
 

 

 

Document of 

The World Bank 

 

FOR OFFICIAL USE ONLY 

 
 

 

Report No.  62358-VN 

 

 

 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

AND 

INTERNATIONAL DEVELOPMENT ASSOCIATION 

 

PROGRAM DOCUMENT 

FOR A PROPOSED LOAN 

IN THE AMOUNT OF US$100 MILLION 

AND A PROPOSED CREDIT 

IN THE AMOUNT OF  

SDR 64.5 MILLION (US$100 MILLION EQUIVALENT) 

 

TO THE 

SOCIALIST REPUBLIC OF VIETNAM 

FOR A 

SECOND POWER SECTOR REFORM DEVELOPMENT POLICY OPERATION 

 

 

February 22, 2012 

 

 

 

 

 

Infrastructure Unit 

Vietnam Sustainable Development Unit 

East Asia and Pacific Region 

This document has a restricted distribution and may be used by recipients only in the performance of their 

official duties.  Its contents may not otherwise be disclosed without World Bank authorization. 

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed



 

 

 

VIETNAM – GOVERNMENT FISCAL YEAR 

January 1 – December 31 

 

CURRENCY EQUIVALENTS 

(Exchange Rate Effective as of January 31, 2012) 

 

Currency Unit Vietnamese Dong 

US$1.00 20,850 VND 

SDR1.00 1.551 US$ 

 

WEIGHTS AND MEASURES 

Système Internationale 

 

 

ABBREVIATIONS AND ACRONYMS 
 

AAA Analytical and Advisory Activities JICA Japan International Cooperation Agency 

ADB Asian Development Bank kWh Kilowatt Hour 

AfD Agence française de Développement LDU Local Distribution Utility 

AusAID Australian Agency for International Development MDBs Multi-lateral development banks 

BOT Build, Operate, Transfer MDGs Millennium Development Goals 

CPI Consumer Price Index MIGA Multilateral Investment Guarantee Agency 

CPS Country Partnership Strategy MoF Ministry of Finance 

CTF Climate Technology Fund MoIT Ministry of Industry and Trade 

DPO Development Policy Operation MoST Ministry of Science and Technology 

EEO Energy Efficiency and Conservation Office in MoIT  MPI Ministry of Planning and Investment 

EG Economic group MtCO2 Million Tonnes of Carbon Dioxide 

EPTC Electric Power Trading Company in EVN MW Megawatt 

ERAV Electricity Regulatory Authority of Vietnam NLDC National Load Dispatch Center 

EVN Vietnam Electricity NPL Non Performing Loan 

FDI Foreign Direct Investment NPT National Power Transmission Company 

GDP Gross Domestic Product ODA Official Development Assistance 

GEF Global Environment Facility OoG Office of Government 

Genco Successor Generation Companies PBR Performance-Based Ratemaking 

GHG Greenhouse Gas PC Power Company / Power Corporation 

GNP Gross National Product PM Prime Minister 

GSO General Statistics Office PMDP Power Master Development Plan 

GWh Gigawatt Hour RCM Retail Competitive Market 

IBRD International Bank for Reconstruction and Development SAV State Audit of Vietnam 

IBT Incremental Block Tariff SBV State Bank of Vietnam 

IDA International Development Association SDR Special Drawing Right 

IFC International Finance Corporation SEA Strategic Environment Assessment 

IFRS International Financial Reporting Standards SEDP Socio Economic Development Plan 

IMF International Monetary Fund SFR Self-Financing Ratio 

  



 

 

 

 

 

 

SMHP Strategic Multipurpose Hydropower Plant VCGM Vietnam Competitive Generation Market 

SMO System and Market Operator VHLSS Vietnam Household Living Standards Survey 

SOE State Owned Enterprise VNEEP Vietnam National Energy Efficiency Program 

TA Technical Assistance WCM Wholesale Competitive Market 

TOU Time Of Use 
  

 

 

 

 

PROJECT ABBREVIATIONS 
 

CPEE GEF  Clean Production and Energy Efficiency Project (GEF Grant TF099859) 

PRSC Poverty Reduction Support Credit 

PSRDPO1 First Power Sector Reform Development Policy Operation (Loan 7868 and Cr 4711) 

PSRDPO2 Second Power Sector Reform Development Policy Operation 

REDP Renewable Energy Development Project (Cr. 4564) 

RD Rural Distribution Project (Cr. 4444) 

RE2 Second Rural Energy Project (Cr. 4000 and GEF TF054464) 

SEIER 
System Efficiency Improvement, Equitization and Renewables Project  

(Cr. 3680 and GEF TF051229) 

TD2 Second Transmission and Distribution Project (Cr. 4107) 

TD2 AF Second Transmission and Distribution Project – Additional Financing (Ln 8026) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Vice President: Pamela Cox 

Country Director: Victoria Kwakwa 

Sector Director: John Roome 

Sector Manager: Jennifer Sara 

Task Team Leader: Beatriz Arizu de Jablonski 

This document has a restricted distribution and may be used by recipients only in the performance of their official 

duties.  Its contents may not otherwise be disclosed without World Bank authorization. 



 

 

 



 

 

 

VIETNAM 

SECOND  POWER SECTOR REFORM DEVELOPMENT POLICY OPERATION 

 

 

 

TABLE OF CONTENTS 

 

 

I. INTRODUCTION .............................................................................................................. 3 

 

II. COUNTRY CONTEXT ..................................................................................................... 4 

RECENT ECONOMIC TRENDS ................................................................................................. 4 

THE GOVERNMENT‟S POLICY RESPONSE ............................................................................... 6 

MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY ................................................... 8 

III. THE GOVERNMENT’S PROGRAM AND PARTICIPATORY PROCESSES ....... 11 

THE MACROECONOMIC AND DEVELOPMENT PROGRAM ...................................................... 11 

THE POWER SECTOR REFORM PROGRAM ............................................................................ 12 

PROGRESS IN IMPLEMENTATION OF POWER SECTOR REFORM ............................................. 18 

STAKEHOLDER PARTICIPATION ........................................................................................... 19 

IV. BANK SUPPORT TO THE GOVERNMENT’S PROGRAM .................................... 20 

LINK TO COUNTRY PARTNERSHIP STRATEGY ...................................................................... 20 

COLLABORATION WITH THE IMF AND OTHER DONORS ....................................................... 21 

RELATIONSHIP WITH OTHER BANK OPERATIONS ................................................................ 21 

LESSONS LEARNED .............................................................................................................. 23 

ANALYTICAL UNDERPINNINGS ............................................................................................ 24 

V. THE PROPOSED OPERATION .................................................................................... 25 

OPERATION DESCRIPTION ................................................................................................... 25 

POLICY AREAS .................................................................................................................... 28 

THE PROPOSED THIRD OPERATION ...................................................................................... 35 

VI. OPERATION IMPLEMENTATION ............................................................................. 35 

POVERTY AND SOCIAL IMPACTS .......................................................................................... 35 

ENVIRONMENTAL ASPECTS ................................................................................................. 41 

IMPLEMENTATION, MONITORING AND EVALUATION ........................................................... 43 

FIDUCIARY ASPECTS ........................................................................................................... 43 

DISBURSEMENT ................................................................................................................... 44 

RISKS AND RISK MITIGATION .............................................................................................. 44



 

 

 

 

ANNEXES 

 

Annex 1: Letter of Sector Development Policy ....................................................................... 47 

Annex 2: Program Matrix for Vietnam Power Sector Reform Development Policy  

  Operation at Decision Meeting ................................................................................ 52 

Annex 3: Country and Sector Background .............................................................................. 56 

Annex 4: Public Financial Management in Vietnam ............................................................... 71 

Annex 5:   Fund Relations Note ................................................................................................ 77 

Annex 6:   Country At-A-Glance............................................................................................... 79 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
The Second Power Sector Reform Development Policy Operation was prepared by a team consisting of: 

 

Beatriz Arizu de Jablonski (Task Team Leader, Senior Energy Specialist), Anh Nguyet Pham (co Task 

Team Leader, Senior Energy Specialist), Defne Gencer (Energy Specialist), Hung Tien Van (Senior 

Energy Specialist), Keiko Kubota (Senior Economist), Valerie Kozel (Senior Economist), Robert J. 

Gilfoyle (Senior Financial Management Specialist), Sameena Dost (Senior Counsel), Hisham Abdo 

Kahin (Senior Counsel), Huong Thi Mai Nong (Junior Counsel), Lien Thi Bich Nguyen (Program 

Assistant), Teri Velilla (Consultant), Cristina Hernandez (Program Assistant). 

 

Peer Reviewers:  Pedro Antmann (Senior Energy Specialist), Vladislav Vucetic (Lead Energy 

Specialist), Salvador Rivera (Lead Energy Specialist), Sameer Shukla (Senior Energy Specialist). 

 



 

1 

 

LOAN, CREDIT AND PROGRAM SUMMARY 

VIETNAM 

SECOND POWER SECTOR REFORM DEVELOPMENT POLICY OPERATION 
 

Borrower Socialist Republic of Vietnam 

Implementing Agency Ministry of Industry and Trade 

Financing Data 

 

IBRD Loan terms:  commitment-linked IBRD Flexible Loan with variable 

spread.  Final maturity of the Loan is 30 years including a 5.5 year grace 

period and level repayment of principal. 

IBRD Loan amount:  US$100 million 

IDA Credit terms: Hard term, standard IDA service and commitment charges 

plus a fixed interest charge of 2.8 percent.  Final maturity of the Credit is 25 

years, including 5 years grace period.  Credit amortization at 3.3 percent for 

years 6-15 and 6.7 percent for years 16-25  

IDA Credit amount:  SDR 64.5 million (US$100 million equivalent) 

Operation Type Single-tranche programmatic operation; the second in a series of three 

planned operations. 

Main Policy Areas The program is organized around four policy areas essential to the reform of 

Vietnam‟s power sector: 

 Development of a competitive power market; 

 Power sector restructuring; 

 Electricity tariff reform; and 

 Improving demand side energy efficiency. 

Key Outcome 

Indicators 

Key indicators of program outcomes are expected to be achieved and are: 

 Power system is operated with hourly reserve of electricity generating 

capacity not less than 10 percent, from a 2008 baseline of hours operating 

with no reserve; 

 Contracts in place cover 90 percent of demand, for non BOT generation 

based on pricing methodologies and standard form issued by Ministry of 

Industry and Trade (MoIT), and the competitive generation spot market 

price being published by the system and market operator.  Baseline at the 

start of the program (2009): no such contracts, and no spot prices; 

 The number and diversity of electricity generation companies is 

increased, with no single company owning more than 45 percent of 

capacity from a baseline of 70 percent in 2008; 

 The system and market operator follows dispatch and system operation 

rules to ensure no discrimination among generators, as measured by an 

independent audit.  Baseline (2009) is no audit as system and market 

operator will be formally in place only after competitive generation 

market starts commercial operation; 

 Annual tariff adjustments are approved each year; 

 Cross subsidies from industrial and commercial to residential consumers 

are reduced by 50 percent and subsidies to residential target low income 

consumers. Baseline at the start of the programmatic series (2008):  cross 

subsidies from industrial and commercial consumers (of US$ 370 million 

in 2007), an untargeted subsidy to all residential consumers for the first 
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100 kilowatt hours (kWh) of consumption, and local distribution utility 

tariffs higher than Vietnam Electricity (EVN); and 

 Energy efficiency obligations are established by law and the regulator has 

capacity to enforce and monitor load profiling and demand response 

programs by power corporations (PCs).  Baseline (2009): no energy 

efficiency law, no load profiling or demand response program obligation 

on PCs. 

Program Development 

Objective and 

Contribution to CPS 

The objective of the Power Sector Reform DPO programmatic series is to 

support the Government of Vietnam in the design and implementation of a 

competitive market for electricity generation, restructuring of the power 

sector and reform of electricity tariffs that will facilitate effective 

competition, transparency and predictability to encourage generation 

investment, and to implement programs and incentives for efficient use of 

electricity. 

The programmatic series supports the Country Partnership Strategy 

competitiveness pillar through EVN reform and improving economic 

management and business environment in the power sector, and the 

sustainability pillar through improving efficiency.  It also contributes to 

governance in the power sector. 

Risks and Risk 

Mitigation 

All the supported reform actions will be implemented through appropriate 

legal instruments and the danger of their reversal is low.  The four main areas 

of risk identified for the operation are: 

1. Risk that government concerns over inflation and social acceptance may 

delay the adjustment of tariffs to transition to cost reflective levels and 

consequently the medium term impacting the ability to attract private 

investors is considered high.  This risk will be mitigated through the Bank 

working closely with the GoV and continuing to advise on macroeconomic 

policies, and the Bank working on EVN financial assessment and action plan 

for financial recovery to discuss with the GoV, in close coordination with 

other donors, mainly ADB; 

2. Risk of resistance to transparency, discouraging participation by non-EVN 

investors is considered low, and is mitigated by government decisions, rules, 

codes and regulations introducing obligations for reporting and disclosure of 

cost and market information, as well as disclosure of the audited reports of 

EVN and its subsidiaries; and setting up of dedicated websites for the 

electricity market and ERAV;   

3. Risk of difficulties in enforcement of rules, codes and tariff regulations 

due to increased stakeholder resistance is considered medium, and is 

mitigated through a combination of enforcement measures, monitoring and 

reporting arrangements in rules, codes and regulations; the consensus driven 

and capacity building-focused approach followed by MoIT and ERAV; and 

EVN‟s continued support to the reform program; and  

4. Risk of lack of readiness to implement the reform program due to its 

complexity is considered low, mitigated mainly through the gradual approach 

and market pilot that has been adopted by the government, along with 

international expert support, and extensive capacity building to MoIT, 

ERAV, EVN and future market participants. 

Operation ID  P124174 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT  

INTERNATIONAL DEVELOPMENT ASSOCIATION 

PROGRAM DOCUMENT 

Proposed Second Power Sector Reform Development Policy Operation to  

Vietnam 

I. INTRODUCTION 

1. The Government of Vietnam (GoV) is implementing an ambitious power sector reform 

program to meet demand in a sustainable manner, deliver reliable and good quality electricity 

supply to support economic growth, while ensuring reasonable and fair revenues to investors and 

efficient and transparent costs to consumers.  The expected outcomes of the reform program are 

the strengthening of electricity supply security and moving to efficient and competitive 

electricity prices.  These outcomes are to be achieved through attracting a broader range of 

participants to invest in and modernize the management and operation of the electricity industry; 

and through the transition to electricity tariffs that, on the supply side, enable the financial 

viability of efficiently managed and operated companies, and on the demand side, provide 

pricing signals for the efficient use of electricity.   

2. The reform program focuses on four key complementary policy areas: 

 Introduction of competition in the power sector, starting at generation, later moving to 

the wholesale market, and eventually retail supply competition, in order to allow 

prices to be formed in a competitive and transparent way; 

 Restructuring of the power sector to enable market conditions and competition, and 

phase out conflicts of interest due to cross-ownership between buyers and sellers; 

 Introduction of electricity tariff setting mechanisms that reflect efficient costs in the 

supply chain, including power purchase costs in the competitive power market, and 

regulated network and system operation services.  The reforms would also improve 

the targeting of subsidies for the poor; and 

 Establishment of the legal framework for energy efficiency and conservation and of 

pricing regulations to promote the efficient use of electricity and programs to reduce 

electricity consumption on the demand side.  

3. Initiated by the Electricity Law that became effective in 2005, the Government‟s power 

sector reform program follows a long term and gradual approach, implemented in phases in order 

to allow for learning and making improvements along the way, and to avoid sudden changes that 

may disrupt investments or lead to rapid and large tariff increases.  The details of each phase 

have been established in the Prime Minister (PM) Decision on the roadmap for the development 

of the power market (power market roadmap, 2006), and the Prime Minister Decision on the 

Vietnam National Energy Efficiency Program (VNEEP, 2006). 

4. The first phase of the Government power sector reform program focuses on the 

introduction of transparency and competition in generation, starting the transition to cost 

reflective tariffs and enhancing efficient use of electricity on the demand side.  This phase 
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involves the initiation of the Vietnam Competitive Generation Market (VCGM), the restructuring 

of the national power utility Vietnam Electricity (EVN), the introduction of regulations for 

transmission and distribution monopoly network services and for retail tariff setting mechanisms 

to gradually move towards efficient cost recovery level, and the enhancement of time-of-use 

tariffs for large and medium-sized electricity consumers and demand side response programs to 

contribute to achieving the targets in Phase 2 of VNEEP (2011-2015) of five to eight percent 

energy savings.
1
 

5. In April 2010, the First Power Sector Reform Development Policy Operation 

(PSRDPO1) for Vietnam was approved by the Executive Board of the World Bank as the first in 

a series of three operations to support the first phase of the Government‟s power sector reform 

program. The proposed Second Power Sector Reform Development Policy Operation 

(PSRDPO2) is the second in the series, building on the foundations laid by the prior actions 

supported in PSRDPO1 and entailing a US$100 million IBRD loan and a US$100 million 

equivalent IDA credit.  The third operation that completes the series is estimated as a US$200 

million IBRD loan and is expected to follow in late 2013.  The timing, content and size of the 

third operation will track the progress of the government‟s reform program and availability of 

funding. 

6. The proposed operation is consistent with the objectives of the new Country Partnership 

Strategy (CPS) between GoV and the World Bank for the period FY12-FY16. Linked to the CPS 

competitiveness pillar, it will contribute to improving economic management and business 

environment in the power sector, and improving the efficiency and quality of electricity 

infrastructure and services.  Linked to the CPS sustainability pillar, the operation will contribute 

to climate change mitigation through tariff reform introducing efficient pricing and demand side 

response programs.  The proposed and the next operation of the program will continue to 

strengthen the engagement and policy dialogue between the GoV and the Bank on the design and 

implementation of power sector reform as a tool for sustainable development and enhancing 

energy efficiency.  The operation complements the Bank investment program in the power sector 

and the proposed programmatic series of Vietnam climate change development policy operations 

(CC DPO), which includes the enhancement of industrial energy efficiency as a policy area for 

climate change mitigation. 

II. COUNTRY CONTEXT 

Recent Economic Trends 

7. Since the beginning of 2011, the Government‟s priority has turned to containing inflation 

and restoring macroeconomic stability. The delayed withdrawal of the stimulus package and 

accommodative monetary policy during 2010 led to overheating of the economy.  In response, 

the Government introduced measures in February 2011 to curb inflation, stabilize the economy 

and ensure social stability (Resolution 11).  In recent months, it has turned its attention to 

structural reforms including restructuring of the state-owned enterprises, improving the 

effectiveness of public investment and consolidating the banking sector.  These stabilization 

efforts are starting to show positive results.  Growth remains healthy, inflation is on a declining 

trend, and foreign exchange premium has been almost eliminated.  But tight monetary conditions 

                                                 
1
  Targets were set compared to business as usual (BAU) scenario based on development plans at the time. 
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and slower growth has led to increased non-performing loans, putting additional pressure on an 

under-capitalized banking sector.  By continuing the implementation of Resolution 11 and 

accelerating the pace of structural reforms, Vietnam can avoid any major disruption to its 

economy. 

8. In 2007, Vietnam experienced an unprecedented surge in external capital flow, fueling a 

credit boom and an asset price bubble.  Between 2006 and 2007, foreign direct investment 

increased three-fold, and portfolio flows increased four-fold, with total external capital 

increasing from US$3.6 billion (or 5.9 percent of GDP) in 2006 to US$12.8 billion in 2007 (18 

percent of GDP).  Insufficient sterilization led to rapid growth in money supply, which in turn 

fueled a credit boom and created an asset price bubble.  Inflation accelerated and the trade deficit 

widened during this period (see table 1). 

Table 1:  Key Economic Indicators 

  2008 2009/r 2010/r 2011/e 2012/p 2013/p 

Output, Employment and Prices 

      GDP (% change previous year) 6.3 5.3 6.8 5.9 6.1 6.3 

Industrial production index (% change, previous year) 13.9 7.6 14.0 11.0 12.0 13.0 

Unemployment rate (%, urban areas) 4.7 4.6 4.4 4.0 4.0 4.0 

Consumer price index (% change, period-end) 19.9 6.5 11.8 18.1 9.0 7.0 

Consumer price index (% change, annual average) 23.1 6.7 9.2 18.6 10.5 7.5 

Fiscal Balance       
Official fiscal balance(% GDP, exc. off-budget items) 1.2 -2.5 -2.3 -1.4 -1.2 -1.2 

General fiscal balance (% GDP, incl. off-budget items) -1.2 -7.0 -6.4 -3.5 -3.4 -3.3 

Foreign Trade, BOP and External Debt       
Trade balance (BOP definition, $US billion)  -12.8 -8.3 -7.1 -2.6 -4.1 -5.6 

Exports of goods, ($US billion, fob) 62.7 57.1 72.2 96.3 109.2 124.9 

Exports of goods (% change, previous year) 29.1 -8.9 26.4 33.3 13.5 14.3 

Imports of goods, ($US billion, fob) 75.5 65.4 79.3 98.9 113.3 130.5 

Imports of goods (% change, previous year) 28.1 -13.3 21.2 24.7 14.6 15.1 

Current account balance ($US billion ) -10.8 -6.1 -4.0 -1.2 -2.8 -3.5 

Current account balance (percent GDP) -11.9 -6.6 -3.9 -0.9 -2.1 -2.3 

Foreign direct investment (net inflows, $US billion) 9.3 6.9 6.1 6.3 6.5 7.2 

External debt ($US billion)
*
 28.4 36.3 43.7 49.1 51.8 57.1 

as percent of GDP  31.4 39.0 42.2 39.4 38.4 38.0 

Debt service ratio (% exports of g&s) 2.6 4.5 3.2 2.8 3.2 3.4 

Financial Markets       
Credit to the economy (% change, period-end) 25.4 39.6 32.4 12.0 15.0 15.0 

Short-term interest rate (3-M deposits, period-end) 8.1 10.7 14.0 14.0 --- --- 

Stock market - VN index (Jul 2000 =100) 315.6 494.8 484.7 351.5 --- --- 

Source:  General Statistics Office, State Bank of Vietnam, IMF and World Bank. e = estimate, p = projections. 

* These figures differ slightly from those reported in Debt Sustainability Analysis (2011) due to corrections in the 

exchange rates used.   

 

9. The economic boom came to a halt with the global financial and economic crisis in 2008.  

Portfolio flows reversed from their peak of US$6.2 billion in 2007, to US$-0.5 billion in 2008, 
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with the stock market losing nearly 66 percent of its value.  The global commodity price shocks 

led to inflation reaching nearly 20 percent, and an appreciation in the real exchange rate.  By 

2009, there was a significant slowdown in manufacturing growth, contraction in export demand, 

and the potential closure of thousands of factories and millions of lost jobs.  Many of the export-

oriented firms, which had invested heavily in the belief that the boom would continue, suddenly 

found their orders cancelled and plummeting sales.  Some of the more leveraged firms, including 

the state owned ship-building conglomerate, Vinashin, found it difficult to keep up with their 

debt service payments. 

10.  A timely and large stimulus package in 2009 helped to cushion the adverse impacts of the 

global crisis.  Real GDP growth reached 5.3 percent in 2009, and an estimated 6.8 percent in 

2010.  The rapid recovery was induced by higher levels of public investment and a strong revival 

in exports.  Foreign direct investments continued to remain buoyant and remittances grew at a 

healthy rate.  In 2010, exports grew at 26.4 percent, with export of non-oil sector doing 

particularly well, registering 30 percent growth.  Overall, the recovery of the real sector of the 

economy was remarkable.   

11. With the rapid recovery, however, the economy started overheating again in the second-

half of 2010, following a delayed withdrawal of the fiscal and monetary stimulus.  In December 

2010, inflation reached a two year high of 11.8 percent, the dong came under intense pressure, 

and the level of foreign exchange reserves declined to US$12.5 billion (1.5 months of imports).  

There was concern over the health of the banking sector, in part because of the build-up of 

contingent liabilities in some of the state-owned enterprises (SOEs).  As a result of these 

developments, and following the default of one of the largest SOEs, Vietnam‟s sovereign rating 

was downgraded, capital flight increased and business confidence hit a new low. 

The Government’s Policy Response  

12. The consensus among policymakers after the completion of the eleventh Party Congress 

in January 2011 was to focus on measures to restore macroeconomic stability, even if it was at 

the expense of slower growth in the short term.  The Government approved Resolution 11 to 

pursue “tight and prudent monetary and fiscal policy.”  A summary of implementation progress 

is provided below. 

13. Exchange Rate Policy. The dong was devalued by 9.3 percent against the US dollar and 

the trading band was narrowed from +/-3% to +/-1%. This was the single largest correction to the 

exchange rate following the onset of macroeconomic instability in 2007.  Domestic residents 

started to convert assets into gold and US dollars outside the financial system (creating a large 

increase in errors and omissions in the balance of payments) to hedge against inflation and 

currency depreciation.  In response, a decree on management of gold trading was issued, 

centralizing gold exports, eliminating trading in gold bars, and preventing cross-border 

trafficking of gold. 

14. Monetary Policy.  Total credit to the economy  is estimated to have risen by  12 percent 

in 2011  compared to 32.4 percent in 2010, and total liquidity (M2) grew by  about 10 percent in 

2011, well below the annual target of 16 respectively.  The State Bank of Vietnam raised its 

refinancing rate by 100 basis points from 14 percent to 15 percent in October 2011. This is the 

fifth time this year that SBV has raised its key rate (600 bps in total).  The SBV also increased 
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the inter-bank over-night rate from 14 percent to 16 percent whilst cutting the rate for foreign 

currency deposits and deposits of the State Treasury. 

15. Fiscal Policy.  Resolution 11 proposed to cut about 80 trillion dong (3.2 percent of GDP) 

in state capital investment; off-budget investment (government‟s development bond); and 

investment by SOEs and other public entities. The Ministry of Finance reported that total 

revenues increased nearly 23 percent in first half of 2011 compared to the same period in 2010.  

The budget deficit is expected to fall to 3.5 percent of GDP in 2011 compared to 6.4 percent in 

2010.  

16. Banking Sector.  Resolution 11 limited banks‟ exposure to non-productive activities 

(which include real estate and security market) to 22 percent of total credit by June 30, 2011 and 

to 16 percent by December 31, 2011.  The government indicated its intention to revise Decision 

493 to upgrade loan classification and provisioning practice in the banking system to bring them 

closer to international norms.  The government also confirmed its participation in the Financial 

Sector Assessment Program (FSAP), and has sought technical assistance from the Bank and the 

IMF. 

17. State-Owned Enterprises.  In 2011, the Government started an annual exercise to publish 

the annual report prepared for the National Assembly, based on the audited financial statements 

of SOEs.  Resolution 11 also indicates that the Government will accelerate the equitization 

process and strengthen the governance of SOEs. A number of state-owned commercial banks 

including Vietinbank, Vietcombank, BIDV and Mekong Housing Banks were either equitized or 

part of their equity sold to foreign strategic partners.  In December 2011, the government 

published a policy paper with an ambitious two-phase reform program for the SOEs.  The first 

phase, from 2011 to 2015, involves liquidation of 44 SOEs, equitization of 573 SOEs and 

restructuring of remaining 692 SOEs in which the government holds 100 percent equity.  In the 

second phase, from 2016 to 2020, the plan indicates equitization of some of the large economic 

groups (EGs) that will result in only 17 EGs and 200 SOEs in operation after 2020, compared to 

with more than 1,300 SOEs that are in operation currently. 

18. Other Structural Measures. The government has issued a Circular to increase disclosure 

of information and policies affecting monetary management and banking (prior action for this 

operation).  Finally, the government is moving from an administrative mechanism for setting the 

prices of essential commodities such as electricity, gas and fuel, to a more market-based 

mechanism. In addition, Resolution 11 instructs Ministry of Industry and Trade to prepare a 

regulation for establishing a market mechanism for pricing electricity (prior action for this 

operation). 

19. Against a backdrop of rapidly deteriorating situation, Resolution 11 has been so far been 

successful in stabilizing the economy.  GDP growth in 2011 is estimated at 5.9 percent.  Inflation 

in the twelve months ending December 2011 declined to 18.1 percent from the peak of 23 

percent, reached in August 2011, and monthly change in the Consumer Price Index showed a 

slowdown in inflation from 0.93 percent in August to 0.53 percent in December.  Import growth 

has slowed and exports have remained strong (33.3 percent growth in 2011), largely thanks to 

high commodity prices.  The trade deficit over this period has narrowed, and the current account 

deficit improved significantly, down from 3.9 percent of GDP in 2010 to below 1 percent in 

2011.  The budget deficit is expected to fall to 3.5 percent of GDP in 2011 compared to 6.4 
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percent in 2010.  For the purpose of the proposed development policy operation, it is the team‟s 

assessment that the current macroeconomic policy framework is adequate. 

Macroeconomic Outlook and Debt Sustainability 

20. The Government has shown strong resolve in maintaining tight monetary policy 

throughout 2011 despite opposing pressure, particularly from the private sector, which has been 

affected by credit rationing and increased financing costs.  Sustaining recent macroeconomic 

stability gains, which remain fragile, will require continued monetary and fiscal discipline, and 

implementation of structural reforms.  Premature loosening of policies will increase the risks of 

recurring instability.   

21. The Government will need to resist expansionary policies if growth does not pick up in 

the face of falling domestic and global demand.  It will take time to establish policy credibility.  

Despite moderating inflation, inflationary expectations remain high due in part to a recent 

increase in electricity tariff, and a spike in consumption expected around the Tết celebrations 

(Vietnamese New Year).   

22. It will therefore take time to restore confidence in the Vietnamese Dong and relieve 

pressure on the exchange rate, particularly at a time when reserves are well below two months of 

imports.  The current account deficit narrowed in 2011 to 1.2 percent of GDP, but a big part of 

this was driven by high commodity prices, which helped to boost the value of Vietnam‟s exports.  

A drop in oil prices and falling global demand may lead to a widening of the current account 

deficit in 2012. 

23. The Government has indicated that it will prioritize stability objectives over growth in the 

medium-term.  The Prime Minister has announced that the Government will target single digit 

inflation in 2012.  The SBV has cut the annual credit growth target from 20 percent in 2011 

(actual growth was 12 percent) to 15 in 2012.   

24. On structural reforms, the Government has announced that it will prioritize: (i) public 

investment management, to improve the efficiency of capital spending and contribute to fiscal 

consolidation (see below); (ii) reform of the state enterprise sector, to strengthen oversight, 

monitoring and accountability, for greater efficiency and output; and (iii) restructuring the 

financial sector to improve transparency, risk management and the quality of lending, so as to 

avert any systemic risks.   

25. These measures should help to enhance competitiveness, and help ensure that Vietnam 

remains an attractive investment destination.  This will require strong leadership, support from 

development partners, and staying the course on difficult decisions, which will have short-term 

costs but build a foundation for rapid and sustained growth in the medium-term. 

Fiscal Policy and Debt Situation 

26. The Government is committed to further fiscal adjustment over the course of 2012 driven 

in large part by more efficient capital spending.  Fiscal policy is expected to continue to focus on 

macroeconomic stability objectives.  The government in 2011 reduced the budget deficit to 3.5 

percent of GDP, after it reached 6.4 percent of GDP in 2010 as a result of the fiscal stimulus that 

followed the global crisis.  Total government expenditure in 2011 fell by an estimated 4.5 

percentage points of GDP to 30.2 percent.   
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27. There will be challenges to fiscal consolidation in 2012.  On the spending side, demands 

from the social sectors remain high, to help shelter against the effects of the global economic 

crisis.  And despite efforts at cutting capital spending (which fell from 12 percent of GDP in 

2010 to 9 percent of GDP 2011), many of the constraints are structural and will take time to 

address.  On the revenue, a drop in oil prices could lead to a decline in revenue as a percentage of 

GDP in 2012. 

28. Vietnam remains at low risk of external debt distress.  Vietnam‟s external debt position 

has been historically strong but has deteriorated since the global crisis hit the country in late 

2008. Vietnam‟s total external (including by the private sector) debt is estimated to have risen to 

42 percent of GDP at end-2010 (estimated to have increased to 46 percent of GDP in 2011), 

almost 10 percentage points higher compared to end 2007. Public and publicly guaranteed (PPG) 

external debt in 2010 was estimated at 32.1 percent of GDP.  Most of Vietnam‟s PPG external 

debt is concessional with long maturities and a fairly diversified currency composition.  As of 

end-2010, 39 percent of government and government-guaranteed external debt outstanding was 

in Japanese Yen, 27 percent in Special Drawing Rights, 22 percent in US Dollars, 9 percent in 

Euros, and 3 percent in other currencies. 

29. Under the baseline scenario of Vietnam‟s Debt Sustainability Analysis, all indicators 

remain well below the applicable thresholds for debt sustainability.  The Present Value of PPG 

external debt to GDP is projected to decline over the longer term. In the most extreme stress test, 

the PV of PPG external debt to GDP would marginally breach the threshold in 2012 and 2013 (at 

54 and 51 percent of GDP respectively) before declining again below the threshold.  The PV of 

PPG external debt in percent of exports and revenues is expected to decline steadily between 

2010–30, while the debt service-to-exports ratio is projected to remain flat (between 3 and 3.5 

percent from 2010-2015, below the threshold of 25 percent), and the debt service-to-revenue 

ratio to increase somewhat, reflecting a shift toward more commercial borrowing. 

30. Vietnam‟s overall debt position has deteriorated since the onset of the global crisis in late 

2008.  Public debt to GDP in 2011 is estimated at 57 percent, which includes external and 

domestic government debt (46 percent, up from 42 percent in 2010), government guaranteed 

debt (11 percent), and local government debt (0.3 percent). 

31. There are sources of uncertainty and risk to debt sustainability emanating from implicit 

obligations, which are not captured under government and government-guaranteed debt statistics. 

“Non-government” external debt (e.g. borrowing by SOEs and private sector), which is not 

guaranteed by the government, has gone from 4.4 percent of GDP in 2005 to 11.1 percent in 

2010.  The explicit obligation in the form of government-guaranteed external debt has risen from 

1.7 percent to 4.4 percent of GDP between 2005 and 2010.  The government is aware of these 

risks, and is moving to strengthen monitor and management of debt incurred by SOEs through 

tightening of regulations and revamping of the reporting regime. 

32. Another source of fiscal risk is the contingent liabilities arising from the large off-budget 

expenditure, which has been funded by issuing off-budget bonds. The off-budget spending is 

managed by the Ministry of Planning and Investment (MPI) to build infrastructure such as 

canals, schools and housing for poor.  While the off-budget spending is approved by the National 

Assembly and is subject to the same level of oversight and scrutiny as on-budget spending, it is 

called off-budget because it is largely managed by MPI – a leftover from the planning era.  The 

off-budget expenditure financed by MPI bonds has increased from 1.5 percent of GDP in 2007 to 
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2.8 percent in 2010.  However, it is projected to fall to 1.2 percent of GDP in 2011 (Table 2). 

Another source of contingent liabilities is the recapitalization cost of the banking sector, which if 

not managed carefully, could result in significant deterioration of the future fiscal deficits. 

 
Table 2: Government Budgetary Operations (Percent of GDP) 

 
2008 2009/r 2010/r 2011/e 2012/p 2013/p 

       Total revenue and grants 29.0 28.1 28.2 26.6 26.7 25.8 

Revenue (excluding grants) 28.4 27.6 28.0 26.4 26.6 25.7 

Tax revenue 24.5 22.5 24.3 23.1 22.8 21.9 

Oil revenues 6.1 3.7 3.5 3.3 3.2 2.8 

Non-oil tax revenues 18.4 18.8 20.8 19.1 19.6 19.1 

Non-tax and capital revenues 3.9 5.1 3.7 3.3 3.7 3.8 

Grants 0.6 0.5 0.3 0.2 0.2 0.2 

       Official expenditure  27.7 30.6 30.6 28.0 27.9 27.1 

Current  19.7 19.7 21.9 21.1 21.5 21.0 

of which: interest 1.1 1.2 1.3 1.4 1.6 1.7 

Capital 8.0 10.9 8.6 6.9 6.4 6.1 

       Official fiscal balance 1.2 -2.5 -2.3 -1.4 -1.2 -1.2 

       Other expenditures 2.4 4.5 4.0 2.1 2.2 2.1 

Off-budget expenditure 1.8 3.4 2.8 1.2 1.4 1.5 

ODA on-lending  0.6 0.5 1.2 0.9 0.8 0.6 

Interest rate subsidy cost 0.0 0.6 0.0 0.0 0.0 0.0 

       Total expenditure 30.2 35.1 34.6 30.2 30.1 29.2 

       Overall fiscal balance -1.2 -7.0 -6.4 -3.5 -3.4 -3.3 

Financing 2.6 8.8 6.4 3.6 3.4 3.3 

Foreign (net) 1.7 3.6 3.4 2.1 2.0 2.0 

Domestic (net) 0.9 5.2 3.0 1.4 1.4 1.4 

Discrepancy (+ is over-financing) 1.4 -0.2 0.1 0.0 0.0 0.0 
          Source: Ministry of Finance, IMF and World Bank staff estimates. 

 

Changes in the Banking Sector 

33. Vietnam‟s banking sector has experienced difficulties due to adverse macroeconomic 

conditions, tight monetary condition and growth slowdown.  Total deposit growth rate at the end 

of third quarter reached 9.8 percent, but showed negative growth in September (-1.07 percent).  

Credit growth slowed down significantly to 12 percent in 2011, primarily as a result of lower 

liquidity in the system and in response to SBV‟s policy actions.  Reducing credit growth was 

necessary to fight inflation, but the resulting credit crunch has been difficult for banks and 

enterprises. 

34. The asset quality of bank portfolios remains an ongoing concern given the unusually high 

credit growth of the past years and developing, but relatively weak, risk management capacity in 

the banking sector.  According to the official data, the non-performing loan (NPL) ratio of the 

banking system was 1.9, 2.2 and 3.4 percents by the end of2009, 2010 and 2011, respectively.  

Although rising, the SBV considers it still under control.  However, if international standards are 
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applied, the NPL ratio of the banking sector is expected to be significantly higher. Currently, 

only a few commercial banks are assessed to have the adequate capacity to use international 

method of calculating NPLs.  The Circular (to be issued) revising Decision 493 is intended to 

tighten regulations so that this capacity is strengthened among commercial banks. 

35. The tightening of monetary policy in 2011 put further pressure on the banking sector.  In 

response to strict liquidity conditions since late 2010, smaller commercial banks have offered 

high deposit rates (up to 18 percent) to gain liquidity despite SBV‟s guidance to keep deposit rate 

at 14 percent or below, triggering fierce competition among the banks.  However, as there have 

been no prescribed limits on lending rates, banks have raised these to as much as 22-27 percent.  

The pressure on the borrowers is therefore expected to grow, resulting in further deterioration of 

the quality of banking sector assets in 2011-12.  While the SBV has supported weaker banks 

through greater liquidity, it has announced that consolidation may be needed if the weaker banks 

do not perform up to industry standards (and the three weak banks were merged in December 

2011).  However, bank regulators may be reluctant to force rapid consolidation or allow 

bankruptcy to occur in the banking sector. 

36. The unresolved problems in the banking sector are likely to remain a source of concern 

for Vietnam in the coming years.  The SBV has upgraded its supervision efforts and raised 

minimum capital requirements in response to the concerns about the health of the banking sector.  

By the end of 2008, all commercial banks had met the new requirements.  The process of 

increasing the minimum charter capital continues, in part as a gentle push towards some 

consolidation of smaller banks.  However, the deadline to increase the minimum charter capital 

further to 3 trillion dong (about US$150 million) by end 2010 was extended to end-2011, when 

18 of the smaller banks were unable to meet it. By the end of 2011, only 4 banks were believed 

to have missed the target. The SBV opted for a more measured implementation of this policy, 

especially in the current fragile macroeconomic environment.  

37. In 2011, regulation enforcement remained weak and the regulatory framework needs 

further enhancement in line with the Law on Credit Institution (2010).  Reliance on 

administrative measures is still pervasive and will need to be gradually phased out in favor of 

more market-based mechanisms. An important step towards higher transparency in banking 

system was made when the SBV issued Circular 35/2011/TT-NHNN on information disclosure 

and provision by the central bank. The effort to provide important information such as select 

financial soundness indicators (FSIs) on a regular and periodic basis is laudable, especially when 

the complicated and overlapping confidentiality regulations are still in effect.  The circular is a 

good first step but more needs to be done to bring reporting and disclosure to international best 

practices and standards.  In the coming years it would be important for SBV to further increase 

transparency through disclosure of more of the FSIs and other banking sector statistics (including 

at bank level) similar to practices of its peers and neighboring countries. 

III. THE GOVERNMENT’S PROGRAM AND PARTICIPATORY PROCESSES 

The Macroeconomic and Development Program 

38. The vision of the National Energy Development Strategy guiding the power sector 

up to 2020 (issued by the Prime Minister in December 2007) is to reduce investment needs in 

the power sector, strengthen energy security, control and mitigate environmental pollution in 

energy activities and foster socioeconomic sustainable development. 
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39. The overall goal of the new Socio-Economic-Development Strategy (SEDS) 2011-

2020 is for Vietnam to become a modern, industrialized society by 2020, recognizing the 

need for reliable power supply and to mobilize sources of financing to support economic 

growth and social well being. The long term strategy is to improve mechanisms and policies to 

gradually develop market institutions and advance structural reforms that create environments 

enabling fair competition and promote private investment, infrastructure development and 

consistent with environmental sustainability.  Institutional and policy changes are proposed as 

the basis to achieve the objectives, complete the transition to a market economy.    

40. Assessing the country’s opportunities and challenges, the new five year 

Socioeconomic Development Plan (SEDP) 2011-2015 aims for sustainable economic growth 

on the basis of improving quality, effectiveness and competitiveness.  The SEDP 2011-2015, 

which became effective after approval by the National Assembly on November 2011, 

emphasizes the need to improve the quality of growth.  The SEDP elaborates the objectives of 

the SEDS and identifies measures and resources for its implementation.  

41. The new SEDS and SEDP share the objectives of moving towards market 

mechanisms and diversification of investment resources, harmonized with environmental 

sustainability and quality of growth. To achieve these objectives, these programs call for: 

 Maintaining macroeconomic stability; 

 Harmonizing economic development with environmental protection; 

 Improving the institutions and the transparency of processes in developing and 

implementing policies and laws; 

 Environments and transparent regulations that enable and respect fair market 

competition, and allow for diversification in ownership, including private and public 

participation; and 

 Improving social protection for the poor, through enhanced social protection systems 

as the country moves towards more market oriented mechanisms. 

The Power Sector Reform Program  

42. The government continues to be fully committed to the power sector reform 

program and its phased gradual approach.  The main legal foundations of the program are: 

 Electricity Law (approved in 2004 and came into effect in 2005); 

 Power Market Roadmap (PM Decision, 2006); 

 Formalization of organization and functions of the Electricity Regulatory Authority of 

Vietnam (ERAV) created by the Electricity Law (PM Decision, 2006);  

 Vietnam National Energy Efficiency Program (VNEEP, PM Decision, 2006); and  

 Energy Efficiency and Conservation Law (enacted by National Assembly in 2010).   

43. These legal documents assign responsibilities and delegate authority to line ministries, 

ERAV and relevant power sector stakeholders to issue policies, regulations and rules for its 

implementation.  In particular, the Electricity Law was followed by implementation decrees, and 

regulations and tariff setting approvals drafted by ERAV and issued by MoIT through MoIT 
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Circulars.
2
  Tariffs and pricing regulations establish and mandate the principles, responsibilities, 

methodologies and procedures, and establish date of effectiveness for implementation. 

44. In the face of periodic power shortages and financing challenges, there is continued 

government commitment to moving toward electricity pricing reform, a market that can 

deliver sufficient generation at competitive prices, and enhancing the role of demand side 

energy efficiency.  As a consequence of the success of the rural electrification program
3
, 

economic development and increasing use of electricity appliances, electricity demand continued 

to grow fast between 2008 and 2010 at an average annual rate around 15 percent.  With a 

generation mix based on hydropower and gas-, coal-and oil-fired thermal generation, 

investments in the power sector have been unable to keep adequate reserves levels, leading to 

power shortages during dry hydrology and high peak demand periods.  In particular, the country 

experienced significant shortages in 2010 due to higher temperatures increasing demand more 

than forecasted, drought conditions reducing hydro generation, and delays in completing 

construction and starting commercial operation of new power plants.  The experience also 

demonstrated that current contingency reserves
4
 are oil based generation and therefore very 

expensive.    

45. Major ultimate goals of the power sector reform program are to enable adequate 

level of investment, improve energy efficiency and achieve reliability and quality of 

electricity supply.  In the medium term, the government‟s main goal and focus is to strengthen 

supply security to support sustainable economic growth through encouraging the participation of 

investors other than EVN, including private investors, in power generation, establishing 

mechanisms for transitioning to cost reflective tariffs, and enhanced or new measures to promote 

energy efficiency.  Accordingly, the power sector reform program covers complementary policy 

areas, namely the introduction of competitive power markets, the restructuring of the sector to 

enable competition, the adjustment of tariffs to become reflective of efficient costs and market 

based prices, and the promotion of efficient use of electricity.  

46. Adoption of greater competition and market based arrangements along with 

transition to cost reflective tariffs will promote efficiency, and thereby contribute to 

meeting demand in a sustainable manner.  Efficient cost reflective tariff setting mechanisms 

will provide the predictability required to finance new generation capacity, transmission upgrade 

and distribution rehabilitation, and adequately maintain existing infrastructure.  The introduction 

of efficient and performance based tariff regulation for monopoly network activities 

(transmission and distribution) will ensure that only reasonable and efficient costs are transferred 

to tariffs paid by consumers, and promote quality and reliability of transmission and distribution 

services.  On the demand side, cost reflective tariffs, combined with time of use pricing and 

demand response programs, will promote the efficient use of electricity.  In the longer term, the 

result will be a major transformation of the sector structure, of the arrangements for the selling 

and buying of electricity, of generation pricing and how projects are decided and financed, and 

the integration of consumer choice and demand response programs.  Within these objectives, the 

                                                 
2
  It is estimated that in the implementation of the Electricity Law around 44 MoIT Circulars have been issued in 

developing the regulatory framework and tariff setting.   
3
  By 2010, 97.4 percent of households were electrified including 99.8 percent in urban and 96.4 percent in rural 

areas.   
4
  Contingency reserves correspond to power plants used only in extreme conditions, such as faults, droughts, 

unexpected constraints in fuel supply, etc.  
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government prioritizes a gradual approach that does not disrupt investments and avoids large 

tariff increases that may negatively affect macroeconomic stability. 

47. The first phase of the reform program, which is supported by this DPO series and 

the proposed operation, covers the introduction of generation competition thorugh a market 

that includes efficiency incentives; the adoption of technical codes for transmission and 

distribution operators and users setting quality and reliability performance standards; the 

unbundling of the electricity supply cost components to create transparency on how the prices for 

each electricity activity are determined and transferred to retail electricity tariffs; and the 

enhancement of time of use tariffs and demand response programs to promote efficient use of 

electricity.  Developing generation competition primarily involves the restructuring of the 

generation sub-sector and the commercial operation of VCGM.  Combined with transparency in 

tariff setting and incentive-based regulations to improve reliability of supply and quality of 

service, the key objectives of this first phase are to demonstrate commitment to market and tariff 

mechanisms in order to attract new generation investment required in the medium term, 

including domestic and foreign private sector participation, and to achieve energy savings.   

48. The first phase of the reform program will introduce generation competition for 

dispatch, while continuing the government’s centralized power sector planning practices 

that decide on power generation projects that can be built to cover projected demand 

within supply security and reliability criteria and government energy policies.  The 

Electricity Law establishes that new investment in the power sector should result from 

centralized planning by the government.  The MoIT is responsible for preparing and reviewing 

the national power development master plan (PDMP) every five years to submit for Prime 

Minister review and approval. The PDMP 7, with projections from 2011 to 2020 (Prime Minister 

Decision July 21, 2011) identifies the generation projects authorized to enter commercial 

operation between 2011 and 2015, the period that corresponds to the VCGM.  PMDP 7 states as 

its general objectives achieving supply and energy security, diversifying sources of investment, 

protecting natural resources and the environment, increasing share of renewable energy and 

enhancing efficiency, and gradually moving toward competitive electricity markets.
5
 Generation 

projects listed for the initial years of the VCGM (period 2011 – 2013) are already under 

construction or have achieved financial closing.  

49. The government has special programs for the development of small renewable 

energy power plants, through priority connection, priority dispatch and tariff support 

mechanisms.  Priority dispatch ensures that renewable energy cannot be displaced by other 

generation competing in the market.  Special support tariffs provide predictability and, on 

average, a price above or similar to expected in the market.  Since 2009, the government‟s 

renewable energy support program provides for a non-negotiable standardized PPA and avoided 

cost tariff (ACT) for small renewable energy power plants (not greater than 30 MW).  

Additionally, on June 29, 2011, the government issued the mechanism to promote wind power 

(PM Decision 37/2011), which includes a feed-in-tariff for the producer, a subsidy from the 

Vietnam Fund for Environmental Protection to the buyer, and a standardized PPA. MoIT is 

                                                 
5
  PMDP 7 identifies also transmission investment.  Distribution network plans are defined mainly in Provincial 

Power Development Plans. 
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carrying out studies
6
 to develop similar mechanism for biomass and solar, to support achieving 

the RE targets.   

 

Development of Competitive Power Market 

50. The Electricity Law (2005) and the Prime Minister’s Power Market Roadmap 

(2006) established three phases for development of competitive power markets in Vietnam, 

starting with a competitive generation market with a wholesale Single Buyer.  The roadmap 

envisages increasing competition in subsequent phases. The first phase, which is supported by 

this DPO series, introduces competition among generators. In the second phase, a wholesale 

competitive market (WCM, scheduled for 2015–2022) will be introduced for generators and 

wholesalers to compete to sell to the distribution and retail power companies (PCs) and eligible 

large customers.  The final phase entails the gradual development of retail competition.  To avoid 

unintended negative results, each market phase has been designed with a two stage approach:  an 

initial pilot to test and improve the market rules and infrastructure, followed by the full 

commercial operation stage.  Key features of the market phases are described in Annex 3.  It is 

envisaged that tariff mechanisms will be adapted and improved during each power market phase. 

 

51. The DPO series and the proposed operation support the start-up of the first market 

phase, to develop transparent and competitive prices in power generation to transfer to 

retail electricity tariffs, and to implement technical and performance standards for 

transmission, system operation and distribution, along with non-discriminatory procedures 

in technical codes.  The conceptual design of the VCGM was decided by the MoIT on 

December 31, 2009, as a cost-based gross pool (prior action PSRDPO1).  The first technical code 

was approved in September, 2009 (MoIT Circular, prior action PSRDPO1) setting the 

requirements and procedures for the commercial metering of power generation (Vietnam 

Metering Code).  To facilitate future transition to the wholesale market, the technical codes and 

tariff framework applicable during the first phase (supported by this operation) have been 

designed for multiple buyers, with provisional conditions on how these would be implemented 

during the single wholesale buyer phase. The main characteristics of the VCGM design are: 

 Strategic Multi-purpose Hydropower Plants (SMHPs)
7
 and small generation (less 

than 30 MW) will not participate directly in the VCGM.  SMHPs will be scheduled 

by the National Load Dispatch Center (NLDC) as system and market operator (SMO) 

based on hydrothermal optimization model that incorporates compliance with 

environmental, flood control, irrigation, and other priority water use constraints.  The 

SMHPs will be paid annual regulated revenues that are cost-based. 

 All remaining generators will compete in the VCGM by biding to be scheduled and 

sell all energy injected to the grid at short term (hourly priced) gross power pool.  The 

Single Buyer will bid in representation of BOT generation with long term traditional 

PPAs.  Bids will have cost-based caps for each technology and type of power plant. 

Hourly market prices will be determined as energy marginal price (resulting from 

bids) plus a price representing fixed costs of the best new generation entrant. 

                                                 
6
  Technical assistance is being funded through the regulatory strengthening component of World Bank Renewable 

Development Project (REDP). 
7
  The SMHP are large hydropower plants with multipurpose reservoirs, which have the ability to manipulate market 

prices. 



 

16 

 

 All energy in the VCGM will be bought by a single wholesale licensee (the Single 

Buyer, EVN Electricity Power Trade unit - EPTC), that will resell to PCs at regulated 

bulk supply tariffs (BST).   

 The market Standard Power Purchase Agreement (SPPA) is designed as a financial 

contract, to hedge hourly market price risk. To reduce volatility of power purchase 

costs for the SB and increase predictability of generation cash flow, the SPPAs will 

initially cover 95 percent of forecasted demand.   

Restructuring of the Power Sector 

52. The power sector reform is intended to diversify ownership in generation and address 

conflict of interests associated with cross-ownership, in order to enable the development of 

effective competition and the emergence of reasonable and fair generation prices and 

power purchase costs. In addition to the VCGM design special features described in previous 

paragraphs on SMHPs and the VCGM standard contracts to address concerns on cross 

ownership, the power sector reform program envisages the separation of generation ownership to 

develop competition and addressing commercial conflict of interest of EVN as owner of power 

plants competing with new entrants. Historically, the electricity industry structure has been 

characterized by EVN‟s dominance and participation in all sub-sectors.  Under the group holding 

structure, EVN parent company directly owns the SMHP, the NLDC that provides system 

operation and dispatch services and will be the SMO in the VCGM, and EPTC that acts as Single 

Buyer.  Through its subsidiaries, EVN owns the transmission system and most of the distribution 

networks.  Although the generation subsector has evolved to include other investors (the share of 

non-EVN owned generation capacity has increased from only 7 percent of total system capacity 

in 2002 to 32 percent by 2009), EVN continues to be the dominant owner of generation. 

However, most of the 24 medium to large power plants where EVN has ownership, with the 

exception of SMHP, have been transformed into Joint Stock Companies for their partial 

privatization with EVN retaining majority ownership (equitization), which introduces non-EVN 

participation in existing power plants.  Power plants representing around 15 percent of total 

system installed generation capacity have been equitized, and the rest (corresponding to an 

additional 20 percent of system total generation capacity) are ready to be equitized. (Further 

details on sector structure can be found in Annex 3.)   

53. The government has adopted a gradual approach towards changes in EVN structure, 

starting with the creation of subsidiaries that allow accounting (cost), management and 

functionality separation.  In 2008, the National Power Transmission Company (NPT) was 

created as a 100% EVN-owned subsidiary responsible for transmission investment and 

maintenance.  The distribution business owned by EVN has been grouped into five subsidiary 

Power Corporations (PCs) of sufficient scale and building capacity to become wholesale buyers 

in the second phase of the power market reform.  Level of collection is high and PCs distribution 

network losses efficient.  Additionally, PCs have been absorbing low voltage networks of local 

rural distribution units (LDUs) that are financially weak, to improve efficiency in rural areas 

thorugh rehabilitation and loss reduction.  

Electricity tariff reform 

54. The electricity tariff reform process is a dynamic government program, involving 

the establishment and improvement of mechanisms to increase transparency in tariff 

setting, gradual transition of average electricity tariffs to be reflective of efficient costs 
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without disrupting macroeconomic stability, and provision of subsidies to the poor.  The 

main goal of the tariff reform program is the enhancement of the transparency and predictability 

of electricity tariff adjustments, balancing the interests of investors and consumers.  The critical 

challenge is finding a feasible transition path in view of macro stability concerns.  Tariff 

regulations are expected to provide generation investors with reasonable comfort that EVN as the 

SB will recover power purchase costs and, therefore, will be able to pay generators in the VCGM 

and BOTs.  At the same time, efficient regulations and disclosure of costs should protect 

customers through ensuring that only fair and reasonable costs are transferred to tariffs.  

55. Prime Minister Decision 21 (February 2009) initiated the electricity tariff reform 

process, establishing both the principles of market based mechanism to annually adjust the 

tariffs for the period 2010-2012, and of subsidies to protect the rural areas and 

affordability of the poor (prior actions in PSRDPO1).  Average electricity tariffs are 

determined annually by adding forecasted power purchase costs, regulated revenue requirements 

for transmission, distribution and market and system operation services. PM Decision 21 

delegated to MoIT the authority to approve tariff increases up to 5 percent.  Since Decision 21, 

the government has required the adoption of national uniform tariffs that apply to customers of 

PCs and of LDUs, and purchase of power by PCs at bulk supply tariffs to compensate the cost 

differences.  This approach has addressed the concern that households supplied by LDUs were 

paying higher electricity prices than those supplied by PCs, which could negatively affect 

economic development of rural areas and create an excessive burden on rural poor households.  

The residential block tariff was restructured to formalize a first block (1-50 kWh monthly 

consumption) with a subsidized (below cost) tariff, and the remaining blocks of incremental 

consumption with tariffs at or above costs to cross subsidize the first block (prior action 

PSRDPO1).  This approach, used in many countries, has the advantage of ease of 

implementation, and sustainability as the power tariffs provide the funding of the subsidized first 

block.  However, Decision 21 instructed to improve the targeting of the subsidy, as non-poor 

households also benefitted from the subsidy in their first 50 kWh consumption.   

Improving Demand Side Efficiency 

56. Demand side and energy efficiency (EE) activities in Vietnam’s power sector began 

in 1997, through the World Bank funded study on ―Demand-Side Management Assessment 

for Vietnam‖, which recommended that energy efficiency and the demand side should play 

a significant role in managing the growth of electricity demand in Vietnam.  Under projects 

funded by SIDA and by the World Bank and GEF, capacity building support was provided for 

EVN to determine customer load profile and growth (load research activities), and to pilot 

demand side management and demand control programs.  However, load research is yet to be 

implemented as a continuous activity, and demand side programs failed to attract interested 

customers.  A lesson learned has been the need for sector regulation for effective load research 

and demand response programs. 

57. The Vietnam Energy Efficiency Program (VNEEP), approved in 2006, has created a 

comprehensive set of government-led activities to improve energy efficiency and 

conservation (EE&C) in two phases.  VNEEP Phase 1 (2006-2010) was successful in 

providing a national platform for implementing a variety of EE&C activities, the preparation and 

approval of the Energy Efficiency and Conservation Law (EE&C Law), and achieving 3 percent 

energy savings by 2010 (the target was 3 to 5 percent).  The EE&C Law calls for energy savings 

in all economic sectors and the society as a whole, and puts MoIT in charge of promoting and 
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establishing energy efficiency and conservation measures in power and industrial sectors.  

Strengthened by the authority and obligations in the EE&C Law, the government confirmed the 

5 to 8 percent energy savings target for VNEEP Phase 2 (2011-2015), but recognizing the need 

to enhance and introduce new effective regulations and monitoring.   

58. To promote efficient use of electricity and reduce consumption, the government has 

introduced time of use (TOU) electricity tariffs for medium and large customers, and 

developed an energy efficiency standard and labeling roadmap (prior actions PSRDPO1).  A 

significant change in PDMP 7 has been its focus on enhancing efficiency of pricing and demand 

side measures.  Reducing electricity demand elasticity ratio from the current 2.0 to 1.0 by 2020
8
 

is a specific target in the plan, which would considerably reduce power generation investments 

required after 2015.  Currently, TOU electricity tariffs are set based on an assumed general load 

profile, and increasing average tariffs by a percentage for the peak hour period and reducing 

them by a different percentage for low demand hours.  The efficiency of the TOU pricing signals 

can be enhanced by reflecting the load profile of customer category.  The MoIT Circular 

provides for the case of TOU customers without TOU metering, establishing that the normal 

hour tariff will apply.  As such a situation does not allow to provide the expected signals to 

demand side management, the PCs have developed metering investment plans to ensure all the 

required metering is in place as fast as possible. The Bank investment program is expected is 

expected to support lending for such investments. 

Progress in Implementation of Power Sector Reform  

59. Considerable progress has been made in the implementation of the government 

program since the first power sector reform development policy operation.  The policies and 

instructions issued under PSRDPO1 prior actions have been followed, as summarized in next 

paragraphs. ERAV continues to actively lead power market and tariff reform, effective in 

building consensus and capacity on new regulations, and their implementation.  Furthermore, 

ERAV is putting in place a comprehensive monitoring and reporting system, (Further detail on 

progress in each policy areas and ERAV is available in Section V.)  

60. Competitive Market.  New technical regulations to promote efficiency, reliability and 

quality of supply have been approved through several MoIT Circulars, including the technical 

codes for transmission, system operation and distribution - the Vietnam Grid Code and the 

Vietnam Distribution Code.  The VCGM rules and its implementation procedures have been 

drafted and approved after consultation process. On July 1, 2011, the pilot VCGM was launched 

starting in shadow mode (generation bid but no cash settlement based on market prices).   

61. Sector Structure. The restructuring of the sector has started with the consolidation of 

power distribution companies into five Power Corporations and the Office of Government 

requiring the creation of generation companies (Gencos) with portfolio of EVN power plants.  

After ERAV review, EVN proposed Genco structure has been approved by MoIT and sent for 

Office of Government agreement. 

62. Electricity Tariffs and Subsidies.  Prior to the start of the tariff reform program, 

electricity tariffs were not adjusted on a regular basis.  Several years could pass with no tariff 

increase, as was the case between 2002 and 2006.  Since 2009, electricity tariffs have been 

adjusted annually in March, consistent with PM Decision 21, and a formal review and approval 

                                                 
8
 This refers to ration between electricity demand growth and GDP growth. 
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process has been implemented. Tariff setting regulation for transmission and distribution follow 

international practices: efficient operational expenditures (OPEX), plus capital expenditures 

(CAPEX) and a return on equity. For generation, electricity retail tariff mechanism is based on 

power purchase costs (price of contracts, and for SMHP, regulated annual revenues).  Before the 

end of each year, EVN submits for ERAV review the tariff proposal for the next year, including 

costs and other required information. After review on justification of proposed costs, the final 

tariff increase proposal (typically two or three scenarios) is recommended by ERAV, including 

documentation providing its justification.  In moving towards cost reflective tariffs, annual 

increases in March 2010 and 2011 have been greater than 10 percent and therefore required 

Prime Minister approval, but were approved in time (by February) as the prior review and 

consultation through ERAV and MoIT justified the values.  Costs and prices are disclosed in 

government documents approving the tariff adjustments.  Subsidy mechanisms are being 

enhanced to improve targeting of the poor.  

63. Efficiency.  The Law on Energy Efficiency and Conservation was passed in the National 

Assembly in 2010, and its implementation decree and sanctions decree, required for 

enforcement, were approved in 2011.  MoIT is preparing new regulations to govern energy 

efficiency obligations of large energy consumers and for the phase out of inefficient 

technologies, which are supported through the Bank proposed Climate Change DPO 

programmatic series. 

64. Challenges in managing the transition to electricity tariffs recovering efficient costs.  A 

significant amount of progress has been made in tariff reform since the first operation in terms of 

transparency, unbundling and justification of reasonable costs, annual tariff adjustments and 

ensuring that tariffs cover planned and regulated costs for the next 12 months.  However, the 

path towards achieving full cost recovery electricity tariffs faced challenges in 2011 due to the 

macroeconomic situation (high inflation and depreciation of the Vietnamese dong) combined 

with the difference between actual and planned costs experienced during 2010 due to the drought 

leading to much higher generation costs.  The tariff increase proposal for 2011 included the 

forecasted supply costs for 2011, with planned high power purchase costs due to low level in 

hydro reservoirs, plus the recovery of 2010 losses. For the first time, the annual tariff approved 

by the government in March 2011, was below the proposed scenarios submitted by MoIT, by 

delaying to future tariff increases the recovery of incremental generation costs and foreign 

exchange losses registered in 2010.  The main financial impact has been on EVN parent 

company as Single Buyer, facing significant losses due to higher power purchase and fuel costs 

in 2010 than recovered from electricity retail tariffs.  Financial performance of PCs continues to 

be healthy, protected by bulk supply tariff regulation that reflects generation costs approved in 

the tariff.  The financial performance of EVN subsidiary transmission company (NPT) continues 

to improve, benefiting from the transmission regulation (prior action of this operation) resulting 

in annual transmission charges increases higher than average tariff increase (percent increase).   

Stakeholder Participation 

65. Consensus is particularly valued in Vietnam and a consultation process is a 

standard practice in the power sector reform.  The process of development of policies and 

regulations follows four steps.  ERAV with stakeholders‟ technical working groups prepare draft 

proposals.  In the second step, the proposals are presented and discussed in consultation 

workshops to which electricity sector stakeholders and the press are invited, and there is also a 

request for comments through letters to power sector stakeholders.  In the third step, after 
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addressing comments, the proposed rules or regulations are submitted to MoIT for consultation 

within the government and with the general public through the MoIT web site.  Final rules or 

regulations are reviewed based on the feedback from this second round of consultations, where 

ERAV provides a comments matrix. Decisions and Circulars are made available to the press and 

via a web site, often in both Vietnamese and English.   

66. In addition to consultation to facilitate formal decisions, a more ad hoc process of 

consultation and feedback operates in Vietnam.  The press pursues a lively debate on the power 

sector, which is closely scrutinized; and it has had a significant influence on the scope of the 

reforms.  An example of this scrutiny have been the business forum and other meetings during 

2010 and media reporting regarding the need to increase the tariffs to enable the investments to 

end shortages, as well as during 2011 discussions on justification of EVN losses and proposed 

tariff increase. 

IV. BANK SUPPORT TO THE GOVERNMENT’S PROGRAM 

Link to Country Partnership Strategy 

67. In line with the Government's programs to strengthen the institutional framework 

and build a modern society, the Bank new Country Partnership Strategy (CPS) for the 

period FY12-FY16 supports investments and policies aimed at strengthening Vietnam's 

competitiveness, sustainability, and access to opportunity.  Aligned with the overall priorities 

and goals in the new SEDP and SEDS, the CPS is based on three pillars – competitiveness, 

sustainability and opportunity – with governance and resilience as two cross-cutting themes 

68. The proposed operation and power sector reform program is linked to the CPS, 

supporting the competitiveness and sustainability pillars.  The policy areas and prior actions 

in the proposed operation will contribute to two themes under the CPS competitiveness pillar: (i) 

development and implementation of SOE reform, transparent and market based regulations to 

improve economic management and business environment; and (ii) improved quality and 

efficiency of electricity infrastructure and services. Additionally, the policy areas tariff reform 

and demand side efficiency will contribute to mitigation of climate change under the 

sustainability pillar, through regulations that promote efficiency in electricity activities, 

transforming electricity tariffs into price signals that promote efficient use of electricity, and 

programs that enable demand response programs by electricity consumers. 

69. The power market institutions, the active role of ERAV in reviewing tariff proposals 

and monitoring implementation, and the regulatory and reporting framework will 

contribute to enhancing transparency and accountability in the power sector.  The 

regulatory framework and market governance structure will increase transparency through access 

to market and tariff information, and monitoring systems.  The market rules, technical codes and 

regulations mandate regular reporting by power sector entities and by MoIT / ERAV.  

Monitoring and evaluation systems are being developed in ERAV and the NLDC as SMO to 

collect and process information, and websites implemented to disclose power system and market 

operation reports and outcomes.  Consumer complaints systems are in place for ERAV to 

process if not resolved adequately by the PCs.  A dispute resolution regulation has been issued to 

manage conflicts or disputes between investors and EVN as Single Buyer or as System and 

Market Operator and, when requested by the parties, will involve ERAV.  Accounting rules for 
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the purpose of tariff setting and cost and investment monitoring will be issued, and cost 

information disclosed.   

Collaboration with the IMF and Other Donors 

70. The International Monetary Fund (IMF) has not had a program in Vietnam since the 

Poverty Reduction and Growth Facility expired in April 2004.  However, the IMF maintains a 

regular policy dialogue through Article IV consultations, interim staff visits, and its resident 

representative office in Hanoi, and seeks to build capacity through training activities for the 

Vietnamese officials.  It supplements this dialogue with technical assistance (TA) in areas of its 

expertise.  A joint Financial Sector Assessment Program is planned next calendar year.  The IMF 

and the World Bank continue to collaborate closely in Vietnam to ensure harmonized dialogue 

with the government.    

71. The World Bank is leading the power sector and market reform policy dialogue in 

Vietnam, in close collaboration with other donors.  The World Bank, the Asian Development 

Bank (ADB) and the Agence française de Développement (AfD) have cooperated closely and 

coordinated their support to power sector reform.  ADB financed the initial technical assistance 

for the overall generation market design, and provides technical assistance and capacity building 

for NPT, in particular on financial modeling, transmission charges and regulations.  AfD has 

financed capacity building for ERAV through a comprehensive training program, and an advisor 

that provides expertise and support in all regulatory and market areas.  Additionally, there has 

been close collaboration and coordination, in particular with ADB, to share information on EVN 

financial assessment and projections, and to work on agreeing on a common policy dialogue and 

strategy for EVN financial recovery path.  

72. Under the climate change agenda, there are regular donor coordination meetings on 

energy efficiency and renewable energy.  All donors participate in these meetings, with Japan 

International Cooperation Agency (JICA) leading energy efficiency meetings and AfD 

renewable energy.  The Bank is actively providing additional support in the related policy 

dialogue.  As a result, the Bank and other donors inform each other in advance regarding 

technical assistance programs and share reports, in order to ensure the provision of consistent 

and harmonized advice to the government, avoid duplication of efforts and allow each new donor 

activity to build on previous work done by other donors.  

73. The Clean Technology Fund (CTF) Investment Plan (CIP) for Vietnam with its 

overall US$250 million funding was endorsed by the CTF Committee in December 2009, 

and the multilateral development banks (MDBs) are coordinating the implementation.  

Related to the power sector, the CIP includes energy efficiency projects under ADB and the 

International Finance Corporation (IFC), a renewable energy project by IFC, and smart grid 

technologies in transmission/distribution by the World Bank.  Lead by the Bank and in 

coordination with ADB and IFC, the Vietnam CIP was updated and endorsed by CTF Committee 

in June 2011, in coordination with ADB and IFC.  The Bank is preparing the Distribution 

Efficiency Project to include CTF financing for distribution smart grid technologies, proposed 

for Board date on September 2012.   

Relationship with Other Bank Operations 

74. World Bank support to Vietnam’s power sector is based on complementing 

IBRD/IDA lending with GEF and grants for technical assistance, along with the series of 



 

22 

 

power sector reform development policy operations reflecting the ongoing close policy 

dialogue and engagement with the government.  The Bank is supporting the power sector 

reform program through direct investment lending to EVN‟s transmission subsidiary (NPT) in 

the form of additional financing for the Second Transmission and Distribution Project (TD2 AF).  

Similarly, investment support is being provided to modernize and rehabilitate distribution 

systems of PCs through the Rural Distribution Project (RD, Cr. 4444), which is accompanied by 

an AusAid co-financing grant to strengthen PC capacity to plan, invest, manage and operate their 

distribution systems under the new regulatory framework (Distribution Code and tariff 

regulations) and to prepare the PCs for their role as purchasers in the wholesale power market. 

The Bank‟s future lending projects target improvements in efficiency. The Bank is preparing a 

distribution efficiency project that will include an innovative component (CTF co-finance) that 

demonstrates efficiency and business benefits of investing in smart distribution grid 

technologies, in particular, lending for advanced metering infrastructure and support introduction 

of effective demand side response programs.  Similarly, through the Second Transmission and 

Distribution Project, NPT will receive technical assistance support to focus investments in 

modernization and smarter technologies to develop and operate an efficient transmission grid.  

75. The proposed operation is also linked to and complements Bank projects supporting 

other areas of the government reform program linked to climate change mitigation.  The 

ongoing Renewable Energy Development Project (REDP, Cr. 4564) is supporting the promotion 

of small new renewables by providing financing through commercial banks and technical 

assistance to MoIT for renewable energy regulatory strengthening including, among others, 

support for the preparation of the renewable energy master plan, economic and financial analysis 

of renewable technologies in Vietnam, and enhancing policy support programs.  The proposed 

series of Vietnam Climate Change Development Policy Operations (CC DPO) includes energy 

efficiency under the climate change mitigation policy area, which will support the regulatory 

framework to implement and enforce the EE&C Law and increase energy efficiency in the 

industrial sector, with MoIT Energy Efficiency and Conservation Office as the counterpart in this 

area.  The GEF-funded Clean Production and Energy Efficiency Project will provide technical 

assistance for MoIT Energy Efficiency and Conservation Office to assess energy efficiency 

opportunities in key industrial sectors and develop measures to support their implementation, as 

well as provide capacity building. 

76. The proposed operation is closely linked to the technical assistance component of the 

System Efficiency Improvement, Equitization and Renewables Project (SEIER), which is 

providing support to the government in the development and implementation of market 

and tariff reform following good international practices.  SEIER has been key in providing 

international expert assistance and capacity building for ERAV, ensuring access to international 

good practices and lessons learned in the design, drafting and completion of regulations and 

market rules.  SEIER-funded workshops and training activities have enabled consultation on new 

proposed rules and regulations, as well as capacity building and preparatory work of power 

sector stakeholders, in particular future participants in the VCGM.  Under SEIER additional 

financing, technical assistance has been extended to EVN and support is being provided for the 

NLDC to transform into the SMO through expert consultant assistance in drafting market and 

system procedures for the implementation of the VCGM rules and the Vietnam Grid Code, along 

with a training program. Analytical work supporting reform is discussed in further detail in the 

section on analytical underpinnings. 
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Lessons Learned 

77. The design of the proposed programmatic series has been informed by World Bank 

experience in power sector policy operations in other countries and the good practice 

principles for conditionality (see Box 1).  Based on the lesson learned, the operation focuses on 

areas in which there is a sound government program and the leadership and commitment to 

implement it, and where the Bank has a close policy dialogue engagement.  As power sector 

reserves have decreased, the shortage conditions experienced in 2010 have emphasized the 

importance of attracting new financing for generation investments, thereby increasing consensus 

among the government and business on the necessity and importance of the power sector reform 

program.   

BOX 1:  GOOD PRACTICE PRINCIPLES ON CONDITIONALITY 

Principle 1:  Reinforce ownership 

The policy areas in the PSRDPO program support the Government‟s main reform objectives, which have broad 

national support.  The basis for the reform program has been set in legislation approved by the National Assembly 

(the Electricity Law and the EE&C Law), and in secondary legislation and regulations set as Prime Minister 

Decisions and as decisions or circulars by MoIT.  The development of a market environment, diversification of 

sources of investment and private sector participation, as intended in the power reform program, are objectives 

and tasks defined in the government National Energy Development Strategy.  The proposed prior actions for the 

second operation and triggers for the third operation are based on activities and actions decided and led by the 

government.  The prior actions taken in the first operation, combined with those already completed for the 

proposed second operation, demonstrate ownership among power sector stakeholders.  Further evidence of the 

Government‟s ownership is to be found in the Letter of Sector Development Policy (see Annex 1). 

Principle 2:  Agree up front with the Government and other financial partners on a coordinated 

accountability framework 

The Bank‟s support is summarized in the policy matrix (provided in Annex 2) which has been discussed and 

agreed with the government Steering Committed for this operation.  The policy actions reflect the work plan and 

activities of ERAV and MoIT for the implementation of the power market, tariff reform and energy efficiency 

programs. 

Principle 3:  Customize the accountability framework and modalities of Bank support to country 

circumstances 

The operation is defined as a priority within Vietnam‟s government processes and aid programming; and is based 

on extensive preparation.  It is aligned with Vietnam‟s strategies and relies on Vietnam‟s country systems for 

policy- and decision-making as well as for disbursement and financial management.  The outcomes set out in the 

policy matrix are measured against clear, mutually agreed indicators. 

Principle 4:  Choose only actions critical for achieving results as conditions of disbursement 

The agreed policy matrix has only seven prior actions for the proposed second operation across the four agreed 

policy areas.  Triggers agreed for third operations are also limited in number (six). 

Principle 5:  Conduct transparent progress reviews conducive to predictable and performance-based 

financial support 

The primary implementing agency, MoIT, is also the Bank counterpart in the energy policy dialogue and 

implementation of a number of projects.  Joint progress reviews by MoIT/ERAV and the Bank on reform have 

been conducted as part of monitoring and SEIER supervision since the first operation.  After the proposed second 

operation, reviews will continue to monitor progress in implementation and readiness to move to the third 

operation.  Only for the purpose of monitoring progress of the government program towards the prior actions and 

trigger, clear milestones have been set out in the policy matrix with.  The prior actions and triggers are expressed 

in concrete and transparent terms, and consistent with the development of the program towards its objective and 

implementation. 

 



 

24 

 

78. The proposed operation has taken into account lessons learned on the value of 

flexibility in reform programs and the importance of focusing on results.  Experience shows 

that power sector reform programs are dynamic and need to adapt to changes in order to achieve 

their objectives and desired results.  While objectives remain the same, actions to achieve them 

may vary as conditions and key policies change.  In particular, addressing climate change 

mitigation can introduce special arrangements for renewable energy to which the market design 

must adapt, and require further enhancements in the tariff regulatory framework to provide 

energy efficiency pricing signals.  The Vietnam PSRDPO series has been designed with 

indicative triggers with the flexibility to modify them as necessary to achieve results.  

Accordingly, proposed prior actions for the second operation and indicative triggers for the third 

operation under the thematic areas demand side efficiency have been modified and strengthened 

to support the new EE&C Law and VNEEP Phase 2 activities and energy savings targets.  

Similarly, tariff reform prior actions for this second operation are more advanced than the 

indicative triggers at the time of PSRDPO1, as the government has decided more dynamic tariff 

adjustments. 

79. The successful implementation of a policy operation requires analytical support and 

capacity building to ensure timely and effective policy actions.  The programmatic series also 

draws on lessons concerning the importance of ensuring adequate capacity and knowledge to 

prepare and implement the policy reform, by providing client executed TA in investment projects 

designed to bring international expertise and fund training programs. The proposed operation 

complements the ongoing close engagement of the Bank in power sector reform and energy 

efficiency programs.  As noted in previous paragraphs, SEIER-funded technical assistance is 

being provided to the government to build consensus and capacity, and to develop and agree on 

good practice and adequate regulations and actions.  The technical assistance allows for access to 

timely expert advice, on an as-needed basis, in case of unexpected special situations or changes. 

Analytical Underpinnings 

80. The strong program of cooperation between the government and the World Bank in 

the power sector is characterized by extensive policy dialogue founded on solid analysis, 

closely integrated with investments, and coordinated closely with technical assistance to 

EVN, ERAV and MoIT.  The Bank has been active providing technical assistance support to 

MoIT and EVN since the beginning of the reform program, including during the development of 

the power market roadmap.  The Analytical and Advisory Activity (AAA) program is selective 

and integrated with the market, tariff and climate change mitigation (energy efficiency and 

renewables) agenda.  In 2010, the Bank report Vietnam: Expanding Opportunities for Energy 

Efficiency provided a general overview of energy demand trends in Vietnam and 

recommendations on how to expand energy efficiency results in the future.  The Bank has 

provided technical assistance support in the gas sector given its importance for energy security 

and power generation, as well as capacity building to MOIT and gas sector stakeholders on 

trends in East Asia LNG markets and LNG pricing.
9
  The Bank will continue to provide support 

the government power sector reform program to progress towards clear final objectives and 

outcomes. 

                                                 
9
  On-going LNG TA activities include emerging approaches in LNG receiving terminals (with a focus on mid-scale 

options); and pre-feasibility (high level) for a specific LNG terminal possibility in Vietnam. While the introduction 

of the VCGM will not have an impact on demand for gas, it is important to move to a more market-oriented gas 

sector in time for the introduction of the WCM. 
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81. Expert consultants have provided international good practices tailored to Vietnam’s 

conditions and supported capacity and consensus building for the market, technical codes 

and tariff regulations.  Funded through Bank projects, MoIT Energy Department, the 

Electricity Regulatory Authority of Vietnam (ERAV) and the Energy Efficiency and 

Conservation Office (EEO) in MoIT have accessed to international expertise and support to for 

the detailed design and implementation of the reforms, including the following: 

 Development of Competitive Power Market: Market Rules for the Competitive 

Generation Market (2009), preparation of Standard PPA and Dispute Settlement and 

Enforcement Regulation for the VCGM (2009), development of the System and 

Market Operator (SMO) for the VCGM (support to ERAV and NLDC), and review of 

VCGM IT system.  Additionally, ongoing TAs include support for ERAV to monitor 

and enhance the VCGM rules, and the technical codes, and assistance to design 

ERAV IT motoring system; 

 Electricity tariff reform: technical assistance provided to ERAV includes PC Tariff 

Calculation and Model, Transmission Pricing Methodology and Model, Tariff 

Advisor regulatory expert; and overall review of tariff regulations to ensure 

consistency and enhance effectiveness.  Additionally, ongoing TAs include support to 

prepare the regulatory accounting guidelines, and to finalize the regulations for PCs 

distribution services tariffs; 

 Improving Demand Side Efficiency: technical assistance for ERAV has targeted load 

research regulations and support to develop demand response programs.  Technical 

assistance to MoIT EEO includes support to design scope and activities for VNEEP 

Phase 2, and support by international energy efficiency policy advisor.   

V. THE PROPOSED OPERATION 

Operation Description 

82. Objective and Rationale.  The objective of the Vietnam Power Sector Reform DPO 

program is to support the GoV in the design and implementation of a competitive market for 

generation, restructuring of the power sector and reform of electricity tariffs that will facilitate 

effective competition, transparency and predictability; to encourage timely generation 

investment; enhance power system efficiency and reliable operation, and implement pricing and 

programs that promote the efficient use of electricity.  Accordingly, the program is designed with 

the following four policy areas:  (i) development of competitive power market; (ii) transition to 

power sector restructuring suitable for market competition; (iii) electricity tariff reform; and (iv) 

promotion of demand side efficiency.  

83. The program has been designed as a series of three operations, each building the 

framework until achieving full implementation at the end of the third operation.  The first 

operation, approved in April 2010, supported the government‟s policy actions setting the 

foundation of the reform program, thus providing the vision and key principles and delegating 

authority for its implementation in a consistent and harmonized manner. The proposed second 

operation supports the VCGM rules, including institutional arrangements and contractual 

arrangements to enable the pilot required prior to starting the full commercial operation of the 

VCGM when the payment and revenues of participating power plants and the Single Buyer will 
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result of market prices and the standard contracts; approve and make effective the regulatory 

framework to implement transparent and efficient generation contract pricing and transmission 

and retail electricity tariff setting mechanisms; the decision of generation restructuring; and the 

regulations mandating load research activities to enhance demand forecasting and the design and 

effectiveness of time-of-use (TOU) electricity tariffs. The content of the decisions, rules and 

regulations proposed as prior actions for this second operation are described in Box 2.  Rules and 

regulations are issued through MOIT Circulars, which additionally establish responsibilities for 

implementation and conditions or date for effectiveness. (Within the Vietnamese power sector 

terminology, the expression used for regulations is “methodologies.”)   

 
Box 2 – PSRDPO2 proposed prior action 

Prior action 1:  Establishing market rules for the VCGM, instructing EVN to draft market procedures, and 

delegating authority for ERAV to review and approve market procedures.  (MoIT Circular) 

Prior action 2:  Establishing methodologies and procedures to determine and approve standard contracts and 

pricing for generation, except for Build-own-transfer (BOT) power generation and Strategic Multi Purpose Hydro 

(SMHP)   (MoIT Circular)  

Prior action 3:  Establishing methodology for cost recovery revenue requirement for SMHPs.  (MoIT Circular)  

Prior action 4:  Deciding to create Generation Companies (Gencos) with portfolio of EVN power plants, 

excluding SMHP, to later become independent with no cross ownership with transmission or Single Buyer (SB).  

(Office of Government notice on power sector restructuring, MoIT letter with proposed Genco scheme and PM 

letter agreeing to the creation of Gencos) 

Prior action 5: Establishing market based mechanism
10

 to adjust average electricity tariff, including annual 

update and adjustments during the year to reflect changes in generation costs.  (PM Decision and MoIT Circular) 

Prior action 6: Establishing methodologies to determine and approve transmission revenue requirement for NPT, 

and transmission charges.  (MoIT Circulars) 

Prior action 7:  Establishing load research regulations for PCs.  (MoIT Circular). 

 

84. The third operation will complete this series with the full commercial operation of the 

VCGM, the start-up of the generation corporations (Gencos) as portfolio of power plants 

currently owned by EVN and their participation in the VCGM; the adoption of efficient 

performance based rate setting (PBR) for distribution network services, and the implementation 

of enhanced TOU tariffs and pilot demand side response programs. 

85. Some of the indicative triggers envisaged in PSRDPO1 for the second operation 

have been revised, in order to reflect Government decisions and recent developments.  

Table 3 lists the proposed prior actions that have been modified, which are explained further in 

the description of the proposed operation for each policy area.  

Table 3 – Differences between envisaged indicative trigger and proposed prior action 

DPO2 indicative 

trigger in PSRDPO 1 

Proposed PSRDPO2 Prior 

Action 

 

Difference 
Reason for change  

2.  Generation 

standard contract and 

pricing, and Strategic 

Multipurpose Hydro 

(SMHP) cost recovery 

pricing (MoIT 

Circular) 

2.  Generation standard 

contract and pricing (MoIT 

Circular) 

The indicative trigger was 

split into two prior actions, 

which together cover the 

expected full scope. 

The GOV approved market structure is 

for SMHP to remain within EVN.  As 

contracts cannot be signed between 

SMHP and SB because both are within 

the same company, it was agreed to 

regulate SMHP pricing in a separate 

MoIT Circular.  

3.  SMHP cost recovery 

revenue requirement  (MoIT 

Circular) 

                                                 
10

  In Vietnamese power sector terminology, “market based mechanisms” means mechanisms to set electricity tariffs 

based on efficient and competitive costs. 
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DPO2 indicative 

trigger in PSRDPO 

1 

Proposed PSRDPO2 Prior 

Action 

 

Difference Reason for change  

3.  Deciding 

independent 

Generation 

Companies (Gencos) 

for Vietnam 

Competitive 

Generation Market 

(VCGM) (PM 

Decision) 

4. Deciding to create Gencos 

for VCGM, to later become 

independent with no cross 

ownership with EVN (OoG 

notice. MoIT letter with 

proposal, , PM letter agreeing 

to create Gencos) 

The VCGM will start with 

Gencos created as EVN 

subsidiary corporations, 

each Genco with subsidiary 

power plants.  Once Gencos 

are created, equitization and 

full privatization of its 

subsidiary power plants is 

allowed. 

The government has decided to 

initially keep Gencos as EVN 

subsidiaries due to concerns that, being 

new companies; Gencos will not be 

able to obtain financing.  After being 

created, the Gencos will be gradually 

separated from EVN for all to become 

fully independent companies by 2014-

2015, before the start of the WCM 

4.  Ring fencing 

regulation for 

National Power 

Transmission 

Company (NPT) and 

National Load 

Dispatch Center 

(NLDC) (MoIT 

Circular) 

There is no corresponding 

prior action. 

 

Moved to milestone 

PSRDPO 3, to monitor 

continued progress 

implementation of  power 

sector reform  

The trigger had been proposed mainly 

to ensure NPT financial independence 

and improved financial performance.  

The trigger was eliminated because (i) 

concerns on NPT were addressed 

through the financial action plan in 

TD2 additional financing (VN Loan 

8026 AF) where NPT was required to 

collect transmission charges based on 

its costs independently of EVN parent 

company, and (ii) NLDC on its own is 

not considered critical to merit a prior 

action.   

5.  Procedures for 

annual tariff update 

mechanism (MoIT 

and MOF Circular) 

5.  Market mechanism to 

adjust average electricity tariff 

on an annual basis and 

adjustments during the year to 

transfer changes in generation 

costs (PM Decision, MoIT 

Circular) 

The scope of the prior 

action has been expanded to 

reflect government decision 

to establish, in addition to 

annual tariff adjustment, 

inter-annual adjustments to 

recover changes in 

generation costs.  However, 

tariff increases higher than 

5% are conditioned to 

impact on inflation. 

The GoV decision on tariff reform has 

advanced more than expected in the 

indicative trigger proposed at the time 

of PSRDPO1.  While the proposed 

trigger had been establishing the 

regulations for the annual tariff 

adjustments, the proposed prior action 

covers the decision to allow also tariff 

adjustments during the year to transfer 

higher generation costs, plus the 

regulations for the implementation.  

7.  Methodology and 

procedures for 

System and Market 

Operator (SMO) fees 

There is no corresponding 

prior action. 

 

The action was moved to 

PSRDPO 2 milestone in 

Power Sector Restructuring 

policy area.  ERAV is 

working with expert 

regulatory accounting 

consultant to assist in 

preparation.   

The Project Document for PSRDPO1 

proposed this action both as a trigger 

in the policy area Tariff Reform and as 

milestone in policy area sector 

restructuring.  It was agreed with the 

government that the action is relevant 

for the power sector policy 

restructuring area, but to keep as a 

milestone as it is not critical to merit 

being a prior action. 

8.  PM sends Energy 

Efficiency and 

Conservation 

(EE&C) Law to 

National Assembly 

7.  Load research regulations 

for PCs (MoIT Circular)  

Scope of the prior action 

was revised to improve 

electricity tariff design 

through using load profiling 

of representative customers 

(“load research”), to 

provide signals for demand 

side efficiency in electricity 

consumption. 

The EE&C Law was enacted in 2010.  

Energy efficiency was included as a 

policy area in Vietnam Climate 

Change DPO series (CC DPO).  It was 

agreed with the government that CC 

DPO would cover actions on EE&C 

Law and its implementation 

regulations to promote EE&C in 

industrial sector, while the Power 

Sector Reform DPO actions would 

focus only on measures for efficient 

use of electricity (an area under ERAV 

responsibility). 
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Policy Areas 

Policy Area A:  Development of the Power Market 

86. Background.  The design for the VCGM was approved in December 2009 (prior action 

PSRDPO1), establishing a gross power pool (spot market) and hourly capacity payments to 

ensure adequate reserves, where generation participating in the market will compete to be 

dispatched through bids with caps based on benchmark costs. (Description of VCGM design is 

provided in paragraph 44 and Annex 3).  

87. Continuing to adopt a consultation and capacity building approach and with 

support from international consultants, ERAV has organized workshops and roundtables 

for power market participants and other power sector stakeholders.  Comments have been 

collected and addressed to develop the proposed final version of rules, codes and procedures.  

The procedures for the implementation of VCGM rules, Grid Code and Metering Code 

procedures have been drafted by EVN (NLDC and NPT) and approved by ERAV. 

88. To ensure transparency for non-EVN generators and address concerns on potential 

market power of SMHPs, regulations have been issued for standard contracts for all power 

plants participating in VCGM, and regulated annual revenues for SMHPs (prior actions of 

the proposed operation).  Each VCGM power plant will have a standard market contract 

(SPPA) with the Single Buyer that will ensure similar conditions and pricing methodology to all 

generation investors.  The standard pricing methodology is based on recovery of fixed 

investment costs and variable (mainly fuel) costs.  Once contracts are signed, power purchase 

costs that will be transferred to electricity retail tariffs will reflect VCGM SPPA prices and BOT 

PPAs, plus the regulated annual revenues approved for SMHPs.  Once the VCGM start full 

commercial operation, as described in next paragraph, power purchase costs will reflect the 

power purchase costs expected from the combination of pool prices and standard contracts.  

89. A pilot is testing the VCGM before its full commercial operation, which will enable 

to identify and address problems or gaps in market rules, procedures and systems before 

these can significantly impact power generation revenues and tariffs.  The government 

instructed
11

 the piloting of the VCGM to ensure the stable supply of electricity and to create 

conditions enabling new generation investments and promoting energy efficiency. The pilot, 

which started in July 2011, was designed in phases (as described in Box 3) to achieve full 

commercial operation.  Phase 1 is being completed and the government has decided, based on 

results, to move directly to Phase 3 to achieve full operation of VCGM by second quarter 2012.  

Of the total 69 power plants participating in the VCGM, 45 power plants will be directly bidding 

(61 percent of total system installed capacity) and the remaining will bid thorugh the Single 

Buyer or be scheduled by the SMO
12

, following VCGM rules. In line with the phased approach 

and in order to reduce initial costs, the pilot requires only four software components:  bidding, 

market planning, market generation scheduling and market database.   

  

                                                 
11

  Notice 53/TB-VPCP of March 16, 2011 on Office of Government conclusions. 
12

  The SMHP will not bid or sell energy in the market, and will be subject to regulated cost-based revenues. 
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Box 3 – Phases for VCGM Pilot 

 Phase 1: “Shadow market” (estimated 1-3 months).  The scheduling of and payment to generation will 

continue according to current practices and existing contracts.  In parallel, a shadow trial market will run, 

where market participants will bid and the NLDC will run market software and systems for generation 

schedule, market prices and settlements following VCGM Rules, to identify any problems and quantify 

results had the VCGM been in operation, and as training for market participants.   

 Phase 2: “Market without cash settlement” (estimated 1-3 months).  Participants bid and generation is 

scheduled following VCGM Rules.  The NLDC as SMO calculates spot market prices and follows 

settlement rules but only to inform and assess potential impact and as all energy generated is still paid at 

contract prices.  This phase will continue the practical training of participants. 

 Phase 3: “Limited market”.  Some power plants are paid based on spot market prices while others continue 

to be paid based on contract prices.  Gradually the number of power plants exposed to market prices is 

increased, until all are included and the full VCGM starts as all power plants bid and are paid at market and 

contract prices by the Single Buyer, except for BOT and SMHP. 

 

Policy Area B:  Power Sector Restructuring 

90. Background. The transition to competition envisaged in the power market roadmap 

requires the separation of ownership between monopoly transmission and distribution services 

and the competing generation, and addressing the commercial conflict of interest of EVN as SB 

negotiating contracts with new generation, while also being the owner of power plants competing 

with the new entrant.   

91. The Government Conclusion on the structure for the development of the power 

market (prior action PSRDPO1) established that EVN power plants should be restructured 

into successor generation companies (Gencos) that allow for the development of competitive 

prices in the VCGM, and that distribution and companies should be of sufficient scale.  

Accordingly, the government instructed EVN to prepare and submit the proposal for the Gencos, 

and prepare and submit the proposal grouping power companies into EVN subsidiary Power 

Corporations (PCs).  In 2010, the government approved the creation of five PCs as subsidiaries 

of EVN.  (Each PC is a holding company with subsidiary provincial/city power companies) 

92. To ensure generation companies of sufficient scale to finance new investment and 

have a mix of power plants to manage risk, the government is pursuing three Gencos 

created as portfolio of EVN power plants, excluding SMHPs.  In October 2010, ERAV 

proposed to MoIT three Genco alternatives, which were discussed in meetings organized by 

MoIT with power sector stakeholders, economists and academics.  Following discussions and 

consultations, in April, 2011, the government
13

 required MoIT to instruct EVN to develop the 

proposal for the establishment of the three Gencos as subsidiaries fully owned by EVN, to be 

separated later into companies independent of EVN and pursuing equitization of subsidiary 

power plants.  EVN prepared detailed proposals, for Gencos to include power plants in 

commercial operation and new generation investment planned to enter operation by 2015 for 

which EVN has already started construction or obtained financing.  Table 5 shows the resulting 

distribution of generation capacity, although it must be noted that the equitized power plants 

include (minority) private sector participation. 

                                                 
13

  Office of Government notice No.77/TB-VPCP of April 05, 2011 on conclusions of the Prime Minister on the 

restructuring the power sector for Vietnam Competitive Generation Market.  The conclusion also confirmed that the 

SMHPs will remain within EVN parent company as dependent accounting units. 
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Table 5 – Power Sector Restructuring: Generation 

 
 

93. Although EVN proposed the separation of Gencos into independent companies as 

from 2012, the government has decided to start with Gencos as subsidiary corporations 

fully owned by EVN due to concerns that the new companies would not be perceived as 

credible nor able to obtain financing.   EVN proposal requested to transfer loans to Gencos or, 

should creditors not agree to the transfer, allow for EVN to on-lend to the corresponding Genco 

the loans agreed with EVN.  Regarding ownership, EVN proposed the separation of Gencos in 

2012.  After ERAV review, MoIT agreed to the proposed Genco‟s structure but, as required by 

the Prime Minister in April, 2011, initially the Gencos will be created as EVN fully owned 

subsidiaries, to start equitization and gradually separate for all to become independent Gencos 

(no EVN ownership) by 2014 for the start of the WCM period.  As requested by the Office of 

Government, MoIT submitted the Genco proposal.  After consultation with other line ministries, 

the Prime Minister agreed to the creation of the three Gencos, delegating to MoIT the authority 

for their establishment. 

94. The design features of the VCGM, including the regulation of SMHPs, the 

organizational structure of the Gencos and their equitization, alongside the market 

monitoring and dispute resolution role of ERAV are expected to ensure that the VCGM 

will be perceived as transparent and credible by non EVN investors, and lead to 

competitive prices.   

 Each Genco will be organized as a holding corporation owning the shares of subsidiary 

power plants organized as joint stock companies operating as “independent accounting 

units”, which means costs are to be covered by the company through revenues collected 

from sales in the market / contracts.  This arrangement creates incentives to operate 

commercially and as efficient power plants that compete to maximize revenues.  

 The VCGM standard contract with its standard pricing methodology ensures similar 

treatment for all generators, independent on ownership.  Negotiations for all power plants 

to sign the corresponding contracts with EVN EPTC are underway, with MoIT and 

ERAV having an active role in addressing any complaint and ensuring EVN as Single 

Buyer does not provide any preferential treatment to power plants it owns. 

 The bid caps and the regulation of SMHPs should address concerns on market power 

abuse by EVN.  Additionally, ERAV has initiated the market monitoring process since 

the trial market began, and international experts are providing tools and mechanisms to 

monitor the behavior of market participants and outcomes. 
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Policy Area C:  Electricity Tariff Reform 

95. Background. The GOV tariff reform program is a transformation of the power sector and 

the first experience of economic regulation in Vietnam.  From historical practice of no tariff 

adjustments for several years, Prime Minister Decision 21 (prior action PSRDPO1) has 

established market based mechanisms to annually adjust the tariff, and delegating to MoIT the 

authority for tariff increases up to 5 per cent.
14

  Tariff setting has been unbundled into its cost 

components:  costs and tariffs are determined based on regulation for each electricity activity 

(methodology is the expression used for regulation in Vietnam power sector); and the average 

retail electricity tariff is then calculated adding the price of each component.  Recognizing the 

need for social protection schemes as tariffs transition to cost reflective levels, the tariff reform 

program provides for cross subsidies to the poor.    

96. The implementation of Decision 21 resulted in electricity tariffs being adjusted each 

year (in March, 2010 and 2011), all requiring PM approval as increases were greater than 10 

percent (see Table 9).  Transparency increased through ERAV review and tariff documents 

include justification of costs, and tariffs approved reflected expected costs.  The proposed annual 

tariff increase to apply as from March, 2011, included for the first time the recovery of actual 

costs in 2010 being higher than forecasted in average electricity tariff approved in March 2010. 

97. The drought and shortage conditions experienced during 2010 led to a significant 

increase in generation costs, and revenues collected by EVN as SB from electricity sales were 

insufficient to fully pay power purchase costs.  Power sector costs were also affected by high 

inflation and currency depreciation.
15

  The assessment of EVN consolidated financial audited 

report
16

 shows that EVN incurred the largest loss since it began financial reporting in the mid-

1990s, primarily due to a large foreign exchange loss on EVN‟s foreign currency debt and a 

significant increase in operating costs, much of which was due to higher fuel and power purchase 

costs.  To address these losses, EVN proposed the tariff increase for 2011 including supply costs 

forecasted for 2011 plus the recovery of 2010 pending cost recovery.  After ERAV review, 

MoIT/ERAV submitted to the government tariff increases under three scenarios on recovery of 

pending 2010 costs.  There was extensive discussion in the media and meetings on the level of 

tariff increase required to enable investments needed to end periodic shortages. On the other 

hand the government was initiating a macro stability programs and had concerns on impact on 

inflation.  Due to these concerns and exercising its rights under Decision 21, the PM decided to 

approve an average retail electricity tariff in March, 2011, covering expected costs for the next 

12 months but not 2010 pending costs and losses, recognizing that these would be recovered in 

the future.  It must be noted that, despite the high inflation situation, the average retail electricity 

tariff increase was the largest in at least a decade. (The 2011 tariff approval document lists 

generation costs that are still pending recovery.) 

                                                 
14

 The Electricity Law assigns tariff approval authority to the PM.  In Decision 21, the PM has delegated part of this 

authority to MOIT.   A proposed amendment to the Electricity  Law was submitted to the National Assemble for 

their consideration in 2012  to partly formalize the changes in tariff authority of PM and of MoIT. 
15

 The situation in 2010 showed the power sector had insufficient reserves for dry conditions, but also that existing 

contingency reserves for exceptional and unforeseen situations are very expensive due to being oil fired generation. 

Generation costs forecasted 63,144 billon VND for 2010 resulted instead 74,227 billion VND. 
16

 Final audited report following international standards (IFRS).  EVN and its subsidiaries also produce financial 

audited reports following Vietnamese standards (VAS).  These are disclosed to the government, and since Decision 

24 results are also publicly disclosed.  
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98. In 2011, the retail electricity tariff adjustment mechanism was enhanced to include, 

in addition to annual update, adjustments during the year that reflect changes in 

generation costs.  In order to recover 2010 pending costs and taking into consideration that 

changes in generation costs require more frequent adjustments to the tariffs, in April 2011, PM 

Decision 24 established an enhanced tariff mechanism that includes (i) annual adjustment of 

electricity tariffs after disclosure of EVN and its subsidiaries audited reports; and (ii) adjustments 

up to once every three months to reflect changes in generation costs, but without negatively 

affecting efforts for macroeconomic stability (prior action for the proposed operation).  

Specifically, Decision 24 notes that the mechanism is subject to "Resolution No 11/NQ-CP dated 

24/2/2011 of the Government on main measures to contain inflation, stabilize macro economy 

and ensure social welfare."  Decision 24 delegated to MoIT to develop and issue the 

implementation regulations. 

 The proposed prior action 5 for this operation has been adapted to reflect the 

government‟s new tariff mechanism.  The indicators are the both the PM Decision 

and MoIT Circular with its implementation regulation. 

 Completion of the proposed prior action 6 has been extended to require two MOIT 

Circulars:  (i) MoIT Circular 14 in April 2010, establishing the regulations for NPT 

transmission revenues and tariffs; and (ii) MoIT Circular to amend and supplement 

Circular 14 regulations to reflect the changes introduced in Decision 24 to the annual 

tariff adjustment. 
 

99. A second electricity tariff increase was approved at the end of 2011 (to apply as 

from December 20, 2011) to cover forecasted costs of supply for 2012, but without recovery 

pending costs and exchange losses of EVN.  EVN initially requested an increase between 10% 

and 13% (including planned 2012 supply costs, the costs to take over rural networks of LDUs, 

and scenarios on recovery of pending 2010 costs and foreign exchange losses
17

).  The 

Government considered such an increase could disrupt the program to reduce inflation, and 

allowed only the recovery of 2012 forecasted costs.  This resulted in 5% tariff increase, allowing 

for immediate implementation as it did not require PM approval. Table 10 shows the history of 

tariff adjustments.  It must be noted that actual generation / power purchase costs in 2011 ended 

up being lower than those transferred to electricity tariffs in March 2011 as higher level of 

hydropower was generated due to favorable rainfall increasing hydro reservoir storage.  This has 

resulted in a lower power generation costs component.  

Table 9 –Average Electricity Tariff Approved 

Average retail tariff approved March 2009 March 2010 March 2011 Dec 2011 

VND/kWh 948.5 1058.0 1242.0 1,304.0 

Increase 12.6% 11.5% 17.4% 5% 

Exchange rate in tariff approval 17,000 18,500 19,500 20,834 

US$/kWh  0.05579 0.05719 0.06369 0.06259 

Increase  2.5% 11.4% -1.7% 
 Source:  MoIT Circulars, Bank staff calculations 

 

100. Following MOF policy and EVN plan, the new tariff has been determined with no 

profit (zero return on equity) for EVN and its electricity subsidiaries.  The MoIT Circular 

                                                 
17

  Foreign exchange losses did not have a major impact on EVN cash flow, as about 90 percent were unrealized, i.e. 

they were incurred on the principal amount of EVN debt due in future years. 
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informing the electricity tariff as from December 20, 2011, recognizes pending costs (to be 

recovered in future tariff increases), and informs that the average electricity required to recover 

all pending costs and include 10% return of equity for EVN would be 1,584.1 VND/kWh, which 

would have represented 27.5% tariff increase. 

101. The implementation of Decision 24 allows for further increases during 2012 and the 

next years to recover pending costs and losses, to continue to improve EVN financial 

situation.  The history of tariff proposals shows that annual increases have covered forecasted 

costs of supply.  The critical challenge has become the recovery of pending costs and losses.  

Assuming three 5 percent increase each year, the average retail tariff would be around 1,867 

VND/kWh (around 9 US cent/kWh at current exchange rate) by first quarter of 2014, 

approximately 12-15 months delay compared to EVN proposed tariff path to achieve financial 

recovery and profitability.   

102. The commitment to achieving cost reflective tariffs continues, but the government 

recognizes that the transition to recover higher generation costs and EVN exchange losses 

experienced in 2010 will take longer than initially expected.  A preliminary assessment of 

EVN‟s financial performance in 2011 indicates an even larger overall net loss in 2011 compared 

to 2010 (US$649 million) mostly caused by higher foreign exchanges losses on its debt. There 

have been concerns over EVN‟s ability to finance investments and the company faces tight cash 

flow unless tariffs are increased.  There have also been concerns regarding the undervaluation of 

EVN assets, affecting its ability to obtain new debt.  EVN has proposed completing the 

revaluation of its assets, which is under review for approval by the Minister of Finance.  (It is 

assessed that if planned revaluation had been completed in 2010, the debt to equity ratio in 2010 

would have been about 63:37 instead of the 76:24.)  For regulated transmission and distribution 

activities, the revaluation of assets would impact tariff.   On the other hand, the Government is 

pursuing a macroeconomic stability program and conditions increases in tariffs above 5 percent 

to impact on inflation. Under current EVN ownership structure, estimation for consolidated EVN 

financial recovery, including profits, range from three to five years.  

103. EVN financial recovery during the next years depends on the path of tariff increases 

that are possible without causing disruptions to macroeconomic stability, mainly the 

Government target to reduce inflation. Based on Decision 24 and implementation regulations, 

EVN is planning to propose a series of increases of average tariffs, overall around 15 percent in 

2012. These increases would allow EVN to cover changes in anticipated generation costs and 

also recover a portion of the unrecovered losses incurred up to the end of 2010. The Ministry of 

Finance (MOF) has confirmed the government intention of achieving market (cost reflective) 

prices for electricity and fuels, but also declared that it will limit increases in electricity price 

during 2011 and 2012 to control inflation, in particular targeting to keep annual inflation not 

greater than 10% in 2012.  Information has been provided to the media and the National 

Assembly on EVN losses, clarifying it is not feasible to subsidize tariff below costs.  (EVN has 

been mandated in Decision 24 to disclose results in financial reports, and this was done by MoIT 

on 2010 costs and financial results.)  Furthermore, the issue has been raised that the electricity 

tariffs at subsidized levels are contrary to promoting energy efficiency measures in the industrial 

sectors, the largest energy consumers in Vietnam.  

104. Mechanisms to improve targeting of the poor were introduced in February 2011.  
Through PM decision 268, a special subsidized tariff for 1-50 kWh consumption has been 

created that applies only to residential customers with average consumption not greater than 50 
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kWh per month on a rolling three month basis, and that registered with their electricity retailer 

(PC or LDU, as applicable).  Through PM decision 269, approving the electricity tariff increase 

for 2011, the subsidy for the 50 kWh block was reduced from 50 percent to 20 percent of 

average costs, but this reduction was compensated by creating an explicit subsidy of 30,000 

VND/month to the registered poor.  For the remaining residential customers, the tariffs are set 

per incremental blocks (where first block is 1-100 kWh) at costs or above costs, to provide for 

the cross subsidy for the special rate.
18

  Table 8 shows average tariff for a non-subsidized 

residential customer depending on monthly consumption, both in VND and in US$ considering 

exchange rate in the last quarter of 2011. (Further information is provided in the PSIA section.) 

Table 8 – Average tariff for residential depending on monthly consumption 

(March 2011 tariff, assumed exchange rate:  VND/US$ 20,500) 

Consumption Residential average tariff 

(kWh/month) (VND/kWh) (US$/kWh) 

100 1242.0 0.06059 

150 1262.7 0.06159 

200 1359.8 0.06633 

300 1502.5 0.07329 

400 1604.9 0.07829 

500 1676.3 0.08177 

      Source: World Bank staff calculations based on approved tariffs 

Policy Area D:  Improving Demand Side Energy Efficiency 

105. Background.  As part of VNEEP Phase 1 (2006-2010) activities, the Energy Efficiency 

and Conservation Law (EE&C Law) was drafted and submitted to the National Assembly, and 

enacted in 2010.  The GoV and the World Bank have agreed on a Climate Change Development 

Policy Operation programmatic series (CC DPO) that includes, under the climate change 

mitigation thematic area, policy actions developing the implementation regulations for the EE&C 

Law and measures for energy efficiency and conservation in industrial sectors.  Accordingly the 

triggers and benchmarks proposed in PSRDPO1 for the power sector reform DPO second and 

third operation have been modified, as some are now prior action for CC DPO1, with MoIT EEO 

as counterpart.  In light of these developments, it was agreed that the power sector reform 

programmatic series would focus on measures to enhance electricity pricing to promote efficient 

use and demand response by electricity consumers, as these regulations fall under the 

responsibility of MoIT / ERAV.   

106. The key policy action to enhance efficient use of electricity is to set tariffs that 

reflect costs and provide to consumers pricing signals that promote efficient use of 

electricity.  There are recognized shortcomings in the current simple approach used to establish 

the price for peak and low demand hours in TOU tariffs for large and medium electricity 

consumers.  Regularly updating of load profiles per type of customer and using those profiles for 

the design of the TOU tariffs would significantly improve the efficiency of pricing signals.  

                                                 
18

  The MoIT Circular clarifies that, if in a month the customer registered and qualified for the subsidized rate 

consumes more than 50 kWh (but does not exceed 150 kWh in 3 months), the subsidized tariff applies for first 50 

kWh and the "normal" residential first block tariff (1-100 kWh) applies for the energy consumption above. 
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ERAV drafted the load research regulations for PCs to select representative consumers, conduct 

remote metering data collection and determine load profiles of customer categories.  The 

regulations mandate periodic load research activities by PCs and the use of resulting load 

profiling and demand forecasts to set the average tariff and per time of day for customer 

categories where TOU tariffs are applicable.  By monitoring changes in consumption patterns, 

the TOU tariffs will be better tailored and will allow maximizing incentives for efficiency and 

demand side management.   

The Proposed Third Operation 

107. The third operation will complete the program, with the full implementation of the 

VCGM, completing the tariff regulatory framework and introducing demand response programs 

that promote efficient use of electricity.  Proposed indicative triggers discussed at this time with 

government are summarized in Box 4. 

Box 4 – Indicative triggers for Power Sector Reform DPO3 

Trigger #1:  VCGM commercial operation implemented.  (SMO completes settlement document of first month of 

                    VCGM full commercial operation). 

Trigger #2:  Successor Generation Companies (Gencos) start commercial operation and register as market 

                     participants in VCGM. 

Trigger #3:  Establishing the timing for the separation of Gencos, into independent companies with no cross-

ownership with transmission or the Single Buyer (OoG notice / MoIT decision). 

Trigger #4:  Establishing Performance Based Regulation (PBR) to set distribution network tariffs of each PC, 

                    with multi-year allowed cost revenue requirement.  (MoIT Circular). 

Trigger #5:  Establishing regulations for PCs to implement demand response programs (MoIT Circular) 

Trigger #6:  PC starts pilot of demand response programs within their licensed area. 

 

VI. OPERATION IMPLEMENTATION 

Poverty and Social Impacts 

108. Vietnam‟s high level of electricity access means that substantial numbers of poor 

households have connections and will be affected by changes in tariffs and service levels.  Even 

among the poorest households (bottom 10 percent), 85 percent were connected to the electricity 

grid by the end of 2010. Electricity consumption among the poor is low by international 

standards – three quarters of households in the bottom quintile consume 50 kWh or less each 

month -- and at these low levels of consumption, electricity has remained broadly affordable.  In 

2010, the poorest households paid for electricity on average only 2.1 percent of total household 

expenditures and consumed on average 49 kWh each month.   
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Table 12 – Vietnam Consumption and Spending on Electricity (2010 VHLSS) 

 Electricity 

Consumption 

(kWh/month) 

Monthly Electricity 

Expenditures 

(VND „000) 

Share in Household 

Spending 

(Percent) 

Total country 109.4 119.5 3.0 

Consumption by Welfare Levels (Per-Capita Expenditure Quintiles) 

Poorest 20% 49.1 37.6 2.1 

Quintile 2 73.6 63.9 2.4 

Middle 20% 93.0 89.0 2.7 

Quintile 4 122.6 131.0 3.2 

Wealthiest 20% 202.8 268.3 4.2 

Consumption by Area 

Rural  80.9 75.7 2.3 

Urban 172.4 216.4 4.4 

Consumption by Socio-Economic Groups 

Kinh/Hoa Majority 116.3 128.8 3.1 

Ethnic Minority 54.4 45.8 1.9 
Source: VHLSS 2010. 

Vietnam’s Recent History of Tariff Reforms and Residential Block Tariffs  

109.  Prime Minister Decision 21 initiated in Vietnam the government‟s electricity tariff 

reform, with the aim of moving towards full recovery of efficient costs and market-based pricing 

mechanisms, and better targeting of subsidies.  Decision 21 also required the phasing out of cross 

subsidies between tariff categories, mainly cross subsidies from commercial and industrial to 

residential consumers, by applying in each annual tariff adjustment an increase to the average 

residential electricity tariff that is greater than the approved overall electricity tariff increase.  

110. Decision 21 called for measures to reduce leakages and better target electricity subsidies 

(delivered through a lifeline tariff) intended for poor households.   For residential consumers and 

to improve the targeting of the poor and protect rural consumers, as from March 2009 Decision 

21 modified the incremental block tariff (IBT) structure, and the IBT was extended to apply 

uniformly to all residential consumers in the country, except off grid, thus ensuring rural 

residential consumers the same tariff as urban.   

111.  In the first round of reforms, the subsidized first block of the IBT was reduced from 100 

to 50 kWh and the corresponding lifeline tariff was set at around 60 percent of average costs in 

approved average electricity retail tariff.  All residential consumers received the lifeline tariff for 

their first 50 kWh of consumption.  Vietnam‟s IBT is broadly progressive; tariffs increase with 

increasing levels of electricity consumption e.g. monthly consumption in excess of 400 kWh was 

charged at nearly double the average cost of supply.  Decision 21 required annual adjustments to 

electricity retail tariffs, with the aim of moving towards fully market based cost recovery 

mechanisms.  Modest adjustments to electricity tariffs were made in March 2010 to reflect rising 

costs.  However, there was no increase in lowest (lifeline) tariff. Major changes introduced for 

the better targeting of subsidies was in 2009 the reduction of the energy in the first subsidized 

block, and in 2011 limiting the lifeline rate only to those consuming on average not more than 50 

kWh monthly.  

112. Table 13 shows the evolution of the IBT since the start of this DPO programmatic series, 

including the tariff approved for each block and the percentage it represents of the approved 

average electricity retail tariff. The IBT structure was modified in 2011, when the subsidized 

block was limited only to registered low consuming households, as described later.  
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Table 13 – Vietnam Incremental Block Tariff Structure (2009-2011) 

Block (kWh) 2008 2009 2010 2011 

  VND/kWh VND/kWh 
% of 

average 
VND/kWh 

% of 

average 
VND/kWh 

% of 

average 

Lifeline Tariff for Registered and Low-consuming Residential Consumers 

1 50 550 600 63.3% 600 56.7% 993 80.0% 

IBT for other Residential Consumers 

1 100 550 865 91.2% 1,004 94.9% 1242 100.0% 

101 150 1110 1,135 119.7% 1,214 114.7% 1304 105.0% 

151 200 1470 1,495 157.6% 1,594 150.7% 1651 132.9% 

201 300 1600 1,620 170.8% 1,722 162.8% 1788 144.0% 

301 400 1720 1,740 183.4% 1,844 174.3% 1912 153.9% 

401  1780 1,790 188.7% 1,890 178.6% 1962 158.0% 

 

113. An ex ante poverty and social impact analysis (PSIA) carried out in 2009 for the first 

operation suggests  that the poor in Vietnam remained relatively well-protected following initial 

tariff reforms in March 2009, despite tariff increases and the narrowing of the lifeline band.  

Moreover rural consumers were likely to benefit from the introduction of the unified system of 

residential tariffs.  The demand statistics shown in Table 11 supports the ex ante analysis in the 

initial PSIA:  in 2010 electricity remained affordable and accessible to poor households.    

114. Unlike the initial reforms introduced in 2009, the tariff reforms introduced in March 2011 

raised some concerns.  The average retail tariff was increased by a substantial 17.4 percent 

compared to tariff approved in 2010 – the largest increase since the early 2000s.  However, 

unlike previous years, the highest increase was in the first two blocks of the IBT, including the 

lifeline tariff.  Poorer consumers faced real increases in their cost of their electricity bill, as the 

subsidy delivered through the lifeline tariff was reduced to 20 percent of the average electricity 

cost, and eligibility narrowed to include only those households who, within a three month period, 

consumed on average 50 kWh or less and registered with the PC or local LDU to receive the 

lifeline tariff. Reports collected from PCs and by ERAV suggest that household registration for 

the lifeline rate was uneven in 2011 – high in some provinces but lower in others.  Tariffs in the 

0-100 kWh band (which apply to all non-registered residential consumers) were set equal to the 

average retail cost of electricity.  Electricity tariffs in higher bands were also increased, but 

proportionally less than tariffs in lower bands. However, this concern was addressed by the 

government in the latest tariff increase (December 20, 2011) where residential tariffs for 

consumption up to 100 kWh were not modified, and the increase was applied to higher 

consumption blocks.  

115. To compensate for higher electricity tariffs for the poor, an explicit monthly subsidy of 

VND 30,000 was introduced in April 2011 (Decision 268) for all electricity residential customers 

on the MOLISA poor list (the „registered‟ poor).   

Poverty and Social Impact of IBT Changes 

116. There is a widely shared view – buttressed by experience from many countries – that 

aligning power tariffs with the economic cost of supply is regressive and almost invariably has 
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an adverse impact on the poor.  Many countries find it difficult to ensure adequate levels of 

protection for poor and vulnerable households, and the fiscal costs associated with subsidies are 

often very high.   This was clearly not the case for Vietnam in 2009 when the first round of tariff 

reforms was put in place:  the 2009 PSIA suggested that the poor in Vietnam remained relatively 

well-protected despite tariff reforms and rural consumers were likely to benefit from the 

introduction of a unified system of residential tariffs and the expected integration of many LDUs 

into the PCs.  Vietnam has a number of factors working in its favor that help to achieve these 

results:  very high coverage by the system, timely bill payment and low arrears, and low average 

levels of electricity consumption.   

117. Although there are still factors working in Vietnam‟s favor, distributional impacts of 

2011 tariff reforms are less favorable.  Supply costs have risen sharply.  Poor households (e.g. 

those in the bottom 20 percent of the per-capita expenditure distribution) continue to have access 

to affordable electricity; however higher demand coupled with rising costs means that overall 

spending on electricity costs (absolutely and as a share of total spending) has increased, 

particularly for urban households. Demand will continue to rise overtime across the income 

distribution as households purchase more electrical appliances, and supply costs will continue to 

rise.  Moreover concerns have been raised about deteriorating reliability and quality of the 

supply of electricity, in particular during 2010 load curtailment in rural areas.    

118. An estimated 97.4 percent of households were electrified by 2010, including 99.8 percent 

in urban and 96.4 percent in rural areas.  While coverage is close to universal in most regions, it 

is less in upland areas:   83.4 percent of households in West Northern Mountains are connected 

to the electricity grid, and 93.9 percent in East Northern Mountains.   Access to electricity is high 

even among the poorest households: in 1998, less than half of the poorest ten percent of 

households (poorest decile) used electricity, compared with 85 percent in 2010.  The PSIA 

estimated a subsistence threshold of 40-45 kWh for poor households in Vietnam, based on 

owning several lights, an electric fan, a rice cooker, and a color television.  In 2010, households 

in the below the poverty line consumed on average 42 kWh/month as compared with 103 

kWh/month for households above the poverty line. 

119. While most of the poor in Vietnam consume low levels of electricity, so do many of the 

non-poor.  In 2008, 65 percent of all households consumed less than 100 kWh/month, including 

91 percent of poor urban households and 99 percent of poor rural households.  Thus most of the 

electricity consumed by the poor was subsidized under the pre-2009 IBT lifeline.  But so was the 

consumption of many of the non-poor:  in 2008, only 14 percent of households in Vietnam lived 

below the poverty line.  Moving to a lower lifeline threshold in 2009 reduced leakages albeit at 

some cost to the poor:  30 percent of all households in Vietnam consume less than 50 

kWh/month, including 60 percent of poor urban households and 78 percent of poor rural 

households.  The further narrowing of coverage of the lifeline band, coupled with an explicit 

subsidy in 2011 targeted directly to the poor, is a more efficient way to target subsidies to poor 

households in Vietnam.   

Tariff Scenarios 

120. Electricity consumption is not measured directly in the 2010 Vietnam Household Living 

Standards Survey (VHLSS), but spending on electricity is recorded.  Electricity expenditures 

were converted into kWh quantities using the relevant 2010 tariffs.  All households are assumed 

to be covered under the unified residential tariff, regardless of whether they purchase electricity 

directly from the PCs or through LDUs.  In constructing the tariff scenarios, estimated electricity 
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consumption is held fixed at 2010 levels and all expenditures are adjusted to March 2011 values 

using the General Statistics Office (GSO) monthly consumer price index.  The analysis uses 

electricity spending as a share of consumer expenditures (net of the imputed value of durables 

and housing), a measure of affordability, as the criterion for comparison. 

121. The PSIA developed three tariff scenarios that are assessed against a baseline of actual 

patterns of consumption and electricity spending in the 2010 VHLSS.   

122. The first scenario uses the March 2011 residential IBT to assess affordability, but without 

including any of the measures put in place by the government to reduce the burden of higher 

tariffs on the poor.  No households are assumed to benefit from the lifeline tariff and no 

households receive explicit subsidies.     

123. The second scenario uses the March 2011 residential IBT, assumes that no household 

receives the 2011 lifeline tariff, but also assumes that the poorest 14.2 percent of households (the 

official poverty estimate in December, 2010) receive the explicit subsidy of VND 30,000 each 

month. For purposes of the affordability analysis, the subsidy is subtracted directly from the 

electricity bill.   

124. The third scenario uses the March 2011 residential IBT, assumes that the poorest 14.2 

percent of households receive an explicit subsidy of VND 30,000 each month, and also assumes 

that all households that consume less than 50 kWh in the month of the survey are charged the 

lifeline tariff – in effect that all qualified households register for and receive the lifeline tariff.   

125. The effects of the three scenarios on different groups are shown in the table below.  The 

results are telling.  Without measures to protect poor households (lifeline tariffs, the explicit 

subsidy), 2011 tariff increases would had have a substantial adverse impact on the poorest 

households in Vietnam.  The PSIA analysis suggests that – if implemented properly – the 

measures currently in place are doing a reasonable job of insuring that Vietnam‟s poorest 

households continue to have access to affordable electricity.  Under Scenario 3, they pay only 1.9 

percent of expenditures on electricity, compared to 2.9 percent under Scenario 1.  However, 

Scenario 3 may over-estimate the number of households who receive the lifeline tariff.  It is 

recommended that the government relaxes the requirement that households must register in order 

to receive the lifeline tariff and simply provide it to all households who are eligible on the basis 

of their electricity consumption each month.   

126. The PSIA looks at overall distributional impacts, not just impacts on the poor.  In this 

sense, the affordability scenarios raise concerns about the impact of rising electricity costs on 

lower income households that do not qualify for subsidies or lifelines rates:  these households 

faced sharply higher electricity costs in 2011, which, coupled with rising food and other prices, 

will put increasing pressure on their living costs.  There have been reports in the press, also a 

number of studies (e.g. work on urban poverty monitoring by Oxfam, a 2011 Rapid Impact 

Assessment (RIM) by VASS) that highlight consumers concerns about rising costs of urban 

services, including electricity.   2011 tariff reforms are in this sense less progressive – consumers 

in higher bands pay a lower share of the average retail cost of supply -- than the initial reforms 

introduced in 2009.  This issue was addressed in the tariff adjustment on December 2011, as the 

tariff increased for residential consuming more than 100 kWh, industrial and commercial, for 

better demand side management through higher electricity prices. 
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Table 14 – Tariff Scenarios for Affordability  

 

Baseline:  2010 

VHLSS 

Electricity costs as a 

share of 

Expenditures (no 

housing or durables) 

Reform Scenarios (% spending on electricity) 

Scenario 1: 

March 2011 Tariffs, 

no lifeline tariff 

coverage, no 

subsidy 

Scenario 2:  30K 

direct subsidy for 

Registered Poor 

(MOLISA) 

Scenario 3:  Lifeline 

tariff 0-50 kWh, 

30K direct subsidy 

for Registered Poor 

(MOLISA) 

Expenditure Quintile 

Poorest 20% 2.1 3.5 2.2 1.9 

Lower 20% 2.4 3.8 3.8 3.7 

Middle 20% 2.7 4.0 4.0 3.9 

Upper 20% 3.2 4.4 4.4 4.4 

Richest 20% 4.2 5.0 5.0 4.9 

Location 

Urban 4.4 5.4 5.4 5.3 

Rural 2.3 3.6 3.3 3.1 

Ethnic Minority 

Kinh/Hoa 3.1 4.3 4.1 4.0 

Minority 1.9 3.0 2.1 1.9 

 

All Vietnam 3.0 4.2 3.9 3.8 
Source:  2010 VHLSS, Staff Estimates 

 
Coverage of the Urban Poor – Migrant Workers and Temporary Residents 

127. While Vietnam‟s tariff adjustments do not on average appear to have adverse 

distributional consequences, specific groups still may be losing out.  A study was conducted in 

late 2009 in one low income, high-migrant neighborhood in each of Ho Chi Minh City, Hai 

Phong, and Hanoi to assess service quality and affordability for migrant workers and other 

temporary residents who live in apartment buildings or rooming houses in densely settled urban 

areas.  Interviews were conducted with residents in the buildings, landlords, and local officials 

from the wards and districts.  In nearly all cases, tenants pay electricity charges based on metered 

consumption; electricity sub-meters were installed by the landlords in rented rooms and 

apartments and connected to regulated EVN meters in the building.  Electricity contracts are 

organized between the owners of the buildings and EVN, and not between EVN and individual 

tenants or groups of tenants. 

128. In each of the neighborhoods studied, the vast majority of respondents earns low incomes 

and consumes no more than 10-20 kWh/month.  In Hanoi, landlord-imposed electricity charges 

range between VND 1,000-2,500/kWh, with VND 1,500-2,000/kWh being the most common 

charge.  Rates are lower in Hai Phong and substantially higher in Ho Chi Minh City, where 

landlord-imposed electricity rates range from VND 2,500-3,500/kWh.  In addition to metered 

charges, tenants also pay for electricity used for pumping water.  This class of consumer would 

therefore appear to be relatively unaffected by tariff changes resulting from reforms implemented 

in 2009, since they are charged rates by landlords which are weakly linked to the official rates 

and they do not receive subsidies through the lifeline tariff.  The findings of this study are still 

relevant for assessing impacts of 2011 reforms; research suggests that tenants are paying higher 

electricity costs than in 2009, but consumption level remain low.  EVN is also experimenting 

with introducing innovative electricity „cards‟ that renters can use to purchase power (at official 

rates) through in-house meter systems.   
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Future Analysis 

129. Incomes will continue to rise in Vietnam, and expectations and lifestyles will change.  

Vietnamese households will purchase more electrical appliances, use them more intensively, and 

electricity consumption will continue to increase, including among the poor.  Average 

consumption by poor households has risen from 28.6 kWh per month in 2002 to 45.5 kWh in 

2010.  Aggregate electricity consumption has risen much more steeply.  Low income households 

that do not qualify as poor could be paying a much higher share of their income for electricity in 

2011.  Their electricity consumption is already low and there may not be much scope for 

significant reductions.  The introduction of a cash explicit subsidy delivered to registered poor 

households by MOLISA appears to be a positive step in terms of protecting the poor.  

Alternatively, the Government may want to consider widening coverage of the explicit subsidy 

to also cover the near-poor. 

130. As part of the tariff reform process, ERAV has required expert technical assistance to 

enhance the overall tariff structure, including the residential block tariff structure, and the 

subsidy scheme, as well monitor the effects of the tariff to continue to improve the tariff setting 

mechanisms and subsidy mechanism.  In December 2011 tariff adjustment, the subsidized tariff 

for low consumption users was not increased. 

Environmental Aspects 

131. The implementation of the policy actions supported by the Power Sector Reform 

DPO programmatic series are not likely to have significant effects on Vietnam’s 

environment, forests or other natural resources.   The impact of the Power Sector Reform 

DPO program was assessed in depth in PSRDPO1, as required under Operations Policy 8.60 to 

determine if there are significant effects on the country‟s environment, forests, and other natural 

resources.  “Significant effects” are defined as “environmental changes of sufficient magnitude, 

duration, and intensity as to have non-negligible effects on the natural resource base and on 

human welfare.”
19

  There are no negative impacts from the implementation of policy actions at 

the end of this DPO program, and some policy areas are neutral in terms of its expected impacts.  

The policy actions for the demand side efficiency area have been enhanced compared to triggers 

proposed in PSRDPO1 and, therefore, expected to have greater positive impacts.   

Strategic Environmental Assessment in Power Sector Development Planning 

132. The Law on Environmental Protection (2005) established that key master 

development plans need to be informed by Strategic Environmental Assessment (SEA).  As 

only generation projects included in the PMDP are allowed to be built, the incorporation of SEA 

in addition to traditional least cost planning approach will benefit the VCGM.  There is more 

than a decade experience in Vietnam of developing power generation and transmission master 

plans, but the SEA had not been incorporated in depth, specifically to include as resources more 

ambitious use of renewable energy and demand side management (DSM). 

133. Prior actions in complementary development policy operations supported the 

enhancement of SEA in the preparation of PMDP 7.  Under the World Bank DPO on Public 

Investment Reform-2 (Cr 4944-VN and Loan 8053-VN), the Government has engaged to carry out 

a number of regulatory reforms and capacity building initiatives in the areas of environmental 

                                                 
19

   World Bank Toolkit “Assessing the Environmental, Forest, and other Natural Resource Aspects of Development 

Policy Lending” (World Bank, 2008). 
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impact assessment (EIA) and SEA.  Additionally, the preparation of the PMDP7 has benefitted 

from SEA technical assistance funded through ADB, and the PMDP 7 SEA report was 

completed and circulated for consultation (prior action in Second Public Investment Reform 

DPO).  The GoV has coordinated the preparation of PMDP 7 with the assessment of renewable 

resources in the studies for the renewable energy master plan and the SEA.   

Emissions  

134. Emissions from power generation and technical losses are expected to reduce as a 

result of implementing a cost based power market for the VCGM, transition to cost 

reflective tariffs, performance based rate setting regulation, and demand side response 

programs.   The power generation plants in commercial operation during the VCGM (2011-

2015) will be a combination of existing power plants and new generation projects decided and 

approved in PMDP 7.  Implementation of the VCGM rules will lead to prioritizing hydro and 

renewable energy, and linking competitiveness of thermal generation with its efficiency, and 

result in lower emissions from power generation than under current practices.  Additionally, the 

tariff reform and the demand side efficiency policy areas will contribute to lower demand, and 

therefore reduce power generation. Table 11 summarizes the assessment. 

135. A modeling exercise was included in the project document of PSRDPO1 assessing 

benefits in emission reductions at end of the DPO series.  The general global experience is 

that a more efficient power sector will reduce emissions/kWh generated and emissions/per kWh 

consumed.  In Vietnam, the least variable cost based dispatch expected from the implementation 

of the VCGM can lead to some (expensive) gas-fired generation in the south being displaced by 

(cheaper) coal-fired generation in the north, therefore increasing air emissions, although the 

substitution is constrained by the limit on transfer capacity of the 500kV transmission system 

connecting the north and south of the country.  However, modeling results showed that this 

effect is more than offset by the increase in the operation of more efficient coal projects in the 

north.  That is, less efficient thermal plants are dispatched less, and more efficient plants are 

dispatched more.  The assessment was done comparing actual 2008 generation with results 

simulated should VCGM have been in commercial operation.  

 
Table 14 – Assessment of Environment Impacts of Power Sector Reforms 

Policy Area Expected Impact Comments  

Power Market 

development 

(VCGM) 

Positive.  Lower emissions 

from power generation 

compared to current 

practices. 

Incentives to improve 

efficiency. 

The VCGM design and rules (i) prioritize the operation of hydro and small 

renewable energy power plants; and (ii) as bids are based on variable costs, 

the competitiveness and therefore operation of thermal generation depends on 

its efficiency (more efficient thermal generation consuming less fuel per kWh 

are more competitive.)  

May create incentives to prioritize and speed up the commercial operation of 

most efficient thermal generation in the list of projects approved for the period 

2011-2015. 

Sector 

restructuring 

Neutral The policy area establishes the sector structure to diversify generation 

ownership promote private investment, but does not affect generation built or 

its operation. 

Tariff reform Positive. Lower emission 

through reduction of 

consumption.   

Cost reflective tariffs and elimination of subsidies to non poor residential will 

provide economic signals to reduce consumption and for the efficient use of 

electricity (e.g. energy efficient electrical appliances and technologies). 

Improving 

demand side 

efficiency 

Positive:  Lower 

emission through 

reduction of peak 

demand, losses and 

energy consumption  

Enhanced design of TOU tariffs promote lower peak demand, thereby 

reducing higher peak transmission and distribution losses and use of 

less efficient generation.  Demand response programs and 

performance based rate setting of PCs promote reduction of 

distribution network losses and lower energy consumption. 



 

43 

 

Natural Resources and Forests 

136. The power sector reform program supported by this operation is not expected to 

have any significant impact on natural resources and forests.  The power sector reform 

program has no impact on the hydropower development plan or on the location of new power 

plants.  As described before, the program does not impact which power generation projects will 

be built, including the number and size of hydro generation projects. 

Implementation, Monitoring and Evaluation 

137. The PM Decisions and MoIT Circulars include a clear allocation of responsibilities 

in the implementation of power sector reform.  MoIT, and in particular ERAV, are 

responsible for the drafting, consultation and approval of the regulations corresponding to the 

policy actions under the Power Sector Reform DPO series.  The government has assigned to 

EVN the responsibility of designing and implementing the market IT systems.  The NLDC, as 

SMO, is responsible for preparing the implementation procedures for the VCGM rules and 

Technical Codes, and to administer the pilot and the full VCGM, including reporting on results.   

138. As part of the continued Bank engagement in the power sector policy dialogue, 

MoIT and the Bank will jointly monitor implementation.   With the assistance of 

international consultants, ERAV is developing the market and technical codes monitoring 

arrangements and reporting forms for the SMO and market participants, NPT and PCs, which 

will provide the required information to monitor implementation and evaluate progress, and to 

determine outcome indicator.  The Vietnam Grid Code and Vietnam Distribution Code create the 

basis for the objective monitoring of the performance of the power system.  Technical codes 

target improving quality of supply, including operation the power system with adequate 

operational reserves to avoid system collapse. End of program outcome indicators are shown in 

the Policy Matrix at Annex 2. 

Fiduciary Aspects 

139. Public Financial Management. Vietnam‟s public financial management (PFM) 

environment is considered adequate to support this operation.  The most recent Country 

Financial Accountability Assessment conducted in 2007 concluded that „the financial 

management risk to proper use, control and reporting of funds that are managed through the 

Vietnam public financial management systems is assessed as moderate.‟ The Government has 

maintained strong ownership of the PFM reform agenda and continues to lead a coordinated 

reform program in consultation with the development partners.  While the financial management 

and accountability systems of the government have improved, the risks arising from weak 

implementation and compliance remain.  The quality and extent of independent audit oversight 

can be further strengthened by updating the audit strategies and methodologies of the State Audit 

of Vietnam to align with international practices, and through the development of an effective 

internal audit function, which currently is only at an embryonic stage in Vietnam.  A detailed 

discussion on the state of PFM in Vietnam is in Annex 4. 

140. The approved State Budget is published on the Ministry of Finance (MOF) website just 

before the start of the Fiscal Year (FY).  It includes information on: aggregate revenue and 

spending; budget financing; planned spending by government function; and domestic revenue 

sources. MOF publishes quarterly budget execution reports, which include information on 

spending at central, provincial, and district level, and estimated revenue collection.  Audited 

financial statements are published eighteen months after the end of the FY. 
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141. Foreign Exchange Environment.  An IMF safeguards assessment has not been 

conducted in Vietnam. This assessment would provide information about the foreign exchange 

control environment of the SBV and integrity of financial information. The SBV is subject to 

auditing by SAV on an annual basis, however under the current laws the audited financial 

statements and audit reports of SBV are not made public. Notwithstanding these factors, IBRD 

and IDA understand, following recent discussions with the IMF, that there are no serious 

concerns with the SBV‟s foreign exchange control environment.   

142. Deposit account (DA).  To address the potential residual fiduciary risks related to the 

foreign exchange control environment, the Borrower will open and maintain a dedicated DA at 

SBV in US dollars for the Borrower‟s use once the Credit and Loan is approved by the Board.  

The DA will form part of the country's official foreign reserves.  An equivalent amount in 

Vietnamese Dong will be credited to an account of the government available to finance budgeted 

expenditures.  If after deposit in the DA, the proceeds of the Credit and the Loan or any part 

thereof are used for ineligible purposes, as defined in the Financing Agreement, IBRD and IDA 

will request the Borrower to refund the amount directly to IBRD/IDA.  Amounts refunded shall 

be cancelled. 

143. Reporting and Auditing. Through SBV, the Borrower will report the exact sum received 

into the DA, ensure that all withdrawals are for “eligible” expenditures, indicate to IBRD and 

IDA details of the Treasury account to which the Vietnamese dong equivalent of the Loan and 

Credit proceeds will be credited, and submit a report on receipts and disbursements for the DA.  

The Government will, if considered necessary by IBRD or IDA, allow an independent external 

audit of the dedicated foreign currency DA. 

Disbursement 

144. The proposed operation will follow IBRD/IDA disbursement procedures for DPOs, and 

the Loan and Credit proceeds will be disbursed in compliance with the stipulated release 

conditions.  Disbursement will not be linked to any specific purchases and no procurement 

requirements will have to be satisfied.   

Risks and Risk Mitigation 

145. Main risks: Based on international experience and practical experience with the reform 

program in Vietnam, the following are considered the main risks for the Power Sector Reform 

DPO programmatic series:  concerns on impact on inflation and social acceptance delay 

adjusting tariffs to transition to cost reflective levels; lack of transparency in tariff setting and 

market operation; lack of enforcement due to resistance by stakeholders; and complexity and 

difficulties to implement. These risks, their implications and mitigation measures are discussed 

below. 

146. Concerns on impact on inflation and business and social acceptability can cause 

delays in adjusting tariffs to levels for EVN financial recovery, which in the medium term 

could discourage private investors.  The costs of power generation and new investment are 

increasing, and the financial health of the power sector and creditworthiness of EVN as Single 

Buyer will require a series of tariff increases in the next years.   

 The macroeconomic situation and the government‟s stability program approved in 2011, 

in particular to control high inflation, have the potential to delay tariff increases or 

approve lower increases than required to recover pending costs, and affect the reform 
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program‟s ability to achieve supply security objective.  The World Bank‟s Poverty 

Reduction and Economic Monitoring Department (PREM) is providing advice and will 

closely monitoring the macroeconomic situation.  On the power sector, the Bank is 

working in coordination with other development banks, in particular ADB, in assessment 

of EVN‟s financial projections and dialogue with the government on measures for 

financial recovery.  

 The industrial sector and residential consumers are impacted by increases in other energy 

prices and costs due to inflation, and may oppose further electricity tariffs increases.  This 

risk is partly mitigated by the growing awareness of the impact of electricity shortages on 

the economy and businesses, especially during 2010, the disclosure of EVN financial 

audited results to inform the public on costs implementation of government (required by 

PM Decision 24) and presentations to the National Assembly and the media making 

public EVN losses and that current tariff are at subsidized levels.  The risk of impact on 

the poor is mitigated by the government‟s decisions to provide explicit subsidies for the 

poor and not to increase further the subsidized tariff.  

147. There is a risk that there may be resistance against efforts to introduce greater 

transparency and improving governance in the power sector through the government’s 

reform process.  s in the first operation, the levels of corruption in the power sector in Vietnam 

continue to appear low, and the reform program, through its support to transparency in the 

setting of generation prices and regulated electricity tariffs is aimed at further improving 

governance in the sector. The adoption of standard contracts with standard pricing methodology 

for new generation ensures similar treatment for all new power plants, independent of ownership, 

and will contribute to improving governance and more favorable grounds for attracting new 

investors.  

148. Resistance to transparency would negatively affect the credibility of the market for new 

investors and the justification of required tariff increases, but this risk is being mitigated through 

a range of measures at the policy and regulatory levels: 

 At the policy level, the government‟s willingness to disclose costs and data in each 

annual tariff setting, as was demonstrated in PM Decision 24 (prior action of the 

proposed operation) requiring disclosure of audited reports of costs and revenues by 

EVN and its subsidiaries. 

 The implementation regulations, rules and technical codes that are part of the reform 

program are, in many ways, the main mitigating measures since these include monitoring 

and reporting, disclosure of information in tariff approval documents, and disclosure of 

prices and results of the VCGM. Information disclosure requirements, combined with 

continued monitoring and validation of disclosed information by ERAV, as an agency 

independent of commercial interests of market participants and regulated entities, will 

continue to enhance transparency, governance and credibility in the sector. 

149. Increased stakeholder resistance may lead to difficulties in enforcing regulations 

and market rules.  This risk is mitigated by the VCGM rules and the technical codes including 

enforcement measures, and the monitoring and reporting arrangements described in the previous 

paragraph will allow ERAV to assess compliance with the support of international experts.  The 

risk is also mitigated by the consensus driven and capacity building approach that was followed 

in the preparation and after approval of rules, codes and regulations.   
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150. On EVN side, this risk is mitigated by being closely involved in the process.  In recent 

years, EVN has been supportive, in particular in implementation of tariff reform regulation and 

bringing new investors for generation, to improve demand – supply balance and avoid 

complaints from the public and business blaming EVN for being the cause of shortages.  EVN 

has participated actively in reform proposals and has been pursuing the government approval of 

the three Gencos structure and start their gradual equitization and separation.  The on-going 

investment lending project of the Bank with EVN and its subsidiaries that ensures continued 

relationship and technical assistance will also mitigate risk. 

151. Lack of readiness for the implementation of reform measures market that are new 

and relatively complex could cause delays in the reform program. The reform introduces a 

power market for generation, regulations for tariffs that require filing by EVN and its 

subsidiaries and review by ERAV prior to submit for approval, and technical codes with 

enhanced standards and procedures to strengthen reliability and quality of service.  

Implementation procedures and IT infrastructure needs to be in place and tested for the reform to 

succeed.  

152. This risk is partly mitigated by the gradual design of the reform, including implementing 

a pilot prior to full commercial operation of the VCGM, and the testing of technical codes.  This 

risk is also mitigated by training and the international experts funded through Bank SEIER 

Credit supporting ERAV and EVN (in particular the NLDC) in the preparatory work and 

implementation.  ERAV has been building-up of its capacity through experts, training and 

learning by doing.   

 ERAV has contracted international consultant to support procedures and other 

measures to implement the VCGM and the technical codes, as well as to assess 

readiness to start the full VCGM.   

 Experts are providing support for EVN to design and implement the VCGM IT 

infrastructure, and the procedures for the NLDC to become the System and Market 

Operator (SMO).   

ERAV is providing training to power sector stakeholders and building capacity on market 

operation and monitoring, and tariff regulations.   
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ANNEX 1:  Letter of Sector Development Policy  
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ANNEX 2:  Program Matrix for Vietnam Power Sector Reform Development Policy Operation at Decision Meeting 

Issue 
Prior Actions  

DPO 1 
Milestones DPO 2 Prior Actions DPO 2 Milestones DPO 3 

Indicative triggers 

(expected policy 

actions) to be 

supported through 

DPO 3 

Medium Term 

Outcomes and End of 

Program Indicators 

Policy Area A:  Development of Competitive Power Market 

Power 

generating 

capacity is 

insufficient in 

the medium 

term and 

operational 

reserve is 

inadequate for 

supply security. 

 

Generation 

prices are not 

formed 

transparently.  

Long 

negotiation in 

contracts with 

new generation 

investment due 

to lack of 

reference 

market pricing. 

 

1.  Establishing of 

design principles for 

the implementation 

of the VCGM. 

(MoIT Decision 

6713/QD-BCT of 

December 31, 2009) 

 

2.  Establishing 

metering systems 

standards and 

procedures for 

generation plants 

participating in the 

VCGM. (MoIT 

Circular 

27/2009/TT-BCT of 

September 25, 

2009) 

ERAV completes 

draft VCGM market 

rules, and submits for 

MoIT consultation 

and approval. 

Done (ERAV 

document submitted 

to MOIT Minister) 

 

MoIT issues Circular 

promulgating the Grid 

Code. 

Done (MoIT 

Circular, 

12/2010/TT-BCT of 

April 15, 2010) 

 

 

 

 

1.  Establishing market rules for 

the VCGM, instructing EVN to 

draft market procedures, and 

delegating authority for ERAV 

to review and approve market 

procedures.  

Done (MoIT Circular, 

18/2010/TT-BCT of May 10, 

2010) 

 

2.  Establishing methodologies 

and procedures to determine and 

approve standard contracts and 

pricing for generation, except 

for BOT and Strategic Multi 

Purpose Hydro (SMHP)  Done 

(MoIT Circular 41/2010/TT-

BCT of December 14, 2010)  

 

3.  Establishing methodology for 

cost recovery revenue 

requirement of SMHPs.  Done 

(MoIT Circular 46/2011/TT-

BCT of December 30, 2011) 

Approval of market 

procedures for 

VCGM rules.  

(ERAV Decision) 

 

Single Buyer 

(SB/EPTC) and 

existing generation 

sign standard 

contracts for VCGM. 

 

Pilot VCGM starts 

with a phased 

approach and ERAV 

monitors operation 

and readiness to start 

VCGM full 

commercial 

operation.  (SMO and 

ERAV monitoring 

reports) 

 

1.  VCGM starts full 

commercial operation. 

(SMO settlement 

document for first 

month of VCGM) 

 

Increase in generation 

availability due to market 

efficiency incentives and 

increase in quality of 

service due to technical 

codes.  Indicator:   

1. System is operated with 

hourly operational reserve 

at least 10%  

Baseline 2008: system 

operated with 0% in some 

hours June, 2008. 

 

Enhanced transparency in 

generation contracting 

and pricing, creating 

predictability for 

investors.  Indicators:  

1. Contracts in place for 

90 percent of demand, for 

non BOT generation 

based on pricing 

methodologies and 

standard form issued by 

MoIT. 

2. VCGM spot market 

price disclosed in SMO 

website to which the 

public has access. 

Baseline (2009): None, no 

spot or SB contract 

pricing methodology. 
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Issue 
Prior Actions  

DPO 1 
Milestones DPO 2 Prior Actions DPO 2 Milestones DPO 3 

Indicative triggers (expected 

policy actions) to be 

supported through DPO 3 

Medium Term 

Outcomes and End of 

Program Indicators 

Policy Area B:  Power Sector Restructuring 

Cross ownership 

with generation 

creates conflict 

of interest for 

incumbent 

generation 

investor and for 

SB least cost 

purchases. 

 

Perceived 

conflict of 

interest in power 

master plan as 

Institute of 

Energy (IoE) 

carrying out the 

studies for MoIT 

is owned by 

EVN. 

 

Generation 

dispatch and 

load shedding 

perceived as non 

transparent and 

discriminatory. 

 

3.  Establishing a 

sector structure to 

allow for the 

introduction of the 

VCGM.  (OoG 

Notice No. 232/TB-

VPCP of July 31, 

2009) 

MoIT submits to Prime 

Minister 

recommendations on 

generation structure  for 

VCGM,  (Done, 

December 3, 2010) 
 

Establishing 

methodology and 

procedures to calculate 

and approve system and 

market operation costs 

(SMO fee). 

(Done, MoIT Circular, 

13/2010/TT-BCT of 

April 15, 2010)  

 

 

4.  Deciding to create 

Generation Companies 

(Gencos) with portfolio 

of EVN power plants, 

excluding SMHP, to 

later become 

independent successor 

companies with no 

cross ownership with 

transmission or Single 

Buyer (SB). Done 

(OoG Notice No. 

77/TB-VPCP of April 

5, 2011) (MoIT Letter 

350/TTr-BCT of 

November 15, 2011)  

(PM Letter 138  /TTg-

ĐMDN of February 3, 

2012) 

Instruction for the 

establishment of 

Gencos (PM 

Decision or MoIT 

Decision / Circular) 

 

Establishing 

regulatory 

accounting 

methodology and 

procedures, for 

accounting 

separation of each 

electricity business 

in Power 

Corporations 

(PCs), EVN 

(NLDC) and NPT 

(MoIT Circular) 

 

2.  Successor Generation 

Companies start commercial 

operation and register as market 

participants in VCGM 

 

3.  Establishing the timing for 

the separation of Gencos, into 

independent companies with no 

cross-ownership with 

transmission or the Single 

Buyer (Office of Government 

notice / MoIT decision) 

The diversity of 

electricity generators 

increases, creating 

conditions that enable 

development of effective 

competition and allow the 

transition to wholesale 

competition. 

 

Concentration Indicator:  

 

No single company 

owning more than 45 

percent of total installed 

generation capacity.   

Baseline (December 

2008): 70 percent. 

 

The SMO provides 

efficient and non 

discriminatory services 

following VCGM rules, 

codes and regulations. 

Indicator: SMO technical 

market audit by 

independent consultant 

firm completed and report 

on compliance published 

in SMO website to which 

the public has access.   

Baseline (2009): None 

(no SMO). 
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Issue 
Prior Actions  

DPO 1 
Milestones DPO 2 Prior Actions DPO 2 Milestones DPO 3 

Indicative triggers (expected 

policy actions) to be 

supported through DPO 3 

Medium Term 

Outcomes and End of 

Program Indicators 

Policy Area C:  Electricity Tariff Reform  
Electricity tariffs 

are not updated 

when costs 

increase. 

 

Costs of each 

electricity 

activity included 

in retail tariffs 

are not 

transparent and 

investors are 

uncertain on 

recovery of 

investment costs. 

 

Cross subsidies 

between tariff 

categories lack 

transparency. 

 

Subsidies to low 

income 

consumers are 

poorly targeted, 

and do not 

benefit rural 

consumers. 

4.  (a) increasing the 

average tariff in 2009 to 

VND 948/kWh, and (b) 

implementing transparent 

annual tariff-setting from 

2010-12 based on cost 

recovery principles, 

including the unbundling 

of the average retail tariff 

into power supply cost 

components and the 

delegation of tariff 

changes of less than five 

percent to the MoIT.  

(PM Decision 

21/2009/QD-TTg of 

February 12, 2009). 
 

5.  Restructuring the 

residential block tariff 

system to establish the 

principle of the subsidy to 

the consumer as a 

percentage of production 

cost and extend the 

subsidy mechanism and 

residential tariff structure 

to local distribution 

utilities.  (PM Decision 

No.21/2009/QD-TTg of 

February 12, 2009). 

MoIT submits to 

Prime Minister draft 

regulation for annual 

market based tariff 

mechanism and tariff 

adjustments during 

the year to reflect 

differences between 

forecasted and actual 

power generation 

costs.  (Done, 

January 2011) 
 

 

ERAV submits to 

MoIT draft 

regulations to set 

transmission revenue 

requirement and 

transmission charges 

for NPT.  (Done, 

March 2010) 

5.  Establishing market 

based mechanism to 

adjust average 

electricity tariff, 

including annual 

update and adjustments 

during the year to 

reflect changes in 

generation costs.  

Done. (PM Decision 

24/2011/QD-TTg, 

April 15, 2011) (MoIT 

Circular 31/2011/TT-

BCT of August 19, 

2011) 

 

6.  Establishing 

methodologies to 

determine and approve 

transmission revenue 

requirement for NPT, 

and transmission 

charges.  Done. (MoIT 

Circular, 14/2010/TT-

BCT of April 15, 

2010) (MoIT Circular 

03/2012/TT-BCT of 

January 19, 2012, 

amending and 

complementing 

Circular 14) 

 

 

Establishing 

methodologies and 

procedures for 

preparation and 

approval of 

proposed adjustment 

market based tariff 

annual update and 

intra-annual 

adjustments.  (MoIT 

Circular) 

 

Retail electricity 

tariffs updated every 

12 months to reflect 

approved cost 

components 

(generation, 

transmission, 

distribution, and 

system operation 

administration), and 

adjusted during the 

year to transfer 

allowed differences 

in generation costs.   

 

NPT revenue 

requirement and 

transmission charges 

set on annual basis, 

following MoIT 

Circular, and NPT 

paid following 

approved 

transmission charge.   

4.  Establishing Performance 

Based Regulation (PBR) to set 

distribution network tariffs of 

each PC, with multi-year 

allowed cost revenue 

requirement.  (MoIT Circular) 

Tariff annual updates, 

approved by MoIT if up 

to 5 percent 

Indicator:  annual tariff 

adjustment approved each 

year. 

Baseline (2008): no 

annual update. 

 

Phase out of cross subsidy 

between different tariff 

categories.   

Indicator (a) level of cross 

subsidy from industrial 

and commercial 

categories to residential 

reduced at least 50 

percent. 

Baseline: 2007 US$370 

million cross subsidies 

from commercial and 

industrial to residential. 

 

Indicator  (b) subsidies 

targeted to the poor, in 

both urban and rural areas  

Baseline 2007: Subsidies 

to all PC residential 

consumers for first 100 

kWh, and LDU tariffs 

higher  than EVN‟s 
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Issue 
Prior Actions  

DPO 1 
Milestones DPO 2 Prior Actions DPO 2 Milestones DPO 3 

Indicative triggers 

(expected policy actions) 

to be supported through 

DPO 3 

Medium Term Outcomes 

and End of Program 

Indicators 

Policy Area D:  Improving demand side response and energy efficiency 

Demand profile 

(load factor, and 

high peak demand 

few hours in the 

year) increase cost 

of supply. 

 

Lack of 

information on 

efficiency 

standards and price 

incentives in retail 

electricity tariffs. 

6.  Establishing energy 

efficiency standards for 

consumer goods 

accounting for large 

quantities of electricity. 
(Done, MoST Decision 

2740/QD-BKHCN, 

December 9, 2008 and 

Decision 632/QD-

BKHCN, April 20, 2009). 

 

7.  Introducing time-of-

use tariffs for industrial 

zones and commercial, 

industrial, and irrigation 

consumer categories. 
(Done, MoIT Circular 

05/2009/TT-BCT, 

February 26, 2009). 

Prime `Minister 

submits Energy 

Efficiency and 

Conservation Law to 

National Assembly. 

Done 

 

ERAV submits to 

MoIT load research 

regulations for PCs 

periodic 

implementation.   

Done 

 

PCs grouped into 5 

regional PCs to absorb 

less efficient rural 

distribution units and 

reduce losses through 

rehabilitation of low 

voltage networks.  

Done 

7.  Establishing load 

research regulations for 

PCs.  (Done, MoIT 

Circular 33/2011/TT-

BCT of September 6, 

2011) 
 

 

Establishing load 

research 

procedures for PCs 

to implement load 

research 

regulations.  (MoIT 

Circular or ERAV 

Decision) 

 

Load profiles from 

load research 

activities are used 

for the calculation 

of time-of-use 

tariffs.   

 

 

5.  Establishing 

regulations for PCs to 

implement demand 

response programs (MoIT 

Circular) 

 

6.  One PC starts pilot of 

demand response 

programs within their 

licensed area.   

 

Enhanced energy efficiency 

through legal framework, and 

adequate monitoring and 

enforcement mechanisms 

 

Indicator: Energy efficiency 

obligations established by 

law, and MoIT and ERAV 

have the capacity to enforce 

and PCs the authority to 

implement demand response 

programs. 

 

Baseline (2007):  no energy 

efficiency law, no formal 

demand response programs 

obligations on power 

companies 
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ANNEX 3:  Country and Sector Background 

 

Power System, Sector Structure and Ownership 

1. Consolidating existing power sector operations, Electricity of Vietnam was created under 

Decree 91 of 1995, which created a number of large state owned enterprises (SOEs).  In 2006, it 

was transformed into a group company with a holding structure and renamed Vietnam Electricity 

(EVN). Until 2010, EVN parent company owns power sector subsidiaries and also a number of 

equipment manufacturing companies, a telecom subsidiary and has investments in the bank 

sector.  The government has instructed EVN to divest all non core activities, to concentrate only 

in the power sector.  EVN has been pursuing the sale of its Telecom business (EVN Telecom).  

Due to difficulties faced in closing the deal, in December 2011 the government decided that 

EVN Telecom (assets, digital resources and frequencies) will be transferred to Viettel 

telecommunications group.  

2. Generation.  In line with Vietnam‟s socialist market economy, public ownership has 

dominated power generation; however, market forces are increasingly being brought to bear and 

private sector participation is to expand.  By the end of 2010, the total installed and operating 

capacity in Vietnam‟s interconnected power system was 19.74 GW.  Directly (e.g. strategic 

multi-purpose hydro plants) and through its subsidiaries, EVN currently owns around two-thirds 

of installed and operating capacity, although some power plants include also non EVN 

ownership.  Of the 24 medium to large power plants where EVN has ownership and except for 

SMHP, most have been transformed into Joint Stock Companies for their partial privatization 

with EVN retaining majority ownership (equitization), which means that shares are offered in the 

stock market for sale to the public and to EVN employees.  Following government policy for 

strategic sectors, EVN has, to date, retained a majority shareholding in all equitized power plants 

and therefore also dominates decision making.  

Table A3.1:  Vietnam's Power Generating Capacity (2004 – 2010) 
(MW at end of year)  

  2004 2005 2006 2007 2008 2009 2010 

EVN  

owned 
MW 8,487 8,537 9,418 9,840 10,819 11,389 13,466 

% of total 85.0 77.2 76.2 72.8 68.2 67.7 68.2 

Owned by 

others 
MW 1,502 2,518 2,939 3,668 5,045 5,424 6,269 

% of total 15.0 22.8 23.8 27.2 31.8 32.3 31.8 

Total  MW 9,989 11,055 12,357 13,508 15,864 16,813 19,735 

 

3. State policy encourages the development of generation by investors other than EVN.  

While non-EVN owned capacity totaled some 620 MW in 2002, accounting for just 7 percent of 

installed capacity connected to the system, it amounted to nearly 6,300 MW in 2010 (32 percent 

of the national total).  There are two types of non-EVN generation investors:  independent power 

producers (IPPs) and build operate transfer (BOT) power generation projects.   In Vietnam, IPPs 

refer to locally-owned and locally-financed power plants.  Several Vietnamese SOEs are active 

in power generation, notably PetroVietnam, the oil and gas company; Vinacomin, the mining 

company; and some large construction firms.    
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4. Internationally-owned and -invested power plants are generically known as BOTs.   

These may be wholly owned by foreign firms or in various joint-venture arrangements, which 

may include local firms.   Two gas-fired power plants at Phu My (Phu My 2.2 and Phu My 3) 

were the first examples of foreign owned and financed BOT power generation in Vietnam.   

Several more are under negotiation or completing negotiation with MoIT for the BOT contract 

and with EVN to agree and sign the power purchase agreement (PPA), including coal-fired units 

at Mong Duong 2, Vinh Tan 3 and Nghi Son 2 which is being competitively bid.   MoIT is 

responsible for executing bidding and contracting procedures for BOTs, and EVN for the 

negotiation and signing the PPA, including agreeing and signing the fuel supply agreement.  

5. By end of 2010, EVN ownership in power plants totaling around 6,500 MW 

(representing 30% of total installed generation capacity) are fully owned by EVN parent 

company (mainly large strategic multi-purpose hydro).  The remaining power plants have been 

organized as Joint Stock Companies (JSC) to be equitized (partly privatized, shares sold up to 

49%).  Of the JSCs, power plants representing around 12.5% of installed generation capacity 

have already been equitized, and JSC representing an additional 20% of installed capacity are 

ready for equitization.  

6. Transmission.  Transmission of electricity is defined as voltages at 500kV and 220kV, 

and has been defined in the Electricity Law as to be and remain 100% SOE.  The National Power 

Transmission Corporation (NPT) was formed on July 1, 2008, as a wholly owned subsidiary of 

EVN.  Within the proposed market structure, NPT is the transmission network owner and 

responsible for all transmission investment and maintenance. Transmission transports energy 

between power plants and connections of distribution system to the transmission grid. 

 

7. A double-line 500 kV backbone transmission connects the regions (north, centre and 

south) and large power generation sources, assisting to the optimal use of resources during 

different seasons and as the generation mix and demand evolve.
20

   With the building of 

additional 500 kV lines for power evacuation from new major generation complexes and well 

advanced work being under way on rings around Hanoi and Ho Chi Minh City, the total 500 kV 

network extended to about 3,890 km in 2010.   In that year, the length of 220 kV lines amounted 

to over 10,000 km and 110 kV lines totaled over 13,100 km.   Interconnections with neighboring 

China, Cambodia and Laos at 110 kV and 220 kV are now complete, and new interconnection 

under consideration at 500 kV level. 

8. Distribution and Retail Supply.  Five EVN subsidiary Power Corporations (PCs) own 

the provincial power companies (PPCs) in charge of power distribution network at voltages 110 

kV and below, and are responsible for retail supply within their franchise area.   These 

corporations were created in early 2010 out of the existing 11 Power Companies.   Northern 

Power Corporation was created through the merging of Power Company 1, which covered most 

of northern Vietnam, and three city or provincial level Companies covering Hai Phong, Hai 

Duong and Ninh Binh.   Central Power Corporation was created through merging Power 

Company 3, and the power companies responsible for Da Nang city and Khanh Hoa province.  

Southern Power Corporation was created through the merger of Power Company 2 and Dong Nai 

Power Company.   Hanoi Power Corporation took over the operations of Hanoi Power Company 

                                                 
20

  Medium size power plants may also connect at 100 kV, to network owned and under the responsibility of PCs.  

Small power plants (in Vietnam, defined as of scale not greater than 30 MW, connect to PC networks. 
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and Ho Chi Minh City Power Corporation took over the operations of Ho Chi Minh City Power 

Company.   Each PC is legally and financially independent with separate financial accounts and 

reporting. 

9. System operation and dispatch:  Within EVN, the National Load Dispatch Center 

(NLDC) is responsible for: system control at 500kV level, including switching process, voltage 

regulation, post-fault system recovery; dispatch and control of generation output of power plants 

with installed capacity greater than 30MW; and system balance, frequency control, and 

scheduling of ancillary services.  Additionally, NLDC has 3 regional dispatch centers (RLDCs) 

responsible for system control at voltage levels from 110kV to 220kV except for 110 kV lines 

operated by PCs, including switching process, voltage regulation (using the reactive generator 

output of power plants connected to the networks at these voltage levels), and post-fault system 

recovery. 

10. Low voltage distribution network and Electricity Supply in Rural Areas:  About 

three quarters of rural households are currently supplied by PCs, which have become the 

predominant owners of rural low voltage (LV) distribution systems in the recent years.  The rest 

of the rural households are served by local distribution utilities (LDUs), which have been created 

since 1999, to connect and supply rural areas through building LV networks to connect to the 

PCs‟ medium voltage (MV) system.   Decision 21 of February 2009 introduced a uniform 

national tariff for all power distributors along with a requirement for LDUs to demonstrate 

financial viability.  As a result, recent years have seen a consolidation in the rural electricity 

supply business, with some financially unviable LDUs being absorbed by PCs.  In an effort to 

regulate the rural electricity supply business, the government requires LDUs to obtain an 

electricity distribution and retail supply license, develop a reliable and transparent system of 

accounts, enter into a retail supply contract with each customer, and ensuring all customers have 

certified electric meters.  These new regulations further challenged the smaller LDUs and 

eventually led to a process of further consolidation of the LDUs.  It is expected that a share of 

rural consumers will continue to be served by LDUs over the medium term, with the remainder 

receiving supply from PCs. 

Electricity Demand Growth 

11. Electricity demand continued to grow fast between 2008 and 2010, at an average annual 

rate of 15 percent.  With both increases in the urban population and the success in rural 

electrification, about 8 million new households were added as power users from 1996 to 2008, 

representing some 55 percent of Vietnam‟s population today.   Probably even more influential on 

demand growth, however, given the low consumption levels of new rural household customers, 

has been growth in household electricity appliance ownership, as disposable incomes have 

grown from very low levels in the mid-1990s.   Even so, the current average consumption of 

residential electricity users is low, and expected to increase, as power use grows from nascent 

levels in the countryside and as electricity appliances use, especially use of air conditioners, 

begins to take hold among middle-income groups. 

12. Vietnam has faced high levels of demand growth for the past decade, at an average 

annual rate of around 14 percent.  Due partly to the global economic slowdown in 2009, 

electricity demand increased by an average of 13.6 percent per year for the four last years.  

Electricity demand grew faster in 2010 due partly to high temperature, nearing 15 percent.  

Forecasts of electricity demand growth vary, and the latest national power master development 
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plan projects a similar average rate for the next the next five years.   However, due to macro 

economic situation, demand growth slowed down in 2011, expected to register almost 10% 

annual growth, and a similar growth is expected in 2012.  Furthermore, reducing electricity 

demand elasticity ratio from the current 2.0 to 1.0 by 2020   is a specific target in the plan, which 

should considerably reduce power generation investments required after 2015.    

Table A3.2:  Vietnam’s Electricity Consumption by Customer Category 2000 – 2010 

                  (TWh) 2000 2004 2006 2008 2010 

Industry and construction 9.1 17.9 24.3 33.0 44.4 

Agriculture 0.4 0.6 0.6 0.7 0.9 

Residential 11.0 17.7 22.0 26.7 32.0 

Commercial and Other 1.9 3.5 4.4 5.6 8.2 

 

13. Industrial electricity consumption is growing at a faster rate than the national average, 

reflecting the industrialization process, and will continue to be a key demand driver in the 

coming years.  Industrial electricity consumption registered an annual average growth rate of 19 

percent in 2010 and 15 percent during the first quarter of 2011.  Consequently, industrial 

electricity consumption now accounts for more than 50 percent of total demand, compared with 

33 percent in 1998 and 41 percent in 2000.  The growth rate for steel and other electricity 

intensive industries was even higher, at more than 20 percent in 2010.   

Investment in the Power Sector 

14. Investments in the power sector are falling behind and in recent years there have been 

periods when demand outstripped supply.  Power shortages leading to load shedding have been 

an intermittent problem since 2005 during dry years and high peak demand periods.  The country 

experienced significant shortages in 2010, partly due to higher temperatures causing higher 

demand and drought conditions reducing available hydro generation, but also due to delays in 

completing construction and starting commercial operation of new power plants to ensure 

adequate reserve levels for extreme and contingent conditions.   

15. The national Power Master Development Plan for 2010-2020, (PDMP 7) approved in 

July 2011 envisages continued high demand growth.  Accordingly, to meet the projected demand 

the plan envisages that power generation and imports will reach 194 to 210 TWh by 2015; and 

between 330 to 263 TWh in 2020. The projected new generation capacity by 2020, based on 

generation projects expected to start commercial operation and planned imports for each year, 

amount to nearly 25,000 MW.  PMDP 7 assigned to EVN the responsibility to carry out a several 

generation projects in addition to transmission and distribution investment. According to EVN 

estimations, the investment requirements between 2011 and 2015 would total about US$25 

billion, of which more than 70% would be for power generation.   

16. Vietnam is planning investment in all major power generation sources and imports.  The 

country has a significant hydropower development potential of 25,560 MW, and renewable 

energy potential of possibly over 13,000 MW.    

17. Renewable Energy:  In the context of the power supply challenges, grid-connected 

renewable energy, including an estimated 2,900 MW potential from small hydropower alone, can 

contribute to energy security and diversification of generation mix.  Indeed, the GoV recognizes 

the potential for renewable energy to contribute to the sustainable development of the electricity 

sector and the preparation of a Renewable Energy Master Plan, setting the policy targets for the 

scale up of small renewable generation, is under way. 
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18. Over the past few years, renewable energy projects have become more economically 

attractive when compared to fossil-based generation alternatives at international prices.  A 2006 

study found that about 750 MW of projects, mainly small hydro, were below system avoided 

cost, which is below the cost that EVN would incur if it were to generate the power itself or 

purchase it from another supplier.  The study also found that these projects could not only 

contribute to meeting energy needs, but also peak capacity requirements.  The increasingly wide 

coverage of the country by the grid brings additional renewable resources within range of 

connection.   

Institutional Framework 

19. The Ministry of Industry and Trade (MoIT) is the line ministry responsible for the power 

sector, industrial sector and energy efficiency measures.  Besides MoIT and the Office of 

Government (of the Prime Minister), other government agencies with a role in the power sector 

include: 

 The Ministry of Planning and Investment (MPI) responsible for the preparation of the 

country‟s overall economic development plans, and review and provision of 

recommendations to the Prime Minister for all projects using public funds or other 

resources; 

 The Ministry of Finance (MoF) which, in addition to its broad role overseeing 

financial matters for the government and the budget, arranges government guarantees 

for export credits, and provides, through its Vietnam Development Bank (VDB), 

public sector loans to qualified users; 

 The Ministry of Natural Resources and Environment (MoNRE) responsible for 

environmental regulation and climate change agenda; and 

 The State Bank of Vietnam (SBV) responsible for allocation of foreign exchange, 

and, as such, is the counterpart for international donor lending. 

The Power Sector Reform Program 

20. The power sector is going through a process of reform, initiated by the Electricity Law.  

As part of the efforts to strengthen supply security and achieve sustainable economic growth, the 

government has developed a power sector reform program that will move, through gradual 

phases, towards competitive market-based arrangements, transparent tariff regulations and 

enhanced efficiency.     

21. The general objectives were set out in the National Energy Development Strategy.  The 

main legal foundations of the program are the Electricity Law (which came into effect on July 1, 

2005), the Power Market Roadmap (PM Decision 26, 2006), the organization, functions and 

responsibilities of the Electricity Regulatory Authority of Vietnam (ERAV) that was created in 

the Electricity Law (PM Decision, 2005), the Energy efficiency and Conservation Law (2010) 

and the Vietnam Energy Efficiency Program (VNEEP, Phase 2, 2011-2015). 

22. The reform program is composed of closely related and complementary policy areas, 

namely, the introduction of competitive power markets, the restructuring of the sector to enable 

competition, the adjustment of tariffs to become reflective of efficient costs, and the promotion 

of efficient use of electricity.  In the longer term, the result will be a major transformation of the 

sector structure, of the arrangements for the selling and buying of electricity, of generation 
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pricing and how projects are decided on and financed, the linking of network regulation to 

quality and performance in supply services, and on integrating consumer choice and demand side 

response.    

23. The Electricity Law establishes three stages for the development of the power sector 

reform, creates the Electricity Regulatory Authority of Vietnam (ERAV) and the principles for 

the licensing and regulation of each activity.  The selection of new generation entry will continue 

as a centralized planning process to supply projected demand consistent with security and 

reliability criteria.  MoIT is responsible to prepare the power master development plan (PMDP), 

and submit to the Prime Minister for review and approval. 

Development of Competitive Power Market 

24. Prime Minister‟s Decision 26 of 2006 approved the Roadmap for the development of the 

competitive power market within the general framework defined in the Electricity Law.  The 

Decision defines a three phase process, with each phase split into two stages:  an initial pilot to 

test and improve the design and then a stage for full implementation.  It also sets preconditions to 

be met for moving from one phase to the next and requirements to restructure the actors in the 

power sector to match the needs of the market.  

 Phase 1 (2005 - 2014): The Vietnam Generation Competitive Market to introduce 

competition among generators to be scheduled for dispatch and sell to a single 

wholesale licensee, EVN EPTC that will act during this phase as the single wholesale 

licensee (Single Buyer - SB) , which will resell to PCs at regulated bulk supply 

tariffs..  The full implementation will require all power plants directly participating in 

the VCGM to be contracted with the SB to sell a set quantity of electricity, initially 

equivalent to 90-95 percent of generation.  A centrally administered spot market will 

manage competition for generation scheduling, dispatch and ancillary services, by a 

system and market operator (SMO), role assigned to NLDC ; 

 Phase 2 (2015 - 2022): Wholesale Competitive Market (WCM), in which generators 

will be able to sell directly to wholesalers, the PCs and qualified large customers.  In 

the pilot stage, selected PCs and large customers will be allowed to contract directly 

with generators and trade in the spot market.  In the full implementation stage, all PCs 

and qualified large customers will participate in the wholesale market and multiple 

wholesale licensees will be allowed; and 

 Phase 3 (from 2023): Retail Competitive Market (RCM), in which the PCs‟ 

monopoly as retailers to small and medium sized customers will be phased out.  In the 

pilot stage, customers in designated provinces and above a specified threshold will be 

allowed to chose their retail supplier. The number of provinces will be gradually 

extended and thresholds gradually reduced, to achieve eventually full retail 

competition. 

25. The objectives for the VCGM are based on the Roadmap and are organized in order of 

priority (from most to least important) as  

 Ensure stable power supplies. Ensure that adequate levels of investment are made in 

time to meet demand growth, and avoid abrupt changes in the structure of the sector 

or its operation that could lead to interruptions in investment. 
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 Attract investment from new sources. The sector should increasingly rely on 

investment from non-traditional sources and, in particular, from private and foreign 

sources. 

 Increase competition to improve efficiency and obtain reasonable prices. The level of 

competition in the power market should be gradually increased to strengthen 

incentives for efficiency. 

26. The VCGM is designed as a cost-based gross pool, where generators will compete to be 

dispatched and sell energy to the pool through bids, subject to cost based caps set using 

benchmark costs.  Additionally, the pool includes hourly uplift to the market energy prices to 

reflect capacity payments.  To protect from price volatility in the pool and to ensure similar 

treatment to generation investors independent of ownership, standard contracts with standard 

pricing methodology will be signed between power plants participating in the VCGM and the 

Single Buyer (SB).  Except for small generation (not greater than 30 MW), all energy injected to 

the grid will be sold to a single wholesale buyer, a function which will be performed by the 

EPTC/SB within EVN and that will resell power to PCs at a regulated bulk supply tariff (BST).  

The VCGM will start with high level of contract coverage (90-95 percent), taking into 

consideration that low reserve margin can lead to price spikes in the pool.  Generation must 

participate in the VCGM and submit bids to compete for dispatch and to sell to the pool, except 

for the following: 

 Large strategic multi-purpose hydro plants (SMHPs).  The SMHPs, which generally 

have market power, will be scheduled by the SMO based on opportunity cost 

determined by a hydrothermal optimization water value model, giving priority to 

other water uses and ecological constraints, and taking into consideration forecasted 

load and available generation, expected transmission constraints and thermal variable 

costs. 

 Run-of-river hydro and small renewable power plants, and generation with installed 

capacity equal or lower than 30 MW. 

 BOT generation, which hold long-term PPAs for their full capacity and that will 

continue to be honored until completion of agreed duration.  The EPTC/SB, and the 

purchaser of BOTs long term PPAs, will represent and submit bids for BOTs in the 

VCGM.  PPAs for new BOTs include provisions regarding the power sector program 

allowing for the PPA transfer to another purchaser different than EPTC and the 

eventual participation of the BOT in the next phases of the power market, subject to 

agreement with BOT investor. 

Restructuring of the Power Sector 

27. The reform process envisages a transition towards a sector structure harmonized with the 

development of competitive power markets.  Historically, the power sector structure has been 

characterized by EVN‟s dominant share in generation, and owning the transmission grid (a 

natural monopoly) and distribution.  Organized as a holding company, EVN has created several 

subsidiary power corporations (5 power distribution corporations, one transmission company) 

and several subsidiary joint stock companies (JSC) for power generation.  EVN has advanced to 

the equitization (partial privatization) of subsidiary generation JSC (power plants representing 

15% of total installed capacity have been equitized and power plants organized as JSC 
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representing an additional 20%  of installed generation capacity are ready for equitization).  In 

the equitization process, EVN remains majority shareholder.  .  

28. The objective of the power sector restructuring process is to phase out conflicts of interest 

in the sector and ensure the fair and transparent operation of the competitive market.  Under 

VCGM, there will be competition among generators to sell to a single wholesale buyer.  

Accordingly, the ideal structure would be for the VCGM separation of ownership between 

monopoly services and competing generation, and the VCGM addressing of the commercial 

conflict of interest involving EVN negotiating contracts with new generation, while also being 

the owner of power plants competing with the new entrant.   

 Separation of monopolistic services (transmission, system operation and distribution 

network services) from competitive ones, in order to ensure transparency and fair 

treatment for all market participants; and 

 Restructuring EVN generation into generation companies with portfolio of power 

plants and ensure that no single entity will be allowed to control more than 25 percent 

of generation capacity, as required by the Prime Minister‟s power market roadmap. 

29. The Government has decided to create three Generation Companies (Gencos) with EVN 

power plants (except strategic power plants), initially as EVN 100% owned subsidiaries, later to 

be equitized and become fully independent before the start of the wholesale competitive market 

by 2014-2015 

 
Figure A3.1. Illustration of Proposed Generation Sector Structure 

 

30. It is envisaged that there will be mixed public and private ownership of generation assets.  

Transmission system ownership, system operation, market operation, and large strategic and 

multipurpose hydropower plants (SMHPs) will remain in the public sector.  The PCs will 

initially continue to be state-owned, but to be equitized as performance based ratemaking (PBR) 

tariff regulation is completed and implemented, and to support the development of the WCM. 

Electricity tariff reform 

31. Electricity tariffs that are reflective of efficient costs in the electricity supply chain 

provide predictability for sustainable investment in the power sector, to finance much needed 

new generation capacity, transmission upgrading and distribution improvements.  A key target of 

the sector reforms is to provide confidence to investors that tariffs in the power sector will be 

sufficient to cover generation, transmission, distribution and system operation costs.   

32. The Electricity Law (2005) sets the basic framework for the power sector and the general 

principles for electricity tariff reform and pricing, and subsidies: 
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 Tariffs and pricing should create conditions that enable investments with a reasonable 

level of profits 

 Reasonable subsidy scheme should be implemented, phasing out cross subsidies in 

time 

 Retail electricity tariffs should encourage conservation and efficiency by end 

consumers; 

 The range for generation prices, the wholesale prices (or bulk supply tariff), ancillary 

services prices and electricity transmission, distribution, system operation and market 

administration tariffs/charges will be appraised by ERAV and the recommended 

tariffs will be submitted by ERAV to the Minister of the Ministry of Industry and 

Trade (MoIT) to issue final approval.  ERAV has been created in the Electricity law 

as an MoIT unit under the Minister, operating as quasi independent in separate  

 Retail electricity tariffs shall be approved by the Prime Minister, based on proposals 

and review prepared by ERAV and recommendations of the Minister of MoIT to the 

Prime Minister. 

33. Although the Electricity Law establishes that retail electricity tariffs shall be approved by 

the Prime Minister, the Prime Minister delegated part of its approval authority to MoIT through 

the Prime Minister Decision in February 2009, under Decision No. 21/2009/QD-TTg.  MoIT has 

delegated the role of review and recommended tariff to ERAV, who has become the entity that 

proposes and justifies the tariff adjustments. Accordingly, government documents approving 

tariff adjustment acknowledge that tariffs approved are based on ERAV recommendations.  

34. Additionally, Decision 21 established the principles to transition and adopt as from May 

2010, market based electricity tariffs within the general framework defined in the Law: 

 The setting of the average electricity retail tariff is separated into the electricity 

supply cost tariff components: generation, transmission, system management – 

administration, and distribution. 

 Tariffs will be updated annually. 

 There will be national uniform tariffs, which will apply to each distribution power 

company (PC), and each and all rural distribution units.  

 The national residential tariff is designed as an incremental block tariff,  

 Cross-subsidies from industrial and commercial customers‟ tariffs to residential 

customers‟ tariffs will be phased out over five to six years. 

 In the annual review and calculation to update supply costs, if changes represent an 

adjustment to the average retail electricity tariff within the range plus or minus 5 

percent, compared to existing/current average tariff, the new average tariffs is 

proposed by ERAV and approved by the Minister of MoIT. If instead required 

adjustment represents an average tariff outside the 5 percent range, the new average 

tariff will require approval from the Prime Minister after review by the MOF due to 

the potential impacts on the economy.  However, until approval is made of the higher 

than 5 percent increase or decrease, MoIT is allowed to implement a tariff adjustment 

up to 5 percent. 
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35. Within the above principles, ERAV has defined the following general objectives for the 

tariff regulatory framework to reasonable balance consumers and investors interests: 

 Stability and avoidance of price shocks. Large changes in retail tariffs should be 

avoided. The retail tariffs should increase gradually toward the reasonable and 

efficient / regulated cost levels. 

 Transparency and flexibility. The tariff mechanism should be transparent and fair in 

the pass through (transfer of) the generation, distribution and transmission costs to the 

retail tariff.  The tariff mechanism should include the level of flexibility to allow that 

differences between actual and forecasted changes in generation / power purchase 

costs such as fuel prices and changes in foreign exchanges be reflected in the retail 

tariff. 

 Consistency and predictability. The tariff regulations should be consistent and 

provide sufficient predictability for future tariff determinations to enable financing 

and promote necessary investments. 

 Efficiency. The tariff regulatory framework should be consistent with economic 

efficiency and reflect efficient costs of supply, to protect consumers from unfair 

tariffs and unreasonable costs.  The goal is to balance allocative efficiency – prices 

signal the true costs of electricity to promote its more efficient use – and productive 

efficiency – the power enterprise has an incentive to produce the services as 

efficiently as possible. 

 Commercial and financial sustainability. The tariff regulatory framework for service 

providers should be consistent with the commercial viability of efficient service 

providers, as well as their ability to finance required / priority new investment. 

36. A key priority for tariff reform is the gradual elimination of cross subsidies and 

improvement of the targeting of subsidies to the poor.  The government tariff reform program is 

focused on ensuring that as much of the subsidy as possible reaches the poor.  Decision 21 

modifications to the residential block tariff structure and extension of the uniform tariff policy 

for PCs to LDUs was a critical step towards putting all households on an equal footing.  Later, in 

2011, through PM decision 268, a special subsidized tariff for 1-50 kWh consumption has been 

created that applies only to low consuming residential consumers (whose average consumption is 

not greater than 50 kWh per month on a rolling three month basis) that register with their 

electricity retailer (PC or LDU, as applicable).  Additionally, through PM decision 269, 

approving the electricity tariff increase for 2011, the subsidy for the 50 kWh block was reduced 

from 50 percent to 20 percent of average costs but this was compensated by creating an explicit 

subsidy of 30,000 VND/month to the registered poor.  For the remaining residential customers, 

the tariffs are set per incremental blocks (where first block is 1-100 kWh) at costs or above costs, 

to provide for the cross subsidy for the special rate 

Improving Demand Side Efficiency 

37. The government has introduced various measures to encourage supply side efficiency and 

demand side management, to reduce the shortages of energy and the need for new investment in 

capacity.  The Vietnam Energy Efficiency Program (VNEEP), approved in 2006, is a phased 

program comprising a comprehensive range of activities to improve energy efficiency and 

conservation in all economic sectors and across society as a whole.   
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38. VNEEP was designed to reduce the national total energy consumption by 3 percent to 5 

percent between 2006 and 2010 (Phase 1), and then by another 5 percent to 8 percent during 

Phase 2 (2011 – 2015).  VNEEP Phase 1 has proven to be successful in providing a national 

platform for implementing a variety of EE activities, including demonstration projects, education 

and awareness campaigns, standards and labeling of electricity appliances, and capacity building.  

The three percent energy savings target was reached at the end of Phase 1.  However, Phase 1 

could only introduce Energy Efficiency and Conservation activities that attracted participation of 

energy users and equipment suppliers, mostly, on a voluntary basis.  

39. In order to promote reductions in electricity demand, the government decided to set 

efficiency standards for electrical appliances and labeling.  Tariff regulations which propose 

TOU metering and electricity tariffs for all electricity consumers connected at medium and high 

voltage, create pricing signals to reduce peak demand and energy consumption.  In the longer 

term, TOU metering will be further developed to other consumers, and PCs‟ tariffs will be partly 

set on the basis of demand side efficiency programs, as well as their own supply side efficiency 

measures. 

PROGRESS IN IMPLEMENTATION OF POWER SECTOR REFORM 

40. The government has demonstrated strong ownership in the recent years.  The government 

is implementing the first phase of the reform program through appropriate legal instruments and 

its steady and cautious approach has resulted in progress in each of the major areas where reform 

is taking place.  In face of the current investment challenges facing the sector and shortages in 

2010, the government is even more committed to moving forward with the reform agenda, which 

would help tackle some of those challenges.  However, the government also recognizes the need 

to prioritize control of inflation in their macro stability program. 

41. Considerable progress has been made in the implementation of the power sector reform 

since the PSRDPO1.  To date, the government has mandated the trial for the implementation of 

the VCGM rules and procedures.  The process of restructuring the sector, so that the market can 

operate fairly and transparently with strong and credible companies, is under way, including the 

principle of creating successor generation companies with portfolio of EVN power plants to start 

their equitization, initially as EVN subsidiaries and gradually to transform into independent 

generation companies (no EVN ownership).  The government has substantially reformed tariffs 

and their approval process.  The Law on Energy Efficiency and Conservation was passed in the 

National Assembly in 2010.  Further details on progress in individual policy areas are available 

below. 

42. Development of a Competitive Power Market.  The VCGM design was approved in 

December 2009 and the rules for market operation were approved in May 2010.  After ERAV‟s 

submission of market rules to MoIT, the VCGM rules were approved through MoIT Circular, 

which delegated to EVN the preparation of implementation procedures and to ERAV its review 

and approval. 

43. In December 2010, MoIT issued the Circular establishing guidelines and procedures for 

standard VCGM contracts and benchmark pricing for non-BOT generation signing contracts 

with EPTC/SB.  The strategic multipurpose hydro (SMHP) was left outside the scope of the 

Circular, because SMHPs cannot sign contracts with the EPTC/SB, as both are accounting 

dependent units of EVN.  On the other hand, SMHP will participate in and represent a significant 

share of the energy to be bought by the SB during the VCGM, and it was necessary to create 
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transparency that SMHP revenues would not be linked to market prices.  To address the conflict 

of interest associated with EVN being both the single buyer and the owner of SMHP, which the 

SB will be buying the energy from, the market framework includes regulated revenues for the 

SMHP.  ERAV drafted the corresponding regulations which, after the standard consultation 

process, was issued as MoIT circular on SMHPs regulated annual revenue requirement based on 

cost recovery principles. 

44. The MoIT has adopted a gradual plan to begin implementing VCGM to address any 

potential problems or gaps in market rules, procedures and systems before these can significantly 

negatively impact power generation costs and revenues.  Before moving to the full commercial 

operation of the VCGM (the full VCGM), a pilot VCGM is being implemented with a phased 

approach, transitioning to full VCGM implementation. The market procedures for the VCGM 

rules have been approved and are being tested and improved during the pilot. 

45. The Pilot VCGM started in July 2011, to test the market mechanisms, market rules and 

procedures; identify and provide remedy to deficiencies; test the market infrastructure and 

market systems prior to implementing the full market; and create an early market environment 

for members to learn, practice and develop their participation in a competitive market. A scope-

limited Pilot VCGM will in stages 

 Stage 1 – Testing the market model: a “shadow” market will be operated, with 

bidding, scheduling, pricing and settlement conducted all on paper only. Real 

dispatch and payment continue to fully base on contracts as current. 

 Stage 2 – Bidding, scheduling and dispatch by market rules, payment by contract: all 

generators are required to bid and will be dispatched in accordance with the market 

rules but the payment remains 100 percent at contract price. 

 Stage 3 – Bidding, scheduling and dispatch by market rules, market payment for part 

of generators: a number of eligible generators will be paid according to the market 

rules. This number of market paid generators would be increased gradually, until all 

are included, which corresponds to the start of the full VCGM 

46. The Full VCGM will start when all generators are being paid according to the VCGM 

Rules (completion of Stage 3 of the Pilot VCGM), and any deficiencies in the rules and 

procedures have been identified and remedied.  The government plans are to start the full VCGM 

at the beginning of second quarter of 2012. 

47. Power Sector Restructuring.  The objective of the power sector restructuring process is 

to eliminate conflicts of interest in the sector and ensure the fair and transparent operation of the 

competitive market.  Under VCGM, there will be competition among generators to sell to a 

single wholesale buyer.  Accordingly, the VCGM requires to ensure transparency and separation 

of the companies providing transmission and distribution monopoly services, and competing 

generation, and the addressing of the commercial conflict of interest involving EVN negotiating 

contracts with new generation, while also being the owner of power plants competing with the 

new entrant.  VCGM design addresses the cross-ownership of SB and SMHP, by preventing 

SMHP from being a direct participant in the market, and therefore not being in a position to bid 

into or receive payments affected by market prices.   

48. Progress has been made in sector restructuring since the approval of the first operation.  

In early 2010, the government approved the grouping of PCs into five power corporations of 
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sufficient scale, (each as a holding company with subsidiary provincial PCs), namely Northern 

Power Corporation (NPC), Central Power Corporation (CPC), Southern Power Corporation 

(SPC), PC Hanoi and PC Ho Chi Minh City. In the resulting structure the five EVN subsidiary 

Power Corporations (PCs) were put in charge of power distribution system at voltage 110 kV 

and below.  The PCs each maintain their own independent financial management and accounts, 

which are included in EVN‟s consolidated financial reports.  Both PCs and NPT have their own 

financial independence, in operating and managing their activities based on revenues collected 

from regulated tariffs.  The Bank is providing lending to PCs and NPT, and ADB has adopted a 

similar approach.  

49. ERAV submitted to MoIT alternatives for the power sector structure for VCGM, which 

was the focus of detailed consultation and review.  In October 2010, MoIT organized meetings 

with power sector stakeholders, economists and academics to discuss the three options proposed 

by ERAV.  After the consultation process, MoIT submitted the proposed sector structure for 

VCGM to the Prime Minister in December 2010.  In April 2011 the Office of Government issued 

the PM conclusion to separate and create independent Gencos, with a gradual approach to avoid 

disruptions in investment and operation of power plants, not to negatively affect electricity 

supply.  The PM required MoIT to instruct EVN to develop the proposal to create three Gencos 

from EVN power plants, except strategic generation, initially as 100% EVN owned subsidiary 

generation corporations to enable equitization and later be separated to become independent of 

EVN, and submit for Prime Minister approval. 

50. Accordingly, MoIT required for EVN to develop and submit the proposed structure and 

management arrangements.  In October 2011, EVN submitted the proposal to MOIT, proposing 

their separation into companies that are independent from EVN from January 2012 onwards.  

After ERAV review and recommendations, MOIT agreed with the proposed Genco structure but 

rejected the proposed 2012 separation.  The GoV has decided on a cautious approach, to create 

the three Gencos in 2012 and, when possible, start equitization and gradual separation to be 

ready on time for the start of the WCM, as described in the detailed Genco scheme submitted by 

MoIT to the Prime Minister. After consultation with other line ministries, the Prime Minister 

agreed to the creation of the three Gencos, and provided MoIT the authority for their 

establishment.   

Table A3.3:  Power Sector Restructuring: Generation 

 
 

51. Tariff Reform.  Prime Minister Decision 21, issued in February 2009, initiated the 

electricity tariff reform process, establishing both the principles of market based mechanism to 

annually adjust the tariff for the period 2010-2012, and of subsidies to protect the rural areas and 

affordability of the poor.  However, Decision 21 required improvements in the market based 

tariff mechanism approved in 2009.  
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52. During the two years since the first operation, the tariff reform program has continued to 

progress in the direction towards achieving final objectives.  Annual tariff adjustments have 

become a standard practice.  Subsidy mechanisms are being enhanced to improve targeting of the 

poor.  New technical and tariff regulations prepared by ERAV, in order to promote efficiency, 

reliability and quality of supply, have been approved through the corresponding MoIT Circular 

and are being implemented, including review process to ensure only reasonable and efficient 

costs of electricity activities are transferred to tariffs. 

53. Following the practice since Decision 21, the government approved the annual update of 

the electricity tariff in February 2011.  One PM Decision set the average tariff and the other set 

the tariff per customer category determined as a percentage of the average tariff.    

 PM Decision 268 (February 2011) approved the principles for 2011 electricity 

tariffs, the allocation among customer categories, and modified the residential 

incremental block tariff.   

 PM Decision 269 (February 2011) approved the average electricity tariff to apply as 

from March 2011, and established a lifeline tariff applicable only for low 

consumption residential and an explicit subsidy for registered poor. Decision 269 

instructs: (i) MoIT to coordinate and monitor with MOF to assess social impact and 

impact on industries; and (ii) MOF to develop mechanisms to approve coal price for 

power generation in 2011. 

54. Prime Minister‟s Decision 24 was issued in April 2011 after extensive consultations 

among government agencies and power sector stakeholders.  Decision 24 establishes the general 

principles for adjustments to electricity tariffs as follows:   

 Electricity tariffs can be adjusted during the course of a year in order to reflect 

changes in generation costs, up to one adjustment within a three month period;  

 Additionally, other cost components (transmission, distribution, system operation and 

administration costs) shall be adjusted annually; and  

 Tariff adjustments shall be managed taking into consideration efforts to maintain 

macroeconomic stability and contain inflation.  Specifically, it is noted that Decision 

24 is subject to "the Resolution No 11/NQ-CP dated 24/2/2011 of the Government on 

main measures to contain inflation, stabilize macro economy and ensure social 

welfare".   

55. In order for Decision 24 to become effective, the Circular guiding implementation of 

tariff adjustments to reflect changes in generation costs was drafted by ERAV, followed the 

standard consultation process and issued through MoIT Circular in August, 2011.  

56. Subsidies for the Poor:  The series of PM Decisions in 2011 introduced changes to 

improve the targeting of social protection and subsidies for the poor, through a new lifeline tariff 

for the poor and an explicit fixed monthly subsidy for registered poor.   

 Cross subsidy:  Although formally there is still a single residential tariff category, in 

practice there is:  (i) a subsidized first block 1-50 kWh that only applies to residential 

consumers who within a three month period do not consume more than 50 

kWh/month average and register with their power distributor; and (ii) an incremental 

block tariff that applies to all other residential where the first block is 1-100 kWh.   
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The MoIT Circular clarifies that, if, the registered residential consumer has 

consumption greater than 50 kWh in a month (but does to exceed 150 kWh in three 

months), the subsidized tariff applies for first 50 kWh and the "normal" residential 

first block tariff (1-100 kWh) applies for the remaining energy consumption.     

 Explicit subsidy for the residential households in the government poverty list:  An 

explicit subsidy of VND 30,000 per household per month will apply to 

customers/households registered in the annual poverty list.  The introduction of an 

explicit subsidy for the poor is intended to reduce the impact of increasing electricity 

tariffs in the path to achieving cost reflective values. MOF was requested to work out 

with MoIT a mechanism to "extract" the explicit subsidy from the electricity tariff, 

and to issue the mechanism to manage and monitor the subsidy implementation.  

Until then, the explicit subsidy is being covered through the government budget.  The 

Ministry of Labor, Invalids and Social Affairs will allocate the subsidy funds to 

Provincial and City People Committees (corresponding to localities in the list of poor 

households), for the People Committees to provide the subsidy to the households in 

the poverty list.   

57. Improving Demand Side Energy Efficiency.  The Energy Efficiency and Conservation 

Law (EE&C Law) was passed by the National Assembly in 2010.  The Law defines the 

principles and objectives for each sector of the economy, and outlines the fundamental actions 

required for efficiently achieving the overall program objectives in terms of energy savings and 

sustainable market transformation.   

58. The EE&C Law calls for energy savings in all economic sectors the relevant ministries, 

provinces and other specified organizations, under overall coordination by MoIT, and establishes 

obligations and responsibilities on energy consuming sectors. Strengthened by the authority and 

obligations in the EE&C Law, the government confirmed the 5 to 8 percent energy savings target 

for VNEEP Phase 2 (2011-2015), but recognizing the need to enhance and introduce new 

effective regulations and monitoring. 
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Annex 4:  Public Financial Management in Vietnam 

Overview  

1. Over the past decade, Vietnam has made strides in establishing a sound public financial 

management system.  With the adoption of the first organic budget law in 1996 and its revision 

in 2002, a legal framework for public resource management has been put in place.  A centralized 

treasury system is being set up with branches extending from the center to all provinces and 

districts to provide basic essential financial services to all government agencies.  Steady progress 

has been achieved in making the budget more predictable and pro-poor, and the budgeting 

process more transparent and participatory.  Substantial efforts have also been made in recent 

years to improve transparency in the use of public resources through disclosure of information on 

detailed government spending as well as expenditure policies, regulations and procedures.   

2. There is strong ownership in the Government of Vietnam (GoV) of the Public 

Financial Management (PFM) reform agenda.  MOF is currently engaged, as are other 

Ministries, in developing a reform strategy for 2011-2020. The strategy aims at (i) maintenance 

of stability of public finances within the broader economy; (ii) improved effectiveness of public 

sector expenditure in achieving policy and service delivery; (iii) development of effective 

influence by government over key finance markets; (iv) effective and efficient resource 

mobilization to finance public expenditures. Support to the implementation of reforms is 

coordinated through the PFM partnership group which overarches the activities of government, 

donors, and working groups, meeting half yearly to discuss progress. There is ongoing effort 

among donors to directly align their support with the mainstreaming government‟s strategies and 

plans.   

3. The PFM remains in the center of Public Sector reforms. Other focus areas are 

organizational restructuring, pay and employment reform, and institutional development.  The 

PFM reforms hinge on seven priorities: budget management, revenue management, debt 

management, SOE fiscal risk management, financial market supervision and government bond 

market development, public asset management, and price management.   

4. The overall conclusion of the latest Country Financial Accountability Assessment (CFAA 

2007) stated that PFM arrangements and their implementation and performance pose a 

moderate risk that funds will not be properly controlled or used for intended purposes.  The 

CFAA proposed a set of recommendations to help the government design and continue 

implementing reforms and capacity building programs to modernize and strengthen PFM and 

enhance transparency and accountability arrangements in support of sound economic 

management and improved governance. 

5. Even though a series of analytical work, such as Public Expenditure Review (PER) or 

CFAA, have been undertaken every three to four years, progress and impact of the PFM reforms 

and development initiatives can only be measured by establishing an official monitoring 

framework, and baseline performance measures. The Public Expenditure and Financial 

Accountability (PEFA) measurement framework provides a recognized measurement of the 

performance of the public financial management of government.  Similarly, the Debt 

Management Performance Assessment (DeMPA), adapted from the PEFA framework, but is 

focused on debt management issues, would provide a baseline assessment of debt management 

capacity. The GoV has agreed in principle to introducing these measurement frameworks 
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through pilot self-assessment process in 2011 (PEFA scheduled to be completed around the first 

quarter of 2012). The DeMPA assessment is now being carried out by the MOF and is scheduled 

to be completed in early of 2012.  

6. Within the MOF, the number of technically-qualified and experienced managerial staff 

needs to be increased to meet the reform challenges of the Ministry. Support is needed for 

Capacity building across sectors and sub-national government to implement decentralized PFM 

reforms. 

Recent Developments and the Way Ahead 

7. PFM Legal and Institutional Framework. The CFAA reported that since 2004, 

implementation of the 2002 State Budget Law and the 2005 Accounting Law has progressed and 

a State Audit Law has been enacted. However, it also noted that some confusion and overlap in 

budget responsibilities remain in the budgeting system which is limiting the participation of 

sectors in resource planning, budgeting and budget management and confuses accountabilities 

between the national and sub-national levels.  Furthermore with the redevelopment of the 

government accounting systems and regimes, the Accounting Law is no longer adequate and 

needs revision, and the basis for accounting needs to be better defined, however there is no clear 

plan at that this time to revise the Accounting Law. The State Budget Law will be revised and re-

submitted to the National Assembly in 2012, expectedly including a number of critical changes 

to state administration in Vietnam such as enhanced decentralization to sub national government 

and adjusted fiscal authority of central vis-a-vis sub national tiers of government in budget 

approval. 

8. PFM information systems. The Treasury and Budgetary Management Information System 

(TABMIS)   will progressively address difficulties in monitoring a fully-consolidated budget as 

well as the fiscal position.  TABMIS has been developed since 2007, piloted in 2009, and 

recently rolled-out to MOF and treasuries and financial agencies in 35 out of 63 provinces.  

Fifteen largest spending line-ministries are getting ready to use TABMIS to conduct budget 

allocations for 2011. It is expected that the system will become fully operational in 2012 upon its 

nationwide roll-out.  TABMIS will provide the capability to record and control commitments, 

improve cash management and arrears management, and strengthen expenditure management 

and controls. There are initial staged plans for TABMIS consolidation and expansion, in both 

terms of both functionality and coverage, towards the Integrated/Government Financial 

Management Information System (IFMIS).  

9. Public accounting regulations.  In parallel with TABMIS project, a unified Treasury and 

Budgetary Chart of Accounts has been developed to provide consistency of classification of 

revenues and expenditures in budgeting, accounting and reporting with expenditures classified 

on an administrative, economic and functional basis. This will facilitate accurate and timely 

financial reporting, and the flow of budgetary information between government ministries 

provinces and the public. For future TABMIS expansion, development of a unified and uniform 

chart of accounts for the public sector (including the Spending Units) is now envisaged.  A 

staged roadmap for adoption of the International Public Sector Accounting Standards (IPSAS) is 

also being developed to align government accounting regimes and practices with international 

standards. 

10. Budget Development & Execution. Vietnam‟s budget coverage is reasonably 

comprehensive but still incomplete compared to international practices. Budget gaps arise from 
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the lack of clarity in the state budget coverage of user fees and charges of many service delivery 

units, lack of integration or disclosure of the financial positions of public financial funds, 

untimely and sometimes inadequate incorporation of donor financing, and off-budget 

government bonds. Budget execution variations arise from such practices as revenue 

underestimation particularly for crude oil revenues, keeping the state accounts open after year 

end with post year expenditures recorded against previous year unused budgets, and over 

implementing construction and development plans. Separate preparation of the recurrent and 

capital investment budgets hampers effective management of resources and the composition of 

public expenditure remains unbalanced. 

11. Public expenditure is planned annually and also for medium-term over five year periods 

but the linkage between the two remains weak. The ongoing revision of the State Budget Law 

introduces Medium-Term Fiscal and Expenditure Framework, to be mainstreamed in the annual 

budget cycle. There are also initial discussions on reforming budget planning toward output- and 

program-based budget elaboration. 

12. Off-budget-balance expenditures, i.e., expenditures not counted in the calculation of the 

budget deficit, include government bonds issued to finance infrastructure projects and education 

facilities, recapitalization of entities such as the Vietnam Development Bank or the Vietnam 

Social Policy Bank, and borrowings by sub-national governments and their affiliated entities 

such as local development funds.  However, these so-called off-budget expenditures in Vietnam 

can be considered on-budget in several respects. They are included in the budget that is reviewed 

and approved by the National Assembly, and their execution was done through the Treasury and 

subject to the same disclosures and scrutiny as standard budget expenditures.  There are attempts 

under the ongoing revision of the State Budget Law to adjust budget structure and coverage to be 

more in line with the international norms.   

13. Contingent liabilities might be arising from these “off-budget-balance expenditures” and 

other implicit sources. A systemic definition and a reliable estimate of such contingent liabilities 

are not available, which limits the government‟s ability to manage such risks properly. More 

broadly, as Vietnam is reaching middle-income status, it will need to engage more long-term 

finance from both domestic and external sources.  Under the recently improved debt 

management, initial attention from the government on risk management and monitoring of 

contingent liabilities has been observed. Given the recent default of one of the largest state 

owned Economic Groups (Vinashin), MOF is planning to strengthen monitoring of fiscal risks 

from the SOEs.  However, although considered as the country‟s lead agency for national and 

public debt management, MOF has not yet prepared an inventory of government contingent 

liabilities from various sources, due to lack of necessary legal framework, poor data availability 

and limited assessment capacity.  

14. Revenue administration.  Customs controls are still considered low in productivity, 

inconsistent and vulnerable to corruption.  The Customs administration will need to change 

significantly, shifting its mindset from a culture of domestic protection and control of all 

transactions to one that facilitates foreign trade and promotes private sector development.  The 

tax administration is also characterized by low compliance and vulnerability towards corruption.  

Five areas of tax administration have been identified as in need of special attention: (1) the 

fragmentation of the legal framework related to tax administration;  (2) the absence of effective 

coordination and information-sharing between the tax administration and other government 

agencies; (3) taxpayers‟ lack of knowledge about the tax laws and compliance procedures; (4) 
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inadequate professional skills and training of tax administration; and (5) information technology 

system which is lagging behind the requirements of a modern tax administration.  In addition, tax 

laws and policies will need further reforms to broaden the tax base, and to reduce the number of 

rates and exemptions. Reforms in the management of revenue are progressing with clearer 

allocation rules and decentralized responsibilities; however classification of revenue in line with 

international standards needs to be introduced, and enhanced consultation on revenue targets is 

needed to improve the quality of revenue budgets. 

15. Public debt management has improved both in terms of legal framework and institutional 

arrangements. The Debt Management Department was established in May 2009 with the role of 

a modern debt management office under the MOF.  Although not all of the tasks relating to 

public debt management have been consolidated to this Department, the organizational structure 

of the department is similar to the debt management office according to international practices, 

with 6 divisions functioning as front office, one division performing the middle office functions, 

and one division performing the back office functions.  Meanwhile, the first-ever Law on public 

debt management was approved by the National Assembly in June 2009 and came into effect in 

2010. The Law introduced substantial reforms in managing and monitoring comprehensively 

public debt and government commitments (including domestic sub-national debts and on-

lending), and addressing many weaknesses in the public debt management in Vietnam. A series 

of guiding decrees were adopted in 2010 to facilitate the implementation of the law. Special 

attention is now paid to strengthening risk management and developing forward-looking debt 

management strategy and program.  

16. Financial market supervision and the government bond market. At present, many 

agencies participate in financial market supervision, leading to overlapping responsibilities and 

ineffective management and supervision.  There is a need to consolidate market supervision 

functions into a single agency and to separate state management and supervision functions.  

Vietnam‟s government bond market is still small scale, low liquidity, and the maturity structure 

is skewed toward short-term.  The number of market participants is relatively small and 

supporting infrastructure, such as depository, clearing and information systems, is yet to be 

developed.  Therefore, considerable efforts are required to develop a full-fledged government 

bond market and coordinate it with development of related markets such as capital, security and 

real estate. A bond market development roadmap is being prepared towards these visions. 

17. The Government‟s PFM reform program highlights that state assets budget resources and 

human resources need to be managed in an integrated way for efficient and effective service 

delivery, and reforms are being gradually introduced. The legal framework and market principles 

in asset management were recently adopted under the Law on State Asset Management.  The 

requirements for management reporting systems are being defined, but reform in this area has 

been slow. Initially, attention is needed for developing consistent and comprehensive asset 

accounting and asset management policies in line with international standards and practices.  

Further study will be carried out in 2011 to determine the most appropriate solutions to address 

the government‟s accounting and asset management requirements. 

18. Independent scrutiny of PFM has significantly increased, with external oversight of 

budgetary affairs by the National Assembly and the recently independent State Audit of Vietnam 

(SAV).  The functional committees and deputies of the National Assembly, and the local 

People‟s Committees have been given greater prominence in examining, decision-making and 

oversight of the state budget. There is steady expansion of external audit coverage and quality, 
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and legislative oversight.  Encouragingly, the SAV audit report was made public for the first 

time in 2006, and regularly since, triggering serious debates where are broadcasted live on the 

usage of state budgets.  However, the capacity of these institutions, especially the SAV, is 

limiting the coverage and scope of audits.  It is difficult for the SAV to manage the increasing 

workload including compulsory audit for 100% of SOEs, and to consider the move towards 

performance audit. Significantly, the SAV has recently approved an ambitious and 

comprehensive strategy to 2020 (with accompanying implementation plan to 2015) aimed at 

upgrading its capacity across the key areas of organizational and legal framework, human 

resources, audit planning and methodologies (including performance audit), information 

technology, and external relations. 

19. The country‟s public financial management system has a range of internal oversight 

mechanisms. In the past, the focus was on inspection rather than systematic review to provide 

regular and timely feedback to the management on the use of public resources.   Internal auditing 

is an important element of a sound public financial management system, which helps increase 

effectiveness, efficiency and financial control.  This issue becomes even more important if the 

government intends to decentralize further to the local levels.  The legal and institutional 

frameworks for the organization and operation of internal audit are being developed. Although 

implementation will be challenging, this has been a very encouraging step towards establishing a 

sound internal audit system in Vietnam in the coming years.  

20. Vietnam has increased its level of fiscal transparency. Budget plans and budget execution 

accounts are being made available publicly, and there is increasing compliance with reporting 

regulations. However there is still room for improvement, particularly in relation to consistency 

in quality of reports and their timeliness.  The draft budget plan should be disclosed before 

National Assembly‟s approval. To enhance the quality of financial reporting, consistency 

between budget and accounting classifications needs to be maintained. The number of budget 

execution reports needs to be rationalized.  Content and presentation of financial information 

needs to be improved in line with existing government regulations in the publicly available 

budget execution reports to make them more informative.  The MOF is required to publish 

quarterly budget execution reports within four weeks of quarter-end, which they have been in 

fact doing within two weeks.  They aim to further strengthen this through publishing budget 

execution reports on the MOF website on a monthly basis within 15 days after the end of the 

month, when TABMIS is operational nationwide expectedly in 2013. In addition, the 

Government is establishing a State Accounting General function, and working toward producing 

and issuing annual financial statements, including cash and asset information, in line with 

international practices.  The annual final reports need to be issued faster than the current 18 

months, e.g. 9 months, after year end to enhance their relevance to the discussions on the budget 

of the subsequent year. 

21. Good progress has been made in establishing legislation and the environment for greater 

financial accountability and transparency of financial information. Regulations on financial 

disclosures of the State Budget Law, Accounting Law and State Audit Law have been issued 

increasing the scope and range of required disclosures by entities at all levels of government. 

Information is being made available on public accessible websites. However, implementation 

remains the challenge. To further increase transparency, the content of budget documentation 

and the final accounts could be enhanced by including analysis, explanations and information in 

line with international practices.  Disclosure of financial information, particularly spending at 
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unit level should be actively monitored to ensure compliance with the enhanced disclosure 

requirements. Published financial reports should be timely, and a calendar for disclosures issued 

publicly. 
 

 

  



 

77 

 

ANNEX 5:  FUND RELATIONS NOTE 

Vietnam—Assessment Letter for the World Bank
21

 

December 2, 2011  

1. Significant progress has been made in implementing tight macroeconomic policy measures 

stipulated in the adjustment package (Resolution 11) adopted in February. However, confidence 

remains fragile.  

 

 GDP growth is projected to slow to 5¾ percent in 2011, recovering somewhat to 6¼ percent in 

2012. Inflation peaked at 23 percent in August and is estimated to decelerate to 19 percent y/y by 

end-2011, and further decline to around 8 percent y/y at end-2012 (12 percent on average). Credit 

growth is projected to fall sharply to around 12 percent y/y at end-2011. The current account deficit 

is forecast to narrow significantly in 2011, thanks partly to a rise in the value of oil exports, and 

remain at low levels in 2012. However, significant downside risks arise from weaknesses in the 

U.S. economy and uncertainties surrounding the Euro Area, which could adversely affect exports, 

remittances, foreign direct and portfolio investment, and possibly aid.  

 Soon after an 8.5 percent devaluation of the official dong/U.S. dollar exchange rate in February, the 

market exchange rates converged with the official rate and were stable over the summer. However, 

confidence in the dong has eroded again in recent months. Interventions by the State Bank of 

Vietnam (SBV) have kept the gap between the official and market exchange rates relatively small, 

but have resulted in a decline in international reserves.  

 The overall fiscal deficit in 2011 is estimated at 3½ percent of GDP, owing to higher-than 

projected revenues and cuts in public investment. While the government intends to keep the tight 

stance on public investment in 2012, the fiscal deficit may not decline much unless additional 

consolidation efforts are made.     

 

2. Concerns over the soundness of the banking sector are rising. Nonperforming loans are 

increasing, due partly to difficulties faced by industry and partly due to a decline in the value of some real 

estate projects, and would likely be significantly higher under international reporting standards. State-

owned commercial banks have extended liquidity support to some small banks under stress, a move that 

can at best be a temporary solution.   

 

3. While we commend the government’s efforts to date, and its intention to keep the tight 

policy stance into 2012, premature policy loosening would unravel the gains made so far. We believe 

that continuing, and strengthening where appropriate, the tight policy stance, remains critical. In 

particular, fiscal consolidation should be further accelerated to support monetary policy. At the same 

time, a transparent framework for financial sector consolidation and re-capitalization (both quantitatively 

and qualitatively) with a view to raising the capital adequacy ratio is needed, and action to implement it 

would need to start without delay. These measures should serve to rebuild external, fiscal, and financial 

buffers, which are needed in an uncertain and volatile global economic environment.  

 

                                                 
21 The 2011 Article IV consultation was concluded on April 28, 2011. Staff has monitored the situation in Vietnam closely since 

then, including by the staff visit during November 4–10, 2011. The next Article IV consultation mission is planned for March 

2012. 
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ANNEX 6:  Country At-A-Glance  
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