,190 27,397 42,887 56,303 70,912

-- State 102 452 2,416 4,861 7,164 13,024 19,498 26,396 34,134
-- Non-State 96 440 2,170 4,970 9,026 14,373 23,389 29,907 36,778

Transport & Conmunications 10 40 325 710 1,449 2,860 4,662 6,036 6,924
-- State 7 22 200 452 869 1,730 3,190 4,123 4,729
-- Non-State 3 18 125 258 580 1,130 1,472 1,913 2,195

Trade 80 336 1,514 3,310 5,460 9,742 15,281 17,549 23,072

= State 41 168 781 1,622 1,802 2,728 3,973 4,071 5,906

-- Non-State 39 168 733 1,688 3,658 7,014 11,308 13,478 17,166

Banking&Insurance 5 27 150 350 490 1,108 1,567 2,318 3,450

-- State 4 20 127 310 482 1,104 1,562 2,311 3,439

-- Non-State 1 7 23 40 8 4 5 7 11

Public Adm., Medical, Education 48 235 1,264 2,366 3,608 6,807 9,718 14,402 18,270
-- State 48 235 1,264 2,366 3,586 6,772 9,673 14,333 18,160

-- Non-State 0 0 0 0 22 35 45 69 110
Rent, NGO, Tourism 55 254 1,333 3,095 5,183 6,880 11,659 15,998 19,196

-- State 2 7 44 111 425 690 1,100 1,558 1,900

-- Non-State 53 247 1,289 2,984 4,758 6,190 10,559 14,440 17,296

Source: General Statistical Office.



Table 2.1B: SECTORAL SHARES IN GDP BY ECONOMIC SECTOR
IN CURRENT PRICES (Billions of Dong)

Prel.
1986 1987 1988 1989 1990 1991 1992 1993 1994

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

State 37.6% 35.8% 32.5% 33.2% 32.5% 33.3% 36.2% 39.2% 40.2%

Non-State 62.4% 64.2% 67.5% 66.8% 67.5% 66.7% 63.8% 60.8% 59.8%

Agriculture, Forestry 36.4% 39.2% 44.8% 40.8% 37.5% 39.5% 33.0% 28.8% 27.7%

-- State 1.8% 1.8% 1.5% 1.3% 1.0% 1.1% 0.9% 0.7% 0.7%

-- Non-State 34.6% 37.4% 43.3% 39.5% 36.4% 38.4% 32.1% 28.0% 26.9%

Industry - Total 30.6% 29.7% 25.5% 24.2% 23.9% 24.8% 28.2% 30.0% 30.7%

-- State 18.7% 18.2% 15.3% 14.5% 14.4% 15.2% 17.7% 19.1% 19.4%

--Non-State 11.9% 11.5% 10.1% 9.6% 9.6% 9.6% 10.5% 10.9% 11.3%

Industry 26.0% 25.8% 21.1% 19.1% 18.8% 19.8% 21.7% 21.5% 22.0%

-- State 16.7% 16.4% 13.5% 12.3% 12.3% 13.3% 15.1% 15.3% 15.9%

-- Non-State 9.3% 9.4% 7.6% 6.8% 6.5% 6.5% 6.6% 6.2% 6.2%

Construction 2.8% 2.5% 2.8% 3.8% 3.8% 4.0% 5.6% 7.4% 7.6%

-- State 1.8% 1.7% 1.7% 2.1% 2.0% 1.8% 2.5% 3.7% 3.5%

-- Non-State 1.0% 0.8% 1.1% 1.7% 1.9% 2.2% 3.1% 3.7% 4.1%

Other Production 1.7% 1.3% 1.5% 1.2% 1.3% 1.0% 0.9% 1.1% 1.0%

-- State 0.2% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%

-- Non-State 1.5% 1.2% 1.4% 1.1% 1.2% 0.9% 0.9% 1.0% 0.9%

Services-Total 33.1% 31.1% 29.7% 35.0% 38.6% 35.7% 38.8% 41.2% 41.6%

-- State 17.0% 15.7% 15.7% 17.3% 17.1% 17.0% 17.6% 19.3% 20.0%

-- Non-State 16.0% 15.3% 14.1% 17.7% 21.5% 18.7% 21.2% 21.9% 21.6%

Transport & Communications 1.7% 1.4% 2.1% 2.5% 3.5% 3.7% 4.2% 4.4% 4.1%

-- State 1.2% 0.8% 1.3% 1.6% 2.1% 2.3% 2.9% 3.0% 2.8%

-- Non-State 0.5% 0.6% 0.8% 0.9% 1.4% 1.5% 1.3% 1.4% 1.3%

Trade 13.4% 11.7% 9.8% 11.8% 13.0% 12.7% 13.8% 12.8% 13.6%

-- State 6.8% 5.9% 5.1% 5.8% 4.3% 3.6% 3.6% 3.0% 3.5%

-- Non-State 6.5% 5.9% 4.8% 6.0% 8.7% 9.1% 10.2% 9.9% 10.1%

Banking & Insurance 0.8% 0.9% 1.0% 1.2% 1.2% 1.4% 1.4% 1.7% 2.0%

-- State 0.7% 0.7% 0.8% 1.1% 1.1% 1.4% 1.4% 1.7% 2.0%

-- Non-State 0.2% 0.2% 0.1% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0%

Public Adm., Medical, Education 8.0% 8.2% 8.2% 8.4% 8.6% 8.9% 8.8% 10.5% 10.7%

-- State 8.0% 8.2% 8.2% 8.4% 8.5% 8.8% 8.8% 10.5% 10.7%

-- Non-State 0.0% 0.0% 0.0% 0.0% 0.1% 0.0% 0.0% 0.1% 0.1%

Rent, NGO, Tourism 9.2% 8.9% 8.6% 11.0% 12.4% 9.0% 10.5% 11.7% 11.3%

-- State 0.3% 0.2% 0.3% 0.4% 1.0% 0.9% 1.0% 1.1% 1.1%

-- Non-State 8.8% 8.6% 8.4% 10.6% 11.3% 8.1% 9.6% 10.6% 10.2%

Source: General Statistical Office.



Table 2.2A: GDP BY INDUSTRIAL ORIGIN AND BY ECONOMIC SECTOR
IN CONSTANT 1989 PRICES (Billions of Dong)

Prel.
1986 1987 1988 1989 1990 1991 1992 1993 1994

Total 23,694 24,562 26,012 28,093 29,526 31,286 33,991 36,736 39,982

State 7,836 8,302 8,908 9,322 9,555 10,375 11,661 13,012 14,679

Non-State 15,858 16,260 17,104 18,771 19,971 20,911 22,330 23,724 25,303

Agriculture,Forestry 10,388 10,326 10,729 11,470 11,642 11,894 12,751 13,235 13,751

-- State 313 354 384 376 290 296 301 320 340
-- Non-State 10,075 9,972 10,345 11,094 11,352 11,598 12,450 12,915 13,411

Industry - Total 6,086 6,620 6,970 6,792 6,990 7,598 8,623 9,723 11,049

-- State 3,806 4,107 4,253 4,085 4,304 4,750 5,632 6,461 7,401

-- Non-State 2,280 2,513 2,717 2,707 2,686 2,848 2,991 3,262 3,648

Industry 4,749 5,224 5,590 5,366 5,500 6,042 6,925 7,766 8,771

-- State 3,062 3,343 3,588 3,466 3,630 4,057 4,832 5,543 6,306

-- Non-State 1,687 1,881 2,002 1,900 1,870 1,985 2,093 2,223 2,465
Consiruction 1,020 1,073 1,040 1,078 1,129 1,186 1,317 1,558 1,860

-- State 714 740 645 594 656 674 779 893 1,066
-- Non-State 306 333 395 484 473 512 538 665 794

Other Production 317 323 340 348 361 370 381 399 418

-- State 30 24 20 25 18 19 21 25 29

-- Non-State 287 299 320 323 343 351 360 374 389

Services-Total 7,220 7,616 8,313 9,831 10,894 11,794 12,617 13,778 15,182
-- State 3,717 3,841 4,271 4,861 4,961 5,329 5,728 6,231 6,938

-- Non-State 3,503 3,775 4,042 4,970 5,933 6,465 6,889 7,547 8,244
Transport & Communications 649 706 708 710 744 792 842 897 960

-State 448 465 467 452 447 483 520 563 605

-- Non-State 201 241 241 258 297 309 322 334 355

Trade 2,859 2,976 3,128 3,310 3,486 3,654 3,877 4,109 4,478

-- State 1,481 1,503 1,627 1,622 1,115 1,167 1,236 1,292 1,358

-- Non-State 1,378 1,473 1,501 1,688 2,371 2,487 2,641 2,817 3,120

Banking & Insurance 271 286 305 350 379 448 496 578 710

-- State 235 246 258 310 373 446 493 574 705
-- Non-State 36 40 47 40 6 2 3 4 5

Public Adm., Medical, Education 1,490 1,568 1,840 2,366 2,675 2,841 3,040 3,322 3,760

-- State 1,490 1,568 1,840 2,366 2,660 2,824 3,021 3,298 3,731

-- Non-State 0 0 0 0 15 17 19 24 29

Rent, NGO, Tourism 1,951 2,080 2,332 3,095 3,610 4,059 4,362 4,872 5,274

-- State 63 59 79 111 366 409 458 504 539

-- Non-State 1,888 2,021 2,253 2,984 3,244 3,650 3,904 4,368 4,735

Source: General Statistical Office.



Table 2.2B: GDP BY INDUSTRIAL ORIGIN -- GROWTH RATE
(Billions of Dong in Constant 1989 Prices)

Prel.
1987 1988 1989 1990 1991 1992 1993 1994

Total 3.7% 5.9% 8.0% 5.1% 6.0% 8.6% 8.1% 8.8%
State 5.90/o 7.3% 4.6% 2.5% 8.6% 12.4% 11.6% 12.8%
Non-State 2.5% 5.2% 9.7% 6.4% 4.7% 6.8% 6.2% 6.7%

Agriculture, Forestry -0.6% 3.9% 6.9% 1.5% 2.2% 7.2% 3.8% 3.9%o
- State 13.1% 8.5% -2.1% -22.9% 2.1% 1.7% 6.3% 6.3%
-- Non-State -1.0% 3.7% 7.2% 2.3% 2.2% 7.3% 3.7% 3.8%

Industry - Total 8.8% 5.3% -2.6% 2.9% 8.7% 13.5% 12.8% 13.6%
-- State 7.90/o 3.6% -4.0% 5.4% 10.4% 18.6% 14.7% 14.5%
-- Non-State 10.2% 8.1% -0.4% -0.8% 6.0% 5.0% 9.1% 11.8%
Industry 10.0% 7.0% -4.0% 2.5% 9.9% 14.6% 12.1% 12.9%

-- State 9.2% 7.3% -3.4% 4.7% 11.8% 19.1% 14.7% 13.8%
-- Non-State 11.5% 6.4% -5.1% -1.6% 6.1% 5.4% 6.2% 10.9%

Construction 5.2% -3.1% 3.7% 4.7% 5.0% 11.0% 18.3% 19.4%
-- State 3.6% -12.8% -7.9% 10.4% 2.7% 15.6% 14.6% 19.4%
-- Non-State 8.8% 18.6% 22.5% -2.3% 8.2% 5.1% 23.6% 19.4%

Other Production 1.9% 5.3% 2.4% 3.7% 2.5% 3.0% 4.7% 4.8%
-- State -20.0% -16.7% 25.0% -28.0% 5.6% 10.5% 19.0% 16.0%
-- Non-State 4.2% 7.0% 0.9% 6.2% 2.3% 2.6% 3.9% 4.0%

Services - Total 5.5% 9.2% 18.3% 10.8% 8.3% 7.0% 9.2% 10.2%
-- State 3.3% 11.2% 13.8% 2.1% 7.4% 7.5% 8.8% 11.3%
--Non-State 7.8% 7.1% 23.0% 19.4% 9.0% 6.6% 9.6% 9.2%
Transport & Communications 8.8% 0.3% 0.3% 4.8% 6.5% 6.3% 6.5% 7.0%

-- State 3.8% 0.4% -3.2% -1.1% 8.1% 7.7% 8.3% 7.5%
-- Non-State 19.9% 0.0% 7.1% 15.1% 4.0% 4.2% 3.7% 6.3%

Trade 4.1% 5.1% 5.8% 5.3% 4.8% 6.1% 6.0% 9.0%
-- State 1.5% 8.3% -0.3% -31.3% 4.7% 5.9% 4.5% 5.1%
-- Non-State 6.9% 1.9% 12.5% 40.5% 4.9% 6.2% 6.7% 10.8%

Banking & Insurance 5.5% 6.6% 14.8% 8.3% 18.2% 10.7% 16.5% 22.8%
-- State 4.7% 4.9% 20.2% 20.3% 19.6% 10.5% 16.4% 22.8%
-- Non-State 11.1% 17.5% -14.9% -85.0% -66.7% 50.0% 33.3% 25.0%

Public Adm., Medical, Education 5.2% 17.3% 28.6% 13.1% 6.2% 7.0% 9.3% 13.2%
-- State 5.2% 17.3% 28.6% 12.4% 6.2% 7.0% 9.2% 13.1%
-- Non-State - - - - 13.3% 11.8% 26.3% 20.8%

Rent, NGO, Tourism 6.6% 12.1% 32.7% 16.6% 12.4% 7.5% 11.7% 8.3%
-- State -6.3% 33.9% 40.5% 229.7% 11.7% 12.0% 10.0% 6.9%
-- Non-State 7.0% 11.5% 32.4% 8.7% 12.5% 7.0% 11.9% 8.4%

Source: General Statistical Office.



Table 2.3: GDP DEFLATOR
(1989=100)

Prel.

1986 1987 1988 1989 1990 1991 1992 1993 1994

Total 2.5 11.7 59.3 100.0 142.1 245.2 325.2 371.8 425.8

State 2.9 12.4 56.3 100.0 142.5 245.9 343.2 411.2 466.7

Non-State 2.4 11.3 60.8 100.0 141.9 244.8 315.8 350.1 402.1

Agriculture, Forestry 2.1 10.9 64.4 100.0 135.0 254.9 286.0 297.1 342.4
-- State 3.5 15.0 61.2 100.0 147.9 277.7 315.9 319.4 373.8
-- Non-State 2.1 10.8 64.5 100.0 134.7 254.3 285.3 296.5 341.6

Industry-Total 3.0 12.9 56.3 100.0 143.7 250.0 361.6 421.1 473.0

-- State 2.9 12.7 55.6 100.0 139.9 245.5 347.5 403.8 447.2

--Non-State 3.1 13.1 57.4 100.0 149.8 257.5 388.1 455.6 525.4
Industry 3.3 14.2 58.3 100.0 143.6 251.5 345.9 378.2 427.9

-- State 3.3 14.1 58.2 100.0 142.0 251.5 345.9 378.1 428.0
-- Non-State 3.3 14.4 58.5 100.0 146.8 251.3 346.0 378.5 427.8

Construction 1.7 6.8 41.9 100.0 142.9 257.9 469.2 648.3 696.0

-- State 1.5 6.6 41.6 100.0 125.5 205.8 356.9 558.8 557.2

-- Non-State 2.0 7.2 42.5 100.0 167.0 326.6 631.8 768.6 882.4

Other Production 3.2 11.8 67.6 100.0 147.4 201.1 274.3 369.9 426.6

-- State 3.3 12.5 50.0 100.0 244.4 368.4 371.4 560.0 582.8

--Non-State 3.1 11.7 68.8 100.0 142.3 192.0 268.6 357.2 414.9

Services-Total 2.7 11.7 55.2 100.0 148.6 232.3 339.9 408.6 467.1
-- State 2.7 11.8 56.6 100.0 144.4 244.4 340.4 423.6 492.0
-Non-State 2.7 11.7 53.7 100.0 152.1 222.3 339.5 396.3 446.1

Transport & Communications 1.5 5.7 45.9 100.0 194.8 361.1 553.7 672.9 721.3
-- State 1.6 4.7 42.8 100.0 194.4 358.2 613.5 732.3 781.7

-- Non-State 1.5 7.5 51.9 100.0 195.3 365.7 457.1 572.8 618.3

Trade 2.8 11.3 48.4 100.0 156.6 266.6 394.1 427.1 515.2

-- State 2.8 11.2 48.0 100.0 161.6 233.8 321.4 315.1 434.9

-- Non-State 2.8 11.4 48.8 100.0 154.3 282.0 428.2 478.5 550.2
Banking & Insurance 1.8 9.4 49.2 100.0 129.3 247.3 315.9 401.0 485.9

-- State 1.7 8.1 49.2 100.0 129.2 247.5 316.8 402.6 487.8

-- Non-State 2.8 17.5 48.9 100.0 133.3 200.0 166.7 175.0 220.0

Public Adm., Medical, Education 3.2 15.0 68.7 100.0 134.9 239.6 319.7 433.5 485.9

-- State 3.2 15.0 68.7 100.0 134.8 239.8 320.2 434.6 486.7
-- Non-State - - - - 146.7 205.9 236.8 287.5 379.3

Rent, NGO, Tourism 2.8 12.2 57.2 100.0 143.6 169.5 267.3 328.4 364.0

-- State 3.2 11.9 55.7 100.0 116.1 168.7 240.2 309.1 352.5

-- Non-State 2.8 12.2 57.2 100.0 146.7 169.6 270.5 330.6 365.3

Source: General Statistical Office.



Table 2.4: NATIONAL ACCOUNTS: SOURCES AND USES
(Billions of Current Dong)

1991 1992 1993 1994

Sources 80,632 115,051 145,012 183,750
- GDP 76,707 110,535 136,571 170,258
- Trade Balance 3,925 4,516 8,441 13,492

Uses 80,632 115,051 145,012 183,750
- Total Consumption 68,959 95,314 116,363 141,840
-Gross Capital Fornation 11,506 19,498 28,007 41,210
- Statistical Discrepancy 167 239 642 700

(Percentage)

Sources 100.0 100.0 100.0 100.0
- GDP 95.1 96.1 94.2 92.7
- Trade Balance 4.9 3.9 5.8 7.3

0.0 0.0 0.0 0.0

Uses 100.0 100.0 100.0 100.0
- Total Consumption 85.5 82.8 80.2 77.2
- Gross Capital Formation 14.3 16.9 19.3 22.4
- Statistical Discrepancy 0.2 0.2 0.4 0.4

Note: Data estimates providedby dte State Planning Conuiittee, Januasy 1995.

Source: State Planning Conmnittee, Decembr 1994.



Table 2.5: GDP BY PROVINCE IN CONSTANT 1989 PRICES
(Billions of 1989 Dong)

Prel.

1990 1991 1992 1993 1994

TOTAL VIETNAM 29,527 31,286 33,991 36,735 39,982
Agriculture/Forestry 11,639 11,894 12,755 13,235 13,751
Industry 5,543 6,042 6,925 7,766 8,768
Construction 1,127 1,186 1,317 1,558 1,860
Service 11,218 12,164 12,998 14,176 15,603

NORTHIERN MOUNTAIN AND MIDLAND REGION: 3,523 3,675 3,985 4,259 4,588
Agriculture/Forestry 1,682 1,635 1,776 1,867 1,940
Industry 561 615 681 766 822
Construction 217 231 244 248 271
Service 1,062 1,194 1,285 1,378 1,555

- HA G1ANG 53 60 60 65 69
Agriculture/Forestry 46 52 53 56 59
Industry 2 2 2 3 3
Construction 4 4 4 4 5
Service 2 2 2 2 2

- TUYEN QUANG 116 118 126 138 153
Agriculture/Forestry 56 54 59 62 65
Industry 13 16 17 17 18

Construction 4 4 4 5 6
Service 42 45 46 55 65

- CAO BANG 110 112 114 137 147
Agriculture/Forestry 75 74 71 81 83
Industry 1 2 6 6 3

Construction 4 4 4 3 4
Service 30 32 33 48 57

- LANG SON 157 157 160 191 204
Agriculture/Forestry 95 91 91 102 106
Industry 5 6 5 6 6

Construction 6 6 6 8 9
Service 51 55 58 76 82

- LAI CHAU 139 142 155 162 173
Agriculture/Forestry 94 92 96 98 108
Industry 4 5 6 6 7

Construction 4 5 8 9 10
Service 36 41 46 48 48

- YEN BAI 247 270 286 292 304
Agriculture/Forestry 99 107 116 113 122
Industry 9 16 16 17 18
Construction 25 27 26 28 29
Service 114 121 128 134 134

- BAC THAI 409 412 461 484 502
Agriculture/Forestry 178 163 186 200 219
Industry 73 86 97 106 98
Construction 36 36 35 34 37
Service 123 128 143 144 147

(Continued ->)



Table 2.5: GDP BY PROVINCE IN CONSTANT 1989 PRICES
(Billions of 1989 Dong)

Prel.

1990 1991 1992 1993 1994

-SON LA 107 115 128 142 150
Agriculture/Forestry 82 81 93 102 108
Industry 2 2 2 2 3

Construction 7 8 7 8 8
Service 16 24 25 30 32

- HOA BINH 336 378 415 473 515
Agriculture/Forestry 74 77 81 83 84
Industry 172 207 235 294 335

Construction 5 13 23 20 19
Service 84 81 76 76 78

- QUANG NINH 407 478 537 564 617
Agriculture/Forestry 118 115 114 117 123
Industry 133 122 133 146 160

Construction 6 10 15 15 16
Service 149 232 276 287 318

- VINH PHU 693 698 739 770 854
Agriculture/Forestry 335 326 357 369 370
Industry 95 101 104 105 112
Construction 37 36 34 33 40
Service 226 236 244 264 332

- HA BAC 749 733 806 840 901
Agriculture/Forestry 431 405 462 484 493
Industry 50 51 59 59 59
Construction 80 79 78 92 89
Service 188 198 208 216 260

RED RIVER DELTA: 5,644 5,805 6,426 7,090 7,585
Agriculture/Forestry 1,821 1,789 2,114 2,382 2,422
Industry 807 804 934 1,000 1,139
Construction 270 253 315 378 471
Service 2,746 2,958 3,064 3,331 3,554

- HA NOI 1,861 1,980 2,153 2,338 2,579
Agriculture/Forestry 124 118 133 146 162
Industry 355 363 414 444 510
Construction 102 72 89 117 154
Service 1,280 1,428 1,516 1,631 1,754

- HAI PHONG 824 857 913 1,006 1,136
Agriculture/Forestry 155 175 173 194 213
Industry 116 109 158 173 205
Construction 52 48 71 84 103
Service 501 525 511 556 615

- HA TAY 657 616 689 733 754
Agriculture/Forestry 352 300 378 391 388
Industry 85 84 92 96 106
Construction 41 50 37 36 40
Service 178 183 181 210 220

(Continued ->)



Table 2.5: GDP BY PROVINCE IN CONSTANT 1989 PRICES
(Billions of 1989 Dong)

Prel.

1990 1991 1992 1993 1994

-HAIHUNG 890 950 1,035 1,120 1,203
Agriculture/Forestry 391 419 481 531 586
Industry 95 102 124 133 150

Construction 22 26 39 49 56
Service 382 404 391 407 411

- THAI BINH 464 469 553 682 705
Agriculture/Forestry 326 322 385 474 480
Industry 46 44 39 47 50
Construction 12 16 26 33 38
Service 80 87 104 128 137

- NAM HA 749 744 844 951 951
Agriculture/Forestry 357 346 427 502 461
Industry 81 76 78 76 83
Construction 34 36 40 48 66
Service 277 285 299 327 341

- NINH BINH 199 189 239 261 258
Agriculture/Forestry 116 110 137 145 132
Industry 28 27 29 31 34
Construction 8 6 12 14 16
Service 48 47 62 73 77

NORTH CENTRAL COAST: 2,721 2,766 2,893 3,176 3,403
Agriculture/Forestry 1,281 1,275 1,333 1,406 1,514
Industry 341 340 362 394 416
Construction 167 167 170 202 219
Service 932 985 1,028 1,174 1,254

- THANH HOA 1,027 1,047 1,069 1,155 1,208
Agriculture/Forestry 470 474 477 508 521
Industry 143 146 156 166 174
Construction 56 55 53 57 62
Service 358 373 383 425 451

-NGHEAN 726 731 773 838 909
Agriculture/Forestry 426 411 439 460 514
Industry 70 66 69 74 84

Construction 40 41 39 45 47
Service 190 213 227 259 263

- HA TINH 276 272 294 351 393
Agriculture/Forestry 186 178 199 247 278
Industry 25 27 25 26 29

Construction 18 17 16 18 19
Service 47 50 54 60 66

- QUANG BINH 196 197 195 205 226
Agriculture/Forestry 64 68 67 64 76
Industry 24 21 23 26 28
Construction 23 25 25 27 29
Service 86 83 81 89 93

(Continued ->)



Table 2.5: GDP BY PROVINCE IN CONSTANT 1989 PRICES
(Billions of 1989 Dong)

Prel.

1990 1991 1992 1993 1994

- QUANG TRI 158 165 169 172 178
Agriculture/Forestry 76 79 69 49 52
Industry 10 11 13 12 12

Construction 17 18 17 16 17
Service 56 58 71 94 97

- THUA THIEN HUE 339 354 392 455 490
Agriculture/Forestry 60 66 83 79 73
Industry 70 70 77 90 90

Construction 13 11 20 40 45
Service 196 208 212 247 283

SOUTH CENTRAL COAST: 2,470 2,621 2,744 2,894 3,112
Agriculture/Forestry 1,058 1,108 1,125 1,090 1,179
Industry 506 540 572 600 638
Construction 77 88 94 119 152
Service 829 885 953 1,085 1,143

- QUANG NAM - DA NANG 776 792 797 832 912
Agriculture/Forestry 279 281 276 267 285
Industry 136 136 136 143 166
Construction 33 37 34 39 46
Service 329 337 350 384 415

- QUANG NGAI 254 275 278 287 320
Agriculture/Forestry 120 127 121 110 126
Industry 49 55 59 65 67

Construction 7 7 9 15 22
Service 79 86 91 97 106

- BINH DIH 361 380 396 413 458
Agriculture/Forestry 195 202 202 180 206
Industry 60 62 64 69 76

Construction 14 19 21 27 37
Service 92 98 110 137 139

- PHU YEN 232 237 248 242 253
Agriculture/Forestry 121 124 123 114 122
Industry 30 31 37 34 27
Construction 5 5 8 9 10
Service 75 77 80 86 94

- KHANH HOA 430 489 527 591 602
Agriculture/Forestry 154 166 165 170 177
Industry 142 164 181 189 194

Construction 11 12 11 14 19
Service 124 147 169 217 212

- NINH THUAN 238 248 282 291 303
Agriculture/Forestry 96 101 124 128 135
Industry 57 58 58 59 64

Construction 4 5 6 6 6
Service 81 85 94 97 98

(Continued ->)



Table 2.5: GDP BY PROVINCE IN CONSTANT 1989 PRICES
(Billions of 1989 Dong)

Prel.

1990 1991 1992 1993 1994

- BINH THUAN 180 200 216 239 264
Agriculture/Forestry 95 108 114 122 129
Industry 32 34 37 41 44
Construction 3 3 5 9 11
Service 51 55 60 67 79

CENTRAL HIGHLAND REGION: 958 1,020 1,060 1,108 1,208
Agriculture/Forestry 610 662 699 728 795
Industry 70 72 79 85 92
Construction 46 47 48 55 60
Service 232 239 235 240 261

- GIA LAI 179 189 189 191 208
Agriculture/Forestry 130 137 140 138 152
Industry 11 12 11 11 11
Construction 5 5 6 7 9
Service 33 35 33 35 36

- KON TUM 90 90 94 95 98
Agriculture/Forestry 64 66 65 67 68
Industry 3 0 3 4 4

Construction 3 3 3 3 3
Service 20 22 23 21 23

- DAC LAC 448 467 486 513 564
Agriculture/Forestry 284 306 331 351 390
Industry 20 18 16 20 22

Construction 30 30 29 32 36
Service 114 113 110 110 116

- LAM DONG 241 274 290 310 338
Agriculture/Forestry 132 153 163 171 185
Industry 36 42 49 51 54
Construction 9 10 10 13 12
Service 64 70 69 75 86

NORTHEASTERN REGION OF THE SOUTH: 7,198 7,935 8,875 9,848 11,384
Agriculture/Forestry 1,116 1,160 1,169 1,203 1,310
Industry 2,408 2,774 3,347 3,885 4,539
Construction 216 261 295 379 490
Service 3,458 3,740 4,064 4,382 5,045

- HO CHI MINH CITY AND VICINITY 4,475 4,816 5,170 5,600 6,681
Agriculture/Forestry 164 173 179 177 187
Industry 1,326 1,387 1,534 1,667 2,053
Construction 180 218 249 304 401
Service 2,806 3,038 3,208 3,452 4,040

- SONG BE 335 380 390 436 489
Agriculture/Forestry 208 235 238 249 278
Industry 43 52 54 75 86
Construction 5 5 5 7 8
Service 80 87 92 106 118

(Continued ->)



Table 2.5: GDP BY PROVINCE IN CONSTANT 1989 PRICES
(Billions of 1989 Dong)

Prel.

1990 1991 1992 1993 1994

- TAY NINH 309 329 348 372 398
Agriculture/Forestry 177 179 179 185 200
Industry 22 25 27 30 34
Construction 8 11 13 15 16
Service 102 115 129 142 147

- DONG NAI 933 984 1,036 1,136 1,238
Agriculture/Forestry 463 464 445 445 488
Industry 174 200 235 286 307
Construction 15 17 17 35 40
Service 281 303 339 371 403

- BA RIA - VUNG TAU 1,146 1,427 1,931 2,305 2,578
Agriculture/Forestry 104 109 127 148 158
Industry 845 1,110 1,496 1,827 2,059
Construction 8 10 11 19 25
Service 189 198 297 312 337

MEKONG DELTA: 7,013 7,465 8,008 8,358 8,703
Agriculture/Forestry 4,070 4,266 4,536 4,560 4,591
Industry 850 897 950 1,036 1,122
Construction 133 139 152 177 198
Service 1,960 2,163 2,370 2,586 2,791

- LONG AN 536 577 546 560 551
Agriculture/Forestry 346 372 351 369 352
Industry 54 58 53 46 44

Construction 10 10 13 14 15
Service 126 137 129 131 140

- DONG THAP 958 944 1,134 1,125 1,157
Agriculture/Forestry 711 695 831 827 832
Industry 60 57 63 60 66

Construction 17 16 21 19 21
Service 170 175 220 220 238

- AN GIANG 735 807 928 978 1,072
Agriculture/Forestry 443 484 573 613 670
Industry 63 71 74 80 88
Construction 3 3 3 3 4
Service 226 249 278 282 311

- TIEN GIANG 710 716 705 766 793
Agriculture/Forestry 474 457 448 455 441
Industry 43 45 53 62 72
Construction 10 11 15 23 26
Service 184 203 190 227 254

- BEN TRE 443 487 535 556 580
Agriculture/Forestry 219 228 234 242 231
Industry 70 72 67 69 76

Construction 7 6 6 7 8
Service 148 181 228 238 265

(Continued ->)



Table 2.5: GDP BY PROVINCE IN CONSTANT 1989 PRICES
(Billions of 1989 Dong)

Prel.

1990 1991 1992 1993 1994

- VINH LONG 459 490 536 565 528
Agriculture/Forestiy 303 320 337 354 311
Industry 45 47 52 56 59
Construction 5 6 7 7 7
Service 106 117 140 148 151

- TRA VINH 397 417 431 446 459
Agriculture/Forestry 276 288 288 299 298
Industry 34 33 35 34 26
Construction 6 5 6 6 6
Service 82 91 104 108 119

- CAN THO 727 799 846 924 1,003
Agriculture/Forestry 367 414 461 440 460
Industry 97 98 95 122 136

Construction 12 22 22 30 35
Service 251 264 268 333 372

-SOC TRANG 369 411 426 412 433
Agriculture/Forestry 246 283 293 240 258
Industry 55 56 57 55 61

Construction 7 8 7 9 10
Service 60 64 68 107 104

- KIEEN GIANG 930 998 1,068 1,140 1,200
Agriculture/Forestry 354 372 373 381 391
Industry 118 132 158 183 190
Construction 44 36 34 37 40
Service 414 459 503 540 578

- MINH HAI 750 819 855 887 928
Agriculture/Forestry 331 353 348 342 347
Industry 210 228 244 270 294
Construction 14 17 19 23 26
Service 194 222 243 253 261

Note: Ihe regional grouping of provinces follows the govenmet's classificalion, and differs somewhat from

the regional grouping in Table 1.2 on Population in this Statistical Appendix

Source: State Planning Committec and General Statistical Office.



Table 2.6: STATE INVESTMENT OUTLAYS a/ b/

1986 1987 1988 1989 1990 1991 1992
(Billions of Current Dong)

Gross Fixed Investment 20.56 16.02 16.80 17.53 19.60 21.76 30.46
(Percent of National Income) 12.1 9.2 9.1 9.0 9.9

By Type of Management
A. Central 12.10 9.40 10.80 12.31 11.60 13.07 19.96
B. Local 8.46 6.62 6.00 5.22 6.50 8.69 10.50

By Type of Outlay
A. Construction Assembly Works 14.98 11.97 12.59 12.19 14.82 14.53 21.69
B. Machinery & Equipment 2.96 2.43 2.60 3.04 2.88 5.51 5.76
C. Other 2.62 1.62 1.60 2.31 1.90 1.72 3.01

By Sector
A. Productive Sector 16.70 12.79 14.38 14.82 15.36 18.06 25.73

a. Industry 7.34 6.98 7.77 8.80 7.53 9.57 14.67
- Heavy Industry 5.47 5.25
- Light Industry 1.86 1.72

b. Agriculture & Forestry 5.03 3.21 3.82 2.73 3.35 3.41 3.86
c. Transportation & Cormmunications 3.32 1.85 2.27 2.80 3.92 4.47 6.77
d. Other 1.01 0.75 0.52 0.49 0.57 0.61 0.43

B. Non-Productive Sector 3.86 3.23 2.41 2.71 5.63 3.71 4.73
a. Housing and Community Services 1.76 1.32 0.95 1.10 1.68 1.08 1.33
b. Science, Education, Public Health

and Social Welfare 1.32 1.29 1.24 1.32 2.12 2.04 0.96
c. Other 0.79 0.62 0.22 0.28 0.44 0.59 2.44

(Percentage)

Gross Fixed Investment 695.2 660.4 645.1 577.2 681.3 395.0 528.8

By Type of Management:
A. Central 409.2 387.7 414.6 405.4 403.3 237.2 346.5
B. Local 286.0 272.8 230.5 171.9 226.0 157.7 182.3

By Type of Outlay:
A. Construction Assembly Works 506.5 493.6 483.6 401.2 515.1 263.7 376.6
B. Machinery & Equipment 100.0 100.0 100.0 100.0 100.0 100.0 100.0
C. Other 88.7 66.8 61.5 76.0 66.2 31.2 52.3

By Sector:
A. Productive Sector:

a. Industry: 248.0 287.6 298.6 289.8 261.7 173.6 254.7
-Heavy Industry 185.1 216.5
-Light Industry 63.0 71.0

b.Agriculture&Forestry 170.2 132.5 146.9 90.0 116.5 61.8 67.0
c. Transportation & Communications 112.3 76.4 87.0 92.3 136.3 81.1 117.5
d. Other 34.1 30.7 20.0 16.0 19.7 11.2 7.5

B. Non-Productive Sector:
a. Housing and Community Services 59.4 54.2 36.7 36.4 58.5 19.7 23.1
b. Science, Education, Public Health

and Social Welfare 44.5 53.3 47.7 43.5 73.5 37.0 16.7
c. Other 26.6 25.7 8.3 9.3 15.1 10.7 42.4

Note: a] Official prices at which investment expenditures are calculated. These are somewhat higher than the 1982 fixed prices,

but do not fully reflect price developments in the economy. Figures are rounded.

b/ Including government capital budget and state enterprises.

Source: General Statistical Office and GSO, Statistical Data of the Socialist Renublic of Vietnam 1976-1990. 1991. 1992. 1993. Hanoi: GSO.





Table 3.1: BALANCE OF PAYMENTS
(USS minlon)

Rev. Prcl.
1986 1987 1988 1989 1990 1991 1992 1993 1994

Exports, Total 494 610 733 1320 1731 2042 2475 2850 3600
Convertible Area 307 430 465 977 1305 1999 2475 2850 3600
Non-Convertible Area 187 180 268 343 426 43 0 0 0

Imports, Total -1121 -1184 -1412 -1670 -1772 -2105 -2535 -3505 -4500
Convertible Area -453 -465 -603 -985 -1208 -1846 -2535 -3505 -4500
Non-Convertible Area -667 -719 -809 -685 -564 -259 0 0 0

Trade Balance -627 -575 -679 -350 -41 -63 -60 -655 -900
Convertible Area -146 -35 -138 -9 97 153 0 -655 -900
Non-Convertible Area -480 -540 -541 -341 -138 -216 - - -

Services and Transfers -28 -49 -72 -237 -218 -69 51 -214 -98
Interest Payments -68 -58 -146 -208 -238 -248 -282 -327 -256
Imputed Interest on Arrears -26 -36 -7 - - - - -
Private Remittances 30 10 4 9 50 36 0 0 170
Freight and Insurance 1 -2 .. .. - - 0 0 101
Official Transfers 27 17 13 88 55 64 194 132
Others 9 20 63 -38 -118 88 0 330 -245

Current Account Balance -655 -624 -751 -586 -259 -132 -8 -869 -998
Convertible Area -174 -84 -196 -218 -121 84 - - -
Non-Convertible Area -480 -540 -555 -368 -126 -216 - - -

Capital Account Balance 363 378 405 300 122 -60 271 -146 759
Disbursements 517 574 727 763 233 65 487 241 272

Convertible Area 10 28 60 87 0 0 - - -
Non-Convertible Area 507 546 667 675 0 0 - - -

Scheduled Amortizations -265 -233 -363 -350 -279 -256 -435 -644 -287
Convertible Area -237 -166 -197 -134 0 0 - - -
Non-Convertible Area -27 -67 -166 -216 0 0 - - -

Amortization of Debt Relief 0 0 0 0 0 0 - - 1
Short Term Loans (Net) 111 37 41 -213 48 -89 -41 -43 124
Direct Foreign Investment 0 0 0 100 120 220 260 300 650

Errors and Omissions -23 -51 26 67 -6 142 5 -91 9

Overall Balance -315 -297 -320 -220 -142 -50 268 -1106 -230

Financina: 315 297 320 220 142 50 -268 1106 230
Change in NFA (excl. IMF) 2 0 0 -110 -159 -276 -463 527 -255
IMF Credit (Net) -4 0 0 0 0 -6 0 -39 175
Gold Revaluation 0 0 0 0 0 0 0 0 0
Debt Rescheduling 0 0 0 34 0 0 0 0 0
Change in Arrears 317 297 320 296 301 332 195 617 310

Memorandum Item:
Dong per US$ - - - - 5,133 9,274 11,150 10,640 10,955

Note: Figures aic rounded.

Source: Data provided by the Vietnamese authorities and Bank staff ertinates.



Table 3.2: MERCHANDISE EXPORTS BY COMMODITY
(US$ million)

Rev. Prel.
1986 1987 1988 1989 1990 1991 1992 1993 1994

Total Exports 495 610 733 1,320 1.731 2,042 2.475 2.850 3.600

Convertible Area 307 430 465 977 1,305 1,999 2,475 2.850 3.600
Rice - - - 316 272 225 300 363 429
Quantity (000 tons) - - - 1,405 1,455 989 1,860 1,725 1,950
Unit Value (US$/ton) - 1.00 2.00 225 187 228 161 210 220

Petroleum - 30 79 200 390 581 756 844 866
Quantity (000 tons) - 235 680 1,517 2,600 3,917 5,400 6,153 6,942
Unit Value (US$/ton) - 128 116 132 150 148 140 137 125

Coal 29 10 13 21 38 48 47 70 71
Quantity (000 tons) 550 182 650 546 1,075 1,173 1,580 1,940 2,138
Unit Value (US$/ton) 53 55 20 38 35 41 30 36 33

Rubber 2 6 6 14 16 50 54 74 95
Quantity (000 tons) 6 6 6 20 20 63 68 97 105
Unit Value (US$/ton) 333 1,000 1,000 700 800 789 800 763 900

Tea 4 2 3 3 2 14 16 26 16
Quantity (000 tons) 2 2 3 3 2 10 13 21 17
Unit Value (US$/ton) 2,000 1,000 1,000 1,000 1,000 1,370 1,231 1,262 905

Coffee 2 24 25 31 25 74 86 110 234
Quantity (000 tons) 5 12 16 36 28 94 96 122 156
Unit Value (US$/ton) 400 2,000 1,563 861 893 795 900 901 1,500

Marine Products 95 113 124 133 220 285 302 427 489
Quantity (000 tons) 11 12 13 15 29 67 72 90 102
Unit Value (US$/ton) 8,636 9,417 9,538 8,867 7,586 4,254 4,194 4,747 4,794

Agriculture & Forestry 110 138 197 211 203 440 434 400 479
Products

of which:
* Cashew Nut - - - - 13 26 41 44 59
Quantity (000 tons) - - - - 25 30 52 48 57
Unit Value (US$/ton) - - - - 508 850 799 922 1,030

*Meat - - - - 28 45 21 26 45
Quantity (000 tons) - - - - 16 25 12 15 30
Unit Value (US$/ton) - - - - 1,728 1,800 1,783 1,733 1,500

*Pepper - - - - 12 18 15 15 17
Quantity (000 tons) - - - - 9 16 22 20 20
Unit Value (US$/ton) - - - - 1,333 1,080 695 750 850

Handicrafts & Light 65 30 18 20 20 204 321 500 770
Industrial Goods

of which:
* Textiles and Garments - 240 156 - 20 156 221 336 550

Others - 77 0 28 119 78 158 29 152

Non-Convertible Areas 188 180 268 343 426 43 - - -

Note: For the non convertible areas in transferable rubble, the conversion rate is 2.55 per USS for 1986-88, and 2.4 per USS for 1989-92.

Source: Ministry of Trade and Bank staff estimates.



Table 3.3: MAJOR IMPORTS BY COMMODITY
(US millions)

Rev. Prel.
1986 1987 1988 1989 1990 1991 1992 1993 1994

Total Imports 1.121 1.184 1.412 1.670 1.772 2.105 2.S35 3.505 4SOO

From the Convertible Area 453 465 603 985 1 208 1 846 2 535 3 505 4 500

Petroleum - - - - 356 485 615 553 630

Quantity (000 tons) - - - - 2,400 2,572 3,075 4,095 4,513
Unit Value (USS/ton) - - - - 148 189 200 135 140

Fertilizers 94 98 72 46 210 246 320 170 226
Quantity (000 tons) 686 702 400 506 2233 2425 1600 1,111 1,385

Unit Value (US$/ton) 137.0 140 180 91 94 101 200 153 163

Steel 96 157 271 - 23 25 104 189 135
Quantity (000 tons) 320 380 453 - 200 113 260 686 500
Unit Value (USS/ton) 300.0 413 598 - 115 221 400 275 270

Machines and Spare Parts - 0 0 0 0 0 100 635 1,549

Others 263 210 260 939 619 1090 1396 1,959 1,961

of which:
• Cotton Textiles - - - - 102 32 23 54 62

Quantity (Mil. meters) 23 29 25 24 28
• Raw Cotton - - - - 38 61 13 17 20

Quantity (000 tons) 62 32 10.6 12 15
• Wheat - - - - 32 36 59 62 62

Quantity (000 tons) 116 150 283 300 300

t Cars and Trucks - - - - 50 12 39 69 33

Quantity (number) 5240 1320 3502 6,869 3,017

• Sugar - - - - 3 5 4 14 47

Quantity (000 tons) 60 14 13 44 123

* MSG - - - - 40 45 53 55 52

Quantity (000 tons) 24 30 38 40 38

Non-Convertible Area 667 719 809 685 564 259 - -

Note: For the non-convertible areas in transferable rubble, the conversion rate is 2.55AUSSI for 196848, and 2.4/USSI for 1989-92.

Source: Ministry of Trade and Bank staff estimates.



Table 3.4: EXPORTS BY COMMODITY -- UNCTAD DATA a/
(IJSS Million)

COMMODITY GROUP 1988 1989 1990 1991 1992 1993

Primary Products 466.3 763.0 1,145.5 1,303.5 1,581.2 1,966.4

of which:
Rice - 316.0 272.0 225.0 300.0 340.0
Energy 63.3 199.4 402.8 518.7 771.1 982.7

Manufactured Goods 100.7 137.3 174.8 266.9 597.6 1,085.4
of which:

Clothing 33.8 52.4 72.0 142.3 352.4 496.7
Footwear 5.6 12.9 8.6 7.4 31.7 154.8

Others 12.1 5.9 11.5 1.5 15.7 16.6

Total 579.1 906.2 1,331.7 1,572.0 2,194.6 3,068.3

Note: a. The data above are taken from UNCTAD database. These are thus different from the data provided

by the Ministry of Trade of Viet Nam in previous trade tables.
Source: UNCTAD.



Table 3.5: IMPORTS BY COMMODITY - UNCTAD DATA a/

(US$ Million)

COMMODITY GROUP 1988 1989 1990 1991 1992 1993

Food and Tobacco: 67.6 84.7 83.9 89.0 143.5 268.0
of which:

Tobacco and Manufactures .6 1.6 1.5 3.7 41.4 88.3

IntermediateInputs 1,257.9 1,206.5 1,251.6 1,232.9 1,800.7 2,311.6
of which:

Textile Materials 65.1 72.0 109.5 159.0 279.3 415.6

Petroleum and Petroleum Products 556.0 449.0 644.0 485.0 615.0 716.0
Organic Chemicals 15.3 9.3 19.5 49.4 59.9 109.8
Medical and Pharmaceutical Products 27.4 38.3 53.6 61.9 97.7 118.5

Fertilizers, manufactured 365.3 418.2 222.8 210.3 189.8 129.7

Plastic Products 11.2 9.3 18.1 64.7 108.0 117.5

Iron and Steel 118.1 129.5 89.8 52.2 114.1 146.3

Capital Goods: 346.2 349.8 371.1 531.8 1,366.7 2,043.9

of which:
Power Generators 66.7 21.7 22.8 36.5 69.2 110.6

Industrial Machines 118.3 84.9 97.6 141.0 348.0 472.7

Telecommunications, Sound Equipment 34.0 41.5 62.3 105.6 299.6 280.3

Electric Machinety, n.e.s., etc. 25.7 20.8 30.4 54.8 83.8 226.3

Road Vehicles, ofwhich: 56.5 85.9 88.8 79.3 311.9 614.5

Passenger Motor Vehicles, exc. Buses 2.3 25.1 14.2 10.2 183.6 230.7

RoadMotor Vehicles, n.e.s. 3.9 11.2 13.5 5.2 32.2 42.3

Motor Vehicles,Parts&Accessory,n.e.s. 5.1 1.2 1.6 13.9 5.9 13.7
Cycles, motorized and non-motorized 15.8 17.3 36.1 31.0 77.6 270.5

Others 19.7 15.8 78.0 9.2 25.2 20.2

Total 1,691.4 1,656.8 1,784.7 1,862.9 3,336.1 4,643.7

Note: a. The data above are taken from UNCTAD database collected from Viet Nam's trading partners.
These data are thus different from the data provided by the Ministry of Trade of Viet Nam in previous trade tables.

Source: UNCTAD.



Table 4.1: MONETARY SURVEY

Rev.
1986 1987 1988 1989 1990 1991 1992 1993 1994

(Billions of Dong; End of Period)
Foreign Assets (Net) -23 210 284 1,004 2,626 8,503 10,593 6,231 7,221

Net Domestic Assets: 135 261 2,285 6,416 8,732 11,797 16,550 26,055 34,052
of which:
- Domestic Credit: 153 532 2,633 6,717 9,960 14,111 17,122 27,079 35,688

-- Government (Net) 19 80 669 2,600 4,032 3,956 1,913 3,870 4,503
-- Non-Financial Public Enterprises 117 376 1,709 3,606 5,308 9,129 12,439 15,511 19,562
-- Non-State Sector: 17 76 255 511 620 1,026 2,770 7,698 11,623

--- Cooperatives 13 44 171 511 620 - - - -
--- Private Business and Households 4 32 84 - - - - - -

- Other Items (Net) -18 -271 -348 -301 -1,229 -2,314 -572 -1,024 -1,636

Total Liquidity (M2): 111 471 2,569 8,575 11,357 20,301 27,144 32,288 41,273
- Currency Outside Banks a/ 55 205 1,024 2,352 3,735 6,419 10,579 14,218 18,652
- Deposits (in Dong) 54 237 1,303 4,127 3,943 5,528 8,352 10,665 14,429
- Deposits (in foreign currency) 1 29 242 2,096 3,680 8,354 8,213 7,406 8,192

(Change in Percent from Previous Year)

Foreign Assets (Net) - -1,013.0 35.2 253.4 161.7 223.8 24.6 -41.2 15.9

Domestic Credit: - 248.6 395.3 155.1 48.3 41.7 21.3 58.2 31.8
- Government (Net) - 328.0 740.5 288.6 55.1 -1.9 -51.6 102.3 16.4
-Non-Financial PublicEnterprises - 221.9 354.5 111.0 47.2 72.0 36.3 24.7 26.1
- Non-State Sector: - 344.4 235.5 100.4 21.3 65.5 170.0 177.9 51.0

*- Cooperatives - 238.5 288.6 199.0 21.2 - - - -

*- Private Businesses and Households - 680.5 162.5 - - - - - -

Total Liquidity (M2) - 324.6 446.1 233.7 32.4 78.7 33.7 19.0 27.8
of which: -

- Currency Outside Banks a/ - 269.1 400.9 129.6 58.8 71.9 64.8 34.4 31.2

Memorandum Items:
Savings Deposits (Billions of Dong) 7.0 53.0 152.0 - - - - - -

Currency/GDPRatio a/ b/ 9.2 7.1 6.6 8.4 8.9 8.4 9.6 10.4 11.0
Liquidity (M2)/GDP Ratio b/ 18.5 16.4 16.7 30.5 27.1 26.5 24.6 23.6 24.2
Domestic Credit/GDP b/ 25.5 18.5 17.1 23.9 23.7 18.4 15.5 19.8 21.0

GDP in Current Prices (Billion ofDong) 599 2,870 15,420 28,093 41,955 76,707 110,535 136,571 170,258

Note: Figures are rounded.

a/ Currency in circulation.

b/ GDP in current prices, revised by the General Statistical Office, May 1995.

Source: State Bank of Vieuam, General Statistical Office, and IMF estimates.



Table 4.2: DOMESTIC NON-GOVERNMENT CREDIT HELD BY COMMERCIAL BANKS

1990 1991 1992 1993 1994
Dec Dec Dec Jun sen t Dec Mar Jun Sept Dec

(Billirms of Do*g; End of Period)

Total Credit 5,822 10,054 15,093 19,951 22,011 23,181 24,892 26,783 27,622 29,219
-ClaimsonSOEs 5,224 9,049 12,350 15,079 15,180 15,511 16,103 16,894 17,404 18,381

-ClairnsonCooperatives a/ a! 487 564 381 374 396 386 378 285
- Claims on Shareholding

andLimitedCompanies a/ a/ 45 70 665 864 1,152 1,375 1,804 2,072
-ClaimsonJoint Ventures a/ a/ 92 149 164 147 171 183 206 312

- Clains on Private Sector 598 1,005 2,119 4,089 5,621 6,285 7,070 7,945 7,830 8,169

Total Foreign Currency Credit - 1,867 3,976 6,020 6,925 7,415 7,595 8,424 9,694 10,568

- Claims on SOEs - 1,802 3,894 5,897 6,304 6,728 6,744 7,438 8,457 9,094
-Clairns on Cooperatives - - - - 7 12 17 27 42 26

- Claims on Shareholding

and Limited Companies - - - - 291 388 519 573 737 819
-ClaimsonJoint Venurues - - 82 123 135 124 152 167 185 288
-Claims on Private Sector - - - 188 163 163 219 273 341

Total Overdue - - 2,075 2,330 2,587 2,569 2,925 3,214 3,360 1,756

- Claims on SOEs - - 1,693 1,898 1,610 1,584 1,846 2,080 2,093 1,213

-Claims on Cooperatives - - 236 244 126 122 129 123 136 64
- Claims on Shareholding - -

and Limited Companies - - 14 19 66 59 64 49 94 99
Claims on Joint Ventures - - - - 6 3 5 6 6 3

-ClaimsonPrivate Setor - - 132 169 779 801 881 956 1,031 377

(Percent)

Share in Total Credit 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

- Claims on SOEs 89.7 90.0 81.8 75.6 69.0 66.9 64.7 63.1 63.0 62.9

-Claims on Cooperatives a/ a/ 3.2 2.8 1.7 1.6 1.6 1.4 1.4 1.0
- Claims on Shareholding

andLimitedCompanies a/ a/ 0.3 0.4 3.0 3.7 4.6 5.1 6.5 7.1
-Clains on loint Ventures a/ al 0.6 0.7 0.7 0.6 0.7 0.7 0.7 1.1
- Claims on Private Sector 10.3 10.0 14.0 20.5 25.5 27.1 28.4 29.7 28.3 28.0

Total Foreign Currency Credit

as a Percentof Credit - 18.6 26.3 30.2 31.5 32.0 30.5 31.5 35.1 36.2

- Clairns on SOEs - 19.9 31.5 39.1 41.5 43.4 41.9 44.0 48.6 49.5
-ClaimsonCooperatives - - 0.0 0.0 1.8 3.2 4.3 7.0 11.1 9.1

- Claims on Shareholding
and Limited Companies - - 0.0 0.0 43.8 44.9 45.1 41.7 40.9 39.5

- Claims on Joint Ventures - - 89.1 82.6 82.3 84.4 88.9 91.3 89.8 92.3
- Claims on Private Sector - 0.0 0.0 3.3 2.6 2.3 2.8 3.5 4.2

Total Overdue as a Percent of
Total Credit - - 13.7 11.7 11.8 11.1 11.8 12.0 12.2 6.0

-Claim on SOEs - - 13.7 12.6 10.6 10.2 11.5 12.3 12.0 6.6

-Claims on Cooperatives - - 48.5 43.3 33.1 32.6 32.6 31.9 36.0 22.5

- Claims on Shareholding

and Lirnited Companies - - 31.1 27.1 9.9 6.8 5.6 3.6 5.2 4.8

-Claims on Joint Ventures - - 0.0 0.0 3.7 2.0 2.9 3.3 2.9 1.0
-Claims on Private Sector - - 6.2 4.1 13.9 12.7 12.5 12.0 13.2 4.6

Continued >



Table 4.2: DOMESTIC NON-GOVERNMENT CREDIT HELD BY COMMERCIAL BANKS
(Continued)

1991 1992 1993 1994
Dec Dec Jun Sept Dec Mar Jun Sept Dec

(Percent)

Change from Previous Period:

Total Credit 72.7 50.1 32.2 10.3 5.3 7.4 7.6 3.1 5.8

-ClaimsonSOEs 73.2 36.5 22.1 0.7 2.2 3.8 4.9 3.0 5.6

-Claims on Cooperatives at - 15.8 -32.4 -1.8 5.9 -2.5 -2.1 -24.6

- Claims on Shareholding

and Limited Companies a/ - 55.6 850.0 29.9 33.3 19.4 31.2 14.9

-ClaimsonJoint Ventures a/ - 62.0 10.1 -10.4 16.3 7.0 12.6 51.5

-ClaimsonPrivateSector 63.1 110.3 93.0 37.5 11.8 12.5 12.4 -1.4 4.3

Total Foreign Currency Credit - 113.0 51.4 15.0 7.1 2.4 10.9 15.1 9.0

-Claims on SOEs 116.1 51.4 6.9 6.7 0.2 10.3 13.7 7.5

-Claiis on Cooperatives - - - - 71.4 41.7 58.8 55.6 -38.1

- Claims on Shareholding
and Limited Companies - - - - 33.3 33.8 10.4 28.6 11.1

-ClainsonJoint Ventures - - 50.0 9.8 -8.1 22.6 9.9 10.8 55.7

- Claims on Private Sector -

Total Overdue - 12.3 11.0 -0.7 13.9 9.9 4.5 -47.7

-ClaimsonSOEs - 12.1 -15.2 -1.6 16.5 12.7 0.6 -42.0

-Claims on Cooperatives - - 3.4 -48.4 -3.2 5.7 4.7 10.6 -52.9
Clainis on Shareholding

and Limited Companies - - 35.7 247.4 -10.6 8.5 -23.4 91.8 5.3

- Claimns on Joint Ventures - - - - -50.0 66.7 20.0 0.0 -50.0

-Clainis on Private Sector - - 23.0 360.9 2.8 10.0 8.5 7.8 -63.4

Note: a. Included in private sector.

Source: State Bank of Viet Nam.



Table 4.3: CREDIT TO STATE ENTERPRISES AND PRIVATE SECTOR
(Billions of Dong; End of Period)

1991 1992 1993 1994
Dec Dec Dec Mar Jun Sep Dec

Non-Government Credit: 10,054 15,208 23,209 24,919 26,772 27,622 29,218
A. Credit to State Enterprises - Total 9,049 12,438 15,511 16,102 16,893 17,404 18,380

by Bank:
- Bank of Foreign Trade 2,118 3,532 4,665 4,679 5,194 5,533 4,800
- Agricultural Bank 2,219 2,236 1,950 1,882 1,794 1,977 2,409
- Industrial & Commercial Bank 2,797 3,600 4,140 4,320 4,501 4,149 3,566
- Bank for Investment and Development 1,412 2,033 3,625 4,047 4,203 4,481 6,107
- Other Banks 503 1,037 1,131 1,174 1,201 1,264 1,498

B. Credit to Cooperatives and
Private Sector - Total 1,005 2,770 7,698 8,817 9,879 10,218 10,838

- Bank of Foreign Trade 74 86 310 442 521 642 797
- Agricultural Bank 632 1,764 4,177 4,740 5,348 5,114 4,630
- Industrial & Commercial Bank 235 590 2,049 2,232 2,407 2,597 3,105
- Bank for Investment and Development 16 27 100 139 154 205 269
- Other Banks 48 303 1,062 1,264 1,449 1,660 2,037

Total Non-Government Credit: 10,054 15,208 23,209 24,919 26,772 27,622 29,218
- Bank of Foreign Trade 2,192 3,618 4,975 5,121 5,715 6,175 5,597
- Agricultural Bank 2,851 4,000 6,127 6,622 7,142 7,091 7,039
- Industrial & Commercial Bank 3,032 4,190 6,189 6,552 6,908 6,746 6,671
- Bank for Investment and Development 1,428 2,060 3,725 4,186 4,357 4,686 6,376
- Other Banks 551 1,340 2,193 2,438 2,650 2,924 3,535

Credit Denomination:
- Domestic Currency Loans 8,187 11,232 15,794 17,325 18,347 17,927 18,650
- Foreign Currency Loans 1,867 3,976 7,415 7,594 8,425 9,694 10,568

Non-Government Credit by Sector:
- State Enterprises 9,049 12,350 15,511 16,102 16,894 17,404 18,380

of which Foreign Currency Loans 1,802 3,895 6,728 6,744 7,438 8,457 9,094
- Other Enterprises 1,005 2,770 7,698 8,817 9,878 10,217 10,838

of which Foreign Currency Loans 65 82 687 850 987 1,237 1,474
- Cooperatives 417 487 374 396 386 978 285
- Shareholding and Limited Companies 26 45 863 1,152 1,375 1,804 2,072
- Joint Ventures 71 92 147 171 182 206 312
- Private Sector 491 2,119 6,284 7,070 7,945 7,830 8,169

Source: State Bank of Viet Nam.



Table 4.3: CREDIT TO STATE ENTERPRISES AND PRIVATE SECTOR
ANNUAL PERCENTAGE CHANGE (End of Period)

(C-bioed) 

1992 1993 1994
Dec Dec Mar Jun Sep Dec

Change from Previous Period:
Non-Government Credit:
A. Credit to State Enterprises - Total 37.5 24.7 3.8 4.9 3.0 5.6

by Bank:
- Bank of Foreign Trade 66.8 32.1 0.3 11.0 6.5 -13.2
- Agricultural Bank 0.8 -12.8 -3.5 -4.7 10.2 21.9
- Industrial&CommercialBank 28.7 15.0 4.3 4.2 -7.8 -14.1
- BankforInvestmentandDevelopment 44.0 78.3 11.6 3.9 6.6 36.3
- Other Banks 106.2 9.1 3.8 2.3 5.2 18.5

B. Credit to Cooperatives and
Private Sector - Total 175.6 177.9 14.5 12.0 3.4 6.1

- Bank of Foreign Trade 16.2 260.5 42.6 17.9 23.2 24.1
- Agricultural Bank 179.1 136.8 13.5 12.8 -4.4 -9.5
- Industrial &Commercial Bank 151.1 247.3 8.9 7.8 7.9 19.6
- Bank for Investment and Development 68.8 270.4 39.0 10.8 33.1 31.2
- Other Banks 531.3 250.5 19.0 14.6 14.6 22.7

Total Non-Government Credit: 51.3 52.6 7.4 7.4 3.2 5.8
- Bank of Foreign Trade 65.1 37.5 2.9 11.6 8.0 -9.4
- Agricultural Bank 40.3 53.2 8.1 7.9 -0.7 -0.7
- Industrial&CommercialBank 38.2 47.7 5.9 5.4 -2.3 -1.1
- Bank for Investment and Development 44.3 80.8 12.4 4.1 7.6 36.1
- Other Banks 143.2 63.7 11.2 8.7 10.3 20.9

Credit Denomination:
- Domestic Currency Loans 37.2 40.6 9.7 5.9 -2.3 4.0
- Foreign Currency Loans 113.0 86.5 2.4 10.9 15.1 9.0

Source: State Bank of Viet Nun.



Table 5.1: SUMMARY OF BUDGETARY OPERATIONS

Actual Rev. Rev.

1986 1987 1988 1989 1990 1991 1992 1993 1994

(Billions of Current Dong)

Revenue and Grants 84 379 1,740 3,899 6,153 10,353 21,023 30,500 42,125
TaxRevenue 18 68 451 1,099 1,698 2,814 5,480 11,016 16,846
Transfersfrom StateEnterprises a/ 60 285 1,110 2,244 3,620 6,189 11,913 16,085 20,557
Other Non-Tax Revenue 5 27 179 556 835 1,080 2,782 2,401 3,522
Grants - - - - - 270 848 998 1,200

Current Expenditure (exc. Interest) 82 393 2,141 4,338 6,156 8,728 15,452 25,700 31,121
Wages and Salaries 6 30 255 1,290 1,744 2,001 na 8,921 13,654
Subsidies 18 151 812 - - - - 170 250
Other 58 212 1,074 3,048 4,412 6,727 na 13,857 17,217
of which: Operation and Maintenance 20 57 80 245 290 428 ina 595 1,160

Capital Expenditure 38 120 673 1,626 2,124 2,135 6,450 9,600 11,715
Overall Prinary Balance -36 -134 -1,074 -2,065 -2,127 -510 -879 4,800 -711
Interest (Scheduled) b/ 1 2 26 817 1,242 2,333 3,218 3,675 3,734
Interest (Paid) hi - - - 48 310 650 1,000 1,710 2,234
Overall Balance (Accrual Basis) -37 -136 -1,100 -2,882 -3,369 -2,843 4,097 -8,475 -4,445
Overall Balance (Cash Basis) -37 -136 -1,100 -2,113 -2,437 -1,160 -1,879 -6,510 -2,945

Financing 37 136 1,100 2,113 2,437 1,160 1,879 6,510 2,945

Foreign Grants and Loans (Net) c/ 14 43 370 414 1,264 767 2,673 1,925 622
Utilization - - - 1,073 1,860 1,335 3,481 3,158 1,882

Short-Term
Medium- and Long-Term - - - - - - - - -

Amortization - - - 659 596 568 808 1,233 1,260
Domestic Loans (Net) 23 92 467 1,700 1,173 393 -794 4,585 2,323

State Bank (Net) 23 89 450 1,931 832 689 -2,208 2,044 415
Government Securities (Net) 0 3 17 -231 341 -296 1,414 2,541 1,908

GrossIssue 0 3 - - - - - - -

Amortization 0 0 -
Arrears - - 263 - - - -

(Percent of GDP)

Revenue 14.0 13.2 11.3 13.9 14.7 13.5 19.0 22.3 24.7
Tax Revenue 3.1 2.4 2.9 3.9 4.0 3.7 5.0 8.1 9.9
TransfersfromStateEnterprises a/ 10.1 9.9 7.2 8.0 8.6 8.1 10.8 11.8 12.1
Other Non-Tax Revenue 0.8 0.9 1.2 2.0 2.0 1.4 2.5 1.8 2.1

Current Expenditure (exc. Interest) 13.7 13.7 13.9 15.4 14.7 11.4 14.0 18.8 18.3
Wages and Salaries 0.9 1.0 1.7 4.6 4.2 2.6 - 6.5 8.0
Subsidies 3.0 5.3 5.3 0.0 0.0 0.0 - 0.1 0.1
Other 9.7 7.4 7.0 10.8 10.5 8.8 - 10.1 10.1
of which: Operation and Maintenance 3.4 2.0 0.5 0.9 0.7 0.6 - 0.4 0.7

Capital Expenditure 6.3 4.2 4.4 5.8 5.1 2.8 5.8 7.0 6.9
Overall Primary Balance -6.0 -4.7 -7.0 -7.4 -5.1 -0.7 -0.8 -3.5 -0.4
Interest (Scheduled) b/ 0.2 0.1 0.2 2.9 3.0 3.0 2.9 2.7 2.2
Interest (Paid) b/ 0.2 0.7 0.8 0.9 1.3 1.3
Overall Balance (Accrual Basis) -6.2 4.7 -7.1 -10.3 -8.0 -3.7 -3.7 -6.2 -2.6
Overall Balance (Cash Basis) -6.2 4.7 -7.1 -7.5 -5.8 -1.5 -1.7 4.8 -1.7

Financing 6.2 4.7 7.1 7.5 5.8 1.5 1.7 4.8 1.7
Foreign Grants and Loans (Net) c/ 2.4 1.5 2.4 1.5 3.0 1.0 2.4 1.4 0.4
Domestic Loans (Net) 3.8 3.2 3.0 6.0 2.8 0.5 -0.7 3.4 1.4

State Bank (Net) 3.8 3.1 2.9 6.9 2.0 0.9 -2.0 1.5 0.2
GovernmentSecurities(Net) 0.0 0.1 0.1 -0.8 0.8 -0.4 1.3 1.9 1.1

Arrears - - 1.7 - - - - - -

MemoItem: GDP d/ 599 2,870 15,420 28,093 41,955 76,707 110,535 136,571 170,258

Note: a/ Transfers include all taxes, operating aurplus, depreciation allowane, and capital user fees.
bh For 1986-88, figures include amortization.
c/ For 1986-88, gross amortizations.
d/ Revised GDP series from the GSO, May 1995. GDP for 1995 is estimted.

Source: Ministry of Finance and GDP estimates from GSO. [May 1995]



Table 5.2A: GOVERNMENT REVENUE

Actual Rev. Rev.
1986 1987 1988 1989 1990 1991 1992 1993 1994

(Billions of Dong)

State Enterprises: 3 15 82 2244 3620 6189 11913 16085 20557
- Taxes 5305 9106 12685 15557

-- Profit Tax - - - - - 1103 2028 4019 5585
-- Turnover Tax - - - - - 1779 2158 3333 4402
-- Special Consumption Tax (Excises - - - - - 739 1317 1908 2120
-- Natural Resources Tax - - - - - 797 1874 1809 1934
-- Licence Tax - - - - - 6 7 7
-- Other Taxes - - - - - 887 1723 1609 1509

- Transfers 3 15 82 2244 3620 884 2807 3400 5000
-- Operating Surplus - - - 2029 3112
-- Depreciation Allowance - - - 215 508 622 2277 2594 3826
-- Capital User Fee - - - - - 262 530 806 1174

Non-State Sector: 12 50 320 736 965 1715 3286 4727 5619
- Agricultural Tax 4 12 136 308 298 707 1294 1351 1107
- Non-Agricultural Tax: 8 38 184 428 667 1008 1992 3376 4512

Turnover Tax 3 16 72 160 262 250 582 863 1318
Profits Tax 2 11 33 73 118 161 420 593 900
Personal Income Tax - - - - - 62 153 184 336
License Tax 0 1 23 24 31 - 72 112 142
Commodities Tax 1 2 21 72 75 69 22 16 8
Wholesale Tax 1 3 8 18 32
Slaughter Tax 0 2 10 16 26 35 45 52 69
Land Tax - - - - - 5 18 180 220
Other 1 3 17 65 123 426 680 1376 1519

External Trade: 6 17 131 363 733 1099 2194 5900 10012
- Non-Commercial Import Tax 6 17 56 109 126
- Import and Export Duties 75 254 607 1099 2194 5900 10012

Joint Ventures 389 1215

Other Revenue 5 27 179 556 835 1080 2782 2401 3522

Grants - - - 270 848 1000 1200

Total Revenue (inc. Grants) 27 109 712 3899 6153 10353 21023 30502 42125

Source: Ministry of Finance and sbtff estimates.



Table 5.2B: GOVERNMENT REVENUE - PERCENTAGE SHARE

Actual Rev. Rev.
1986 1987 1988 1989 1990 1991 1992 1993 1994

(Percent of GDP)

State Enterprises: 0.6 0.5 0.5 8.0 8.6 8.1 10.8 11.8 12.1
- Taxes - - - - - 6.9 8.2 9.3 9.1

- Profit Tax - - - - - 1.4 1.8 2.9 3.3
- Turnover Tax - - - - - 2.3 2.0 2.4 2.6
- Special Consumption Tax (Excises - - - - - 1.0 1.2 1.4 1.2
-NaturalResourcesTax - - - - - 1.0 1.7 1.3 1.1
-- Licence Tax - - - - - 0.0 0.0 0.0 0.0
-- Other Taxes - - - - - 1.2 1.6 1.2 0.9

- Transfers 0.6 0.5 0.5 8.0 8.6 1.2 2.5 2.5 2.9
- Operating Surplus - - - 7.2 7.4
- Depreciation Allowance - - - 0.8 1.2 0.8 2.1 1.9 2.2
-- Capital User Fee - - - - - 0.3 0.5 0.6 0.7

Non-State Sector: 2.0 1.8 2.1 2.6 2.3 2.2 3.0 3.5 3.3
- Agricultural Tax 0.6 0.4 0.9 1.1 0.7 0.9 1.2 1.0 0.7
- Non-Agricultural Tax 1.4 1.3 1.2 1.5 1.6 1.3 1.8 2.5 2.7

External Trade: 1.0 0.6 0.8 1.3 1.7 1.4 2.0 4.3 5.9
- Non-Commercial Import Tax 1.0 0.6 0.4 0.4 0.3 0.0 0.0 0.0 0.0
- Import and Export Duties 0.0 0.0 0.5 0.9 1.4 1.4 2.0 4.3 5.9

Joint Ventures - - 0.3 0.7

Other Revenue 0.8 0.9 1.2 2.0 2.0 1.4 2.5 1.8 2.1

Grants - 0.4 0.8 0.7 0.7

Total Revenue (inc. Grants) 4.5 3.8 4.6 13.9 14.6 13.5 19.0 22.3 24.7

(Percent of Total Revenue)

State Enterprises: 13.0 13.4 11.5 57.6 58.8 59.8 56.7 52.7 48.8
- Taxes - - - - - 51.2 43.3 41.6 36.9

- Profit Tax - - - - - 10.7 9.6 13.2 13.3
- Turnover Tax - - - - - 17.2 10.3 10.9 10.4
- Special Consumption Tax (Excises - - - - - 7.1 6.3 6.3 5.0
- Natural Resources Tax - - - - - 7.7 8.9 5.9 4.6
--Licence Tax - - - - - 0.0 0.0 0.0 0.0
-Other Taxes - - - - - 8.6 8.2 5.3 3.6

-Transfers 13.0 13.4 11.5 57.6 58.8 8.5 13.4 11.1 11.9
-- Operating Surplus - - - 52.0 50.6 0.0 0.0 0.0 0.0
- Depreciation Allowance - - - 5.5 8.3 6.0 10.8 8.5 9.1
-Capital User Fee - - - - - 2.5 2.5 2.6 2.8

Non-State Sector: 45.5 46.1 44.9 18.9 15.7 16.6 15.6 15.5 13.3
-AgriculturalTax 14.3 11.2 19.1 7.9 4.8 6.8 6.2 4.4 2.6
-Non-AgriculturalTax 31.1 34.9 25.8 11.0 10.8 9.7 9.5 11.1 10.7

External Trade: 23.1 16.0 18.4 9.3 11.9 10.6 10.4 19.3 23.8
- Non-Cormnercial Import Tax 23.1 16.0 7.9 2.8 2.0 0.0 0.0 0.0 0.0
- Import and Export Duties - - 10.5 6.5 9.9 10.6 10.4 19.3 23.8

Joint Ventures - - - - - - - 1.3 2.9

Other Revenue 18.4 24.6 25.1 14.3 13.6 10.4 13.2 7.9 8.4

Grants - - - - - 2.6 4.0 3.3 2.8

Source: Ministry of Finance and staff edimates.



Table 5.3: FUNCTIONAL CLASSIFICATION OF CURRENT EXPENDITURE

Actual Prel.
1986 1987 1988 1989 1990 1991 1992 1993 1994

(Billions of Current Dong)

General Administrative Service 5 19 144 460 676 1,290 2,404 3,245 3,850

Economic Services 20 58 149 389 523 784 1,490 2,997 3,230

Social Service 19 71 345 1,252 1,998 3,343 6,245 10,854 13,601
- Education 8 31 85 317 439 748 1,495 2,910 3,702
- Health 3 13 74 209 368 636 1,136 1,656 1,876
- Pensions, Social Relief 7 22 113 448 695 1,278 2,374 4,135 5,250
- Other 1 5 73 278 496 681 1,240 2,153 2,773

Interest due a/ 1 2 3 817 1,242 2,333 3,218 3,675 3,734
Interest Paid - - - 48 310 651 1,000 1,710 2,234

Others (inc. Subsidies and 39 245 1,503 2,237 2,959 3,311 5,313 8,604 10,440
excl. Contingency)

Total Current Expenditure:
- Cash Basis, incl. Interest 83 393 2,141 4,386 6,466 9,379 16,452 27,410 33,355
- Cash Basis, excl. Interest - - - 4,338 6,156 8,728 15,452 25,700 31,121

(Percent of GDP)

General Administrative Service 0.9 0.7 0.9 1.6 1.6 1.7 2.2 2.4 2.3

Economic Services 3.3 2.0 1.0 1.4 1.2 1.0 1.3 2.2 1.9

Social Service 3.2 2.5 2.2 4.5 4.8 4.4 5.6 7.9 8.0

Interest due a/ 0.2 0.1 0.0 2.9 3.0 3.0 2.9 2.7 2.2
Interest Paid - - - 0.2 0.7 0.8 0.9 1.3 1.3

Other (inc. Subsidies) 6.4 8.5 9.7 8.0 7.1 4.3 4.8 6.3 6.1

Total Current Expenditure 13.9 13.7 13.9 15.6 15.4 12.2 14.9 20.1 19.6
(incl. Interest)

Memo Item: GDP v/ 599 2,870 15,420 28,093 41,955 76,707 110,535 136,571 170,258

Note: a/ For 1986-88, figures include amorization.

b/ GDP eries have been revised by the General Statistical Office in May 1995, resulting in changes in the budge percentage sae.
Source: Minisry of Finance and Genal Staidical Office [May 1995].



Table 5.4: ECONOMIC CLASSIFICATION OF CURRENT EXPENDITURE

Actual Prel.
1986 1987 1988 1989 1990 1991 1992 1993 1994

(Billions of Current Dong) a/

Wage and Salaries 6 30 255 1,290 1,744 2,001 5,953 8,921 13,654

Subsidies 18 151 812 - - - na 170 250
Food Procurement 12 104 486 - - - na - -

Production 2 8 51 - - - na - -

Exports 3 38 275 - - - na - -

Interest due b/ 1 2 26 817 1,242 2,333 3,218 3,675 4,275
Interestpaid b/ - - - 48 310 651 1,000 1,710 2,234

Other 60 212 1,074 3,048 4,412 6,727 9,246 13,857 17,217
Working Capital for SOEs 1 14 88 128 68 - na 680 566
Administrative Expenses 5 15 30 64 181 241 na 3,177
Medical and Social Benefit 2 10 47 124 295 433 na 2,024 2,194
EducationandScholarship 4 14 37 83 261 385 na 2,111 1,685
Operation and Maintenanc 20 57 80 245 290 428 na 595 1,160
Residual c/ 28 103 792 2,405 3,316 5,240 na 8,447 8,435

Total Current Expenditure

(Cash basis; exc. Contingency, 84 393 2 141 4 386 6,466 9.379 16 453 24.658 33,355
Inc. Interest)

(Percent of GDP)

Wage and Salaries 0.9 1.0 1.7 4.6 4.2 2.6 5.4 6.5 8.0

Subsidies 3.0 5.3 5.3 - - - na 0.1 0.1
Food Procurement 2.1 3.6 3.2 - - - na - -

Interest due b/ 0.2 0.1 0.2 2.9 3.0 3.0 2.9 2.7 2.5
Interest paid b/ - - - 0.2 0.7 0.8 0.9 1.3 1.3

Other: 10.0 7.4 7.0 10.8 10.5 8.8 na 10.1 10.1
of which:
Operation and Maintenanc 3.4 2.0 0.5 0.9 0.7 0.6 na 0.4 0.7

Total Current Expenditure 14.0 13.7 13.9 15.6 15.4 12.2 14.9 18.1 19.6
(Cash basis; exc. Cont.; Inc. Interest)

Memo Item: GDP d/ 599 2,870 15,420 28,093 41,955 76,707 110,535 136,571 170,258

Note: a/ Figures for 1992 are estniated using the 1993 appropriate sae.
b/ For 1986-88, interest includes amortizationL

c/ Including spending on security and national defense a otb not elewhere clasified.

d/ GDP series have been revised by the General Statistical Office in May 1995, resulting in changes in the budgd pertage share.

Source: Ministry of Finance and General Statistical Office [May 1995].



Table 5.5: GOVERNMENT BUDGET: CAPITAL EXPENDITURE

Actual Prel.
1986 1987 1988 1989 1990 1991 1992 1993 1994

(Billions of Current Dong)

Industry and Construction 12 52 319 766 746 49 2,284 5,692 2,925

Agriculture and Forestry 5 14 52 68 113 70 345 266 580

Irrigation 3 10 38 131 244 244 456 623 1,240

Transportation and Communication 5 13 76 197 323 335 613 1,020 2,999

Commerce and Services 1 4 32 47 91 23 17 27 35

Non-Productive Sector a/ 6 23 105 410 425 367 790 763 1,519

Contingency Fund b/ 2 4 48 - 0 136 0 0 0

Other 2 0 3 7 6 566 452 1,209 906

Unallocated 0 0 0 0 177 344 1,494 0 1,296

Total Capital Expenditure 38 120 673 1,626 2,124 2,135 6,450 9,600 11,500

(Percent of GDP)

Industry and Construction 2.1 1.8 2.1 2.7 1.8 0.1 2.1 4.2 1.7

AgricultureandForestry 0.9 0.5 0.3 0.2 0.3 0.1 0.3 0.2 0.3

Irrigation 0.5 0.3 0.2 0.5 0.6 0.3 0.4 0.5 0.7

Transportation and Communication 0.9 0.5 0.5 0.7 0.8 0.4 0.6 0.7 1.8

Comrnerce and Services 0.2 0.1 0.2 0.2 0.2 0.0 0.0 0.0 0.0

Non-Productive Sector a/ 1.0 0.8 0.7 1.5 1.0 0.5 0.7 0.6 0.9

Contingency Fund b/ 0.4 0.2 0.3 0.0 0.0 0.2 0.0 0.0 0.0

Other 0.3 0.0 0.0 0.0 0.0 0.7 0.4 0.9 0.5

Unallocated - - - - 0.4 - - - -

Total Capital Expenditure 6.3 4.2 4.4 5.8 5.1 2.8 5.8 7.0 6.8

Memo Item: GDP c/ 599 2,870 15,420 28,093 41,955 76,707 110,535 136,571 170,258

Note: a/ Includes education, healt, culture, finance and government.

b/ Stockpiling of key conunodities and materials.
c/ GDP series have been revised by the General Statistical Office in May 1993, resulting in changes in the budget percentage share.

Source: Ministry of Finance and Genera Statistical Office [May 1995].



Table 6.1A: GROWTH RATE OF RETAIL PRICES, BY MONTH

Month/Year 1986 1987 1988 1989 1990 1991 1992 1993 1994

January 26.5% 11.8% 18.3% 7.4% 2.9% 13.2% 4.4% 1.7% 1.8%
February 24.3% 11.2% 14.0% 9.2% 3.8% 8.7% 5.5% 1.9% 3.8%
March 19.2% 14.4% 28.4% 5.4% 1.9% 0.5% 0.5% -0.5% -0.5%
April 20.6% 12.7% 23.8% 3.5% 2.5% 2.2% 0.9% -0.2% 0.4%
May 21.0% 13.2% 27.6% -0.2% 2.6% 3.0% 1.3% 1.5% 0.6%
June 21.0% 13.4% 16.8% -2.9% 2.1% 1.7% 0.2% -0.3% 0.9%
July 14.8% 13.5% 9.6% -1.5% 3.6% 2.5% 0.3% -0.2% 0.3%

August 16.8% 9.0% 7.5% 0.2% 5.8% 3.4% 0.3% 0.5% 0.9%
September 17.2% 7.9% 6.5% 1.6% 4.7% 3.7% 0.0% -0.1% 1.6%
October 20.3% 7.2% 8.0% 2.5% 6.4% 2.8% -0.2% -0.3% 1.4%

November 16.5% 6.5% 8.3% 2.6% 7.8% 5.6% 2.0% 0.5% 1.7%
December 20.0% 5.8% 5.3% 3.0% 8.9% 6.1% 1.4% 0.6% 1.1%

Table 6.1B: RETAIL PRICE INDEX, BY MONTH (Jan 1986=100)

MonthWYear 1986 1987 1988 1989 1990 1991 1992 1993 1994

January 100.0 773.0 2713.7 12164.7 15695.6 28925.0 44706.8 51203.4 53892.6
February 124.3 859.6 3093.6 13283.9 16292.0 31441.4 47147.8 52176.3 55924.3
March 148.2 983.4 3972.2 14001.2 16601.6 31598.6 47402.4 51915.4 55644.7
April 178.7 1108.3 4917.6 14491.3 17016.6 32293.8 47829.0 51811.6 55850.6
May 216.2 1254.6 6274.9 14462.3 17459.0 33262.6 48426.9 52588.8 56169.0
June 261.6 1422.7 7329.1 14042.9 17825.7 33828.1 48514.0 52431.0 56657.6
July 300.3 1614.7 8032.7 13832.2 18467.4 34673.8 48640.2 52326.1 56804.9

August 350.8 1760.1 8635.1 13859.9 19538.5 35852.7 48766.6 52587.8 57293.5
September 411.1 1899.1 9196.4 14081.7 20456.8 37179.3 48766.6 52535.2 58187.2

October 494.6 2035.8 9932.1 14433.7 21766.1 38220.3 48678.9 52377.6 58978.6
November 576.2 2168.2 10756.5 14809.0 23463.8 40360.6 49662.2 52639.5 59957.6
December 691.4 2293.9 11326.6 15253.2 25552.1 42822.6 50347.5 52955.3 60605.2

Annual Index: 321.1 1514.4 7181.7 14059.7 19177.9 35038.2 48240.7 52295.7 57163.8
(Jan 1986=100)

Annual Index: 2.3 10.8 51.1 100.0 136.4 249.2 343.1 372.0 406.6
(1989=100)

Annual Growth Rate 371.6% 374.2% 95.8% 36.4% 82.7% 37.7% 8.4% 9.3%

DeclDec Growth Rate 231.8% 393.8% 34.7% 67.5% 67.6% 17.6% 5.2% 14.4%

Note: a/ For 1995, the growth rate for June to December was estimated, using the average growth rate for 1992-94.

Source: Statistical Data of the SRV, 1986-1991, 1992, p. 89; 1992-May 1995: GSO.



TABLE 6.2A: PRICE INDEX BY COMMODITY GROUPS
Index (January 1990 = 100)

Total Agr Proc Manu-
Year Month Goods Food Products Food factures Services
1991 Jan 114.3 119.1 115.8 120.6 114.3 104.3

Feb 124.4 133.3 132.7 134.0 124.4 112.0
Mar 124.6 130.2 133.4 129.4 124.6 114.7
Apr 127.6 134.2 129.5 136.8 127.6 116.3
May 131.7 140.2 131.3 144.6 131.7 118.4
Jun 133.9 141.3 130.9 146.6 133.9 120.4
Jul 137.5 145.4 135.4 150.6 137.5 122.2

Aug 142.5 150.7 140.5 156.0 142.5 125.4
Sep 147.9 154.7 143.7 160.4 147.9 128.5
Oct 152.5 157.6 144.2 165.0 152.5 130.3
Nov 161.6 164.2 147.8 173.6 161.6 134.4
Dec 171.7 172.4 154.3 182.5 171.7 141.1

1992 Jan 178.9 179.3 161.2 193.0 178.9 149.8
Feb 188.2 191.9 163.8 212.0 188.2 160.9
Mar 188.2 187.3 157.9 208.2 188.2 165.4
Apr 189.7 187.7 154.6 210.4 189.7 167.4
May 191.2 188.8 150.9 215.1 191.2 175.0
Jun 191.2 187.5 142.9 219.2 191.2 176.2
Jul 191.4 187.1 140.2 220.3 191.4 179.2

Aug 191.4 186.7 138.4 220.9 191.4 183.1
Sep 191.0 184.3 132.1 221.6 191.0 185.0
Oct 189.7 182.1 124.9 220.0 189.7 190.3
Nov 193.5 185.7 130.9 221.3 193.5 194.9
Dec 195.8 185.9 131.6 220.7 195.8 199.0

1993 Jan 198.9 189.4 135.2 224.7 198.9 203.8
Feb 202.9 198.5 140.1 237.2 202.9 207.2
Mar 201.7 197.7 142.9 234.4 201.7 208.7
Apr 201.1 198.3 143.6 234.9 201.1 209.3
May 203.5 200.9 146.3 236.7 203.5 215.4
Jun 202.3 199.7 140.7 239.3 202.3 218.2
Jul 201.6 199.5 136.8 242.5 201.2 218.6

Aug 202.3 200.5 136.9 244.1 201.4 221.7
Sep 201.8 199.5 136.4 241.7 201.6 223.4
Oct 200.8 197.9 134.6 240.3 201.4 224.8
Nov 200.2 195.9 134.6 236.7 202.3 228.6
Dec 201.8 198.7 140.1 236.7 202.9 236.6

1994 Jan 205.2 199.9 148.7 236.4 207.6 240.8
Feb 211.5 213.3 158.1 252.4 209.5 248.0
Mar 210.3 212.0 157.2 251.2 208.6 248.5
Apr 212.8 213.5 158.1 253.2 208.2 248.7
May 214.3 215.9 159.8 256.1 280.6 249.7
Jun 216.2 218.4 160.8 259.6 210.1 251.7
Jul 216.7 218.4 158.2 261.7 211.1 252.0

Aug 218.6 220.6 160.8 263.6 212.8 254.2
Sep 222.3 225.7 167.5 267.0 214.9 257.0
Oct 227.2 230.4 176.4 268.6 216.4 259.1
Nov 231.3 237.8 191.4 269.9 217.3 261.1
Dec 233.4 240.2 194.6 271.6 219.0 266.5

Source: General Statistical Office.



Table 7.1: AGRICULTURAL PRODUCTION

Rev. Rev.
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

Gross Output 17,695,358 17,260,846 16,437,054 16,379,020 15,976,830 15,584,516 15,358,792 16,607,475 17,636,659 18,323,950

Crop Cultivation 12,552,055 12,207,227 11,841,735 12,122,302 11,789,280 11,465,407 11,511,701 12,331,464 13,111,031 13,591,500
Food Crops 8,101,418 7,944,171 7,856,421 8,172,736 7,412,190 7,057,587 7,541,957 8,280,914
Industrial Crops 2,289,609 2,182,508 2,020,994 1,995,374 2,212,833 2,267,082 1,913,293 1,903,383

Animal Husbandry 5,316,853 5,236,512 4,681,339 4,275,835 4,211,225 4,147,590 3,847,091 4,276,311 4,525,628 4,732,450
of which:
Livestock a/ 2,565,827 2,502,823 2,383,373 2,374,958 2,316,640 2,152,606 2,000,186 2,261,195

(Thousands of metric tons)

Foodgrains b/ 18,200 18,379 17,529 19,583 21,516 21,488 21,989 24,214 25,502 26,199
Paddy 15,875 16,003 15,103 17,000 18,996 19,225 19,622 212,590 22,837 23,528
Other 2,325 2,376 2,426 2,583 2,519 2,263 2,367 2,624 2,665 2,670

Memorandum Items:

Area Cultivated 6,834 6,812 6,710 6,968 7,090 7,111 7,448 7,707 6,559 6,599
(000 ha) c/

Fertilizer Availability 1,320 1,631 1,542 1,833 1,985
(000 tons)

Foodgrain Output 304 301 281 307 332 323 323 346 364 364
per Capita (kg)

Note: For 1984-89: Convated fiom 1982 prices to 1989 prices using growth rates.

a/ Excluding poulOty.

bt Paddy equivalaeL

ct Foodgnai.

Source: General Statistical Office.



Table 7.2: INDUSTRIAL CROP PRODUCTION AND YIELDS

Rev.
1984 1985 1986 1987 1988 1989 1990 1991 1992 1993

Production (000 metic tons)
Jute 50.5 47.1 54.5 57.5 36.8 34.3 29.0 25.2 25.6 28.0
Rush 92.0 92.8 97.5 104.2 83.7 81.2 78.0 54.0 77.0 75.0
Mulberry 72.2 55.8 56.9 53.9 45.7 56.9 99.0 103.0 143.0 160.0
Sugarcane 6566.6 5559.7 4964.6 5470.3 5700.4 5344.6 5400.0 6130.9 6437.0 6656.0
Peanuts 165.8 202.4 211.1 231.6 213.9 205.8 218.0 234.8 226.7 240.3
Soybeans 69.2 79.1 84.7 95.8 85.3 82.0 85.0 80.1 80.0 81.3
Tobacco 33.0 38.4 33.4 33.4 35.5 23.9 17.6 40.4 27.0 32.0
Tea 27.4 28.2 30.1 29.0 29.7 30.2 30.9 33.1 36.2 39.0
Coffee 4.1 12.3 18.8 20.5 31.3 40.8 45.2 67.0 71.8 73.5
Rubber 47.2 47.9 50.1 51.7 49.7 50.6 52.0 64.6 67.0 70.0
Coconut 523.0 611.8 711.4 790.9 856.5 922.1 894.4 1052.5 1139.8 1207.0

Area Cultivated (000 ha)
Jute 22.8 22.0 26.1 32.0 17.1 15.7 13.0 10.4 11.6 12.0
Rush 16.0 15.3 16.9 17.0 17.5 14.4 11.4 9.4 11.0 10.4
Mulberry 9.0 6.9 6.7 6.7 5.7 6.5 11.0 13.9 20.2 22.0
Sugarcane 165.2 143.2 125.2 136.9 142.1 131.3 135.0 141.1 146.5 149.0
Peanuts 170.4 212.7 224.5 237.8 224.4 208.6 210.0 196.2 217.3 224.0
Soybeans 90.5 102.0 106.5 118.1 103.0 100.2 105.0 115.4 97.3 98.5
Tobacco 36.0 42.6 36.2 38.8 39.5 28.0 22.0 30.8 31.4 36.0
Tea 49.4 50.8 58.1 59.2 59.1 58.3 60.0 60.0 62.9
Coffee 29.4 44.7 65.6 92.3 111.9 123.1 119.3 115.0 103.7
Rubber 148.4 180.2 202.0 203.7 210.5 215.6 221.7 220.6 212.4
Coconut 118.6 127.0 157.7 199.3 210.6 206.3 212.3 214.2 204.1

Average Yield (Metric ton/Ha)
Jute 2.2 2.1 2.1 1.8 2.2 2.2 2.2 2.4 2.2 2.3
Rush 5.8 6.1 5.8 6.1 4.8 5.6 .. 5.7 7.0 7.2
Mulberry 8.0 8.1 8.5 8.0 8.0 8.8 9.0 7.4 7.0 7.3
Sugarcane 39.7 38.8 39.7 40.0 40.1 40.7 40.0 43.5 43.9 44.7
Peanuts 1.0 1.0 0.9 1.0 1.0 1.0 1.0 1.2 1.0 1.1
Soybeans 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.7 0.8 0.8
Tobacco 0.9 0.9 0.9 0.9 0.9 0.9 0.8 1.3 0.9 0.9
Tea 0.6 0.6 0.5 0.5 0.5 0.5 .. 0.6 0.6
Coffee 0.1 0.3 0.3 0.2 0.3 0.3 .. 0.6 0.7
Rubber 0.3 0.3 0.2 0.3 0.2 0.2 .. 0.3 0.3
Coconut 4.4 4.8 4.5 4.0 4.1 4.5 .. 4.9 5.6

Source: General Statistical Office, Statistical Data of the Socialist Republic of Vienam, 1991.



Table 8.1: INDUSTRIAL PRODUCTION AND NUMBER OF STATE ENTERPRISES

Item 1986 1987 1988 1989 1990 1991 1992 1993 1994

(1989 Billion Dong)

GrossIndustrialProduction 10,887 11,533 13,632 14,461 14,011 15,471 18,117 20,410 23,170

By Sector
Heavy Industry 4,218 4,384 4,854 5,376 5,283 6,283 7,756 - -

Light Industry 6,670 7,149 8,778 9,085 8,728 9,188 10,361 - -

ByTypeofManagement 10,787 11,442 12,523 14,278 14,011 15,471 18,117 20,410 23,170
Central 4,803 5,071 5,413 6,081 6,438 7,435 9,155 10,602 12,090
Local 5,983 6,371 7,110 8,197 7,573 8036 8,962 9,808 11,080

By Industrial Branches 10,655 10,725 12,283 13,731 14,012 15,471 18,117 20,410
Energy Combustible 1,399 1,634 1,702 1,806 2,597 3,242 4,124 4,609 -

Metallurgy 145 170 116 220 219 319 406 488 -

Machinery 847 934 1,074 1,376 1,195 1,182 1,295 1,407 -

Chemical Industry 846 82 911 980 921 1,114 1,355 1,592 -

Other Manufacturing a/ 2,027 2,210 2,354 2,357 2,031 2,231 2,577 2,760 -

Food and Foodstuffs 3,804 4,013 4,271 4,813 5,040 5,378 6,100 6,982 -

Weaving, Leather, 1,257 1,332 1,442 1,658 1,555 1,552 1,764 1,856 -

Sewing, and Dyeing
Printing and Cultural 54 63 69 109 97 108 128 152 -

Products
Other Industries 278 287 342 412 356 344 368 454

Number of Enterpnses 3,141 3,157 3,092 3,020 2,762 2,599 2,268 - -
By Sector
Heavy Industry 1,580 1,579 1,449 1,450 1,384 1,192 990 - -
Light Industry 1,561 1,578 1,643 1,570 1,378 1,407 1,278 - -

By Type of Management 3,141 3,157 3,092 3,020 2,762 2,599 2,268 - -
Central 687 682 681 666 589 546 537 - -
Local 2,454 2,475 2,411 2,354 2,173 2,053 1,731 - -

Note: For 1986-1989: Converted from 1982 prices to 1939 prices using smus rowt ratesL

a. Including constuction mserisaL earhenwsre, porcelin glassware, wood, forest products, cellulose prt, and paper industries.

Source: General Statistical Service, Statistical Dat of 1e Soeciat Republic of Vidnam, 1976-90; 1986-91,1993, (1991,1993, and 1994).



Table 8.2: MAJOR INDUSTRIAL PRODUCTS

Product Unit 1989 1990 1991 1992 1993 1994

Energy
Electricity Mil. Kwh. 7,948 8,790 9,307 9,818 10,851 12473

- State 7,947 8,787 9,303 9,813 10,851 -

- Non-State 1 3 4 5 -

Coal Mil. Tons 3.8 4.6 4.7 5.0 5.4 5.9
- State 3.8 4.5 4.7 4.9 5.3 -
- Non-State 0.1 0.1 0.0 0.1 0.1 -

Crude Oil Mil. Tons 1.5 2.7 4.0 5.5 6.3 6.9
- State 1.5 2.7 4.0 5.5 6.3 6.9
- Non-State

Raw Material
Steel 000 Tons 85 102 149 196 236 280

- State 85 101 149 196 236 -
- Non-State - I - - - -

Chromium 000 Tons 4.0 4.6 6.0 3.6 3.5 -
- State 4.0 4.6 6.0 3.6 3.5 -
- Non-State

Tin (sticks) Tons 658 1,602 1,686 4,544 2,050 -

- State 658 1,602 1,686 4,544 2,050 -
- Non-State

Manufacturing Goods
Metalworking Machine Tools Pieces 928 894 1,235 844 1,288 -

- State 919 894 1,235 827 1,268 -

- Non-State 9 - - 17 20 -
Diesel Motor Pieces 2,957 4,470 5,296 3,264 2,849 -

- State 2,957 4,470 5,296 3,264 2,849 -
- Non-State

Electric Rotating Engines Pieces 11,880 10,596 9,550 13,923 21,363 -
- State 10,493 8,413 9,010 13,443 21,000 -
- Non-State 1,387 2,183 540 480 363 -

Transformers Pieces 1,648 2,612 1,964 1,310 - -

Water Pumps Pieces 1,357 430.0 412 330 360 -

- State 1,357 430.0 412 330 360 -
- Non-State

Rice Mill Equipment Pieces 1,048 1,013 657 706 820 -
- State 846 666 415 424 500 -
- Non-State 202 347 242 282 320 -

Ploughs and Harrows 000 Pieces 161 172 190 188 180 -

Chemical Fertilizers 000 Tons 373 354 450 530 661 790
- State 373 354 450 530 661 -
- Non-State

Insecticides 000 Tons 7 9 10 11 14 12

Bicycle Tires 000 Pieces 7,589 9,238 8,606 8,458 8,144 9821
- State 6,829 8,318 7,470 6,959 7,144 -

- Non-State 760 920 1,136 1,499 1,000 -

Bicycle Tubes 000 Pieces 5,270 8349 8,533 9,177 9,100 9800
- State 5,270 8349 8,533 9,177 9,100 -

- Non-State
Cement 000 Tons 2,088 2,534 3,127 3,926 4,413 5161

- State 2,088 2,534 3,127 3,926 4,413 -
- Non-State - - - -



Table 8.2: MAJOR INDUSTRIAL PRODUCTS (Continued)

Product Unit 1989 1990 1991 1992 1993 1994

Bricks Mil. Pieces 3,519 3,476 3,769 4,274 4,370 5413
- State 930 809 808 740 1,000 -

- Non-State 2,589 2,667 2,961 3,534 3,370 -

Consumer Goods
Glass and Glass Products 000 Tons 31 39 32 37 47 35

- State 31 27 19 26 30 -

- Non-State 0 12 13 11 17 -

Porcelain Mil. Pieces 134 140 163 130 168 175
- State 34 20 17 15 18 -

- Non-State 100 120 146 115 150 -

Sawn Wood 000 m3 696 896 1,182 1,246 844 -

- State 326 446 483 514 384 -

- Non-State 370 450 699 732 460 -

Matches Mil. Packets 58 94 151 184 145 145
Paper and Paper Products 000 Tons 66 79 108 118 128 -

- State 57 71 97 109 116 -

- Non-State 9 8 11 9 12 -

Salt 000 Tons 645 593 583 594 488 470
- State 45 77 108 131 88 -

- Non-State 600 516 475 463 400 -

Sea Fish 000 Tons 683 616 666 685 737 -

-State 135 47 38 42 37 -

- Non-State 548 569 628 643 700 -

Sugar 000 Tons 376 323 372 365 341 361
- State 96 59 68 98 91 -

- Non-State 280 264 304 267 250 -

Beer Mil. Liters 89 100 131 169 217 160
- State 89 99 129 166 215 -

- Non-State - 1 3 3 2 -

Cigarettes Mil. Packets 1,164 1,249 1,298 1,541 1,604 1833
* State 1,156 1,243 1,295 1,536 1,600 -

-Non-State 8 6 3 5 4 -

Tea o00 Tons 24 24 23 22 28 31
- State 19 20 18 19 20 -

- Non-State 5 4 5 3 8 -

Fish Sauce Mil. Liters 159 131 151 148 131 145
- State 78 62 64 61 31 -

- Non-State 81 70 87 87 100 -

Textile Fibers 000 Tons 56 58 40 44 40 -

- State 56 58 40 44 40 -
- Non-State - - - - - -

Cotton Fabrics Mil. Meters 336 318 280 272 225 -

- State 260 256 205 180 188 -

- Non-State 76 62 75 92 37 -

Cotton Fabrics for Mosquito Nets Mil. Meters 62 67 36 86 - -

Soap 000 Tons 40 55 68 72 79 95
- State 36 51 66 70 75 -

- Non-State 4 3 2 2 4 -

Source: Genraml Statistical Office, Statisical Da of the Socialist Republic of Vienam, 1993, Hanoi: Statistical Publiahing House, 1994;
GSO, Industrial Data, 1989-1993, Hanoi: Statistical Publisbing House, 1994.



Table 8.3: GROSS OUTPUT OF THE INDUSTRIAL SECTOR BY BRANCH
AND BY ECONOMIC SECTOR (Millions of Dong in Constant 1989 Prices)

1989 1990 1991 1992 1993
Totad 13,583,199 14,011,073 15,470,579 18,116,895 20,300,000

-State 9,012,824 9,475,790 10,598,947 12,778,912 14,482,000
- Cooperative 1,612,312 1,279,348 746,772 514,794 502,700
-Privateenterprise 140,185 136,541 228,441 513,305 628,500
- Private household 2,817,878 3,119,394 3,896,419 4,309,884 4,686,800

- Non-state 4,570,375 4,535,283 4,871,632 5,337,983 5,818,000
Electiicity 941,737 1,046,133 1,100,780 1,160,973 1,288,500

- State 941,723 1,045,975 1,100,363 1,160,329 -
- Cooperative 4 52 358 500 -

-- Private enterprise - - - -
-Private household 10 106 59 144 -

-Non-state 14 158 417 644 -
Fuel Industry 962,766 1,551,273 2,140,960 2,963,287 3,320,700

-State 961,435 1,549,250 2,134,491 2,957,721 -
-Cooperative 1,078 1,055 1,315 1,171 -

- Private enterprise - - -

-- Private household 253 968 5,154 4,395
- Non-state 1,331 2,023 6,469 5,566 -

Metallurgy (black) 119,155 119,593 187,761 220,833 264,200
-State 110,763 110,651 171,989 200,427 -

-- Cooperative 4,742 5,250 4,629 4,166 -

-- Private enterprise 191 247 223 1,375 -
- Private household 3,459 3,445 10,920 14,865 -

- Non-state 8,392 8,942 15,772 20,406 -
Metallurgy (color) 75,772 99,097 131,519 185,552 223,500

- State 64,721 85,748 98,818 149,567 -
- Cooperative 4,851 4,821 2,956 1,654 -

- Private enterprise 132 147 73 41 -
-- Private household 6,068 8,381 29,672 34,290 -

-Non-state 11,051 13,349 32,701 35,985 -
Production of equipment and machInes 634,565 597,689 587,473 668,088 677,300

- State 353,985 321,784 310,486 352,313 -
- Cooperative 138,783 114,706 44,326 37,784 -

- Private entrprise 4,044 4,860 11,097 9,325
- Private household 137,753 156,339 221,564 268,666

- Non-state 280,580 275,905 276,987 315,775 -
Electric and electronic technology 207,736 272,338 277,574 300,334 371,500

- State 158,990 208,139 194,736 220,026 -
-Cooperalive 23,315 27,170 10,731 12,154 -

- Private enterprise 219 926 5,824 7,798 -

- Private household 25,212 36,103 66,283 60,356 -

- Non-state 48,746 64,199 82,838 80,308 -
Manufactureofother snetaRiproducts 355,169 324,760 316,452 326,786 357,700

- State 86,966 79,497 68,718 66,584 -
- Cooperative 139,578 112,069 35,592 31,208 -

- Private enterprise 3,709 4,473 5,372 5,738
-- Private household 124,916 128,721 206,770 223,256 -

- Non-state 268,203 245,263 247,734 260,202 -
ChenIcal 839,525 920,467 1,113,985 1,355,163 1,591,700

- State 595,271 658,577 828,170 1,009,384 -

-- Cooperative 125,437 126,990 65,514 53,768 -

- Private enterprise 7,563 5,199 7,310 24,288
-Private household 111,254 129,701 212,991 267,723 -

- Non-state 244,254 261,890 285,815 345,779 -

Building materias 897,794 1,000,231 1,165,137 1,383,456 1,506,300
- State 551,294 608,956 740,508 902,392 -

-- Cooperative 160,048 125,227 88,938 64,835 -

- Private enterprise 9,200 6,324 25,439 28,374 -

-Private household 177,252 259,724 310,252 387,855 -

-Non-state 346,500 391,275 424,629 481,064 - Continued>



Table 8.3: GROSS OUTPUT OF THE INDUSTRIAL SECTOR BY BRANCH
AND BY ECONOMIC SECTOR (Millions of Dong in Constant 1989 Prices) (Continued)

1989 1990 1991 1992 1993
Processing of wood and forestry preducbt 571,514 572,662 595,714 610,949 661,600

-State 177,362 145,443 147,415 140,814
-Cooperative 141,482 126,647 75,529 46,129
-Private enterprise 4,665 5,814 21,928 59,227
- Private household 248,005 294,758 350,842 364,779

-Non-state 394,152 427,219 448,299 470,135
CeDulose and paper 278,800 311,513 292,041 337,612 366,500

- State 227,350 258,180 213,923 247,270
-Cooperative 37,374 37,891 55,202 23,356
- Private enterprise 1,420 2,159 5,235 26,288
- Private household 12,656 13,283 17,681 40,698

-Non-state 51,450 53,333 78,118 90,342
Glass, earthenware and porcelain 148,830 146,132 178,288 205,013 226,000

- State 67,833 61,750 82,118 95,677
-Cooperative 25,700 26,469 14,114 15,878
- Private enterprise 6,451 5,648 6,389 12,699
- Private household 48,846 52,265 75,667 80,759

- Non-state 80,997 84,382 96,170 109,336
Food 520,627 469,148 512,538 561,959 631,000

- State 148,332 118,342 131,116 98,121
- Cooperative 66,784 50,090 19,042 10,602
- Private enterprise 5,769 11,450 24,589 11,662
- Private household 299,742 289,266 337,791 441,574

- Non-state 372,295 350,806 381,422 463,838
Foodstuffs 4,925,582 4,571,126 4,865,878 5,578,312 6,350,800

*State 3,258,755 2,969,378 3,153,533 3,746,945
-Cooperative 402,458 246,116 137,661 91,030
- Private enterprise 31,597 23,181 31,952 115,439
-Private household 1,232,772 1,332,451 1,542,732 1,624,898

- Non-state 1,666,827 1,601,748 1,712,345 1,831,367
Weaving and Textile Products 1,301,998 1,258,570 1,276,412 1,423,087 1,367,000

- State 873,959 850,047 847,054 939,823
- Cooperative 211,948 170,387 132,229 73,133
- Private enterprise 4,492 11,767 10,527 108,758
- Private household 211,599 226,369 286,602 301,373

- Non-state 428,039 408,523 429,358 483,264
Sewing 216,580 202,527 219,135 262,101 333,500

State 137,677 124,102 125,475 171,790
- Cooperative 35,071 30,503 25,362 25,393
- Private enterprise 1,450 1,928 13,205 40,442
- Private household 42,382 45,994 55,093 24,476

- Non-state 78,903 78,425 93,660 90,311
Tanntng and manufactures of leather produc 107,617 93,710 56,342 78,435 155,500

- State 65,525 57,127 18,378 35,493
- Cooperative 18,997 15,005 10,052 5,646
- Private enterprise 1,100 1,892 566 1,005
- Private household 21,995 19,686 27,346 36,291

- Non-state 42,092 36,583 37,964 42,942
Printing and Paper Products 87,675 97,334 108,389 127,807 151,800

- State 72,578 79,055 101,363 122,784
-Cooperative 3,237 3,118 1,141 1,415
- Private enterprise 84 106 573
- Private household 11,776 15,055 5,885 3,035

- Non-state 15,097 18,279 7,026 5,023
Others 389,757 356,770 344,201 367,148 454,900

- State 158,305 143,789 130,293 161,452
- Cooperative 71,425 55,782 22,081 14,972
- Private enterprise 58,099 50,420 58,712 60,273
-Privatehousehold 101,928 106,779 133,115 130,451

- Non-tate 231,452 212,981 213,908 205,696

Source: General Statistical Office, Industrial Data - 1989-1993. Hanoi: Statistical Publishing House, 1994.



Table 8.4: GROSS OUTPUT OF THE INDUSTRIAL SECTOR BY BRANCHES
AND ECONOMIC SECTOR - GROWTH RATE (Percent)

1990 1991 1992 1993

Total 3.2% 10.4% 17.1% 12.1%
State 5.1% 11.9% 20.6% 13.3%
- Cooperative -20.7% -41.6% -31.1% -2.3%
- Private enterprise -2.6% 67.3% 124.7% 22.4%
- Private household 10.7% 24.9% 10.6% 8.7/o

- Non-state .0.8% 7.4% 9.6% 9.00/0
Electricity 11.1% 5.2% 5.5% 11.0%

-State 11.1% 5.2% 5.4% -
- Cooperative 1200.0% 588.5% 39.7% -
-- Private enterprise
-Private household 960.0% -44.3% 144.1% -

- Non-state 1028.6% 163.9% 54.4% -
Fuel industry 61.1% 38.0% 38.4% 12.1%

- State 61.1% 37.8% 38.6% -
- Cooperative -2.1% 24.6% -11.0% -
- Private enterprise
- Private household 282.6% 432.4% -14.7% -

- Non-state 52.0% 219.8% -14.0% -

MetALurgy (black) 0.4% 57.0% 17.6% 19.6%
- State -0.1% 55.4% 16.5% -

- Cooperative 10.7% -11.8% -10.0% -

- Private enterprise 29.3% -9.7% 516.6% -

- Private household -0.4% 217.0% 36.1% -

- Non-state 6.6% 76.4% 29.4% -
Metafurgy (color) 30.8% 32.7% 41.1% 20.5%

State 32.5% 15.2% 51.4% -
- Cooperative -0.6% -38.7% -44.0% -

- Private enterpnise 11.4% -50.3% -43.8%
-- Private household 38.1% 254.0% 15.6% -

- Non-state 20.8% 145.0% 10.0% -
Production of equipnent and nachines -5.8% -1.7% 13.7% 1.4%

- State -9.1% -3.5% 13.5% -
- Cooperative -17.3% -61.4% -14.8% -

- Private enterprise 20.2% 128.3% -16.0% -

- Private household 13.5% 41.7% 21.3% -

- Non-state -1.7% 0.4% 14.0% -

Electricandelectronictechsology 31.1% 1.9% 8.2% 23.7%
- State 30.9% -6.4% 13.0% -
- Cooperative 16.5% -60.5% 13.3% -

- Private enterprise 322.8% 528.9% 33.9% -

- Private household 43.2% 83.6% -8.9% -

-Non-state 31.7% 29.0% -3.1% -
Manufacture of other metaflc productB -8.6% -2.6% 3.3% 9.5%

- State -8.6% -13.6% -3.1% -
- Cooperative -19.7% -68.2% -12.3% -

- Private enterprise 20.6% 20.1% 6.8% -

-- Private household 3.0% 60.6% 8.0% -
- Non-state -8.6% 1.0% 5.0% -

Chendcal Products 9.6% 21.0% 21.7% 17.5%
- State 10.6% 25.8% 21.9% -

- Cooperative 1.2% -48.4% -17.9% -

- Private enterprise -31.3% 40.6% 232.3% -

- Private household 16.6% 64.2% 25.7% -

-Non-state 7.2% 9.1% 21.0% -
Building materiab 11.4% 16.5% 18.7% 8.9%

- State 10.5% 21.6% 21.9% -
- Cooperative -21.8% -29.0% -27.1% -

- Private enterprise -31.3% 302.3% 11.5% -

-- Private household 46.5% 19.5% 25.0%
-Non-state 12.9% 8.5% 13.3% - (Continued>)



Table 8.4: GROSS OUTPUT OF THE INDUSTRIAL SECTOR BY BRANCHES
AND ECONOMIC SECTOR-- GROWTH RATE (Percent) (Continued)

1990 1991 1992 1993

Processing of wood and forestry products 0.2% 4.0% 2.6% 8.3%
- State -18.0% 1.4% -4.5% -
- Cooperative -10.5% -40.4% -38.9% -

- Private enterprise 24.6% 277.2% 170.1% -

- Private household 18.9% 19.0% 4.0%
- Non-state 8.4% 4.9% 4.9% -

CeDoloce and paper 11.70/o -6.3% 15.6% 8.6%
-State 13.6% -17.1% 15.6% -
- Cooperative 1.4% 45.7% -57.7% -

- Private enterprise 52.0% 142.5% 402.2% -

- Private household 5.0% 33.1% 130.2% -

- Non-state 3.7% 46.5% 15.6% -

Glas earthenware and porcelain -1.8% 22.0% 15.0% 10.2%
- State -9.0% 33.0% 16.5% -
- Cooperative 3.0% -46.7% 12.5% -

- Private enterpnse -12.4% 13.1% 98.8% -

- Private household 7.0% 44.8% 6.7% -

- Non-state 4.2% 14.0% 13.7% -

Food -9.9%/0 9.2% 9.6% 12.3%
- State -20.2% 10.8% -25.2% -

- Cooperative -25.0% -62.0% -44.3% -

- Private enterprise 98.5% 114.8% -52.6% -

- Private household -3.5% 16.8% 30.7% -

- Non-state -5.8% 8.7% 21.6% -
Foodstuffs -7.2% 6.4% 14.6% 13.8%

- State -8.9% 6.2% 18.8% -
- Cooperative -38.8% -44.1% -33.9% -

- Private enrerprise -26.6% 37.8% 261.3% -

- Private household 8.1% 15.8% 5.3% -

-Non-state -3.9% 6.9% 7.0% -

Weaving and TeslAe Products -3.3% 1.4% 11.5% -3.9%
- State -2.7% -0.4% 11.0% -

- Cooperative -19.6% -22.4% -44.7% -

- Private enterprise 162.0% -10.5% 933.1% -

- Private household 7.0% 26.6% 5.2% -

- Non-state -4.6% 5.1% 12.6% -
Sewing -6.5% 8.2% 19.6% 27.2%

- State -9.9% 1.1% 36.9% -
- Cooperative -13.0% -16.9% 0.1% -

- Private enterprise 33.0% 584.9% 206.3% -

- Private household 8.5% 19.8% -55.6% -

- Non-state -0.6% 19.4% -3.6% -
Tanning and manufactures of lather products -12.9% -39.9% 39.2% 98.3%

- State -12.8%/ -67.8% 93.1% -
- Cooperative -21.0% -33.0% -43.8% -

- Private enterprise 72.0% -70.1% 77.6% -

- Private household -10.5% 38.9% 32.7% -

- Non-state -13.1% 3.8% 13.1% -
Printing and Paper Products 11.0% 11.4% 17.9% 18.8%

-State 8.9°J 28.2% 21.1% -
- Cooperative -3.70 -63.4% 24.0% -

- Private enterprise 26.2% - - -

- Private household 27.8% -60.9% -48.4% -

- Non-state 21.1% -61.6% -28.5% -
Others Products -8.5% -3.5% 6.7% 23.9%

- State -9.2% -9.4% 23.9% -
- Cooperative -21.9°/ -60.4% -32.2% -

- Private eterprise -13.2% 16.4% 2.7%
- Private household 4.8% 24.7% -2.0% -

- Non-state -8.0° 0.4% -3.8% -

Source: General Statistical OHice, Industrial Data - 1989-1993. Hanoi: Staistical Publishing House, 1994.



Table 8.5: GEOGRAPHICAL DISTRIBUTION OF INDUSTRIAL ENTERPRISES, THEIR OUTPUT, AND WORKERS

(Number of Enterprises and Number of Workers; Output in 1989 Dong)

1989 1990 1991 1992
Enterprises Output Workers Enterprises Output Workers Enterprises Output Workers Enterprises Output Workers

(in thousands) (in thousands) (in thousands) (in thousands)

Total 360 13,583 2,558 393 14,011 2,254 459 14,373 2,229 377 16,959 2,051
State 3 9,013 782 3 9,476 744 3 9,501 665 2 11,621 629

Non State: 357 4,570 1,776 391 4,535 1,510 456 4,872 1,532 375 5,338 1,384

Cooperative 22 1,612 786 13 1,279 458 9 747 288 6 515 207

Private Enterprise 1 140 48 1 137 23 1 228 28 1 513 47

Private Household 333 2,818 942 377 3,119 1,030 447 3,896 1,216 368 4,310 1,129

By Geographical Region:
North Mountain and Midland 24 1,072 259 38 1,038 265 49 998 261 39 1,150 247

State 0.4 924 168 0 859 152 0 790 142 0 911 135

Non State: 23 148 91 38 179 112 48 208 119 38 239 112

Cooperative 2 92 50 1 59 26 1 40 19 1 30 14

Private Enterprise 0 0 0 0 0 0 0 0 0 0 2 1

Private Household 21 56 41 37 120 86 47 168 100 38 207 98

Red River Delta 116 2,485 848 119 2,692 731 134 2,108 646 118 2,377 575

State 1 1,812 283 1 2,032 265 1 1,488 210 1 1,687 200

NonState: 115 673 565 118 659 465 133 620 437 118 690 376

Cooperative 8 411 324 5 302 198 3 165 117 2 167 89

Private Enterprise 0 13 6 0 19 6 0 26 7 0 33 7

Private Household 107 249 235 113 338 261 130 429 312 115 490 280

North Central Coast 41 665 347 58 682 296 95 706 297 65 811 262

State 0 378 60 0 407 61 0 432 45 0 535 39

Non State: 41 287 286 57 275 235 95 274 252 64 277 222

Cooperative 3 140 186 3 76 103 1 61 56 1 48 42

Private Enterprise 0 17 1 0 11 1 0 16 0 0 3 1

PrivateHousehold 38 130 99 55 187 131 94 197 195 63 225 180
Continued >



Table 8.5: GEOGRAPHICAL DISTRIBUTION OF INDUSTRIAL ENTERPRISES, THEIR OUTPUT, AND WORKERS (Continued)
(Number of Enterprises and Number of Workers; Output in 1989 Dong) (Continued)

1989 1990 1991 1992
Enterprises Output Workers Enterprises Output Workers Enterprises Output Workers Enterprises Output Workers

(in thousands) (in thousands) (in thousands) (in thousands)

South Central Coast 58 1,119 310 55 1,102 278 55 1,047 278 41 1,146 250
State 0 564 42 0 561 46 0 486 39 0 539 40
Non State: 58 555 268 55 541 231 55 562 239 41 607 210

Cooperative 4 208 104 2 193 64 2 161 51 1 106 30
Private Enterprise 0 9 1 0 6 2 0 7 2 0 10 2
Private Household 54 337 163 53 342 165 53 394 186 40 491 177

Centralflighlands 5 137 32 7 146 27 8 156 28 7 221 30
State 0 84 12 0 86 8 0 78 7 0 114 8
Non State: 5 53 19 6 60 19 8 77 20 7 107 22

Cooperative 0 14 6 0 17 4 0 19 5 0 7 3
Private Enterprise 0 1 0 0 1 0 0 3 0 0 3 1
Private Household 5 38 13 6 42 14 8 55 16 7 97 18

Northeastern Region of the So 33 5,796 380 35 6,144 360 40 6,988 384 36 8,712 380
State 1 4,369 170 1 4,697 176 1 5,336 190 1 6,781 178
Non State: 33 1,427 210 34 1,447 184 39 1,652 194 35 1,931 202

Cooperative 2 592 89 2 600 57 1 280 34 1 132 24
Private Enterprise 1 32 11 0 35 8 0 91 13 1 397 33
Private Household 29 803 109 32 812 119 38 1,281 146 34 1,402 145

Mekong River Delta 82 2,309 382 82 2,208 297 78 2,370 302 72 2,543 268
State 1 882 46 0 833 34 0 892 31 0 1,054 28
Non State: 81 1,427 337 81 1,374 263 77 1,478 271 72 1,489 240

Cooperative 2 156 27 0 33 5 0 20 5 0 25 6
Private Enterprise 0 67 27 0 63 5 0 85 5 0 65 3
Private Household 79 1,204 283 81 1,278 253 77 1,373 261 72 1,399 231

Others Not Classifiable by Region 32 39

Cortinued >



Table 8.5: GEOGRAPHICAL DISTRIBUTION OF INDUSTRIAL ENTERPRISES, THEIR OUTPUT, AND WORKERS (Continued)

(Number of Enterprises and Number of Workers; Output in 1989 Dong) (Continued)

1989 1990 1991 1992

Enterprises Output Workers Enterprises Output Workers Enterprises Output Workers Enterprises Output Workers

(in thousands) (in thousands) (in thousands) (in thousands)

Major Urban Center.
Hanoi 19 1,008 330 16 1,017 303 11 940 189 12 1,078 185

State 0 821 234 0 855 216 0 800 144 0 910 140

Non State: 18 187 96 16 162 87 11 140 45 12 168 45

Cooperative 4 142 64 2 108 47 1 34 20 1 74 17

Private Enterprise 0 4 1 0 6 3 0 7 1 0 14 2

Private Household 15 40 31 14 47 36 10 99 24 11 81 27

HaiPhong 5 253 113 5 246 85 9 248 71 6 312 63

State 0 207 49 0 196 47 0 196 33 0 251 34

Non State: 5 47 64 5 50 37 9 52 38 6 62 29

Coopeative 1 25 50 0 27 20 0 22 14 0 22 10

PrivateEnterprise 0 8 4 0 9 3 0 12 5 0 12 3

Private Household 4 13 10 5 14 14 8 17 19 6 28 16

Ho Chi Minh City 22 3,922 281 23 3,886 265 25 4,299 290 24 4,954 281

State 0 2,736 132 0 2,713 138 0 2,933 155 0 3,391 140

Non State: 22 1,185 150 22 1,172 127 25 1,365 134 24 1,563 141

Cooperative 2 528 69 1 538 42 1 266 29 1 125 21

Private Enterprise 1 24 9 0 24 7 0 78 11 0 344 24

Private Household 19 634 72 21 611 78 24 1,021 95 23 1,094 96

Source: Gmenral Statistical Office, 1qdutrial Data - 1989-1993. Haoi: Statistical Publishing House, 1994.



Table 8.6: FOREIGN INVESTMENT
(as of July 1995)

BY COUNTRY INVESTOR BY PROVINCE
Total Total

Number of Capital Province Number of Capital Prescribed
No. Country Projects (US$ million) No. (alphabetical order) Projects (US$ Million) Capital

I Taiwan 219 3,226.9 1 An-Giang 6 6.6 3.7
2 Hong Kong 178 2,212.3 2 Bac-Thai 5 39.2 19.2
3 Japan 110 1,688.4 3 Ba ria-Vung Tau 41 691.2 458.4
4 Singapore 108 1,474.2 4 Ben-Tre 3 23.3 9.2
5 SouthKorea 127 1,415.9 5 Binh-Dinh 7 30.5 11.4
6 United States 44 995.2 6 Binh-Thuan 8 36.1 16.1
7 Malaysia 41 826.3 7 Can-Tho 9 24.5 12.5
8 Australia 48 715.4 8 Dac-Lac 2 14.2 6.7
9 France 68 627.5 9 Dong-Nai 132 2,079.1 706.5

10 British Virgin Isla 29 520.9 10 Dong-Thap 3 39.4 2.1
11 Switzerland 14 493.9 11 Gia-Lai 1 2.3 2.3
12 Sweden 7 375.0 12 Ha-Bac 7 137.2 57.4
13 Britain 16 367.0 13 Ha-Noi 213 3,322.1 1,558.6
14 Thailand 52 352.1 14 Ha-Tay 14 160.7 84.2
15 Netherlands 18 315.8 15 Ha-Tinh 7 48.2 17.9
16 Bahamas 1 264.0 16 Hai-Hung 13 149.1 95.0
17 Indonesia 13 193.8 17 Hai-Phong 40 860.1 341.1
18 Russia 31 125.5 18 Hoa-Binh 3 6.2 2.5
19 Denmark 2 103.9 19 Khanh-Hoa 16 98.4 57.9
20 Philippines 11 69.3 20 Kien-Giang 2 260.8 126.1
21 China 33 60.9 21 Lam-Dong 25 131.3 101.5
22 Canada 10 51.7 22 Lang-Son 3 2.5 2.0
23 Germany 12 48.2 23 Lao-Cai 1 12.2 3.6
24 Liberia 1 47.0 24 Long-An 14 105.0 73.3
25 Ukraine 5 43.5 25 Minh-Hai 7 16.7 14.4
26 Austria 2 40.9 26 Nam-Ha 3 12.4 5.2
27 Belarus 1 37.8 27 Nghe-An 4 10.3 9.5
28 Panama 7 36.8 28 Ninh-Binh 2 11.8 9.7
29 Others 8 34.9 29 Ninh-Thuan 3 6.3 5.9
30 Italy 5 33.4 30 Phu-Yen 5 7.0 4.8
31 New Zealand 4 23.9 31 Quang-Binh 2 2.3 2.3
32 Bermuda 1 19.8 32 Quang-Ngai 2 4.9 4.6
33 Czech Republic 1 17.9 33 Quang-Ninh 18 132.6 83.7
34 Belgium 8 16.0 34 Quang-Tri 1 3.2 3.2
35 Hungary 3 13.1 35 QuangNam-DaNang 35 496.8 210.3
36 Luxembourg 3 12.2 36 Soc-Trang 1 0.8 0.7
37 Guernsey 1 9.0 37 Son-La 2 20.5 6.9
38 Lichtenstein 2 8.9 38 Song-Be 51 371.4 173.8
39 India 1 7.0 39 Tay-Ninh 9 157.8 61.6
40 Cuba 1 6.6 40 Thai-Binh 4 4.4 2.8
41 Laos 2 6.3 41 Thanh-Hoa 6 420.1 136.9
42 North Korea 1 5.3 42 Thua-Thien-Hue 5 95.0 61.6
43 Poland 3 4.2 43 Tien-Giang 4 59.4 25.8
44 West Samoa 1 3.3 44 Tra-Vinh 3 7.3 4.6
45 Macau 1 3.0 46 Tuyen-Quang 1 1.0 0.5
46 Brunei 1 2.5 45 Vinh-Long 4 8.0 6.0
47 Vanuatu 1 1.9 46 Vinh-Phu 10 140.3 78.0
48 Cambodia 1 1.6 48 Yen Bai 2 4.6 4.6
49 Norway 2 1.5 49 Ho Chi Minh City 482 5,563.4 2,625.7
50 Latvia 2 1.5
51 Argentina 1 0.1

Total 1262 1694.0 Total 1241 15,838.6 7,312.1

Note: Projects actually in operation.
Source: State Committee on Cooperation and Investment.
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