Ex-Post Project Evaluation 2014: Package I-12
(Indonesia, Vietham)

August 2015

JAPAN INTERNATIONAL COOPERATION AGENCY

Mitsubishi UFJ Research & Consulting Co., Ltd.
SHINKO Overseas Management Consulting, Inc.

EV

JR

15-24




Disclaimer

This volume of evaluations, the English translation of the original Japanese version, shows the
result of objective ex-post evaluations made by external evaluators. The views and
recommendations herein do not necessarily reflect the official views and opinions of JICA.
JICA is not responsible for the accuracy of English translation, and the Japanese version shall

prevail in the event of any inconsistency with the English version.

Minor amendments may be made when the contents of this volume is posted on JICA’s website.

JICA’s comments may be added at the end of each report when the views held by the operations

departments do not match those of the external evaluator.

No part of this report may be copied or reprinted without the consent of JICA.



Republic of Indonesia
Ex-Post Evaluation of Japanese ODA Loan
“Disaster Recovery and Management Sector Program Loan”
External Evaluator: Masami SUGIMOTO, SHINKO Overseas Management Consulting, Inc.

0. Summary

This program aimed to contribute to Indonesia’s continuing efforts for recovery and rehabilita-
tion from frequently occurring natural disasters by providing financial support appraising the al-
ready achieved actions to improve the government’s institutional systems for disaster recovery
and management, and by supporting and promoting its further implementation, thereby contrib-
uting to the execution of disaster damage alleviation and effective implementation of the recovery
and rehabilitation works.

It is judged appropriate that this sector program loan has been provided by appraising already
achieved policy actions by the government regarding fundamental and key institutional issues of
disaster management. However, the effect of the program implementation itself is not able to be
individually recognized and independently evaluated because the program was not implemented
in accordance with the mutual agreement in the Loan Agreement (herein after referred to as
“L/A”) and the “Memorandum on Disaster and Management Sector Program Loan (hereinafter
referred to as “Memorandum”) . Nevertheless from a different viewpoint with a macro perspec-
tive, a series of program loans provided to Indonesia in the 2000s, in which this sector program
loan constitutes an integral part, obviously contributed as a whole to the country’s fiscal and eco-

nomic consolidation and development during the corresponding period.

1. Program Description
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1.1 Background

Sharing the similar geological and geographical features and being located in the
Circum-Pan-Pacific Volcanic Zone and Asian Monsoon Region, Japan and Indonesia have been
commonly suffering serious natural disasters like earthquakes, tsunami, volcanic eruptions and
floods. The great earthquake with a magnitude 9.1 whose seismic center was off the coast of the
Sumatera Island of Indonesia brought an enormous damage claiming the toll of dead and missing
over 230 thousand people. To support its
recovery and rehabilitation, Japan extended
financial assistance amounting to 640 mil-
lion U.S dollars to Indonesia, which led to
the top-level joint communiqué between the
then prime minister Koizumi and president
Yudhoyono entitled “The Cooperation be-
tween the Two Countries on Disaster Re-
duction,” and commenced assistance to en-

hance disaster prevention capacity making

the best use of the disaster prevention tech- . . o
Both countries’ meeting at the second “Joint

nique and know-how as well as strengthened  Committee of Indonesia and Japan on Disaster
institutional systems that Japan has devel- Reduction” (July 24, 2006 at Jakarta)

oped on its own experience. To further
strengthen the assistance in institutional enhancement for preventing and alleviating natural dis-
aster based on the above announcement, Indonesia and Japan jointly established the “Joint Com-
mittee of Indonesia and Japan on Disaster Reduction” co-chaired by the then Minister of State for
Disaster Management, the Cabinet Office, Mr. Kutsukake and the Coordinating Minister for Peo-
ple's Welfare, Mr. Bakrie. The second committee held in Jakarta on July 24, 2006 adopted the re-
port entitled “Building the Resilience of Indonesia and its Communities to Disasters for the Next
Generation” as a guideline for future disaster reduction measures. Based on that, the Japan Inter-
national Cooperation Agency (hereinafter referred to as “JICA”) implemented “The Study on
Natural Disaster Management Plan (Development Study),” “The Project on Building Administra-
tion and Enforcement Capacity Development for Seismic Resilience (Technical Cooperation Pro-
ject),” “Project on Capacity Development for National Center of Indonesian Tsunami Early
Warning System (Technical Cooperation Project” and “Integrated Disaster Mitigation Manage-
ment for "Banjir Bandang" (Technical Cooperation Project).”

This sector program loan supports to relieve the government’s financial burden for dealing with
the 2007 disasters. In addition to that, being based on the proposals addressed in the above joint

committee report, it also assists Indonesia in policy and institutional development regarding dis-



aster management in four key areas; namely (1) Strengthening legal and regulatory framework for
disaster management, (2) Organizational strengthening for disaster management, (3) Improving
fund channeling and fund management for disaster and (4) Improving disaster management plan-
ning and implementation. The monitoring of the progress and performance of the agreed policy
actions to be taken was supposed to be carried out by means of the “Quarterly Monitoring Meet-
ing” between Japan and Indonesia with concurrent facilitation of “The Project on Building Ad-
ministration and Enforcement Capacity Development for Seismic Resilience,” “Project on Capac-
ity Development for National Center of Indonesian Tsunami Early Warning System” and other
on-going JICA technical cooperation projects. The joint quarterly monitoring meeting was also
expected to function as a continued platform of the bilateral policy dialogue having been initiated
by the top-level joint communiqué and the joint committee co-chaired by both ministers in charge

of disaster management.

1.2 Program Outline

The objective of this program is to promote Indonesia’s continuing efforts for recovery and re-
habilitation from frequently occurring natural disasters by providing financial support appraising
the already achieved actions to improve the government’s institutional systems for disaster recov-
ery and management, and by supporting and promoting its further implementation, thereby con-
tributing to the execution of disaster damage alleviation and effective implementation of the re-

covery and rehabilitation works.

Loan Approved / Disbursed . .
23,182 million yen / 23,182 million yen
Amount

Exchange of Notes Date / Loan
o December, 2007 / December, 2007
Agreement Signing Date

Terms and Conditions Interest Rate 0.7%
Repayment Period 15years
(Grace Period) 5 years

Conditions for Procurement: General Untied

Borrower / Executing Agency

Republic of Indonesia / National Development Planning

(Over 100 million yen)

Agency (BAPPENAS)
Final Disbursement Date December, 2007
Main Contractor N/A
(Over 1 billion yen)
Main Consultant N/A




Feasibility Studies, etc. N/A
(Technical Cooperation Projects)

B The Project on Building Administration and
Enforcement Capacity Development for Seis-
mic Resilience

B Project on Capacity Development for National
Center of Indonesian Tsunami Early Warning
System

B Integrated Disaster Mitigation Management for
"Banjir Bandang”

B Integrated Study on Mitigation of Multimodal
Disasters Caused by Ejection of Volcanic
Products

B Multi-disciplinary Hazard Reduction from
Earthquakes and Volcanoes in Indonesia

B The Institutional Revitalization Project for
Flood Management in JABODETABEK

B The Project for Enhancement of the Disaster
Management Capacity of National and Region-
al Disaster Management Agencies

(ODA Loan)
Climate Change Program Loan (II) (including Eco-
nomic Stimulus and Budget Support Loan)

(Grant Aid)
The Project for Improvement of Equipment for Dis-
aster Risk Management

Related Projects

2. Outline of the Evaluation Study
2.1 External Evaluator

Masami Sugimoto, SHINKO Overseas Management Consulting, Inc.

2.2 Duration of Evaluation Study
Duration of Evaluation Study: July, 2014 ~ August, 2015
Duration of the Field Study: October 12 ~ 24, 2014, January 18 ~ 25, 2015

2.3 Constraints during the Evaluation Study

The evaluation was conducted focusing attention on “Relevance” and “Effectiveness” / “Im-
pacts” among the existing five criteria of DAC (Development Assistance Committee). “Efficien-
cy” and “Sustainability” were excluded from the evaluation criteria since quantitative comparison
between inputs and outputs is difficult to make for the former, and the effects of budget support
are provisional or irreversible (subject to external factors such as international economic envi-
ronment surrounding Indonesia and politics, economy, and social trend within the country) for the

latter.



As regards rating, since evaluation of budget support takes into consideration of each country
context, and does not adapt to unified rating, unlike the cases of evaluation of ODA loan projects,
it was decided not to give overall rating nor rating for each evaluation criterion.

It was supposed to be implemented in such a way that the local currency (counterpart) received
by the government as payment for the disbursed yen currency should be only used for the works
of recovery and rehabilitation from disasters, and progress monitoring of the actions to be taken
according to the agreed policy matrix as well as facilitation of the on-going technical cooperation
projects should be carried out by joint quarterly monitoring meetings. However, due to the lack of
actual execution of the above agreements, the implementation effectiveness of this program was

not able to be individually evaluated.

3. Results of Evaluation

3.1 Relevance
3.1.1 Relevance to the Development Plan of Indonesia

Indonesia’s National Medium Term Development Plan (hereinafter referred to as “RPJMN”)
2004 ~ 2009 held up the “Creation of Indonesia that is Safe and Peaceful” as one of the main
agenda together with other two overall development goals. Based on that, the annual action plan
for the year 2007 prioritized institutional strengthening of the disaster management sector both at
national and regional levels, reduction of disaster risks and prevention, capacity enhancement of
community disaster prevention and precaution against disaster along with the early recovery of
disaster damages. The Indian Ocean Earthquake and Tsunami in December 2004 highlighted dis-
aster control measures and management as emergent issues to be tackled. The current RPIMN
2015 ~ 2019 accommodates nine priority issues called “Nawa Cita” which was proposed by the
new President Joko Widodo who was inaugurated on October 20, 2014, one of which is “realiza-
tion of self-reliant economy by promoting further development of strategic sectors of the domes-
tic economy” that nominates “disaster management and its risk reduction” as a priority require-
ment. The consistency of this program has been thus consistently high with the economic devel-

opment plans of Indonesia.

3.1.2 Ex-Ante Evaluation and Policy Matrix

The policy matrix agreed in this program (Table 1 in 3.3 Implementation of Policy Actions and
its Effects) extracts central issues in the Disaster Recovery and Management Improvement Plan
led by Mr. Sugeng Triutomo, Deputy Chief of the National Disaster Management Agency (here-
inafter referred to as “BNPB”) after the most disastrous damage brought by the 2004 Indian
Ocean earthquake and tsunami based on the joint proposal in the report of the “Joint Committee
of Indonesia and Japan on Disaster Reduction.” The “Legal Development,” “Strengthening of In-

stitutional Function,” “Improvement of Budgeting and Financial System” and “Disaster Preven-



tion Planning and Strengthened Implementation” are the four integral pillars of disaster manage-
ment among which the priority of the following fundamental components which had been already
achieved before this program was critically high and consistent with the rest of issues that follow.
The following actions had been already achieved before this program.
1. Strengthening legal and regulatory framework for disaster management
* Enactment of the “Disaster Management Law (No.24/2007)”
* Drafting of Presidential Regulations under the Law (No.24/2007)
2. Organizational strengthening for disaster management
* Preparation of the Plan for Organizing BNPB
3. Improving fund channeling and fund management for disaster
* Preparation for Disaster Management Fund Channeling Scheme
4. Improving disaster management planning and implementation
* Launching National Action Plan for Disaster Risk Reduction
This program loan belongs to the so-called “backward looking type loan” under which the loan
funds are provided confirming that a part of basic policy actions has been achieved by the partner
country’s government. It is thus judged appropriate to have decided to provide this program loan
by appraising already achieved policy actions by the government regarding fundamental and key

issues of disaster management.

3.1.3 Relevance to the Development Needs of Indonesia

Indonesia is prone to natural disasters including earthquakes, tsunami, floods, volcanic erup-
tions and so forth. Since these adverse circumstances have been inherent obstacles to the coun-
try’s sustainable development, sufficient preparedness and effective measures against disasters
were urgently needed. Earthquakes, floods, volcanic eruptions and other natural disasters oc-
curred in 2007 brought the cumulative extent of damage up to September in that year amounting
to 2,300 million U.S. dollars and about 23,000 people fell victim to the natural calamities. The
financial burden of the government to cope with the disasters amounted to 800 million U.S. dol-
lars, and the budget support needs by a program loan then increased. In spite of such conditions of
recurrent occurrence of various kinds of natural disasters, the legal and regulatory framework was
quite immature at the time. Additionally, there was no professional institution to comprehensively
undertake disaster issues, consequently ad hoc measures were being taken inconsistently by dif-
ferent agencies. There were not specific budgeted expense items either to exclusively finance dis-
aster issues, so the tasks were being done appropriating existing other expense items without es-
tablished fund channeling mechanisms, which was chronically preventing smooth recovery works
with ad hoc application of budget allocation to relating ministries and agencies involved. Lack of
disaster management plans and hazard maps at both national and regional levels was preventing

proper countermeasures to be taken efficiently and effectively, which was inviting extended



damages that could have been prevented or minimized if the proper disaster management systems
had been in order. Especially early predictive alarming with transmission of warning and instruc-
tion systems were seriously unprepared for tsunami human damages of which could be minimized
under appropriate systems and their operation. As will be stated later in Section 3.3, the achieve-
ment and performance of institutional development in the disaster management sector in Indone-
sia has been remarkable. However as mentioned in Section 4.2.1, there still exist areas to be fur-
ther developed, and continued efforts remain needed. Therefore, needs for institutional improve-
ments in the legal, organizational, financial and planning aspects are consistently high throughout

the period from the ex-ante to the ex-post evaluation stages.

3.1.4 Relevance to Japan’s ODA Policy

The Japanese government’s “Country Assistance Policy for Indonesia (November 2004)” puts
forward assistance for disaster management concurrently with natural conservation in the “Peace
and Stability” which is one of its priority areas. Comprehensive area including disaster recovery
and disaster prevention was also included in the sections on priority areas about “Assistance for
Poverty Alleviation” and Assistance for Global Issues and Peace-Building” in the “Overseas
Economic Assistance Implementation Policy (JICA)” in April 2005 which announces active par-
ticipation in disaster recovery in Indonesia. “Assistance for Redressing Imbalance and Building of
Safe Society” is one of the priority areas of the “Country Assistance Policy for Indonesia (April
2012),” and in order to achieve that target it announces to implement assistance for strengthening
domestic “connectivity” by means of improving main transportation and distribution networks
and development of regional core city areas and assistance for disaster management.

Thus, the assistance for disaster management has been consistently addressed as a priority area

of Japan’s ODA policy.

3.1.5 Relevance of Mode and Amount of Fund Provision

Total amount of the national budget of Indonesia in 2007, the year of the Ex-ante Evaluation of
this program, was 7,636, 000 million yen on a disbursement basis and the fiscal deficit in the
same year was 488,000 million yen out of which the ODA loan amount 23,182 million yen of this
program made up 0.3% and 4.75% respectively. From a different aspect, the Japan’s contribution
to the Consultative Group on Indonesia (hereinafter referred to as “CGI”) then was approximately
20 to 30 %. It was also potentially possible for this assistance to put the fund on top of the con-
secutively provided “Development Policy Loans” (hereinafter referred to as “DPL”), however,
because of its target limited to the independent specific area, disaster recovery and management,
it was judged inappropriate to be involved in DPL whose objectives are economic, financial and
other macro issues. In that sense, the mode of assistance was considered appropriate. Indonesian
government regards this program loan as a general budget support to partially make up the 2007
fiscal deficit. As stated above, the fiscal deficit of the year 2007 was about 488,000 million yen,



and the government filled up this gap with domestic fund raising by issuing national bond and
external foreign assistance (cf. Table 2 in Section 3.4.2 Program Loans’ Contribution to the
Indonesian Economy in 2000s). National bond amount to be issued is subject to the possible
amount of the external fund sources, therefore the balance of both is fluid depending on the pre-
vailing situation. Regarding this program loan assistance as a supplemental fund to fill the fiscal
deficit, it is not possible to objectively or absolutely judge the appropriateness of the amount sup-
plied, 23,182 million yen, not like the case of a project loan. Because eventually it is supposed to
be adjusted by the counterpart source of the national bond irrespective of the amount of fund pro-
vided. In case of the “Poverty Reduction Support Credit (PRSC)” of Vietnam which is a joint fi-
nance with other donors, it may be possible to judge the appropriateness of the amount of the
JICA program loan in comparison with the contribution of the co-financiers. But it is not applica-

ble to this program loan which is a JICA’s independent finance.

3.1.6 Summary

To summarize the results of analyses on the program relevancy from various aspects above,
although the relevancy of the amount of the fund provided could not be rationally confirmed, the
program has been highly relevant to the country’s development plan, development needs, as well

as to the Japan’s ODA policy. Therefore its relevance is high.

3.2 State of Program Implementation
In order to acquire the following outputs expressed in Section 1.2 Program Outline, this pro-
gram was supposed to carry out the following requirements.
1. Support of the recovery and rehabilitation from the natural disasters.
A Use the local currency (counterpart) funds converted from the proceeds of the ODA loan for
the recovery and rehabilitation of the natural disaster occurred in 2007 except for (1) the pro-
jects related in the Sidoarjo mud flood" and (2) future disaster prevention projects such as the
Jakarta east and west flood control channels project (L/A Article I, Section 2 (2)). Promptly, but
in any event not later than one year after the completion of the disbursement, the Borrower shall
submit the Statement of Expenditure (herein after referred to as “SOE”). (L/A Article III, Sec-
tion 4 (6))
2. Appraisal of the already achieved policy actions regarding institutional improvement regarding
disaster management.
B : This is done as the Ex-ante Evaluation (program appraisal) for the ODA loan provision.
3. Support implementation of the institutional reform program regarding natural disaster man-

agement.

1 The hot mud spout accident that occurred at Kabupaten Sidoarjo, East Java Province on May 29, 2006, just two days
after the Central Java Earthquake. It was triggered by an experimental drilling of natural gas well and the blowout is
still continuing at the time of this ex-post evaluation.



C : The Japan ODA task force’ and Indonesian representatives of relevant line ministries and
agencies hold quarterly monitoring meetings under the coordination of BAPPENAS until
April 2009 to monitor the progress and the achievement of policy actions under the program

and to facilitate on-going JICA technical assistance. (Memorandum on July 9, 2008)

Against the above requirements agreed, actual implementation performance was as follows.

A: Disbursed ODA loan was once received at a special account opened at the central bank
(Bank of Indonesia, hereinafter referred to as “BI”). After being immediately converted into ru-
piah, the whole amount was transferred to the general budget account. The percentages of ODA
loan amount of 23,182 million yen are 0.3% and 4.75% of the total government revenue and
fiscal deficit respectively, and payments for recovery from natural disasters occurred in 2007
had been mostly disbursed before the loan disbursement on December 14, 2007. Therefore the
monetary contribution of this program is minimal. Because the whole loan amount was trans-
ferred to the general budget account and was not separately managed in independent book and
bank accounts as stated above, it cannot be confirmed whether the assistance fund has been
spent only for the payments of the recovery and rehabilitation from the 2007 disaster which is
stipulated in L/A Article I, Section 2 (2), or never used for the non-eligible items like the pro-
jects related in the Sidoarjo mud flood and future disaster prevention projects such as the Jakarta
east and west flood control channels project. As a matter of fact, the fund from this program
loan proceeds could be discretionarily spent for any expenditures from the national budget.
Since preparation of the SOE to report own payment from the program fund is impossible under
this situation, the government submitted a list of disaster budget allocation to regions instead of
the SOE obligated in L/A.

B: The actions stipulated on the policy matrix are rationally selected based on the joint proposal
by the Joint Committee report, therefore the decision of the loan provision appraising the al-
ready achieved items was judged appropriate.

C: The ODA task force and the team of relevant ministries and agencies were not organized and
the quarterly monitoring meeting for implementation progress monitoring of policy actions and

facilitation of on-going technical assistance have not been held at all accordingly.

3.3 Implementation of Policy Actions and its Effects

A comprehensive institutional improvement plan to deal with the whole aspects consisting of
legal, organizational, budgetary/financial and planning/implementation, which had been a bottle-
neck to proper disaster management operations, was prepared under the leadership of Mr. Sugeng
Triutomo, Deputy Chief of the National Disaster Management Agency. The policy matrix agreed

in the Ex-ante Evaluation (Appraisal) of this program was also entirely based on that plan.

2 Planned members were JBIC (at that time), JICA (at that time) and the government of Japan (Japanese Embassy in
Indonesia).



Table 1: Policy Matrix

Institutional Area

Already Achieved Actions

Actions to be Taken Hereafter

Strengthening legal ® FEnactment and Enforce- » Issuance and Enforcement
and regulatory frame- ment of Disaster Manage- of Detailed Implementation
work for disaster ment Law (N0.24/2007) Regulations of Disaster
management ® Drafting of Government Management Law
and Presidential Regula- » Issuance and Enforcement
tions under the Law of Establishment of BPBD
Organizational ®  Preparation Plan for Or- »  Establishment & Operation
strengthening for dis- ganizing BNPB Commencement of BNPB
aster management »  Establishment & Operation
Commencement of BPBD
(Provincial Level)
Improving fund chan- | ®  Preparation for Disaster »  Launching the Disaster
neling and fund man- Management Fund Chan- Management Fund Scheme
agement for disaster neling Scheme
Improving disaster ® Launching National Action | » Preparation of National
management planning Plan for Disaster Risk Re- Disaster Management Plan
and implementation duction »  Preparation of Regional
Disaster Management Plan
(Pilot Municipalities)
»  Execution of Refuge Exer-
cise
»  Setting Up of Disaster Re-
sponse Regional Depot
»  Setting Up of Tsunami

Early Warning System

Source: Material Documents Provided by JICA

The progress achieved in implementation of main policy actions as of the second evaluation

field study (February, 2015) and their outcomes are as follows.

10




1. Strengthening legal and regulatory framework for disaster management

Actions to be Taken
At Ex-Ante Evaluation

Other Laws and Regulations Already Enacted,
Enhanced or Applied

» Issuance and Enforcement of
Detailed Implementation Regu-
lations of Disaster Management
Law (Already Achieved)

» Issuance and Enforcement of
Establishment of BPBD (Al-
ready Achieved)

(1) Presidential Decree No0.8/2008 (on Establishment,
function, organizational structure, etc. of BNPB)

(2) Government Regulation No0.21/2008 (on Disaster
management operation. Division of authority, roles
and implementation works, etc. of relating agencies
at prediction & prevention (pre), recovery (during)
and rehabilitation (post) stages of disasters)

(3) Government Regulation N0.22/2008 (on Funding
and management of disaster rehabilitation assis-
tance of central and regional governments)

(4) Government Regulation N0.23/2008 (on Roles of
international organizations and Non-Governmental
Organizations (NGOs) for disaster management)

(5) Guideline for establishing BNPB

(6) Guideline for establishing Regional Disaster Man-
agement Agencies (hereinafter referred to as
BPBD)

(7) Law No.26/2007 (on Spatial Planning)

(8) Law No0.27/2007 (revised by No.1/2014) (on re-
source conservation, rehabilitation and utilization
of small islands and coastal area by natural disaster
risk reduction)

(9) Government Regulation No.26/2008 (on policy and
strategy for spatial planning)

(10) Government Regulation No.64/2010 (detailed
regulation on (8) above)

(11) Finance Minister’s Regulation
No.105/PMK.05/2013 (on disaster budgets and

their execution mechanism)
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2. Organizational strengthening for disaster management

Actions to be Taken
At Ex-Ante Evaluation

Effect of Implementation

» Establishment & Operation
Commencement of BNPB (Al-
ready Achieved)

Before the establishment of BNPB, measures for
disasters at prevention, recovery/rehabilitation phases
were taken ad hoc by relating agencies led by the In-
donesian National Board of Disaster Management
(BAKORNAS PB) being chaired by the Vice Presi-
dent. Besides, weakness in planning and coordination
was prevailing in other aspects than disaster recovery
(during), lacking prevention (pre) and rehabilitation
(post) phases. After BNPB has been established, the
measures became able to be consistently taken under
the unitary management system. On the other hand,
however, the head of BNPB of equal rank with a
minister is disadvantageously granted less authority
than the previous head of BAKORNAS, the Vice
President, to exercise stronger command to ministries
and other institutional bodies, commented Mr.

Sugeng.

» Establishment & Operation
Commencement of BPBD (Pro-
vincial Level) (Already achieved
in whole 34 Provinces, achieved
in 431 Kabupatens out of total
465)

Without BPBD before, all the disaster measures had
been taken centrally. Now under BPBD, all the
measures for prevention, recovery and rehabilitation
aspects at the regional level have become able to be
carried out orderly and consistently. Additionally, the
recognition and capability to cope with disasters has
increased at the regional level. The organizational
strengthening of BPBD is under way by the “Project
for Enhancement of the Disaster Management Ca-
pacity of National and Regional Disaster Manage-

ment Agencies” under JICA.
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3. Improving fund channeling and fund management for disaster

Actions to be Taken
At Ex-Ante Evaluation

Effect of Implementation

» Launching the Disaster Manage-

ment Fund Scheme (Already cre-
ated and executed three kinds of
budget items based on Ministry
of Finance Regulation
No.105/PMK.05/201, July 26,
2013 regarding “Disas-
ter-Oriented Budget Implementa-
tion Mechanism,” and their exe-
cution mechanism is also fixed.
Those have already practically

operated.

The national and regional budgeting, recovery works
assisted by international organizations or people,
management and usage of disaster rehabilitation fund
are now efficiently and consistently conducted under
BNPB and BPDB. Fund for disaster recovery had
been raised ad hoc, but three kinds of budgets;
namely “Disaster Contingency Fund,” “On-call
Fund” and “Social Assistance Fund as Grant” are
available now rationally providing against disasters
and being smoothly allocated. Being under manage-
ment of the BNPB’s control, budget and funds for
disaster have become more transparent and disaster
related activities are now conducted in more stand-

ardized and consistent manner.

4. Improving disaster management planning and implementation

Actions to be Taken
At Ex-Ante Evaluation

Effect of Implementation

» Preparation of National Disaster

Management Plan (Already
achieved 2010 ~ 2014 and oper-
ated. 2015~2019 plan is awaiting

approval by the new cabinet.)

National Disaster Management Plan has been pre-
pared within the framework of the National Devel-
opment Plan and positioning of the disaster became

clearer in national development.

Preparation of Regional Disaster
Management Plan (Pilot Munici-
palities) (Achieved for all the 34

provinces and 64 kabupatens.)

Regional Disaster Management Plan has been pre-
pared within the framework of the Regional Devel-
opment Plan and positioning of the disaster became

clearer in regional development.

»  Execution of Refuge Exercises

(being implemented regularly)

Periodic exercises which had not been executed be-
fore inspired people’s awareness of disaster man-
agement risks and strengthened capacities for

self-protection against natural disasters.

13




» Setting Up of Disaster Response
Regional Depot (Set up a model
depot in Padang, North Sumatera)

It is planned to set up regional depots at twelve loca-
tions each of which covers three to four provinces
eventually and expected to remarkably facilitate
timely delivery of disaster supplies and equipment to

disaster stricken areas.

» Setting Up of Tsunami Early
Warning System (Already oper-
ating since 2010 a system that can
dispatch warning signal within

five minutes.)

The national level system has been already set up and
operated. However at the regional level, emergency
information transmission means to local residents at
the village community level is still limited, which re-
stricts the system to operate effectively.

Additionally, the following kinds of disaster related
equipment have been installed at the time of the 2™
field study, but their coverage is still unsatisfactory

and require further expansion.
Broadband seismograph stations: 148 locations

o

® Accelerographs: 85 locations

® Tide gauges: 75 locations

® DART (Deep-ocean Assessment and Reporting
of Tsunamis) Buoys: 19 locations

® GPS (Global Positioning System) Stations: 19

locations

» Diffusion of Safe School
(Sekolah Aman)

Recognizing that 75 % of schools throughout Indo-
nesia are located at places with high risks of earth-
quakes and other natural disasters, the government
has been expanding “safe schools.” Setting out
standards regarding locational factor, architectural
and equipment conditions and carrying out disaster
education under BNPB, the government has been
providing schools that meet the required conditions.
In West Java and West Sumatera Provinces, one
hundred model schools have been developed and

further extension is going on.
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3.4 Effectiveness

3.4.1 Effectiveness of This Sector Program Loan

As discussed in the preceding section, the policy actions agreed in this program have been im-
plemented rather in an extended manner and generating expected program effects. However, as
pointed in Section 3.2 State of Program Implementation, the proceeds of this program loan was
not exclusively used for the particular purposes stipulated in L/A, and the quarterly meetings
which were supposed to conduct implementation monitoring and promotion of the policy actions
and facilitate on-going technical assistance projects have never been held either. As stated in the
previous section, the smooth progress and achievements of the policy actions were independently
conducted with the own efforts of BNPB and Ministry of Finance, and therefore the fact that this
sector program loan has promoted the implementation and the generation of the program effects
was not recognized.

During the two batches of field evaluation surveys in Indonesia, BAPPENAS, the Ministry of
Finance and BNPB which were directly involved in this program officially announced their views
as follows.

(1) The purpose of this ODA loan was to fill the fiscal deficit of the year 2007 as a general budget
support, not a sector support. The fund was therefore wholly converted to rupiah and put in the
general budget with no intention to limit its use for some particular purposes. If there had not
been this program loan and therefore the fiscal gap had been financed by the government’s
general budget, some government projects would have been sacrificed. However, according to
the Ministry of Finance, if they had not received this program loan, the government would
have issued additional national bonds. It is therefore judged that there were no sacrificed gov-
ernment projects or activities’. The percentage of this loan assistance was approximately
4.75% in the total fiscal gap in 2007. On the other hand, the ratio of domestic fund source as
on the increase throughout the 2000s and has been overwhelming foreign sources. (Cf. Table
2) (Ministry of Finance)

(2) Regardless of this program, the Indonesian side has been recognizing importance of disaster
prevention and taking measures for it. (BNPB, BAPPENAS)

(3) There was no informal effect or impact by this ODA loan entitled “Disaster Recovery and
Management” in particular on prioritized budget allocation to the sector. (Ministry of Finance,
BNPB, BAPPENAS)

As has been analyzed above, it is difficult to individually identify the effect and impact inde-
pendently brought about by this program loan. However, considering the fact that this ODA loan

forms a part of a series of program loans* provided to Indonesia, it is possible to analyze their

3 It may be possible to regard that the “crowding out effect” to crowd out private investment with increased market in-
terest rate caused by large-scale issuance of national bonds would have been curbed by controlled national bond is-
suance that would have been bigger if this program loan had not been provided.

4 While a project loan provides funding for targeted development works like infrastructure construction, a program
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overall effect of the consecutive program loans as follows from a macro viewpoint.
Following Section 3.4.2 attempts to clarify its background and analyze the influence of a series

of the program loans upon the total economy and finance of Indonesia.’

3.4.2 Contribution of Program Loans to Indonesian Economy in 2000s
1. Background

Under the government of President Yudhoyono who is the first elected president of Indonesia,
the following changes were executed in receiving foreign aid. Under that circumstances, this pro-
gram loan was formed being stimulated by the growing concern in international cooperation for
the disaster management sector provoked by the 2004 Indian Ocean Great Earthquake and Tsu-
nami.

The 2005 Paris High Level Forum on Aid Effectiveness stressed in its “Paris Declaration for
Aid Effectiveness” the importance of effective development assistance through the program ap-
proach including concepts stated below and confirmed the implementing guideline based on the
recipients’ development policy® It takes development programs as the policy system that devel-
oping countries implement for development and intends to define donors’ assistance as the activi-
ties to support them.

»  Strengthen recipient countries’ national development plans and its operational framework

» Promote alignment to the recipient countries’ development priorities, institution and pro-

cedures and assist in institutional capacity strengthening

» To promote collective actions and constructive alignment to the priorities, institution and

procedures, reform and simplify donors’ assistance policy and procedures.

Besides, CGI which had been assisting since 1992 was abolished in 2007 when this program
loan was provided. The reasons are regarded as follows’.

(1) It became less meaningful as an integrated fund raising meeting after Indonesia had got out

of the 1998 Asian Currency Crisis.

(2) As the regime of the first elected president, it was needed to get rid of the image of the

country’s foreign dependence or leadership.

(3) Under the circumstances in which the government is able to make aid coordination having

dialogues with three major donors, the World Bank, the Asian Development Bank and Japan,

loan supports recipients’ general or specific sector budgets without targeting particular development undertakings as
well as assists in implementation of economic or institutional reforms. Starting with the “Sector Program Loan”
amounting to 100,000 million yen to relieve economic difficulty caused by the Asia Currency Crisis in 1988, Japan
had been providing eighteen program loans totaling up to 438,277 million yen until 2013. (Data provided by JICA)

> The following analysis is basically based on the monograph of Mr. HIROTA Koki entitled “Recovery of Indonesian
Economy and Role of Program Loans,” (Japanese) The Journal of Economic Science Volume 10, Saitama University,
April 2013.

% MIYOSHI Koichi “Evaluation of Development Assistance and Relating Issues,” (Japanese) Trends in Development
Assistance, Foundation for Advanced Studies on International Development (FACID), March 2008.

7 The Ministry of Foreign Affairs of Japan “Country Assistance Evaluation of Indonesia,” (Japanese) March 2008
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which occupy most of the assistance for Indonesia, it became less important to keep CGI

convening many donors all at once.

2. Trend of Financial Conditions and Change in Aid Receiving Policy in Indonesia

Although the financial conditions of Indonesia has improved during the 2000s, the basic situa-
tion in which closing the fiscal gap involving repayments of foreign loans and national bonds
with their additional receiving and issuance still continues. While attempting to increase the ratio
of fund raising in the domestic market basically, preference for the program loans was increasing.
In addition, its effort to diversify and disperse the financial portfolio further increased the demand
for program loans. The increased importance of policy dialogues with the three big donors cen-
tering on the program loans is also counted as one of the elements reflecting the above mentioned
factor (3).

Table 2: Trend of Fiscal Condition of Indonesia

Source: The Ministry of Foreign Affairs of Japan “Country Assistance Evaluation of Indonesia,” 2008,

Bank of Indonesia “Annual Economic Report on Indonesia”
(Note) Figures until 2007 are taken from the former source and thereafter from the latter, therefore strict consistency
between both is not assured. However, the table provides a general trend throughout the period.

The following Table 3 and Table 4 show increase of the ratio of the amount of program loans
in the Indonesia’s foreign loans from 24.4% in 2001 to 40.4% in 2007. The ratio of the program
loan in the Japan’s total ODA loans also increased from 9.4% in 2004 to 18.8% in 2006.

Table 3: Change of Composition in Foreign Loans to Indonesia

(%, Disbursement basis)

Year 2001 2002 2003 2004 2005 2006 2007
Program Loans 24.4 38.0 8.8 28.1 45.7 40.6 40.4
Project Loans 75.6 62.0 91.2 71.9 54.3 59.4 59.6

Source: The Ministry of Foreign Affairs of Japan “Country Assistance Evaluation of Indonesia,” 2008
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Table 4 : The Ratio of Program Loans in Approved ODA Loans of Japan

(100 million yen, Commitment Basis)

Year ODA Loans Program Loans Ratio

2004 1,148.3 107.9 9.4%
2005 930.1 117.3 12.6%
2006 1,252.3 235.5 18.8%

Source: The Ministry of Foreign Affairs of Japan “Country Assistance Evaluation of Indonesia,” 2008

(Note) While the project loans are disbursed in a relatively long implementation period after the signing of L/A, the
program loans are normally disbursed at a time immediately after the L/A signing. There are also installment
tranche disbursements, but this program loan belongs to the former type. Therefore a simple annual compar-
ison, both disbursement and commitment based, is not necessarily meaningful enough, however, it can pro-
vide relative weight between the two in general.

3. Japan’s Assistance to Disaster Management Sector and Program Loans

In parallel with “Private Sector Oriented Sustainable Growth” as a short and medium-term tar-
get and “Establishment of Democratic and Equitable Society” as a medium and long-term strategy,
the Japan’s Country Assistance Strategy at the time of 2007 announced its long-term goal to real-
ize “Peace and Stability,” the contents of which were “Environmental Conservation” and “Disas-
ter Management.”

For Indonesia which was seriously stricken by a series of earthquake disasters including the In-
dian Ocean Earthquake and Tsunami in December 2004 and the Central Java Earthquake in May
and July in 2006, it was urgent to establish a sound government organization and institution to
cope with natural disasters. To respond to that request, Japanese government decided to give as-
sistance by providing a sector program loan. It should be regarded that the provision of this pro-
gram loan was one of the aspects of Indonesia’s changing policy regarding aid receiving by in-

creasing the ratio of program loans.

4. Contribution of Program Loans to Economic Strengthening of Indonesia in the 2000s

The Indonesian economy has remarkably improved with increased resilience throughout the
2000s and thereafter. Indonesia had experienced serious damage in the 1998 Asian Currency Cri-
sis with a negative 13.1% GDP growth rate which represented the biggest economic downturn
within the ASEAN region. In turn being faced with the following world financial crisis caused by
the 2008-9 Lehman Shock, Indonesia still kept growing at 4.6% and has been continuing its posi-
tive economic growth since then with over 6% per annum. It also keeps sound financial perfor-
mance with fiscal improvement (cf. Table 2: Trend of Fiscal Condition of Indonesia), decrease

of ratio of total debt amount vis-a-vis GDP and foreign exchange reserve accumulation.
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Figure 1: Trend of Net GDP Growth Rates of Asian Countries

| Asian Currency Crisis | 2012~2014: Forecast Percentages I

Indonesia
China

India

Singapore
| World Financial Crisis | Thailand

Malaysia

Source: Tominaga Ken-ichi “Potentiality and Risks of Indonesia” (Japanese),

e-Nex December 2012 (http://nexi.go.jp/webmagazine/feature/004610.html)

Figure 2: Ratio of Total Government Debt to GDP in Southeast Asian Countries

Malaysia

Vietnam

Thailand

The Philippines

Indonesia
Note: Survey by IMF

Source: The Nikkei Morning Edition, October 11, 2014
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Figure 3 : Trend of Foreign Exchange Reserve of Indonesia

(Unit: 1 billion US dollar)
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Source: Sekaikeizai no Netacho (http://ecodb.net/country/ID/f reserve.html)

The period when the Indonesia achieved good and sound economic performance in various as-
pects corresponds to the time in which it was increasing the ratio of program loans in foreign fund

raising.

5. Change in Modes of Program Loan Provision
Aside from the change in their quantity and share of the program loans as seen in the previous
Table 3 and 4, the following transition in modes of provision is also observed®.
a. From “Balance of Payment Support” to “Budget Support”
Change in target of finance from the support for reduced foreign exchange reserve due to
unfavorable balance of payment conditions to general or sector budget support.
b. From “Conditionality” to “Policy Dialogue”
Change in conditions of assistance provision from “Conditionality” almost imposed by do-
nors to mutual agreement on policy actions to be taken for reforms through policy dialogues
and joint monitoring of their implementation progress.
¢. From “Forward Looking” to “Backward Looking” to decide and disburse the finance
Change in method of decision making for providing assistance from agreement in advance
based on predetermined conditions to confirmation of already achieved policy actions. Under
the former method, fund is disbursed according to the achievement of predetermined policy

actions during the assistance period, whereas in the latter, the fund is disbursed soon after the

8 HIROTA Koki, op. cit. (Footnote 5) P.56~57
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contract signing.

d. From Installment to Single Tranche Disbursement
The “Tranche” is a unit of disbursements made on achievement of conditions. Change from
installment disbursement of the agreed loan amount to a one-time disbursement.

It can be recognized from the following fact that the above transition in mode of provision of
program loans did contribute toward reforming the Indonesian economy and its steady perfor-
mance in the 2000s discussed above coupled with the quantitative increase during the period.

The forerunner of the program loan was the IMF’s standby credit to have provided finance to
countries facing an international balance of payments crisis. The fund was provided on conditions
(conditionalities) that the recipient must commit to carry out necessary policies to recover from
the crisis. The World Bank’s structural adjustment lending (SAL) started in 1980s was also a bal-
ance of payment support. Also in the sphere of project loans, the Japan’s ODA loans before the
introduction of the prorated local financing used to be a sort of the balance of payment support
also limiting its financing to the foreign currency expenditure portion. Since the World Bank has
started DPL in 2004, new-type program loans changed their purpose from the balance of payment
support to the budget support.

Although the current account balance was dropped from 2013 due to the sharp decline in the
current balance surplus, it was maintained positively throughout the 2000s. This timely change in

the object of financing enabled Indonesia to consistently enjoy the benefit of the program loans.

Figure 4: Trend of Current Balance of Indonesia

(Unit: 1 billion US dollar)

Source: Sekaikeizai no Netacho (http://ecodb.net/country/ID/f reserve.html)
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Indonesia implemented a great number of infrastructure and other development projects until
the 1990s under the centralized “development dictatorship” of President Suharto for which Japan
made much contribution providing ODA project loans. However under the drastically progressing
decentralization in the post-Suharto new decade, the fiscal structure has much changed also from
weighted spending for development expenditures to rapidly increased allocation to regional de-
velopment subsidies. Fuel and other subsidies became the second biggest following the subsidies
for regions. In 2007 when this program loan was provided, the central government was signifi-
cantly burdened with increased subsidies affected by the hiked oil price.

For the economic administration to cope with the diversified fiscal conditions above, program
loans with untied usage are quite manageable for the government. In addition, the factors of the
backward-looking loan provision, quick and timely disbursement in a single-tranche and in-
creased predictability of incoming cash flow are quite a favorable device of the fund raising for
the government which was proceeding national development. Coupled with its proper policy ex-
ecution, it is considered that Indonesia could successfully conduct its economic and fiscal reform
during the period of 2000s.

This program loan was followed by the “Climate Change Program Loan (I) (including Eco-
nomic Stimulus and Budget Support Loan) ,” and “the emergency budget support ODA loan” was
added on its top to relieve the Lehman Shock economic crisis. To cope with an urgent financial
assistance need of countries that are consecutively receiving program loans, it thus became possi-
ble to immediately supply fund on top of the other existing program loans utilizing it as a plat-

form of a prompt rescue of economic crisis.

3.4.3 Summary

In conclusion, being difficult to verify the independent contribution of this program loan to the
development of the disaster recovery and management sector of Indonesia as its title articulates, it
is considered, as significant part of a series of Japanese program loans provided to Indonesia in
the 2000s, that this program loan could contribute to the Indonesia’s economic and fiscal devel-

opment and consolidation during the corresponding period.
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3.5 Dormancy of Bilateral Policy Dialogue and Effort for its Revival

A program loan generally consists of two primary elements; namely (1) policy dialogues to
promote specific reforms and (2) fund provision for conducting institutional reform and/or de-
velopment activities’. As discussed above, being induced by the 2004 Indian Ocean Earthquake
and Tsunami, Japan’s assistance to the disaster related area of Indonesia was initiated by the
top-level joint communiqué between the heads of both countries and the succeeding high-level
joint committee co-chaired by both ministers in charge. This program loan was given a role of the
implementation by fixing the policy matrix and its execution on the bilateral policy dialogue
platform prepared as a part of its scheme.
However in reality, what was implemented
was only the fund provision (the second pil-
lar) but the policy dialogue (the first pillar)
has never been conducted under the both
countries’ coordination as the expected func-
tion as a bilateral discussion platform. The
policy actions were taken over to the Climate
Change Program Loan, however, they have
not been mounted on the program’s policy

dialogue platform either. The Indonesian side =~ Face-to-face discussion with Mr. Sugeng
Triutomo, a person in authority in Indonesian

regretted this fact and has been strongly hop- Disaster management, at BNPB

ing for its revival. Fortunately, it was recently
commenced by the first “Indonesia-Japan Disaster Management Collaboration Dialogue Work-
shop” held in Jakarta on November 27, 2014 under the new regime of the President Joko Widodo

inaugurated in October of the same year.

4. Conclusion, Recommendations and Lessons Learned
4.1 Conclusion
This program aimed to contribute to Indonesia’s continuing efforts for recovery and rehabili-

tation from frequently occurring natural disasters by providing financial support appraising the
already achieved actions to improve the government’s institutional systems for disaster recovery
and management, and by supporting and promoting its further implementation, thereby contrib-
uting to the execution of disaster damage alleviation and effective implementation of the recovery
and rehabilitation works.

It is judged appropriate that this sector program loan has been provided by appraising already

achieved policy actions by the government regarding fundamental and key institutional issues of

9 HIROTA Koki, op. cit. (Footnote 5) P.56
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disaster management. However, the effect of the program implementation itself is not able to be
individually recognized and independently evaluated because the program was not implemented
in accordance with the mutual agreement in the Loan Agreement (herein after referred to as
“L/A”) and the “Memorandum on Disaster and Management Sector Program Loan between Japan
Bank for International Cooperation (JBIC) and National Development Planning Agency (herein-
after referred to as “BAPPENAS”), Ministry of Finance” on July 9, 2008 (hereinafter referred to
as “Memorandum”) . Nevertheless from a different viewpoint with a macro perspective, a series
of program loans provided to Indonesia in the 2000s, in which this sector program loan consti-
tutes an integral part, obviously contributed as a whole to the country’s fiscal and economic con-

solidation and development during the corresponding period.

4.2 Recommendations

4.2.1 Recommendation to Executing Agency

1. The performance of institutional development in the disaster management sector of Indonesia is
satisfactorily achieving more actions than what had been planned in the policy matrix agreed,
and its effect is remarkable by successfully coping with all the aspects of the country’s disaster
prevention, recovery and rehabilitation. However, there are various requirements which need
continued efforts to attain further achievement; such as, expansion of kabupaten-level regional
disaster management planning, rolling out of Sekolah Aman (safe school), scale and area
equipped with anti-disaster facilities, measures of transmitting disaster information to the popu-
lation, enhancement of authority of BNPB and so forth. The continued efforts are to be con-
stantly necessary for further development in all the aspects of legal, financial, planning and im-
plementation issues to proceed reform in the disaster management sector. It is hoped that related
agencies centering round BNPB make continued efforts in close linkage with each other to
make continuous efforts to deal with issues which remain still unattained.

2. One of the necessary elements of a program loan is inherently a “policy dialogue to promote
continued specific reform.” The bilateral policy dialogue on the institutional reform in the dis-
aster management area of Indonesia was initiated by the “joint communique” between the heads
of both countries and followed by the ministerial-level “joint committee,” and then supposed to
be passed on to this program loan. However, it was not carried out either by this program or by
the “Climate Change Program Loan” which succeeded the disaster management issues. Its re-
vival by the first “Indonesia-Japan Disaster Management Collaboration Dialogue Workshop”
held in Jakarta on November 27, 2014 is significant, which ought to be further promoted to con-

tinue strengthened policy dialogue between the two countries.

4.2.2 Recommendations to JICA.
Nothing particularly.
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4.3 Lesson Learned

This program loan was not implemented in accordance with L/A and the Memorandum re-

garding the following points.

1. Fund Management of the Local Currency (Counterpart) Fund
The use of the fund was limited to the recovery and rehabilitation of natural disasters occurred
in 2007 other than the projects related in the Sidoarjo mud flood and future disaster prevention
projects such as the Jakarta east and west flood control channels project. However the fund was
mingled with other funds into the general budget and not individually managed with an inde-
pendent bank account and/or bookkeeping, it was therefore unable to verify whether the fund
has been used within the restricted usage. The rupiah counterpart fund should have been man-
aged in an independent bank account with a separate bookkeeping to ensure and to be accounta-
ble that the assistance fund has been only used for the restricted purpose agreed.

2. Fulfilment of Indonesia’s Accountability by Submitting SOE
In order to ensure the accountability with regard to the fund usage agreed, the Indonesian gov-
ernment was supposed to submit SOE promptly (in any event not later than one year) after
completion of the disbursement, however it was not possible because the fund was not under a
separate management as above. The government submitted as an “SOE” instead on April 9,
2010, two years and four months later after the disbursement, the list of disaster fund allocation
to each region.

3. Implementation of Japan-Indonesia Quarterly Monitoring Meetings
The ODA taskforce was not organized and the quarterly monitoring meetings agreed for the
progress monitoring of the policy actions as well as for the facilitation of on-going technical as-
sistance projects have never been held either. The quarterly meetings should have been carried
out as agreed because they were expected to perform as a platform of the continued bilateral
policy dialogues between the two countries.

4. Submission of the Program Completion Report (hereinafter referred to as “PCR”)
The Project Status Report (PSR) attached to the Memorandum defines that “the project comple-
tion (to be precise, it should be “program completion”) as the completion of disbursement under
the last Subprogram in Section 2-2 Implementation Schedule. In reality, however, there exist no
subprograms and therefore identification of the program completion is impossible. Accordingly,
the PCR was not submitted.

As specified clearly in the agreement on L/A and Memorandum, the form of this program loan
is apparently a “Disaster Sector Program Loan” as it is entitled. However as previously discussed,
it has not been implemented as has been planned and agreed in terms of financing to the disaster
recovery as well as the monitoring/ promotion of the policy actions progress with the facilitation

of the on-going technical assistance projects. As a matter of fact, it was implemented almost as
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general budget support assistance. As pointed out in Section 3.4.1 Effectiveness of This Sector
Program Loan, the Indonesian government does not regard it as sector assistance for the disaster
measures and prevention, but recognizes it as a general budget support.

If the original intention had also been so to provide a “general budget support” to partially fill
the fiscal deficiency in 2007, the agreement in the form of L/A and Memorandum should have
been made in such a way as to be consistent with the real intention. If, to the contrary, it had
originally intended to give an inherent sector program loan to assist the disaster management, it
must have been implemented abiding by the conditions on agreed official documents. It is re-

quired to formulate and implement program loans with due attention to the points above in future.
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Socialist Republic of Vietnam
Ex-Post Evaluation of Japanese ODA Loan Project
“Sixth, Eighth, Ninth, and Tenth Poverty Reduction Support Credit”
External Evaluator: Masumi Shimamura

Mitsubishi UFJ Research and Consulting Co., Ltd.

0. Summary

The program provided budget support to achieve policy goals related to (1) promoting
growth and transition to a market economy, (2) securing poverty reduction and social
inclusion, (3) achieving sustainable management of the environment and natural resources,
and (4) establishing formulation of organizational structures for supporting the strategy in
each relevant area, and to contribute to economic growth and poverty reduction in Vietnam.
The program objectives of Poverty Reduction Support Credits (hereinafter referred to as
“PRSCs”) are consistent with Vietnam’s development policy and with the development
needs. Priority areas for Japan/Japan International Cooperation Agency (JICA) in PRSCs
are consistent with Japan’s assistant strategy for Vietnam, and the initiatives to cope with
development issues including Japan-Vietnam Joint Initiative. PRSC framework design is
flexible in response to changing circumstances. The fact that JICA participated in PRSC is
deemed appropriate in light of circumstances surrounding development assistance, and
terms and conditions of development policy loans at the time. Providing PRSC funds and
the size of PRSC funds were also appropriate. As regards effectiveness/impact, PRSC prior
actions have been fulfilled, and steady progress of reform can be observed. Furthermore,
results of interviews with Japanese companies in Vietnam have confirmed that legal
development related with investment climate has benefitted them. On the other hand,
selection of policy actions has not necessarily taken place in a reasonable manner in theory,
however, it did not diminish the effectiveness of PRSC. PRSC is deemed to have made
contribution as a policy reform support tool in that it pushed forward reform efforts of the
Vietnamese government and contributed to the acceleration of reform. PRSC funds have
contributed to the fiscal consolidation and economic soundness of Vietnam, and examples
of coordination between PRSCs and JICA’s technical cooperation have also been identified.
Lessons in the implementation of PRSCs have been made use of in the preparation and

implementation of the subsequent program.



1. Project Description
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Socialist Republic of Vietnam Meeting with the State Bank of Vietnam (SBV)

1.1 Background

Since the doi moi reform policy of 1986, the government of Vietnam has been promoting
a policy of opening the country to foreign business, and has been facilitating economic
growth while reducing poverty through integration into the international economy. The
World Bank and other development partners have appreciated such initiatives by the
Vietnamese government, and provided support as the first round of PRSCs (PSRC 1-5)
between 2001 and 2006. (JICA started its support from PRSC3.) During this period,
increase of exports and foreign direct investment were the driving forces that set the
country on a track of economic expansion. Economic stimulus measures and financial
reform efforts by the government kept real GDP at a high annual growth rate of around
seven percent every year. The poverty rate also dropped from 28.9% in 2002 to 19.5% in
2004 during the same period.

On the other hand, the government had the difficult task of implementing a variety of
reforms in accordance with its accession to the World Trade Organization (WTO), which
Vietnam officially joined in January 2007. In addition, in order for Vietnam to achieve the
national target to become a middle income country by 2010 and an industrialized nation by
2020, strengthening the country’s international competitiveness was necessary through
institutional development and its appropriate enforcement to enable effective business
development under a market economy, employment promotion and technology transfer via
foreign direct investment (FDI), state sector reform, financial sector reform, as well as
growth of local small and medium-sized enterprises and private sector, and development of
human resources for industries. Furthermore, the government was required to distribute the
fruits of economic growth appropriately, and to achieve a good balance between the issues

of redressing disparity, protecting natural environment, and maintaining economic growth.



Issues and progress of major reform areas during the time of PRSC are summarized in the

Attachment.

1.2 Program Outline

The objective of the program is to achieve policy goals stated in the five-year
development plan that can be summarized in four broad pillars: (1) promoting growth and
transition to a market economy, (2) securing poverty reduction and social inclusion, (3)
achieving sustainable management of the environment and natural resources, and (4)
advancing formulation of organizational structures for supporting the strategy, by financing
the implementation of policy reforms by the government of Vietnam (especially
development of investment climate and business environment, public financial
management, financial sector reform, state sector reform, public administration reform,
environmental management, infrastructure development, education, health, and fighting

corruption), and thereby contributing to economic growth and poverty reduction in

Vietnam.
PRSC6 PRSCS8 PRSC9 PRSC10
Loan 3,500 million yen/ | 7,000 million yen/ | 3,500 million yen/ | 3,500 million yen /
Approved 3,500 million yen 7,000 million yen 3,500 million yen | 3,500 million yen
Amount/
Disbursed
Amount

Exchange of
Notes Date/

January 28, 2008 /
January 29, 2008

November 7, 2009 /
November 10, 2009

January 21, 2011 /

January 24, 2011 March 30, 2012

March 30, 2012 /

Loan
Agreement
Signing Date
Terms and Interest Rate: 1.3%, Interest Rate: 1.2%, Interest Rate: 1.2%, | Interest Rate: 1.4%,
Conditions Repayment Period: | Repayment Period: 30 | Repayment Period: | Repayment Period:
30 years (Grace years (Grace period: 10 30 years (Grace 30 years (Grace
period: 10 years), years), General Untied period: 10 years), period: 10 years),
General Untied General Untied General Untied
Borrower / The Government of the Socialist Republic of Vietnam /
Executing State Bank of Vietnam (SBV)
Agency
Final March 27,2008 | November 27, 2009 | January 27, 2011 July 10, 2012
Disbursement




Date

Main

Contractor

N.A. N.A. N.A. N.A.

Main

Consultant

N.A. N.A. N.A. N.A.

Feasibility

Studies, etc.

N.A. N.A. N.A. N.A.

Related
Projects and

Programs

Japanese ODA Loan (Loan Agreement signing year and month in parentheses)

* PRSC3, 4, 5 (PRSC3: December 2004, PRSC4: December 2005, PRSC5:
March 2007)
Small and Medium-sized Enterprises Finance Project (III) (November
2009)
Technical Cooperation
» Reinforcement of the SME Technical Assistance Center (August 2006 —
August 2008)
* Vietnam-Japan Human Resources Cooperation Center (Phase 2)
(September 2005 — August 2010)
* Project for Human Resource Development of Technicians at Hanoi
University of Industry (January 2010 — January 2013)
* Project for Institutional Capacity Development for Infrastructure Finance in
Vietnam (September 2008 — March 2012)
* Project for Strengthening Function of Central Bank (August 2010 — August
2011)
* Project for Strengthening Capacity of Consumer Protection Administration
(June 2010 — May 2012)
PRSC6-10 Co-financiers
World Bank, Asian Development Bank, EU, UK, Netherlands, Denmark,
Germany, Australia, Ireland, Spain, Canada, Sweden, Switzerland, NZ (total of

15 development partners including JICA)

<Explanation of Words and Terms>

Development Policy Loan: PRSC is a name of development policy loan provided in

Vietnam. A development policy loan is an ODA loan to support developing countries

aiming to improve policy and to carry out overall institutional reform. Compared with the

former structural adjustment lending, it supports implementation of national strategy and

poverty reduction strategy in a longer time span. In recent years, so-called backward

looking type — a type of loan in which development partners confirm the implementation of
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reform items by the government of the recipient countries, followed by conclusion of loan
agreements for its fulfillments, and then provide funding which is to be incorporated into
the government’s budget' — has become predominant. As regards confirmation of
fulfillments, future reform items are also the target for discussion, and support for reform
will be provided under a long-term framework. As in the case of PRSC, this loan is often
provided in the form of co-financing with Multilateral Development Banks such as the
World Bank.

Prior Actions: Reform items for which prior fulfillments are required in each reform area.
Development partners confirm the implementation of prior actions by the Vietnamese
government, and then provide funding for its fulfillments. PRSC is a backward looking
operation in the sense that it monitors implemented reforms in that phase and gives credit

to what has been fulfilled.

Triggers: Policy actions of great importance within the roadmap of each reform area, by
which development partners are to confirm their virtual fulfillments before the next phase
of PRSC starts. In other words, they are regarded as interim performance indicators in
order to commence the next phase of PRSC. As such, the assessment of fulfillments of

triggers takes place prior to the official start of the next phase of PRSC process.

2. Outline of the Evaluation Study
2.1 External Evaluator

Masumi Shimamura, Mitsubishi UFJ Research and Consulting Co., Ltd.

2.2 Duration of Evaluation Study
Duration of the Study: July, 2014 — August, 2015
Duration of the Field Study: October 12—October 24, 2014, January 18—January 23, 2015

2.3 Constraints during the Evaluation Study

The evaluation was conducted focusing attention on “relevance” and “effectiveness” /
“impacts” among the existing five criteria of DAC. “efficiency” and “sustainability” were
excluded from the evaluation criteria since quantitative comparison between inputs and
outputs is difficult to make for the former, and the effects of budget support are provisional

or irreversible (subject to external factors such as international economic environment

1 PRSC funds are provided in the form of disbursement for import settlement, and after compensating for
import settlement, the equivalent local currency will be incorporated into the government’s budget. Therefore,
the use of PRSC funds is not limited to cover expenditures for any specific projects.
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surrounding Vietnam, and politics, economy, and social trend within the country) for the
latter.

As regards rating, since evaluation of budget support takes into consideration each
country context, and does not adapt to unified rating, unlike the cases of evaluation of ODA
loan projects, it was decided not to give overall rating nor sub-rating for each evaluation
criterion.

Support for policy and institutional reform through PRSC is an integral part of
Vietnamese government’s own reform program, and it is difficult to separate out PRSC
policy actions from the government’s own program. Moreover, it is difficult to measure
PRSC contribution to the enforcement of reform for each reform area in a quantitative
manner because reform progress is largely affected by external factors such as international
economic environment surrounding Vietnam, and politics, economy, and social trend
within the country. Therefore, the evaluation was conducted thorough both quantitative
analysis at the macro level as well as qualitative analysis of information gathered from

interviews with relevant stakeholders and by referring to their actual voices.

2.4 Evaluation Approach

Since the evaluation methodology for budget support is not necessarily established
internationally, methodology was set based on JICA’s awareness of the issues and its needs,
taking into account evaluation methodologies of co-financiers including the World Bank.

Following approaches were adopted in this evaluation.
e PRSC which has focused on the improvement of medium to long term policy and

institutional reform and structural issues of the Vietnamese government is an annual,
continuous initiative which has been extended for more than 10 years when adding the
former round (PRSC1-5). In this evaluation, analysis and evaluation of each reform area
were conducted, by dynamically grasping the reform efforts of the Vietnamese
government from comprehensive and overall perspectives.

e PRSC covers wide range of reform areas (17 sectors), and inputs from Japan/JICA were
provided not in a uniform way. Therefore, while fully utilizing the existing related
documents of co-financiers such as the World Bank (program documents and program
completion reports etc.), in-depth analysis and evaluation were conducted for the reform
areas where Japan/JICA put special priority and made proactive involvements in the
preparation of policy matrix.

e Attention was paid to the selection process of policy actions, and reviews were
conducted whether the selection of policy actions in each phase was carried out
appropriately and rationally, taking into account the status, logic and levels of each

policy action in the entire reform.



e Under this development policy loan, decision to provide financing was made by
confirming the fulfillments of policy actions (prior actions) at the time of appraisal. The
evaluation of the appropriateness of decisions made by JICA and co-financiers including
the World Bank on assessing the fulfillments of prior actions and providing funding was
carried out under the “effectiveness”.

e It is assumed that effectiveness of PRSC contains effectiveness as a reform support tool,
that is, inputs provided in the course of PRSC process (policy dialogue, coordination
among the development partners and formulation of institutional frameworks for reform
enforcement to implement policy actions) will create reform facilitation effects which

support Vietnam’s reform process. Evaluation of these effects was conducted, which
3’3

295

was categorized into three: “pushing effect””, “symbolizing effect
effect*”.

¢ Qualitative analysis was conducted focusing on the synergy effects between PRSC and

, and “coordination

JICA’s other assistance scheme — analysis was made on the concrete examples in which
Japan/JICA’s strengths in its assistance contributed to the fulfillments of policy actions

in the policy making process (planning stage) and its implementation stage.

3. Results of the Evaluation
3.1 Relevance

3.1.1 Relevance to the Development Plan of Vietnam

Vietnam’s 10-year Socio-economic Development Strategy (2001-2010) put up major
policy goals of: (1) Further integrating to global economic community, and achieving
annual average of 7% economic growth through further industrialization and urbanization,
and (2) resolving regional disparities and realizing poverty reduction for securing
equitability. In addition, the 5-year Socio-economic Development Plan (2006-2010) which
was prepared based on the 10-year Strategy put up its target to “graduate from a low
income country status and to become a middle income country”. In order to realize the
target, the government has indicated four pillars: (1) promoting growth and transition to a
market economy, (2) securing poverty reduction and social inclusion, (3) achieving
sustainable management of the environment and natural resources, and (4) advancing
formulation of organizational structures for supporting the strategy.

The 10-year Strategy (2011-2020) puts up national development goal of “becoming an

2 An effect impacting on Vietnamese government’s reform initiative itself, through supporting champions
within the government.

3 An effect to demonstrate the strong ownership and commitment of Vietnamese government towards reform,
both in and outside the country.

4 An effect to formulate an institutional framework for reform implementation and to facilitate and strengthen
coordination within the government, between the government and development partners and among
development partners.



industrialized country by 2020”. The 5-year Plan (2011-2015) which was prepared based
on the 10-year Strategy puts up following policy objectives to achieve the goal: (1)
Sustainable and rapid economic development, and (2) improvement of quality of economy
and strengthening competitiveness through transition of growth model and economic
restructuring. PRSC is a name of development policy loan extended to support achieve
policy issues identified by the Vietnamese government in the 10-year Strategies and 5-year
Plans, and its objectives at the time of appraisal, implementation process, and ex-post
evaluation are consistent with the above-mentioned policies.

In fact, the second round of PRSC (PRSC6-10), which is the target of this ex-post
evaluation, covers total of 17 reform facilitation areas under the following four pillars
based on the four priority areas identified in the 5-year Plan: (1) Business development, (2)

social inclusion, (3) natural resources, and (4) modern governance. (Table 1)

Table 1: Policy Issues under the Second Round of PRSCs (PRSC6-10)

Four Pillars of Reform Reform Sectors (17 Sectors)

_ Global Integration, State Sector Reform, Financial Sector
Business development )
Reform, Private Sector Development, Infrastructure

Social inclusion Education, Health, Social Protection, Gender

Natural resources Land and Forests, Water and Sanitation, Environment

Planning Process, Public Financial Management, Legal

Modern governance Development, Public Administration Reform, Anti-

corruption

Source: Information provided by JICA

3.1.2 Relevance to the Development Needs of Vietnam

The second round of PRSC coincided mostly with the process after Vietnam’s
acquisition to the WTO®, and the period for which the government continued its reform
efforts to realize its target stipulated in the 5-year Plan (2006-2010) to “graduate from a
low income country status and to become a middle income country”6. Moreover, after 2008,
issues to cope with emergency situation and to reconstruct economy were added due to the
effects from external factors — global financial and economic crisis triggered by the
Lehman Shock.

Under such circumstances, the reform facilitation areas for which the second round of

PRSC covered were consistent with Vietnam’s development needs and priority. As regards

5 Target period of the first round of PRSC (PRSC1-5) coincided with the period of government’s making
reform efforts to realize its big goal of “WTO accession”.
6 Vietnam achieved its goal to become a lower middle income country in 2011.
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crisis response and economic reconstruction, policy dialogues on financial sector reform
and private sector development etc. were conducted based on the macroeconomic situation
then, and therefore implementation of PRSC was consistent with the development needs. In
fact, the agenda’ taken up in the Vietnam Consultative Group meetings where Vietnamese
government and development partners gathered to discuss development issues in Vietnam
was covered in the PRSC policy dialogue as important policy issues that the government
must cope with in the PRSC framework, and eventually embedded in PRSC policy actions.
In other words, PRSC policy actions, which make up policy matrix, have supported to
achieve assistance objectives of development partners participating in the meeting.

In addition, policy matrix has been prepared through interview survey with the
Vietnamese government, coordination with relevant development partners, and policy
dialogues between the government and development partners. In this way, legitimacy of the
process and consistency with the priority reform issues of the government have been
secured.

Regarding PRSC reform areas, analysis was made on the relevance of covering the
reform areas such as state sector reform and financial sector reform which have been
affected significantly by political influence and where the reform process was lagging.
Because PRSC is a tool which supports reform facilitation emphasizing on the principle of
economic rationality, issues were raised from the stakeholders about the pros and cons of
providing PRSC support to the reform areas susceptible to political influence. However,
these reform areas are consistent with the reform intention of the Vietnamese government
from a comprehensive viewpoint, and therefore it is deemed relevant. Originally, Vietnam’s
transformation from a planned economy to a market economy had taken place adopting
gradualism approach, and reform for areas susceptible to political and social resistance has
been slowly tackled with from workable issues. However, for Vietnam to achieve further
economic growth under a situation where globalization and regionalization of economy
was advancing and competitive pressure to Vietnam was intensifying, it was necessary to
realize integration to global and regional economy, to further promote SOE reform and
financial sector reform, and to promptly develop an attractive investment climate for
foreign investors/foreign companies who hold the key to economic growth. In such
circumstances, PRSC was introduced and has been utilized as a tool to support Vietnam’s
economic reform and growth strategy based on the principle of economic rationality. In
other words, PRSC has been playing a role of “external pressure” based on economic

principle for difficult issues Vietnam was facing politically and socially, and it can be

7 Following issues were discussed: Macroeconomic stability, trade integration, state sector reform, financial
sector reform, private sector development, social inclusion, environment, planning process, public financial
management, legal development, public administration reform, anti-corruption and so on.
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considered that Vietnamese government has taken advantage of PRSC in order to facilitate
reform. In fact, State Bank of Vietnam (hereinafter referred to as “SBV”) and Ministry of
Finance (hereinafter referred to as “MOF”) have pointed out in the interviews as follows:
“External pressure called PRSC is necessary to push forward further reform. SOE reform
and financial sector reform are the top priorities of the Vietnamese government, and the
government will continue to tackle these issues with strong political will.” Other
development partners® pointed out as follows: “Focus of reform has been shifting to
challenging areas — SOE reform and financial sector reform. Who would encourage
Vietnamese government’s reform, if development partners turn a blind eye? If the issues
are left unresolved, then Vietnam itself will eventually have to pay a price in medium to
long term.”, “If reform is pursued with sound political judgment, in addition to economic

principle, then Vietnam will benefit on the whole.”

From the above, the implementation of PRSC is fully consistent with the development

needs in Vietnam.

3.1.3 Relevance to Japan’s ODA Policy
The Japanese government’s Country Assistance Policy for the Socialist Republic of

Vietnam (April 2004) has indicated three areas of priority: Promotion of economic growth,
improvement of people’s life and social aspects, and development of institutions. Among
them, under promotion of economic growth, the importance of “engine to growth” (private
sector including FDI), appropriate “institutions and policy”, and base of economic
activities (economic infrastructure and human resources) has been pointed out. Japanese

government’s priority sectors for cooperation in Vietnam are shown in Table 2.

8 PRSC co-financiers (major organizations) are as follows:
World Bank: The World Bank is involved in all 17 areas as the coordinator of development partners. In the
areas of business development and modern governance, the World Bank has put up ‘strengthening
Vietnam’s competitiveness in domestic and international economy’ as one of priority pillars. Under this
pillar, the World Bank has provided support for macroeconomic stability as well as technical cooperation
and project loans on public financial management (such as development of tax administration management
system).
Asian Development Bank: Asian Development Bank has put up ‘reform of economic structures’ as one of
priority areas, and has provided financial sector program loans and project loans (for business
improvement of specific SOEs) focusing on support for capital market development.
Canadian International Development Agency (CIDA): CIDA has provided technical cooperation for
strengthening banking supervision.
Swiss State Secretariat for Economic Affairs (SECO): SECO has provided technical cooperation for
improving risk management of state owned commercial banks (SOCBs).
Department for International Development, UK (DFID): European donors including DFID and the Like
Minded Donor Group have been involved in the areas of policy and institutions mainly in social sectors.
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Table 2: Japanese Government’s Priority Sectors for Cooperation in Vietnam

Various reforms in economic areas including: development of investment environment,
promotion of small and medium-sized enterprises (SMEs) and private sector, development

of economic infrastructures (transportation, power, information and communication),

human resource development to support growth, SOE reform

Source: Information provided by JICA

In addition, the Strategy for Overseas Economic Cooperation Operations of Japan Bank
for International Cooperation (JBIC) (2005-2007) and the Country Operational Strategy of
JICA (April 2009) indicated “infrastructure development for sustainable growth” as one of
priority areas. Especially for Vietnam, with an aim to the four pillars: (1) Sustainable
development, (2) social equity, (3) environmental protection, and (4) governance (policy
and institutions), ‘“sustainable economic growth and strengthening international
competitiveness taking into account private sector development” was regarded as one of
critical axis. And cross-cutting issues of “improvement of policy and institutions”,
“improvement of economic infrastructures”, “coping with environmental protection”, and
“developing human resources” have been prioritized for support.

PRSC policy matrix incorporates a part of concrete “action plans” which the Vietnamese
government must implement in order to improve its investment climate. These actions have
been agreed by both countries under the bilateral framework of “Japan-Vietnam Joint
Initiative’”. The incorporation of action plans into PRSC framework is significant from the
perspectives of reform promotion as public goods — (1) In addition to the perspective of
“benefitting Japanese companies” through “strategic partnership” between Japan and
Vietnam, it has another aspect of (2) “benefitting overall international community” through
the multilateral PRSC framework. Unlike the case of PRSC, Japan-Vietnam Joint Initiative
supports Vietnam’s policy and institutional reform without providing financial assistance,
however, looking from the background of its establishment'’, it has a high level

commitment, and is a top down initiative based on a long term relationship of mutual trust

9 The official name is * Vietnam-Japan Joint Initiative to Improve Business Environment with a view to
strengthen Vietnam’s Competitiveness”. It was established on April 2003 under the agreement of both leaders
of Japan and Vietnam with the objective of improving Vietnam’s investment climate and strengthening its
competitiveness. In coping with problems that Japanese companies investing in Vietnam was facing, issues
which Vietnamese government must tackle with to improve investment climate were compiled in doable and
monitorable action plans. Enforcement is required through high level commitment of both countries. Japan has
been securing Vietnam’s commitments in the form of action plans and encouraging their implementation
through providing comprehensive support by utilizing various ODA tools.

10 It was established under the agreement between Prime Minister Koizumi and Prime Minister Khai at the
time, and action-oriented and output-oriented approach was introduced, involving high level leadership of
both countries.
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between Japan and Vietnam, and is grounded on strong political will. Therefore the
effectiveness of reform is high. While Japan-Vietnam Joint Initiative has been focusing on
policy and institutional reform related to the types of industry such as manufacturing and
infrastructure, which many Japanese companies are investing, PRSC provided support for
overall development of investment climate covering broader types of industry. To put it
shortly, Japan has been providing support to improve Vietnam’s investment climate from
different channels — strategically approaching from different perspectives.

In this way, Japan’s priority areas of PRSC are consistent with Japan’s Country
Assistance Policy for the Socialist Republic of Vietnam and initiatives to cope with

Vietnam’s development needs including the Japan-Vietnam Joint Initiative.

3.1.4 Relevance of PRSC Design

PRSC is a framework to facilitate reform through continuous policy dialogue between
Vietnamese government and related development partners on direction of reform and
concrete actions, by considering the government’s development policy to be a benchmark.
It has a characteristic of grand sum of the Vietnamese government’s reform program. The
overall design of PRSC framework is deemed appropriate, judging from the interview
results with local stakeholders from a comprehensive perspective. SBV appreciated PRSC
by mentioning as follows: “Unlike the period of structural adjustment, PRSC does not
impose strict conditionality to Vietnamese government but is based on partnership between
the government and development partners, and contains flexibility in its design that can
accommodate changing situations.” In fact, the PRSC evaluation report by EU'' pointed
out the characteristic of PRSC as “soft conditionality” in the Vietnamese context. This term
represents the basic stance that “even for cases where all the triggers were not fulfilled, if
the World Bank and related development partners were satisfied with the overall progress
of reform, then it is deemed acceptable.” In other words, PRSC framework under the
Vietnamese context allowed flexibility to revise and prepare triggers based on the actual
progress of reform. In addition, SBV pointed out that “the second round of PRSC has
introduced more flexible approach compared with that of the first round based on the
reform progress, and consistency between PRSC and the government’s own reform
program has strengthened.” In fact, when looking back at the first round, PRSC1 has taken
on the features of structural adjustment credits under the Washington Consensus, and the
focus of its conditionality was mainly macroeconomic, structural reforms. PRSC2 has
broadened its coverage to social development sectors and crosscutting issues, such as

governance, reflecting a multidimensional nature of poverty. PRSC3, 4 and 5 have given

11 EU, Joint evaluation of the Poverty Reduction Support Credit (PRSC) General Budget Support operation in
Vietnam, July 2011.
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greater consideration towards the linkage between economic growth and poverty reduction
when selecting policy actions. Through these processes, the second round of PRSC
contained a feature symbolized as a term “soft conditionality”, and introduced flexible
approach that can correspond to the changing situations. This resulted in strengthening of
consistency between PRSC and the government’s own reform program. Following
comments were indicated during the local interview. “It was true that the second round of
PRSC encountered unmet triggers as a result of Vietnamese government’s weakened
decision making that required coordination across ministries, however, it was due to fatigue
and inertia'* of the stakeholders, and was never due to a loose design of PRSC framework.
On the other hand, it was very good that a platform function for policy dialogue was
established and mutual understanding among the stakeholders was secured as a result of
participation of various concerned ministries and development partners to the PRSC

framework.”

Table 3: Implementation of Triggers under the PRSC 6-10 (Number of triggers)

No. of triggers | No. of triggers | No. of triggers Total
fully met partially met not met
PRSC6 Note 1) — — — —
PRSC7 8 5 1 14
PRSC8 7 2 2 11
PRSC9 6 3 2 11
PRSCI10 7 3 1 11

Source: World Bank, Implementation Completion and Results Report for PRSC6-10 (December 2012)
Note 1) Triggers for PRSC6 have not been set. (However, 12 prior actions — conditions for financing — had
been set.)

Following comments were also indicated at the local interview. “Because the coverage of
PRSC reform areas was extensive and there was involvement of many stakeholders, there
was a limitation as to the depth of discussion in each reform area, however, there was a
trade-off between conducting deep discussion by narrowing down the number of reform

areas, and securing platform function for policy dialogue for many stakeholders *.” In this

12 Following reasons can be considered as a result of comprehensive judgment from the interviews with local
stakeholders.

+ The degree of difficulty to facilitate reform increased as PRSC phase progressed.

+ It became an outstanding issue to maintain motivations of line ministries (ministries in charge of reform on
site) as PRSC phase progressed. (Although participation in PRSC policy dialogue was an additional work for
the line ministries, there was no benefit to them from financial perspectives.)

13 Vietnam has been receiving attention as a country of good practice for aid effectiveness initiatives
including donor coordination and harmonization, and there were cases that new strategies by the development
partners were introduced as pilot cases prior to introducing them to other developing countries. By the same
token, PRSC has been utilized as an important tool for facilitating alignment (harmonization at the policy
level). If PRSC covered limited areas of reform, then number of development partners participating in PRSC
would have been limited and the number of ministries/agencies on the Vietnamese side would also have been
less. And PRSC process may not have continued for ten years, either.
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respect, it was extremely significant that PRSC covered both issues on “economic growth”
and “poverty reduction” based on the development circumstances at the time, because the
government could mobilize various relevant ministries/agencies, and facilitated reform
while getting support from international community/major development partners. In other
words, the government secured legitimacy of reform process. Number of sectors,

ministry/agencies and policy actions under PRSC is shown in Figure 1.

Sectors Ministry/Agencies Policy Actions

Figure 1: Number of Sectors, Ministry/Agencies and Policy Actions under PRSC 1-10
Source: World Bank, First Economic Management and Competitiveness Development Policy Operation,

Program Document (February, 2013)

3.1.5 Relevance of Japan/JICA’s Participation in PRSC

PRSC as an assistance tool was anticipated to be a means to resolve Japan/JICA’s issues
(aid environment and challenges it faced) at the time of appraisal. Consideration was also
made in light of the conditions to provide development policy loan.'* In fact, these issues
have been coped with at the time of ex-post evaluation. In addition, since individual project
assistance has limitation to deal with cross-sectoral reform issues that covers the
government’s overall reform, and in light of the fact that no other tool exists except PRSC
which requires government to ensure achievements within a specific timeline, JICA’s
participation in PRSC is deemed relevant. Interview results on the objectives of JICA’s

participation in PRSC are summarized below.

14 Japanese government has clarified the following situations that it would aggressively promote
implementation of development policy loans in the “Improvement of ODA Loan System” dated March 31,
2007: (1) A situation in which development policy loan would contribute to facilitate economic activities by
the Japanese companies through resolving their pending issues on investment in the recipient country, (2) a
situation in which Japan can make proactive involvements in policy and institutional reform of the recipient
country through providing knowledge of Japan’s comparative advantage, i.e., provision of value added, and
(3) a situation in which Japan’s participation in policy and institutional reform through financial contribution
would bring significant effects on high quality ODA loan projects for realization of their development goals.
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A viewpoint of bringing benefits to Japanese companies: To resolve pending issues on
policy and institutional aspects of Vietnam’s investment climate in light of Japanese
investors’ business development.

Institutionalizing the results of technical cooperation: To establish and expand JICA’s
knowledge, technology and skills in the Vietnamese system and to further enhance
JICA’s overall aid effectiveness through providing technical cooperation and budget
support in a mutually complementary manner.

Coping with potential risk (internalizing external risk factors): To internalize what
have been regarded as external factors such as trends and changes regarding upper
policy and institutional environment surrounding projects/executing
agencies/counterparts for implementing projects — i.e., internalizing external risk
factors through JICA’s participation in PRSC and its proactive involvement in policy
and institutional reform.

Securing Japan/JICA’s presence: To enhance Japan/JICA’s presence and to support
Vietnam’s steady reform by gaining a greater voice in the areas of Japan/JICA’s
priority through participating in policy dialogues regarding upper policy issues.
Further strengthening continuous linkage with the Vietnamese high-level officials in
macroeconomic related ministries/organizations: To strengthen continuous, direct
linkage with relevant officials in macroeconomic related ministries/organizations such
as MOF " through participating in PRSC. In addition, it is expected that Japan/JICA
would be able to raise the issues of Japan/JICA’s concern directly with high-level
reform promoters in government, to obtain high-level commitment for reform from

them, and to continuously monitor the government’s implementation of reform.

On the other hand, when asking the Vietnamese government officials regarding the

significance of PRSC for the Vietnamese government, following response was presented.

“Through policy dialogues and related technical cooperation, we can gain ideas and

knowledge of high value from development partners, and can learn international practice.

So to say, we can receive high quality consulting services through PRSC.”

Therefore, Japan’s participation in PRSC framework is considered relevant.

15 Prior to Japan/JICA’s participation in PRSC, there were daily contacts with the MOF officials regarding
borrowing plans and repayment for project type assistance. However, point of view of ‘individual project
implementation’ seemed to have been the main issue. After Japan/JICA participated in PRSC, discussion with
the MOF became extensive and more comprehensive, covering the reform areas such as financial sector
reform, planning process, public financial management etc. Daily contacts with the MOF hereby seemed to
have further strengthened.
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3.1.6 Relevance of Providing PRSC Funds and the Size of PRSC Funds

PRSC is a general budget support, and the PRSC funds are to be incorporated into the
national general revenue. Moreover, unlike the ordinary project type of assistance, PRSC
funds are not linked to expenditures of any specific project activities. For this reason,
relevance of PRSC funds/size of PRSC funds is analyzed from macroeconomic perspective.

Table 4 shows the trend of general government budgetary operations in Vietnam. For
example, according to the estimation of International Monetary Fund (IMF), total
government expenditure in 2010 was 648 trillion VND, which corresponds to
US$ 33.23billion, using the exchange rate for dollar to Vietnam dong at the end of the
period of the same year (US$ 1 = 19,498 VND). From this, PRSC funds'® additionally
injected to the budget accounted only 0.9% of the government annual expenditure, and
were by no means a big amount compared with the entire budget of the government. On the
other hand, general fiscal balance in Vietnam remained in deficit, and the budget deficit in
2010 was 2.8% of GDP, amounting to 59 trillion VND (approximately US$ 3.03billion),
and general budget support through PRSC in the same year in the amount of US$ 297.8
million was equivalent to approximately 9.8% of budget deficit. Of these, the amount of
JICA support accounted about 14.1% of the entire PRSC funds in the same year, equivalent
to approximately 1.4% of budget deficit. (See Table 5 for the actual total financing for
PRSC 1-10.)

Table 4: General Government Budgetary Operations in Vietnam
2008 2009 2010 2011 2012 2013

430 463 588 719 733 821

Total Revenue and Grants

(trillion VND)

Expenditure

(trillion VND) 437 572 648 749 954 | 1,021
Net Lending(+)/Borrowing( A)

(trillion VND) A8 | A109 A 59 A29 | A221 | A200

Net Lending(+)/Borrowing( A)
In percent of GDP (%)

Exchange Rate (VND/I1USS$,
end of period) 17,486 | 18,479 | 19,498 | 21,035 | 20,825 | 21,105

A0S AG6.0 A28 All AGS A5.6

Source: IMF Vietnam, 2014 Article IV Consultation — Staff Report, October 2014

16 Precisely speaking, the actual disbursement year varied among donors even if the figures are listed under
the same PRSC phase. Here, the amount of PRSC9 funds is assumed to be US$ 297.8 million.
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Table 5: Total Financing for PRSC 1-10 (Actual) (US$ million)

Asian Other
World
Development Japan Development Total
Bank
Bank Partners
PRSCI1 250 0 0 44.7 294.7
PRSC2 100 0 0 30.6 130.6
PRSC3 100 6.4 | 18:6 (2 billion yen) 91.1| 216.1
PRSC4 100 15 | 20.8 (2.5 billion yen) 84.1 219.9
PRSC5 100 15 | 21.5 (2.5 billion yen) 119.9 256.4
PRSC6 175 15 30 (3.5 billion yen) 150.5 370.5
PRSC7 150 25 0 129.5 304.5
PRSC8 350 100 70 (7 billion yen) 82.3 452.3
PRSC9 150 25 42 (3.5 billion yen) 81.4 297.8
PRSCI10 150 24.8 45 (3.5 billion yen) 53.6 273.4

Source: Data obtained from SBV during field survey
Note) For PRSCS, Japan provided additional funding of about US$ 500 million (47.9 billion yen) as economic
stimulus support on top of the above amount (7 billion yen)

From Vietnam’s macroeconomic perspectives, the government needed to fill the
financial gap with PRSC fund. In the interview with MOF, it was pointed out that PRSC
funds have brought about following effects: (1) Vietnam could secure high concessional
fund compared to the conditions in financing through the market, including national bonds,
and (2) Vietnam increased the ability to foresee the financial funding, allowing more stable
fiscal management. In addition, MOF and the Ministry of Planning and Investment
(hereinafter referred to as “MPI”) pointed out that PRSC funds are “flexible” funds since
their use is not restricted. As shown in Table 6, when comparing the 10-year national bond
coupon rates in Vietnam and the Japanese ODA loan interest rates, the former were in the
range of 8.5-11.5% whereas the Japanese ODA loan helped to procure the finances at

cheaper cost, between 1.2-1.4%. "’

Table 6: Vietnam’s National Bond Coupon Rate and Japanese ODA Loan Interest Rate

10-year National Bond Japanese ODA Loan
Coupon Rates Note 1) Interest Rates
2008 8.5-8.8% 1.3% (PRSC6)
2009 8.5% 1.2% (PRSCR)
2010 10.3-11.3% —
2011 11.5% 1.2% (PRSC9)
2012 9.5-11.1% 1.4% (PRSC10)

Source: Information provided by Vietnam MOF and by JICA
Note 1) 10-year National Bond Coupon Rates in local currency (VND)

17 1t should be noted, however, exchange cost is taken into account to the ODA loan.
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In addition, local currency bonds outstanding and share of world total in six South East
Asian Countries are summarized in Table 7. Both government bonds outstanding and its
share of world total in Vietnam are significantly below those of the other South East Asian
Countries, and it can be understood that government’s financing arrangements through

issuing bonds are extremely limited.

Table 7: Local Currency Bonds Outstanding and Share of World Total in Six South East Asian Countries

Country Local Currency Bonds Share of World Total (%)
Outstanding (USS$ billion)
Indonesia 111 0.2
Malaysia 298 0.4
Philippines 87 0.1
Singapore 211 0.3
Thailand 250 0.4
Vietnam 20 0.03

Source: Asian Development Bank, Asia Bond Monitor (November 2012)
(http://asianbondsonline.adb.org/documents/abm_nov_2012.pdf)

The size of PRSC funds was relevant with the view to the following consideration
process and the status of the achievement of JICA’s objectives. The disbursed amount of
the first phase of the second round of PRSC —-PRSC6- was 3,500 million yen
(approximately US$ 30 million), which has been increased by 1,000 million yen from that
of the last phase of the previous round —PRSC5- in the amount of 2,500 million yen
(approximately US$ 21.5 million). Following factors were taken into consideration when
deciding the size of PRSC funds: (1) To secure Japan’s presence as the largest bilateral
development partner to Vietnam, (2) to provide commeasurable support in terms of funding
as a development partner who has been strongly encouraging Vietnamese government to
tackle policy and institutional reform, and (3) to keep the balance with other development
partners (the World Bank, Asian Development Bank, and development partners in Europe
including the Like Minded Donor Group '®).'" It is judged that these three objectives have

been achieved through increasing the disbursement amount.

18 See footnote 8 for reference.
19 Tnformation source from JICA internal documents.
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Source: SBV

Furthermore, PRSC funds have played a significantly important role especially at the
time when Vietnam was struggling for economic recovery in the face of difficult
macroeconomic conditions against the global financial and economic crisis triggered by the
Lehman Shock. Under the global financial and economic conditions at the time, financing
instruments available for Vietnamese government were extremely limited. Under such
situation, Japan/JICA provided emergency budget support loan*’ to Vietnam by concluding
ODA loan agreement to provide additional funds on top of the ordinary PRSC fund?', and
the fund was disbursed immediately. In this regard, SBV pointed out as follows: “The fund
was used as part of the fiscal funds necessary for the measures to stimulate the economy by
the Vietnamese government. Through this, the government could implement the designated
measures to stimulate the economy in a timely manner. As a result, the economy has
quickly recovered from the economic crisis through the years from 2009 to 2010.” As seen
from the above, Japan/JICA was able to provide fiscal funds to Vietnam at appropriate
times in the face of economic crises because it had an existing policy support framework

which enabled Japan/JICA to provide additional funding to Vietnam.

3.2 Effectiveness, Impact
3.2.1 Achievement of PRSC Policy Actions and Progress of Reforms
3.2.1.1 Achievements of Reform in the Areas of Japan/JICA’s Interest
The prior actions in each phase of PRSC have been fulfilled, and steady progress of

reform can be observed including in the areas of Japan/JICA’s interest. Table (1) in the

20 The official name is “ Eighth Poverty Reduction Support Credit with Economic Stimulus Support.”
21 Japan provided emergency budget support of 47.9 billion yen on top of PRSCS financing (7 billion yen).
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Attachment summarizes the achievements and accomplishments of the reform areas of
Japan/JICA’s Interest. The actual figures of the operation and effect indicators set forth at
the time of appraisal are also included in the table. In addition, laws and regulations which
are considered having direct and indirect contribution to the development of investment
climate for Japanese companies are shown in Table (2) in the Attachment. Various initiatives
for improving the investment climate of Vietnam, including PRSC and Japan-Vietnam Joint
Initiative, have lead to facilitation and the promotion of business activities of Japanese
companies as described below. In this regard, it is deemed appropriate that JICA decided to

provide PRSC funds as a result of assessing Vietnam’s fulfillment of the prior actions.

3.2.1.2 Examples of Improvement of Investment Related Legal Systems Benefitting

Japanese Companies

Table 8 shows the interview results conducted by JICA in its past study regarding
concrete examples of the improvement of legal systems and related regulations which
brought benefits to business activities of Japanese companies. It can be confirmed that

initiatives through PRSC have benefitted Japanese companies.

Table 8: Examples of Improvement of Investment Related Legal Systems Benefitting Japanese Companies

[Area]
Improved Issues

Results of Interviews

[ Global Integration]
Improvements in customs
related legal system

While there are many small problems, big bottlenecks have
been eliminated for Japanese companies. (“Prior
confirmation system” such as customs procedures, HS code
and rules of origin has been clarified.)

[ Global Integration]
Improvements in
intellectual property
rights related legal system

As a result of improvements in intellectual property rights
related legal system, parts manufacturers have advanced to
Vietnam and more number of these companies have moved
into industrial parks as indirect effect.

[ Private Sector
Development]
Improvements in

investment related legal

system

Investments from Japanese companies were facilitated and
their advancement into industrial parks was increased.

Big achievement was made in attracting enterprises.
Establishment of joint ventures became easier as a result of
elimination of unanimous or consensus rule

Japanese companies benefitted from the harmonization of
investment conditions for both foreign and domestic
investments

It is significant for Japanese companies that JICA investment
advisors have been making proposals to the Vietnamese side
regarding improving investment climate from neutral
standpoint

Indirect investment increased by diversification of forms of
investment (through capital injection, acquisition, investment
fund etc.)

Clarification in investment regulated areas has brought about
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significant results in investment attraction such as time
savings and increase of areas of investment
There was contribution in real estate
development of industrial parks.

investment and

[ Infrastructure
Development]
Improvements in

infrastructure related

legal system

Significant contribution was made to promote Build Operate
Transfer (hereinafter referred to as “BOT”) projects.

Two power projects were initiated as a result of introduction
of BOT law. (Vung Ang 2 Power Plant Project and Vinh Tan
3 power Plant Project.) In response to these results, the
company decided to work on BOT projects in Vietnam,
which further spread to other projects such as Long Thanh
International Airport, railway and seaport.

[ Financial Sector
Reform] and [Public
Financial Management]
Improvements in financial
and tax related legal

Problems related with operational aspects for Japanese
companies were resolved as a result of contribution from
JICA support

Opportunity for equity investment was opened up

Improvements in labor
related legal system

system
[Private Sector e Once enacted, the revised labor law would be effective for
Development] measures against strikes.

[Private Sector
Development]
Development of SMEs
and Supporting Industries

Clear targets have been prepared.

[Infrastructure
Development] Traffic
Safety

Traffic accidents of the workers decreased as a result of
development of infrastructures surrounding industrial park
(such as development of intersections) by Japanese ODA
loan

A certain level of results has been achieved such as
enforcement of traffic safety education (safety week and
safety months) and installation of traffic signals

[Anti—corruption]
Anti-corruption

A certain level of results has been achieved.

Source: An excerpt from JICA “Poverty Reduction Support Credit Review Study” (June 2011)

Figure 3 and Figure 4 are the data on the approval amount of FDI in Vietnam, and the

accumulated approval amount of investment in Vietnam, respectively. Although it is

difficult to show direct correlation between development of investment related legal system

through PRSC and its effect on the growth of FDI in Vietnam, it can be judged that there

were contributions to the expansion of investment in Vietnam, taking into account

interview results summarized in Table 8.
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Figure 3: FDI in Vietnam

Source: Embassy of Japan in Vietnam, “Economic Status of Vietnam” (January 2014)

Accumulated Amount of Investment (As of December 15, 2013, USS$ billion)

Japan 34.58
Singapore 29.31
Korea 29.04
Taiwan 27.91
British Virgin Islands 15.64
Hong Kong 12.59

us 10.62
Malaysia 10.33

China 6.99
Thailand 6.47

Figure 4: Accumulated Amount of Investment in Vietnam (approval basis)

Source: Embassy of Japan in Vietnam, “Economic Status of Vietnam” (January 2014)

3.2.2 Contribution to the Improvement of Vietnam’s Domestic Policy Making Process

through PRSC
3.2.2.1 Establishing Policy Actions Contributing to the Improvement of Policy Making

Process

In the first round of PRSC, “Publication of legal documents issued by the government in the
Official Gazette (in the area of “modern governance” (legal development))” was selected as
PRSC2 policy action, which has been fulfilled. Concretely, a new decree which stipulated this
action was passed in 2005, and through this, clear guidelines were prepared for the collection
of comments from the stakeholders directly affected by legal normative documents. The
guideline clearly specifies that consultations with the stakeholders should be conducted for at
least 20 days. In the second round of PRSC, following indicator was set under PRSC 7:
“Consultation in the law-making process: Percentage of draft laws and ordinances posted in the

National Assembly website for comments from the public (in the area of “modern governance”
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(legal development)” While the percentage was zero at the end of December 2006, the figure
became 100% by the end of November 2012.°* As just described, the improvement of
Vietnam’s domestic policy making process can be confirmed from objective information and

data.

3.2.2.2 Series of PRSC Cycle (Mechanism) — Setting Triggers, Monitoring Periodically
and Fulfilling Actions —

As regards policy actions of each PRSC phase, review on the following three types of
assessment carried out by JICA and the World Bank etc. during PRSC implementation
process was conducted.

(1) Whether their evaluation of prior actions fulfilled by the government in that PRSC

phase was appropriate and reasonable;

(2) Whether their evaluation of prior actions fulfilled by the government in the next

PRSC phase was appropriate and reasonable; and

(3) Whether their evaluation of the prospects of achievable overall goal was appropriate

and reasonable.

All policy actions were not necessarily selected through appropriate and reasonable
assessment. For example, Japan played an active role in the selection of a prior action
under PRSC 6: “Adopt wastewater charges based on cost recovery, with provisions to
protect the poor (in the area of “Infrastructure”)”. This action can be regarded as
single-shot and its targeted level of issues was different from those of the other actions.
The reason behind this may be the fact that many development partners participated in
PRSC with different motivation. Table 9 summarizes “JICA’s stance in selecting policy
actions” and “the requirements for selecting policy actions” that the World Bank, as a
coordinator, has expected other development partners to comply with. There is a gap

between the World Bank’s requirements and JICA’s stance.

Table 9: Stance in Selecting Policy Actions

JICA’s Stance Requirements which World Bank has Indicated
to Other Development Partners
o [Institutionalization: Actions that are e Actions must originate in national policy
considered appropriate to and plans of the Vietnamese government.
institutionalize in the sense that e Actions must be able to confirm strong
results of JICA’s technical commitment by the Vietnamese
cooperation would be developed into government to enforce reform.

22 Source: World Bank, Implementation Completion and Results Report for PRSC6-10, December 2012.
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legal documents such as laws, decrees
and notifications.

Spreading out pilot initiatives:
Actions that may not reach the point
of institutionalization but would
encourage Vietnam’s reform efforts
through implementing pilot initiatives
such as introduction of Medium Term
Expenditure Framework (hereinafter
referred to as “MTEF”) at provincial
level.

Improving project environment:
Actions that will address policy and
institutional bottlenecks in attaining
results of JICA technical cooperation

itself.

Actions must make sense from an economic
point of view.

Actions must be of strategic importance.
Actions must be monitorable (possible to
make judgments and monitoring) including
concrete actions.

Number of actions should be narrowed
down to the level that does not lose the
whole balance.

Actions should not be a single-shot but
must be regarded as milestones to be
placed properly in a road map of the
reform.

Actions should not be too detailed but
should keep the same levels with other

actions.

Source: Information provided by JICA and results from interview survey

Each development partner including JICA intended to utilize PRSC by trying to
incorporate actions that are closely related with their project implementation in order to
facilitate their own ODA projects etc., based on the areas of their interest and the purpose
of participating in PRSC?*. The final policy matrix was a product of consolidation of
comments and inputs from various development partners, and the World Bank made some
adjustments to it. As a result, there were some single-shot actions due to political
judgments of development partners at the time, lacking consistent logic looking from
chronological order, which were not in harmony with other actions in terms of their level.
In fact, comments as follows were raised in the interview survey: “The level of policy
actions vary in different reform areas.”, “While there were reform areas in which actions
with strategic importance in the higher policy level have been selected, there were areas in
which actions with operational level have been selected.”

As regards triggers, there was a case that coherence and consistency were lacking
between the original and the replaced triggers — this happened when a trigger originally
agreed between the Vietnamese government and development partners turned out that it
would not be fulfilled, and an alternative trigger was selected. For example, when the

initial trigger for PRSC 10: “Enhance the management of transport infrastructure assets

23 The former World Bank task manager was cautious about such approach by each development partner,
using an expression, “ risk of hijacking”.
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through decentralization and adoption of financial mechanisms for investment, operation
and maintenance” was not going to be met, an alternative trigger: “MOF issues an annual
exercise of publishing the synthesis report based on financial statements of state-owned
Economic Groups and General Corporations**” was selected. However, although these two
triggers were categorized under the same reform area of “public financial management”,
the linkage between these triggers cannot be seen. Therefore, such measure has left an
impression that the alternative trigger might have been chosen to maintain the number of
total triggers.

However, it is not realistic to pursue perfection on the theory. Taking into account what
was mentioned above as features of PRSC — PRSC has functioned as a platform to facilitate
alignment (harmonization at the policy level), and PRSC in Vietnamese context
encapsulated flexibility symbolized by an expression of “soft conditionality” — it can be
judged that the effectiveness of PRSC would not be undermined by the fact that selection
of policy actions was not necessarily carried out through appropriate and reasonable

assessment.

3.2.3 Effectiveness of PRSC as an Assistance Tool for Policy Reform
Analysis was made on the following three effects which has been created and enhanced
through policy dialogues, coordination among the development partners and formulation of
institutional frameworks for implementing policy actions in the course of PRSC process in
reform support areas.
e Pushing effect: An effect impacting on Vietnamese government’s reform initiative
itself, through supporting champions within the government.
e Symbolizing effect: An effect to demonstrate the strong ownership and commitment
of Vietnamese government towards reform, both in and outside the country.
e Coordination effect: An effect to formulate an institutional framework for reform
implementation and to facilitate and strengthen coordination within the government,
between the government and development partners, and among development

partners.

As a result of interviews with the stakeholders, it can be judged that PRSC has pushed up
reform efforts of the Vietnamese government and has contributed to accelerate reform and

to improve quality of reform. In addition, the fact that PRSC was extended over more than

24 General Corporations refer to the SOE groups which was reorganized based on the Prime Minister
Decision 90 and 91 issued in 1994. General Corporations based on the former Decision is referred to as
General Corporation 90, which belong to Central Government Ministries and Local People’s Committees. The
latter is referred to as General Corporation 91, which is under the direct control of the Office of the Prime
Minister, and is comprised of relatively large SOEs.
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ten years embodies the symbolizing effect. As regards coordination effect, unified
judgment cannot be shown because opinions of stakeholders concerned were divided®.
However, it is considered that PRSC has made contributions to a certain extent as a reform
support tool since the abovementioned effects would not have been created were it not for

PRSC. The following summarizes the interview results obtained from the Vietnamese side.
o Reform issues taken up in PRSC would have been implemented by each relevant

ministry in accordance with its plans as Vietnamese government’s own reform agenda
even without PRSC, however, PRSC has pushed up their initiatives and contributed to
accelerate reform. Vietnam needed PRSC as an “external pressure” to facilitate reform
in the future.

o Knowledge and technical cooperation provided by development partners in the course
of PRSC implementation process have become useful inputs to the Vietnamese
government. Moreover, through continuous policy dialogues, issues that the
government must tackle with and direction of reform have become clearer. PRSC has
also contributed to the improvement of quality of reform.

e The fact that PRSC has been implemented every year continuously for more than ten
years until PRSC 10 since its commencement in 2001 symbolizes its success of
coordination and cooperation between the Vietnamese government and development
partners. During the PRSC process, the number of co-financiers increased to fifteen
and platform for policy dialogue was established. It can be considered that this was

realized due to the attractiveness of PRSC as a reform support tool.

3.2.4 Impact on Macro Economy

As regards PRSC funding effect, while the amount of PRSC funds that take up the
government expenditures is limited, it can be considered that there was a certain
contribution in filling Vietnam’s financial gap. In addition, PRSC funds have high
concessionality, and are regarded as useful, convenient fund in the Vietnamese government.
Because trend of macroeconomic indicators is affected by various external factors such as
world economic trends and individual corporate strategies and performances, it is difficult
to separate PRSC funds and to measure only its contributions.

As mentioned in “3.1.6 Relevance of Providing PRSC Funds and the Size of PRSC
Funds” above, PRSC funds accounted for only 0.9% of government expenditure (2010) and
9.8% of fiscal revenue and expenditure deficit of the same year. In this regard, it can be

considered that PRSC funds have marginally contributed to fill the financial gap. (The

25 While positive response was presented from the Vietnamese side that inter-ministerial coordination by the
National Steering Committee has largely contributed to the coordination within the government, development
partners pointed out the problems on the weakness of the government’s coordination ability in decision
making process, and the issues on vertically-segmented administrative system.
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amount of PRSC funding by JICA was about 1.4% of fiscal and revenue expenditure deficit,

which is minimal.)

The trend of basic economic indicators in Vietnam (GDP, growth of consumer price

index, current account balance etc.) is shown in Table 10. Figure 5 indicates trend of real

GDP growth rates.

Table 10: Basic Economic Indicators

2008 | 2009 | 2010 | 2011 2012 | 2013
Real GDP Growth Rate (%) 6.3 5.3 6.8 5.9 5.0 5.5
Industrial Production Index (% change, 13.9 7.6 8.8 7.3 4.7 5.9
previous year)
Unemployment Rate (urban areas) (%) 4.7 4.6 4.3 3.6 3.2 3.5
Consumer Price Index (annual average) 23.1 6.7 9.2 18.7 9.1 6.6
(%)
General Fiscal Balance (% GDP, Al2 | A90| A28 | All| A48 | AS56
including off-budget items)
Trade Balance (BOP definition, Al128| A83| AS.1 AS5.0 9.8 10.6
USS billion)
Exports of Goods (FOB, USS billion) 62.7 57.1 72.0 97.0 | 115.0 | 132.0
Imports of Goods (FOB, USS billion) 75.5 65.4 85.0| 107.0| 114.0 | 131.0
Current Account Balance ( US$ billion) | A10.8 | A6.1 | A4.3 0.2 9.0 11.1
Current Account Balance (% GDP) Al119| A6S5| A38 0.2 6.0 5.6
FDI (net inflows, USS$ billion) 9.3 6.9 8.0 6.5 7.2 7.4
External Debt as percent of GDP (%) 31.4 39.0 29.5 27.2 28.0 28.5
Poverty Rate (%) 14.5 N.A. N.A. 10 N.A. | N.A.

Source: MOF, MPI, General Statistics Office (GSO), IMF, World Bank, JETRO

Figure 5: Real GDP Growth 2005-2012

Source: World Bank, First Economic Management and Competitiveness Development Policy Operation,

Program Document (February, 2013)
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The real GDP growth rate of 8.5% in 2007 has dropped to 5.3% in 2009 due to the effect
of global financial and economic crisis, however, it increased to 6.8% in 2010. Economic
growth has slowed down in recent years due to a tight monetary policy introduced as an
inflation control measure since around 2011. (5.0% in 2012, and 5.5% in 2013.)

General fiscal balance has shifted within negative territory prior to global financial and
economic crisis, and it has aggravated considerably from A1.2% of GDP in 2008 to
A9.0% in 2009 as a result of introduction of economic stimulus measures. Although it
improved to 1.1% in 2011, it has been deteriorating after 2012, in the figures of A4.8%
and A5.6%.

New FDI (net inflows) significantly decreased in 2009 to 74.2% compared from the
previous year due to global financial and economic crisis, however, it recovered in 2010.
Although the figure fell again in 2011 compared with the previous year, it turned upward
after 2012.

With budget deficit as a background, foreign borrowing increased in order to fill the
financial gap, which led to increased external debt as percent of GDP from 31.4% in 2008
to 39% in 2009. After 2010, the figures have turned to decreasing trend.

Poverty rate*® has decreased to 10% in the end of December 2011, and have achieved the

target (below 10%) which had been set as monitoring and evaluation indicator.

This program has mostly achieved its objectives as planned through implementation of

PRSC. Therefore effectiveness and impact of the program are high.

3.2.5 Synergy Effects among JICA’s Other Assistance Scheme (Technical

Cooperation, Project Loan etc.)
The time of commencement of the second round of PRSC (PRSC6-10), coincides with

the time when discussions on ODA implementation system — the way to manage technical
cooperation, ODA loan and grant assistance in an integrated manner — among those
concerned with development assistance was activated, with a view to a creation of new
JICA? in October 2008. In preparation and implementation of PRSC, selection of

prospective policy actions was considered taking into account not only experiences of

26 Poverty rate based on the new poverty line. The definition under the new poverty line is the ratio of
households that cannot buy food of 2,100 calories per day per person and minimum supplies.

27 The new JICA was launched in October 1, 2008, inheriting the overseas economic cooperation operation of
JBIC and the grant aid of the Ministry of Foreign Affairs (*). Through this reorganization, the new JICA
became an organization that implements three schemes of ODA: “technical cooperation”, “ODA loan”,. and
“grant aid” in an integrated manner.

(*) This excludes grant aid which the Ministry of Foreign Affairs carries out by itself out of the need in
fulfilling diplomatic policy.
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ODA loan projects but also initiatives of technical cooperation. In other words, ODA loan
as a source of PRSC fund itself was considered as a tool to realize programming,*® and aid
approach was strengthened to enhance development effectiveness through stronger
coordination between PRSCs and technical cooperation. Table 11 shows the examples of
coordination between PRSCs and technical cooperation. These three examples are
considered as good practice in the sense that experiences of technical cooperation projects
have provided useful inputs to PRSC policy actions. Moreover, a policy action has led to
the implementation of technical coordination project in the Case 2 below, hence it is
noteworthy that the Case 2 has realized the interactive stream between PRSC and technical

cooperation.

Table 11: Examples of Coordination between PRSCs and Technical Cooperation

PRSC
Case 1: Promote SME development through revising regulations,

Policy . . . : : .
Aot formulating action plan for supporting industries, and improving
ction
A coordination among responsible ministries (Private Sector Development,
rea,
PRSC8)
Phase)

Approach | The importance of promotion of SMEs and supporting industries has been
addressed from different channels — PRSC (multilateral channel) and
Japan-Vietnam Joint Initiative (bilateral channel). Japan has pointed out its
concrete awareness of issues to Vietnamese government and other
development partners from the perspective of Japan/JICA’s practical
experiences in the field (from bottom-up), which has produced following

results.

Results Decree 90/2001/ND-CP, which intends to support SME development, was
revised in May 2009. In addition, the 12"™ Prime Minister Decision
announced in February 2011 specified the supporting industries to be
promoted (machinery manufacturing, electronics and computers, assembling
production of automobiles, textile and garment, leather and shoes, and
high-tech industry) and the concrete promotion and preferential treatments.
Furthermore, Prime Minister Decision to ratify proposal regarding
providing support to SME development on supporting industries was
promulgated in October, 2012. The Ministry of Commerce and Industry
issued Decision 9028/QD-BCT in October, 2014 and approved supporting

industry master plan until 2020 and its vision until 2030.

28 JICA facilitates “program approach” emphasizing coordination and creation of synergy effects beyond
individual projects and the framework of assistance scheme.
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Related
JICA
Support

+ Reinforcement of the SME Technical Assistance Center

+ Sending SME policy advisers

+ Offering business courses at the Vietnam-Japan Human Resource
Corporation Center

+ Sending senior overseas volunteers to SMEs in Vietnam

+ Small and Medium-sized Enterprises Finance Project (11I)

+ Project for Human Resource Development of Technicians at Hanoi
University of Industry

+ Sending technical advisors of skill examination to the General
Department of Vocational Training

+ Sending investment advisors to the Foreign Investment Agency etc.

PRSC
Policy
Action
(Area,
Phase)

Case 2: Develop a medium-term strategy for Vietnam Development Bank
(Financial Sector Reform, PRSC9)

Approach

Based on the Project for Institutional Capacity Development for
Infrastructure Finance of Vietnam Development Bank (VDB) *, JICA
intended to encourage VDB to issue their medium-term strategy paper, and
additionally, to deepen policy-level discussion with the VDB’s stakeholders
— MOF and SBV — through PRSC. On preparing the medium-term strategy,
the project intended Japanese experts to provide inputs for the mid-term
direction of VDB based on the Japanese preceding experiences. Through
ever opportunity, JICA made efforts to promote discussions related with the
VDB policy directions, including utilization of contribution from relevant
experts. These active initiatives have led to two-way flows: “PRSC policy
actions providing inputs to implementation of technical cooperation
projects” and “technical cooperation projects providing inputs to PRSC

policy actions”.

Results

Based on VDB’s medium-term strategy, knowledge regarding credit risk
management, performance monitoring, financing and general management
of assets and liabilities has been strengthened. A policy direction to apply

International Accounting System has also been indicated.

Related
JICA

* Project for Institutional Capacity Development for Infrastructure

Finance in Vietnam

29 Government-affiliated financial institution, 100%-owned by the Vietnamese government. It provides trade
finance and project investment finance though head office and local branches in Vietnam.
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Support

+ Project for Strengthening Function of Central Bank

PRSC
Policy
Action
(Area,
Phase)

Case 3: Develop effective legal framework on consumer protection (Legal
Development, PRSC9)

Approach

Companies have shown strong interests in this reform area. Providing
support to Vietnam’s new development needs as such is important because
risks regarding problems which would adversely affect consumers’ rights
will increase as market economy and trade liberalization proceeds. JICA has
been providing support for drafting the Consumer Rights Protection Law
through the Project for Strengthening Capacity of Consumer Protection
Administration, and has provided inputs to the PRSC policy dialogue, which

has led to the selection of this policy action.

Results

The Consumer Rights Protection Law, which includes provisions of
cooling-off system and recall system, was approved in congress on
November 2010 (came into force in July 2011), and consumer consultation

service has been established.

Related
JICA
Support

+ Project for Strengthening Capacity of Consumer Protection

Administration

Source: JICA “PRSC Review Study” Report, June 2011

JICA’s “intellectual contribution” other than the technical cooperation framework would

be: (1) Improvement proposals based on the actual investment experiences of Japanese

companies though Japan-Vietnam Joint Initiative, (2) inputs with the aim to create

effectiveness of ODA loan projects (internalizing “external factors” in implementing

individual projects) (integration of investment budget and recurrent budget in road sector,

preparation of decree on wastewater which include the introduction of wastewater charge

system, for example), (3) inputs made by Japan Bank for International Cooperation at the

time with a leading role under the 5Banks>’ initiatives (providing comments on decree on

ODA management (Decree 131 etc.), conducting a study on PMU*' structures in

transportation sector, facilitating public consultation process on Environmental Impact

30 5Banks refer to Japan Bank for International Cooperation (at the time), the World Bank, Asian
Development Bank, KfW (Germany) and AFD (France). Initiatives to reduce transaction costs through
harmonization of aid procedures were carried out by the 5Banks.

31 Project Management Unit
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Assessment, promoting transition to a market based pricing for making cost estimations for
construction projects, providing comments on public investment decree, for example.)
Such inputs from Japan have all contributed to the selection and implementation of prior

actions and triggers.

3.3 Characteristics of the Subsequent Development Policy Loan

As policy and institutional reform support (budget support) framework in Vietnam after
the completion of PRSC 10, Economic Management and Competitiveness Credit
(hereinafter referred to as “EMCC **”) has been implemented since 2012, and Japan/JICA
has been co-financing EMCC with the World Bank and other development partners. In
starting up EMCC, repeated discussions were carried out among related parties on
challenges regarding PRSC implementation, which have been utilized for institutional
design and operational aspects of EMCC.?’ Characteristics of EMCC include following
five points.®* These characteristics reflect Vietnam’s development stage and development
needs/changes in priority, government’s institutional and organizational capacity, and the
positions of development partners. Such shift of characteristics can be considered as a

result of “evolution” of development policy loan from PRSC to EMCC.

e Reform areas and number of policy actions were narrowed down

In accordance with the name of EMCC, the reform target arcas were specialized in
strengthening Vietnam’s economic management and competitiveness, and were focused on
reform support for economic management where impacts across different areas are
expected. The fact that Vietnam became a lower middle income country in 2011 was the
background that the main development challenges shifted from poverty reduction to
economic growth. In addition, challenges identified in the PRSC process (PRSC covered a
wide range of reform areas and quality of policy dialogue and contents of policy matrix

varied) may have been taken into consideration.

e The number of EMCC co-financiers reduced

32 EMCC sets following three reform pillars necessary to help strengthen economic management and
competitiveness: “Macroeconomic stability”, “a transparent, efficient and accountable public sector”, and “an
enabling business environment”. Under these pillars, seven reform areas ((1) financial secretor stability, (2)
fiscal discipline, (3) public administration and accountability, (4) state enterprise management, (5) public
investment management, (6) efficient business environment, (7) transparency and equity of business
environment) are established to support reform to be implemented by 2015. (However, completion of EMCC
may be extended beyond 2015 based on the state of fulfillment of policy actions by the government.)

33 However, as mentioned in “ 3.1.4 Relevance of PRSC Design”, PRSC has a “platform function regarding
overall reform in Vietnam”, and when taking into account the situation of Vietnam then, it was extremely
significant to secure legitimacy of the process.

34 Information source: Interview with the World Bank and the World Bank’s Program Document for EMCC 1.
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By narrowing down the reform target arcas, number of development partners also
reduced. JICA has been co-financing in EMCC with the World Bank, Asian Development
Bank, Canadian International Development Agency (CIDA), and Swiss State Secretariat for
Economic Affairs (SECO), five development partners in total (there were total of fifteen
development partners at the time of PRSC). Herewith the issue on reduction of
coordination costs has been dealt with, which had been regarded as challenges for PRSC

implementation.

e The number of related ministries in the Vietnamese government was also reduced

By narrowing down the reform target areas, the number of related ministries in the
Vietnamese government was reduced to six. In light of the challenges for PRSC —
participation of government ministries varied among reform areas — stronger leadership and

ownership of the government is expected in EMCC compared to those of PRSC.

e In selecting policy actions, the linkage between technical cooperation and analytical

study was strengthened

Challenge recognized under the PRSC process was the necessity of creating incentives
for the line ministries (ministries undertaking reform on the ground) for their active
participation. From line ministries’ perspectives, participation in the PRSC process was an
additional work load for them, although additional budget allocation or increase of
personnel for these activities have not taken place, and the lack of linkage between policy
and funding was pointed out as its background. Therefore, through strengthening the
linkage between technical cooperation and analytical underpinning, it is expected that
incentives of the line ministries would be reinforced, government’s capacity for policy
implementation and institutions for law making would be strengthened, and enforcement of

reform would be enhanced on the ground.

e EMCC would continue until phase 3, and would not stick at an annual cycle

As challenges of the PRSC process, following issues were pointed out: “Annual cycle of
PRSC was not necessarily relevant”, “setting realistic timeframe and conditions in
accordance with the level of reform challenges was important”, “hurdles of the remaining
issues have become higher as reform progressed, and more time was necessary to cope with
these issues.” EMCC has adopted a framework to flexibly set the program period so as to
strengthen the linkage between policy actions and their results, and to further secure
effectiveness of reform.

Vietnamese government’s response to EMCC was very positive, pointing out as follows:

“Technical cooperation from development partners became clearer in EMCC compared
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with the times under PRSC, and enforcement of implementation has been strengthened in
EMCC.” Furthermore, it was pointed out that “Based on the challenges identified in PRSC
process, EMCC has realized in-depth discussion by narrowing down reform areas. And by
strengthening the linkage between policy actions and technical cooperation of development
partners, measures to enhance line ministries’ incentives for participation have been

introduced.”

4. Conclusion, Lessons Learned and Recommendations
4.1 Conclusion

The program provided budget support to achieve policy goals related to (1) promoting
growth and transition to a market economy, (2) securing poverty reduction and social
inclusion, (3) achieving sustainable management of the environment and natural resources,
and (4) establishing formulation of organizational structures for supporting the strategy in
each relevant area, and to contribute to economic growth and poverty reduction in Vietnam.
The program objectives of PRSCs are consistent with Vietnam’s development policy and
with the development needs. Priority areas for Japan/JICA in PRSCs are consistent with
Japan’s assistant strategy for Vietnam, and the initiatives to cope with development issues
including Japan-Vietnam Joint Initiative. PRSC framework design is flexible in response to
changing circumstances. The fact that JICA participated in PRSC is deemed appropriate in
light of circumstances surrounding development assistance, and terms and conditions of
development policy loans at the time. Providing PRSC funds and the size of PRSC funds
were also appropriate. As regards effectiveness/impact, PRSC prior actions have been
fulfilled, and steady progress of reform can be observed. Furthermore, results of interviews
with Japanese companies in Vietnam have confirmed that legal development related with
investment climate has benefitted them. On the other hand, selection of policy actions has
not necessarily taken place in a reasonable manner in theory, however, it did not diminish
the effectiveness of PRSC. PRSC is deemed to have made contribution as a policy reform
support tool in that it pushed forward reform efforts of the Vietnamese government and
contributed to the acceleration of reform. PRSC funds have contributed to the fiscal
consolidation and economic soundness of Vietnam, and examples of coordination between
PRSCs and JICA’s technical cooperation have also been identified. Lessons in the
implementation of PRSCs have been made use of in the preparation and implementation of

the subsequent program.

4.2 Recommendations
4.2.1 Recommendations to the Executing Agency

None
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4.2.2 Recommendations to JICA (Recommendations for implementation of subsequent
EMCC)

In order to secure coherence of selection criteria for policy actions and triggers on the
side of development partners, it is important that JICA strengthens coordination and
collaboration among development partners in cooperation with the World Bank, the
coordinator of development partners. To this end, JICA is expected to further strengthen
capacity for policy analysis by mobilizing all knowledge obtained from experts, various
studies, individual projects and so on. Thereby, JICA will be able to make persuasive
arguments among development partners for the selection of coherent and strategically

important policy actions and triggers.

4.3 Lessons Learned

The importance of creating incentives for active participation of the line ministries (lessons

to be generally applied for developing policy loans including PRSC)

Development policy loans including PRSC is a support tool for framework setting for
policy and institutions. In order to secure enforcement of reform, framework setting and
improvement of service delivery on the ground are important. Both exist in a
complementary relationship, and active participation of the line ministries is the key to
facilitate reform in the target support areas. In other words, the line ministries are expected
to strengthen its initiatives on the ground as well as to actively participate in the decision
making process regarding policy and institutional framework setting and coordination
among relevant ministries/development partners through participation of PRSC. However,
incentives for their active participation in PRSC is weak since it is an additional work load
for them although tangible benefits to their initiatives on the ground cannot be seen.
Therefore, it is important to create the line ministries’ incentives for their active
participation. Concretely, it is considered effective that technical cooperation and
analytical studies, with the line ministries being counterparts, would be carried out with
priority so that the same line ministries that participate in the development policy loan can
directly benefit. It is also effective that capacity development of the line ministries would
be carried out to strengthen their ability for preparing laws and regulations. In this way, by
strengthening the linkage between development policy loans and technical cooperation, and
consciously creating a mechanism which brings concrete benefit to the line ministries,

active participation of the line ministries can be expected in development policy loans.

End
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Attachment

< Issues and Progress of Major Reform Areas during the Time of PRSC >

[Development of Investment Climate and Business Environment)

In Vietnam, the role of private sector rapidly increased after the enforcement of the
Enterprise Law, which enabled private enterprises to register easily. While issues on
developing “level playing field” such as removing unfair treatments to private companies
compared with those of the SOEs regarding access to finance and land etc. was pending,
the Unified Enterprise Law was promulgated in November 2005 and all the SOEs were to
comply with the Law by 2010. However, for further development of private sector,
appropriate enforcement of the Competition Law and reform of General Corporations were
necessary to ensure competitive business environment. There were also agenda to be
addressed: establishing a framework to reflect private sector opinions appropriately to
policy, rationalizing administrative procedures, publicizing economic and financial
statistics promptly and appropriately, reforming tax, providing support to develop stock
market and to establish lending and loan guarantee system for long-term finance and so on.

As regards foreign investment, Vietnam was considered as one of promising investment
destinations. However, while investment climate was improving through the Unified
Enterprise Law and the Investment Law which came into effect around the same time,
delays have been pointed out in the core areas of reform such as infrastructure development,
regulations on foreign companies’ entry, development of basic legislation and institutions,
industrial personnel, supporting industries and so on.

As regards infrastructure, although development of major economic infrastructures such
as transportation and power was on the way, they remained as a bottleneck to attain
sustainable economic growth. It was impossible to cover all the infrastructure development
needs only by a government budget and therefore, utilization of private sector finance was
indispensable. In addition, issues on low investment efficiency were pointed out — public
investment projects have become less effective due to the insufficient allocation of
operation and maintenance budget. Thus, strengthening project cycle management for
public investment — planning, appraisal, implementation, operation and maintenance — was

critical.

[ Public Financial Management]
Financial conditions were in red, and the main causes of the budget deficit were pointed
out as follows: increase in subsidy expenditure with a salary increase of civil servants and

the rise of crude oil price, increase of public investment projects, and unexpected increase
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of extra-budgetary expenditures with a progress of SOE reform. Therefore, strengthening
public expenditure management capacity was crucial. While improvement was seen in
enhancing predictability of budget and securing transparency in budget process, and
disclosure of information on detailed government expenditures were advancing, following
issues remained: integration of recurrent budget and investment budget, introduction of
International Accounting Standards in public sector, enforcement of effective internal audit,

tax reform, strengthening of extra-budgetary expenditures and so on.

[ Financial Sector Reform]

Vietnam’s financial system before the introduction of doi moi reform was characterized
as single banking system. SBV had the function of both central bank and commercial bank.
Comprehensive financial sector reform has been implemented to increase business
efficiency through introduction of two tiered banking system in 1988 (separation of
functions of central bank and commercial bank), creation of non-State Owned Commercial
Banks (SOCBs), relaxation of interest rates and regulatory environment with regard to
lending, separation of policy-based finance, equitization of SOCBs and introduction of
private capital and so on. However, SOCBs still accounted for around 55%°> of the entire
balance of loans outstanding (data at the end of 2010). Furthermore, management capacity
of financial policy, quality of commercial loans, market surveillance capacity of stock
market were weak, and there were inherent risk of triggering instability of the financial
system at the time of unexpected recession. While a comprehensive roadmap for the reform
of the banking sector was issued in 2006 and the capacity of SBV on drafting and enforcing
banking and monetary policy, and its bank supervision function have been strengthened, it
became increasingly important to evaluate the quality of the assets of SOCBs based on
International Accounting Standards and to strengthen credit risk management capacity.
Since autumn of 2009, the government/SBV announced the introduction of fiscal and
monetary restraints aiming to curb inflation and to stabilize macro economy, responding to
inflationary pressure due to sharp rise in global food and fuel market and reduction of local
currency VND. In this situation, sudden credit contraction occurred in the banking sector
and non-performing loans grew into a serious problem as economic conditions aggravated.
SBV aiming to avoid further aggravation of the situation and to secure soundness in the
banking sector announced an outline of roadmap for baking sector reform in November
2011 at the National Assembly. In that, SBV made clear to further strengthen credit risk
management, to promote mergers among banks and to help transform banks into

internationally competitive banks.

35 Data source: SBV
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[SOE Reform]

Although efforts to improve investment climate were successful and investments from
private and foreign companies continued, the role of SOEs in Vietnam’s economy was still
dominant. While trade integration kept track of progress through conclusion of
US-Vietnam Bilateral Trade Agreement, ASEAN Free Trade Area, and WTO accession, it
was expected that competition would intensify for trade and investment in relation to China
and ASEAN countries. For this reason, further implementation of SOE reform was

indispensable to strengthen competitiveness.

[Redressing Disparity]

In order to appropriately distribute the fruits of growth, it was crucial to strengthen
policy and institutions that benefit directly to the poor, and to improve access of the poor to
social services (health etc.) through infrastructure development. The importance of policies
to support the poor taking into consideration area specific features and socially vulnerable
groups including ethnic minorities as well as to capture the needs of the poor and to
facilitate their participation in administrative process through participatory approach was

pointed out.

[ Environmental Protection ]

With the rapid economic growth and urbanization, coping with environmental problems
including air pollution, water pollution, and waste has become an urgent matter. The
Vietnamese government strengthened these initiatives and added “environment” as one of
the three pillars of national priority in parallel with “economy” and “society” to the 5-year
Development Plan (2006-2010). The Revised Environmental Protection Law was enforced
in 2006 and related regulations and punishment clause have been developed, thus legal
bases for environmental management were on the way. However, administrative and
institutional aspects on environmental management for central and local government as
well as environmental protection policy/plans were still inadequate. Development of

enforceable environmental management mechanism remained an issue.

[Public Administration Reform]

After the introduction of doi moi reform, public administration reform including
restructuring and development of national mechanism was implemented, however, reform
progress was slow in this area compared with other economic reform areas, and has become
shackles crippling to promote market based economy. In addition, it was necessary to

strengthen administrative capacity of local government and monitoring mechanism of
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central government as decentralization and delegation of authority proceed from central to
local government. In this respect, it was important to develop transparent, robust, and
modern administrative system and to enhance development of human resources of civil

servants.

[ Anti—corruption]

It is pointed out that background of corruption in Vietnam stems from the fact that
considerable discretions are left to the officers of executing organizations as a result of
ambiguous laws and regulations. Companies including foreign companies recognize
corruption as a bottleneck to their economic activities and expected government to

tackle medium to long term anti-corruption initiatives.

Table (1): Achievements and Accomplishments of the Reform Areas of Japan/JICA’s Interest

Development of Investment Climate and Business Environment

[ Trade Integration]
Development of legal systems to achieve WTO accession, appropriate implementation of

various post-WTO compliances and measures to mitigate negative impacts
Improvement in the tariff and customs related legal system

e Develop the revised customs law
e Direct the use of transaction value as the basis for customs valuation
e Harmonized Classification and Coding System applies to all trading partners

Improvement in the export control

e Eliminate 80 percent export requirements on FDI

Improvement in the related legal system with intellectual property rights along WTO

requirements
e Design the Law on Intellectual Property

e Develop the related regulations to strengthen appropriate implementation of the Law
on Intellectual Property

Provisions to negative impacts on WTO accession

e Establish consultation and early warning mechanism to identify the social and

environmental impacts of WTO accession

[Private Sector Development]

Develop the legal infrastructure securing the establishment of level playing field by
promulgating Unified Enterprise Law, Investment Law, and relevant guidelines. Improve
accesses for private companies, especially SMEs, to finance, lands etc. Develop the

infrastructures for private sector development. Simplify and rationalize administrative
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procedures.
Improvement in the investment related legal system

e Promulgate Unified Enterprise Law and Investment Law

o Clarify authority on investment certificates and conditional sectors for investment

e Establish single-window mechanism to streamline licenses and oversee
implementation of new investment-enterprise regime for registration, tax and seal
registration

e Establish a competition law and independent competition authority to address
restrictive commercial practices

Improvement in the tax accounting related legal system

e Rationalize incentive related to Enterprise Income Tax

Improvement in the labor related legal system

e Establish the revised Labor Law

Promote SME development and supporting industries

e Promote SME development through coordination among responsible ministries

e Embody a supporting industry master plan

<Operation and Effect Indicators>

e The proportion of domestic private investment to total investment: 33.9% (2009) =>»
36.1% (2010) Note 1) P38.5% (2011) 938.1% (2012) 37.6% (2013 tentative)
Note 1) Already accomplished target figure for 2011 (35.3% or more) in 2010 which was set in 2009

[Infrastructure]
Improvement in the Infrastructure related legal system

e Expansion of the CPRGS* to address large-scale infrastructure issues

e Decentralize investment ownership to better integrate capital and recurrent budgets in
the road transport sector

e [ssue Electricity Law

e Establish a regulator for electricity, responsible for guidance on establishing electricity
tariff, providing license, and supervising institutions

e Clarify contract specifications, investor qualifications and treatment of unsolicited
proposals for BOT?’ projects

e Adopt market-based pricing systems to estimate the costs of state-funded civil
engineering investments

e Plan to implement the Single Buyer System to open electricity field to competition

36 Comprehensive Poverty Reduction and Growth Strategy. It is a Vietnamese version of Poverty Reduction
Strategy Paper.

37 Build Operate Transfer
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e Open internet and mobile telephone services to competition

e Reduce international telephone and leased line rates to regional levels
Road safety

e Reduce traffic fatalities through strengthened regulations and improved education
programs (strengthening regulations for wearing helmets)

¢ Revise the Road Law

o Strengthen legal framework and institutional capacity of the National Transport Safety
Committee (NTSC)

<Operation and Effect Indicators>
e The proportion of the companies who thought the infrastructures were their core or
significant bottlenecks on their business: Transportation; 27%, Electricity; 19%
(2006) =» Transportation; 11.7%, Electricity; 6.6% (2009) Note 2)
Note 2) The target figure in 2011 which was set in 2009 is 5% or less

Public Financial Management

Establish various laws and regulations to improve fiscal transparency and to improve public
information disclosure. Strengthen consistency between investment budget and ordinary

budget.

[Planning Process]
e Establish clear criteria for selecting public investment projects and mechanisms to
monitor their financing and implementation
e Revise the investment laws to improve efficiency in state capital expenditures and

strengthen the management of public investment projects

[Public Financial Management]

e Revise the Budget Law (the legislative powers, the Congress and People’s Committee,
have become responsible for the decision making on budget expenditures, and the
administrative agencies have become responsible for securing accountability for
budget execution)

e Establish the financial department at all levels of governmental institutions as a
responsible authority for budget use and fiscal management, and unify the accounting
systems with the budgets and its implementation

e Approve a public expenditure review leading to better integration of capital and
recurrent budgets

e Establish the State Audit of Vietnam (SAV) as technically independent authority with

reporting obligation to the Congress
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e Disclose results of audits conducted by the SAV and its annual audit plan

e Disclose external public debt and its composition including defense expenditures and
costs for public investment projects to improve transparency

e Implement pilot MTEF for four sectors including transport to unify the investment and
recurrent expenditure

e Formulate public debt management law consolidating the management of domestic and
external debt

e Issue all relevant accounting and auditing standards consistent with international

practice

<Operation and Effect Indicators>

e Number of provinces with the public expenditure screening guidelines including cost
and benefit analysis, at the pre-appraisal stage: 0 province (2006) =» 0 province (2008)
=> 0 province (2010)
Note 3) Target value in 2011 which was set in 2006 is 30 or more

e The proportion of public debt including all levels of government security to GDP:
43.5% (2006) =» 44% (2008) =»55% (2011) =»56% (2012)
Note 4) Target value in 2011 (55% or less) which was set in 2006 was already achieved, however, it

increased to 56% in 2012

Financial Sector Reform

Strengthen functions, improve services and ensure transparency of the central bank (SBV),
SOCBs and policy finance institutions. Strengthen regulation supervision function on stock

market. SOCBs gradually retreat from policy finance and convert to joint stock corporation.
e Announce the separation of the SOCB management and supervision functions of SBV

e Produce and estimate of the current stock on non performing loans in SOCBs, based on
International Accounting Standards

e [ssue a comprehensive roadmap for the reform of the banking sector

e Require public disclosure of financial statements of SOCBs in line with internationally
accepted standards

e Approve and complete the equitization of SOCBs

e Develop a medium-term strategy for Vietnam Development Bank

e Design the Security Law

<Operation and Effect Indicators>
e Bad debt ratio: 2.8% (September 2008) Note 5) =22.22% (February 2011) =»8.6%
(2012) =»4.73% (October 2013) =»3.86% (February 2014)
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Note 5) Already achieved the target value in 2011 (5% or less) which was set in 2006, however, it

increased to 8.6% in 2012. Then gradually decreasing afterwards

SOE Reform

Reduce the 100% state owned areas. Promote equitization of the large-scale SOEs.
Strengthen the function of Special State Capital Management Organization (SCIC). Clarify

financial status of SOEs and promote SOE reforms through publishing it.
e Classify performance of SOEs and publicize its results

e Approve plans for the restructuring of selected large SOEs based on the holding
company model

o Allow foreign strategic investors in equitization of SOEs

e (Classify all SOEs according to performance and publish the results

e SCIC to begin receiving state ownership rights in equitized SOEs from ministries and
provinces

e Announce the new government ordinance to strengthen financial management of SOEs

and their investment in other entities

<Operation and Effect Indicators>
e Number of 100% SOEs: approximately 5,600 (2001) =» approximately 2,100 (end of

2006) = 1,546 (2008) 1,309 (2011)
Note 6) Target value in 2011 which was set in 2006 is 500 or less

Environment

Develop the revised Environmental Protection Law and relevant policies. Arrange various
institutions to ensure effectiveness. Ensure effectiveness of Environmental Impact

Assessment (EIA)
e Establish the revised Environmental Protection Law

e Establish the “polluter pays” principle on environmental pollution

e [ssue regulation to the worst pollution offenders

e [ssue directive to strengthen the management of solid waste in urban and industrial
zones

e Develop economic tools and pilot strategic environmental assessments for
environmental protection

e Decentralize responsibility for EIA of investment projects to local levels

e Approve national target program on adaptation to climate change and allocate
institutional responsibilities for its implementation

¢ Issue regulations on national environmental data collection, and collect the data
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Public Administration Reform

Improve public administration services in line with the users’ needs, civil service reform,

government restructuring

e Continue efforts to streamline administrative process using the existing One Stop Shop

e Apply principle to strengthen competitiveness and transparency in recruitment,
appointment, promotion and dismissal of civil servants

e [ssue regulation and approve pilot project to strengthen competitiveness and
transparency in recruitment, appointment, promotion and dismissal of civil servants

e Promulgate Public Administration Reform master plan

Anti-corruption

Initiatives to prevent corruption.

e Disclose analysis results on mechanism to increase public awareness and involvement
in the fight against corruption

e Prepare a revised Press Law to encourage thorough reporting on corruption

e [ssue a Comprehensive Anti-corruption Strategy

e The recipient has (a) carried out annual procurement compliance and performance
audits of projects funded by state budget; (b) made public the findings of selected
audits; (c) adopted a pilot procurement code of ethics for participants; and (d) launched
an open access electronic bidding system

e Develop an enabling legal framework to protect and reward witnesses and
whistle-blowers

e Develop a framework for monitoring progress on the implementation and results of

efforts to prevent and combat corruption

<Operation and Effect Indicators>
e The proportion of companies who thought the corruption was a core or significant

bottleneck on their businesses: 9.9% (2006) = 5.1% (2009)
Note 7) The target value in 2011 which set was in 2006 is 5% or less

Source: JICA “PRSC Review Study” Report, June 2011, JICA internal document, and the World Bank,
Implementation Completion and Results Report for PRSC6-10 (December 2012)

Table (2): Impact Indicators (Operation and Effect Indicators)

Indicators Trend of Actual Figures

Proportion of people below the new | 20% (2004) = 14.5% (2008) = 10% (2011) Note 1)

Vietnam poverty line (%)

Proportion of ethnic minorities below | 61% (2004) =» 45.5% (2010) =» 40% (2011) Note 2)

the new Vietnam poverty line (%)

Source: World Bank, Implementation Completion and Results Report for PRSC6-10 (December 2012)
Note 1) Target value in 2011 (10% or less) which was set in 2006 was achieved in 2011
Note 2) Target value in 2011 (40% or less) which was set in 2006 was achieved in 2011
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Table (3) Laws and Regulations having Direct and Indirect Contribution to the Development

of Investment Climate for Japanese Companies

Policy Issues

Related Laws and Regulations

1. Improvement in
Customs Related
Legal System

(1) Revised Law on Customs

e Law on Customs (revised) (Law 42/2005/QH11) of June 14, 2005
(2) Introduction of the use of transaction value as the basis for customs
valuation

e Decree 40/2007/ND-CP of March 2007, guidance for customs

valuation and tax calculation of imported and exported goods

(3) Introduction of Harmonized Classification and Coding System for
application to all trading partners

2. Improvement in
Intellectual
Property Related
Legal System in
Compliance with
WTO Requirements

(1) Law on Intellectual Property

e Law on Intellectual Property (Law 50/2005/QH11) in force on
July 1, 2006

e Law on Intellectual Property (revised) (Law 36/2009/QH12) in
force on January 1, 2010

(2) Relevant Regulations on appropriate enforcement and
implementation of Law on Intellectual Property

e Decree56/2006/N-CP of June 2006, on sanctioning administrative
violations in cultural and information activities

e Decree 100/2006/ND-CP of September 2006, detailing and
guiding the implementation of a number of articles of the Civil
Code and the Intellectual Property Law regarding protection of
copyright and related rights, audit, and punishment for violation

e Decree 47/2009/ND-CP of September 2009 on sanctioning
administrative violations of copyright and related rights (the
highest penalty fee for each violation and order to dispose
products which have been manufactured through violating act)

e DecreeNo.103/2006/ND-CP of September 2006, detailing and
guiding the implementation of a number of articles of the Law on
Intellectual Property regarding industrial property

e Decree 106/2006/ND-CP of September 2006, providing for
sanctioning of administrative violations in trademark and
industrial design, and disguised place of origin in the domain of
industrial property

e Decree 97/2010/ND-CP of September 2010, on sanctioning of
administrative violations in industrial property (This Decree
replaces Decree106/2006/ND-CP above)

e Decree 88/2010/ND-CP of August 2010, detailing and guiding a
number of articles of the Law on Intellectual Property and the
Law Amending and Supplementing a Number of Articles of the
Law on Intellectual Property regarding rights to plant varieties

e Decreel05/2006/ND-CP of September 2006, detailing and
guiding the implementation of a number of articles of the Law on
Intellectual Property on Protection of intellectual property rights
and on state management of Intellectual Property

e Joint Circular 01/2008/TTLT-TANDTCVKSNDTC-BCA-BTP of
February 2008, of the Supreme People's Court, the Ministry of
Public Security and the Ministry of Justice regarding the study on
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the investigation of criminal liability, guiding the application of a
number of legal provisions to the settlement of disputes over
intellectual property rights at People’s Courts

3. Improvement in
Investment Related
Legal System

(1) Elimination of 80% Export Requirements on FDI
e Decree 27/2003/ND-CP (March 19 2003): Amending and
supplementing  Decree  24/2000/ND-CP  detailing  the
implementation of the Law on Foreign Investment in Vietnam.
80% export requirements on FDI was eliminated
(2) Promulgation of Unified Enterprise Law and Investment Law
e These two Laws came into effect on July 1 2006. With the
promulgation of these Laws, level playing field for investment for
both SOEs and private as well as both domestic and foreign was
guaranteed.
(3) Clarifying authority on investment certificates and conditional
sectors
e Decree No. 108/ND-CP (September 22 2006) to clarify authority
on investment certificates and conditional sectors was
promulgated
(4) Establishing single-window mechanism for businesses to cover
registration, tax, and seal formalities
e Circular 02/2007/TTLT/BKH-BTC-BCA (February 27 2007) was
enacted. Based on this Circular, The mechanism has been piloted
in Hanoi, Haiphong and Laocai.
(5) Establishing Competition Law and independent authorities to
administer competition activities
e Competition Law went into force on July 1 2005. Competition
Commission and Competition Council were established under the
Ministry of Industry and Trade.

(6) Promulgation of Consumer Protection Law

e The Law was promulgated in December 2010 and to be in force
on July 1 2011. The Law regulates responsibilities of enterprises
and individuals handling products and services as well as
consumer rights and duties.

(7) Facilitation of foreign investors in equitization of SOEs

e Decree 109/2007/ND-CP allows foreign strategic investors.
Strategic investors shall be allowed to buy at least 25-30% of
capital of the equitized SOE provided, however, that no more
than 50% of such allowed shares may be given to the strategic
investors.

(8) Revised Land Law

e Revised Land Law was promulgated on July 1 2004. By this Law,
land use rights were allowed for foreign investors base on
lump-sum payment.

(9) Establishing guideline for land registration and valuation

e Circular 17/2009/TT-BTNMT providing for certificates of land
use rights and house and land-attached asset ownership was
established.

4. Improvement in
Infrastructure

(1) Establishing Electricity Law
e The Law went in force on July 1 2005. The Law stipulates
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Related Legal
System

equitization of subsidiary of Electricity of Vietnam (EVN) and
liberalization of power generation and transmission.
(2) Establishing a regulator for electricity, responsible for guidance on
establishing electricity tariff, providing license, and supervising
institutions
e Electricity Regulatory Agency was established in October 2005 to
undertake following tasks: (1) preparation of pricing system for
electricity (including setting framework for retail price and
wholesale price), (2) equitization of state owned distribution
company, and (3) regulatory oversight, claim management and
dispute settlement (issuance, amendment and withdrawal of
electricity business license) to secure development and
competition of electricity market
(3) Promulgation of BOT related regulation to Clarify contract
specifications, investor qualifications and treatment of unsolicited
proposals for BOT projects
e Issuance of BOT Decree78/2007/ND-CP (May 2007)
(4) Preparation of a plan to implement the Single Buyer System to
open electricity field to competition
e Prime Minister Decision No. 110 on National Power
Development Master Plan (July 2007)
(5) Opening internet and mobile telephone services to competition
(6) Reducing international telephone and leased line rates to regional
levels

5. Improvement in
Finance, Tax and
Accounting Related
Legal System

(1) Establishing accounting and auditing standards in line with
international practices
o Concrete regulations and guidelines of the Accounting Law
approved by the National Assembly in 2003 was prepared and
officially announced.
(2) Clarifying items for inclusion in deductible expenses for enterprise
income tax
e Circular 134/2007/TT-BTC (November 23 2007) which stipulates
items for inclusion in deductible expenses was issued. Based on
this Circular, advertisement costs, sales promotion costs, and
welfare expenses could be regarded as deductible expenses.
(3) Promulgating Law on Securities
e The Law went into force on January 1 2007. It regulates
establishment and management of companies making transactions
in the area of securities including securities companies, securities
investment fund management companies, and public companies.
(4) Equitization of SOCBs
e Among six SOCBs, equitization was realized for Joint Stock
Commercial Bank for Foreign Trade of Vietnam, Mekong
Housing Bank, Vietnam Bank for Agriculture and Rural
Development, Vietnam Bank for Industry and Trade, and Bank
for Investment and Development of Vietnam (incorporated as a
company with limited liability) (only the equitization of the Bank
for Investment and Development of Vietnam was not fulfilled)

6. Improvement in
Labor Related

(1) Promulgation of New Labor Code and its regulations and
guidelines
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Legal System

e New Labor Code and New Union Law passed the National
Assembly (June 2012)
e Regulations on New Labor Code (detailed rules of some
provisions of the Law and implementation guidelines) was issued:
* Decree No. 41 (entities forbidden to strike) (May 2013)
* Decree No. 44 (labor contract) (June 2013)
* Decree No. 45 (labor hour) (June 2013)
* Decree No. 46 (labor dispute) (June 2013)
* Decree No. 49 (wage) (June 2013)
* Decree No. 55 (dispatched workers) (June 2013)
* Decree No. 60 (democratic rule in the workplace) (June 2013)
* Decree No. 95 (punishment at the time of violation of Labor
Law) (August 2013)
* Decree No. 102 (foreign workers) (September 2013)

* Circulation of Decree No. 102 (foreign workers) (January
2014)

7. Development of
SMEs and
Supporting
Industries

(1) Facilitation of SMEs through improving coordination among
relevant ministries and agencies
e A Decree to promote SMES (Decree90/2001/ND-CP) was revised
(May 2009)
(2) Realization of master plan for supporting industries
e Prime Minister Decision No.12 stipulating measures to encourage
development of supporting industries and their concrete
preferential treatment was enacted on February 2011. Following
supporting industries are the target for preferential treatment:
machinery manufacturing, electronic/computer, automobile
assembly, textile/ sewn products manufacturing, leather/shoes,
high-tech industries
e Prime Minister Decision that ratified a proposal to provide
support to develop SMEs in supporting industries went into force
in October 2012. MOIT issued a Decision 9028/QD-BCT on
October 2014 and approved Master Plan for Supporting Industries
and its vision up to 2030.

8. Traffic Safety

(1) Promulgation of Revised Road Law
e Revised Road Law on 23/2008/QH12 came into effect on
November 2006. The Law stipulates strengthening traffic safety
through improvement of road standard and strengthening
supervision of drivers of commercial vehicles. Action plan on
traffic safety was also approved by the Prime Minister.
(2) Strengthening of legal framework of National Traffic Safety
Committee (NTSC) and its institutional capacity
e PM Decision 35/2010/QD-TTg regulating strengthening authority
of NTSC and Provincial Traffic Safety Committee was approved
on April 8 2010

9. Food Safety

(1) Preparation of a National Strategy on Food Safety (taking into
account economic incentives of farmers)
e Resolution 63 on National Food Security was issued on
December 2009 (continuous support is necessary as economic
incentives of farmers regarding land use have not been fully
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considered)

10. Environment

(1) Establishing the revised Environmental Protection Law
e (Current Law) Became effective on July 2006. The Law regulates
environmental protection policy and its activities, and stipulates
rights and duties of stakeholders for environmental protection.
All entities are subject to this Law.
e (New Law) Passed the National Assembly on June 2014.
Became effective on January 2015.
(2) Establishing the “polluter pays” principle on environmental
pollution
e Decree No. 67/ 2003/ND-CP on the environmental protection
charges for waste water was issued. Also, Decision No.64,
2003/QD-TTg was issued regarding anti-pollution measures for
companies which create serious pollution.
(3) Development of various institutions (budget process, tariff system,
management and enforcement mechanism, information management
mechanism etc.)
(4) Decentralize responsibility for EIA of investment projects to local
levels

11. Anti-corruption

(1) Promulgating Law on Tendering

e The Law went into force on April 1 2006. It stipulates regulations
for implementing government procurement (public bidding and
tendering by public announcement). Its guideline, Decree No.
58/2008/ND-CP was issued in 2008.

(2) Promulgation of Anti-corruption Law

e The Law became effective on June 2006. The Law stipulates
mandatory publication of property and income of civil servants,
exhaustive institutional development for anti-corruption
organizations  and so on.

e It prescribes the forced publication of the property of the
government official and the income, the exhaustive system
development of the prevention of corruption period.

o As related regulations, Prime Minister Decision 64/2007/QD-TTg
(May 2007) on giving, receipt and hand-over of gifts by state
budget-funded agencies, organizations and units and cadres,
public employees and servants, Decree No. 37/2007/ND-CP on
publicizing properties and income of civil servants and its
administrative instructions (November 2007) were issued.

Source: JICA “PRSC Review Study” Report, June 2011
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