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APPENDIX-B
REFORMS FOR ACCELERATED INDUSTRIAL DEVELOPMENT

B.1 Lessons Provided for New Stage of Renovation
D New Stage of Renovation in Vietnam

In 1986, Vietnam adopted the "Doi Moi" and decided to transfer.from the
centrally plaor_led pricing system to the market-oriented system by opening the doors to
other countries for trade and investments. The country has suppressed a hyper inflation
and succeeded in keeping a stable rate of foreign exchange. By 1994, these great
efforts brought eco'no-mi_c stability and steady growth and the country intended to step
into a new stage of renovation in which the reform of state-owned énterprises and
accelerated growth of economy should be emphasized.

In general, transition of the regime from a centralized planning regime to a
market based system could be divided into several steps as shown below:

| a) - Establishing definite rules
b) Establishmg anew legal system and administrative system
¢) Keeping macro economic balance and resolution of social conflicts
d) Promoting privatizaﬁon of state owned enterprises
e) Effective usage of market function (encouraging contestability)
- f)  Encouraging foreigo trade (export promotion and keeping balance of
international payment) |
g) Estabhshmg taxation, saving, banking and financing systems (meludmg
_ ra_tlonahzatlon of the government budget system)

1 1}

Vietnam is at the moment stepping into stages "d", "e" "f* and "g" in 1995.
Although there still remain issues to be improved even in earlier stages and social
conflicts caused in the transition process have not been resolved yet, major problems to
be resolved could be on and after step "d" mentioned above.

- Inorder to get effective measures to overcome problems in the coming stage of
"Doi Moi", experiences in industrialized economies, those of East Asian Economics
including four dragoris. in particular, and also experiences in transient economies such
as Hungary, Czech Republic arid,China would be helpful. |



2) Major Factors for Economic Development of Asian Economies
(H Economic Achievement of Selected Asian Countries

The economic achievement of the Eastern or Southeastern Asian countries has
attracted worldwide attention in recent years. In Table B.01, population, GDP per
capita and average growth rate of GDP of selected countries and groups are indicated,
The "East Asia & Pacific” region with a population accounting for 31% of the world
population, recorded a higher average growth rate of GDP and GDP per capita, 7.7 %
and 6.1% respectively, than other groups of countries in the period of 1980-1992
(illustrated in Table B.02). It is noted that the growth rates of GDP and GDP per capita
of such Asian countries as Republic' of Korea, China, Thailand, Hong Kong,

Singapore, Malaysia and Indonesia was relatively higher than other countries in both.

the periods of 1970-1980 and 1980-1992 (see Table B. 03 and Table B.04). 'I‘hxs
superior economic performance attracts the worldwide attention to the Asian Region,

(2) Industrial Deveiopmerit as a Factor of the Economic Growth

Table B.05 and Figure B.1 show that the rapid growth of Asian counties has
been achieved through industrialization. Capltai and human 1esources have been
invested into the industrial séctor in these growmg economies. Agnculture was the
dominant sector of the structure of GDP in the eally stage of economlc growth but the
industrial sector gained a supcrlor 1at10 in the glowmg proccss The sectoral structure
has gxadmlly inclined toward the services sector in the mature st'lge of development,
Before industrialization, and even in the stage of p:e mdustnahzatlon the economy has
earned foreign exchange through exports of natural resources or pnmary products of
agriculture, Tforestry or fishery. Forelgn exchange could be appropuated for imports of
manufactured goods. In the initial stage of mdustnallzatlon, pr_omotlon of resource-
based industries and promotion of domestic market-oriented industries have been
emphas'ized in order to reduce losses of international payments. Many industrialized
economiés_had experienced _impo1ft substitution strategy. Although this strategy was

effective 0 encourage domestic industries, it sometimes prevents them from.

strengthening the competitiveness in the world market. The experience implies that it is
important to combine the improvement of efﬁciency of domestic industries by inducing
advanced technologies and establishing an efficient management system, The most
effective ‘measure in this respect is to keep:stimulating the - competition among

enterprises. Through competition, domestic 'industries-iwill_'be strengthened ‘and ‘the

ability to export their products will be improved.



3) Macro Economic Stability and Confidence in the Government Policy -

Stability of commodity prices, interest rates, wage and salary, foreign exchange
rate and custom duties, as well as consistent and transparent government policies, is the
most important condition for economic development of a country. Stability is mostly
dependent on political stablhly which greatiy affects business activities, investments in
particular. Experiences in Asian Economies proved the importance of macro-economic
stability, political stability and consistency of government policies. Since Vietnam has
overcome hyper inflation in a relatively. short time, and has kept exchange rates- of
currencics stable, foreign investors have been interested in business in Vietnam. - The
macro-economic and political stability and consistency of policies seem to be a
fundamental condition for the economic and industrial development in Vietnam.

(4) " Educated Human Resources

The World Bank's Report, titled "THE EAST ASIAN MIRACLE" has
emphasized the importance of education as a condition for the success of
industrialization in the High Performing Asian Economies. As shown in the last
column of Table B.05, the adult illiteracy rate in low-income economies is higher than
that in middle- and high-income economies. It should be noted that the illiteracy rate in
such Asian Countries as Thailand (7%) and the Philippines (10%) is low even though
they are classified in the lower-middle income economies. The illiteracy rate in Hong
Kong, Singapore and Korea is less than 5 per-cent. The low illiteracy rate has greatly
contributed td the industrialization of these economies. Vietnam has a favorable level of
illiteracy for accelerating industrial development, pamculally for nnp10v1ng industrial
- ploducnwty

(5) _H}ghci‘ Saving Rate and Incr.casi_ng.Capital Resources

The governments of the High Performing Asian Economies encouraged savings
by various measures. A cyclical relation between the increase in income and the high
rate of saving has been realized by the better management of prices and interest rates. If
 prices-are unstable and exceed the interest rate for deposit, people would not like to
make deposit. In the-High Performing Asian Economies, the interest rate has been kept
stable. and exceeded- th'_c rate of price escalation. Higher savings have greatly
co’ntribufed to the industrialization in these economies by providing entrepreneurs with
large capital to invest.” Economic growth, high rate of savings and capital investments
into the industrial sector have worked well in these countries. In Vietnam, the level of
savmgs and cap:tal accumulatlon is still low to accclex ate thc mdustnal developmem



(6) Foreign Investments and Advanced Technologies

The High Performing Asian Economies have made great efforts to induce
modern technologies and to catch up with the advanced economies. In the initial stage
of industrialization, the governments of High Performing Asian Economies imposed
strict restrictions to economize the use of foreign exchange, but they gradually relaxed
the restrictions on foreign exchange for inducing modern machine & equipment and
knowledge for industrial production. They have also granted favorable taxation on
investments in modern technology and adopted a relatively low level of corporate tax.
These measures made it possible for enterprises in High Performing Asian Economies
to increase their internal reserves for new investments. The reserves have been utilized
to invite foreign investments from advanced countries. Foreign investers brought
markets, jobs and income opportunities, know-how onr management systems and
jnnovative production system of enterprises into the High Performing Asian
Economies. '

(7) - Export-oriented Policy Mix

Domestic enterprises were highly motivated to absorb foreign technologies and
know-how and competed each other in selling their products to the world market. Even
though the strategic measures by the Government to promote exports should be
suppleme_niary, promotional privileges for export industries have been indispensable
forindustnalizing economies. Further, the High Pérforming Asian Economies have
organized institutional facilities to open up foreign markets for exports. In Table B.06
and B.07, growth rates of merchandise eprrts during 1970-1980 and 1980-1992 are
shown by selected countries. There are 7 countries which attained a growth rate of
exports of more than 10%. It is noted that 4 of them are Asian countries. It is obvious
that exports played a significant role in the economic and ind.ustri_a'l growth of these
countries. |

(8) Industrial Development Policy

The Asian system of economic management by the governments emphasizes the
continuation and growth of enterprises.. The governments of the High Performing
Asian Economies have provided enterprises in' specific fields of indﬁstry with such
privileges and incentives as listed below in order to establish a favorable industrial
structure. '

. accel'er'ated ‘depreg'iation for specific capit_al‘ investments in promoted
industries ' . o _
* favorable long-term and low interest financing for specific industries -

B-4



3)

(1

-b)

+ applying the forcign trade insurance to specific exports
« allowing preferential interest rates to specific subjects

~« supplying government subsidies to specific areas of research and

development

+ construction of such basic infrastructure as ports, airports, water works, etc.
by the government

» imposing protective tariff on the imports of commodities which compete with
specific products '

+ tax exemption on specific industries which have been categorized under the
industrial development promotion policy

Lessons from Transitional Reform Experiments in China and Middle Europe
Lessons from Reforms in China
Reform of Agricultural Sector in the Early Stage of Renovation

China started its renovation scheme in 1978, or more practically in 1984 when 4
Special Economic Zones were designated to open doors to the world markets
and to induce foreign investments, parti_culhrly export-oriented investments. In
the early stage of renovation, attention has been paid to the economic reform in
the agricultural sector to encourage food production and to increase income of
farm households. Production units have been transformed from collective units

to indivi_dual households and farmers have been allowed to sell their surplus

products. At the same time, ip.rice control by the government was partly
relaxed. These reforms brought three major effects on the growth of national
economy.  Firstly, it expanded domestic markets for industrial products.
Secondly, the improved efficiency in the agricultural sector brought surplus in
labor supply to the industrial sector. Industries were able to emp]oy these
workers at relatwely low wages. Thirdly, increased income of farm household
brought the accumulatlon of capital. Surplus income of farmers was saved in
banks or remvested into local businesses. These effects resulted in a relatively

' hlgh growth rate of economy The averagcd annual growth rate of real GNP
' was 9 0 P from 1978 to 1992 '

Reform of State—Owned Enterpnses in:the Later Stage of Renovatlon

) Tho third reform to acCumulate capital through farm househoids has not been
__‘successfully managed by the govomment -and there was a great shortage in
: :capltai for accelerated mdustrlal devolopmem Thereforc the shonage of capital
was filled by forclgn mvestments and forelgn aids. It means that China has to

.-B-S..
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manage deficits in the invisible trade. The economic growth heavily dependent
on foreign investments will result in spreading differences of job opportunities
and income between stagnating rural areas and growing urban areas. China is
now faced with these problems.

Reform of Chinese state-owned enterprises (SOEs) was partly experimented by'
giving autonomy to the selected SOEs in 1978, when "A Sum of Rules on
Expanding Autonomy of Management of SOEs" was enacted. Experimental
reform program was executed in around 6,600 SOEs. This rule was
transformed into "Temporal Provision on Expanding Autonomy of SOEs" i
1984. Under this Provision, entexprlses were entitled to have the autonomous
right:

* to produce an extra volume to sell in the free market after accomplishing the
target volume of products imposed by the government;
* to use surplus profits for specific objects (fund for developing new products,
_for welfare of employees and for paying bonuses) by definite shares, after
paying an agreed amount to the government;

N . to lease or seli idle propetties to others;

* to recruit and fire employees.

Equitization of Large- and Medium-Size SOEs. -~

‘In 1983, renovation was made for -SOEs by -applying a new tax system.

Enterprises had to.pay a profit tax at a rate of 55 %, and a definite ratio of

- profits after tax was paid to the government by applying_ the specific option

which they would select among three alternatives. Remaining profits werc
allowed to be reserved by themselves. At the same time, the right to manage
enterprises was separated from the ownership, and it ‘was entrusted to

-~ individuals under contracts. In 1988, the Law of Enterﬁrises was enacted to
- make clear the separation the management from the ownership'.'

In December 1993, the Company Law was plomulgated It enacted the rules to
establish limited companies and stock companies. In 1994 the umﬁed income
tax was applied. This process implies that China s{epped into the prwatizatxon :
of SOEs in the 1990s.. The most important problem in the equitization.of SOEs
is in the fight to refuse the quota system on the social obligation imposed by the
governinent. Such quota have been 1mposed even to the pnvanzed compameq _
Stock compames had been establ:shed under the coopel ative management of

7 compameb by farmers in 1984 Stock markets were estabhshed m Shangha1 in
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(2)

1990 and in Shenzhen in 1991, However, the number of stock companies was
only 3,261 at the end of 1993. The State is not active in promoting equitization
of SOEs and prefer to reform gradually. The reasons are supposed to be as
follows: '

(i) The State maintains the public ownership of property in principle;

(i)  Valuation of state-owned property is difﬁcult; and

(1ii) The enterprises have insufficient knowledge and understanding of the
laws and regulations

The ratio of share holding was reported as follows:

* by the State 33.8%
+ by Enterprises - 45.1%
» by Individuals 19.4%
* by Foreigners 1.6%

Such experiences of China will provide Vietnam with some important
suggestions on industrial renovation.

Lesson from Reforms in Middle & Eastern Europe
Contrast of Performances between Asian Transient and European Transient

The performances in Middle & Easter Europe are in striking contrast to the
performance in China. Although these countries are trying to reform their
regime from the centralized planned economic system to the market oriented
economic system, their performances seem to be much slower than the Asian
Transient Economies (see Table B.08). The major reasons for this contrast are
supposed to be as follows:

(i) the different ratio of SOEs in the economy; -

(i) the strength of political governance by the Communist Paity;

(i) the geographical and cultural distance from the western market economies;
(iv) the difference of industrial structure, the weight of the agricultural sector
. in the economy in particula; o

{v) the dcg'rce of autonomous right of economic units;

(vi) the dependency on the Soviet Union, on Russia in particular;
(vii) the length of period under the socialist regime.

- Judging from these criteria, it appears that Asian transient economies including

China and Vietnam have better conditions to readjust their economic system:to
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the market-oriented economy. For instance, the share of the agricultural sector
in working population was 71 % in 1978 in China, but it was only 14 % in
1985 in the Sovict Union. If there are plenty labor supplies: from the
agricultural sector, the private companies are able to recruit employees without
difficulty. In such a siteation, the employees of SOEs cannot refuse the reform
of their operations. This is a major reason why Prof. Sacks insisted the
necessily of a "shock therapy” in the economic reform of the former Soviet
Union countries. '



B.2 Basic Principles Toward New Reforms
1) Major Problemns to be Overcome in the New Stage of Renovation

Although successful achievements of Vietnam in refortns in recent years must
be appreciated, a series of problems remain on the way of further renovation,
particularly for the new economic development through industrialization.

First of all, effective measures should be established to increase job
opportunitics. It is because the reduction of staff and workers in SOEs will be one of
fundamental conditions for SOEs to raise their efficiency and to move into private
companies. It is noted further that job opportunities should be increased in the
industrial sector to encourage the raise of agricultural productivity by absorbing surplus
population in the agricultural rural regions. In this sense, t00, the promotion of foreign
investments will play a significant role in the industrial development.

Secondly, measures should be promoted to incrcase sources of income. In
order to increase income sources, diversification of the industrial structure will be
required, and it should be achieved step by step. In this context, it is noted that a large
size domestic consumer market will require a lot of consumer goods in Vietnam. To
meet this requirement, Vietnam should develop a wide variety of products ranging from
basic materials to coniplicated assembled products.

“Thirdly, an effective system should be taken to transfer the income into the
capital which will be used to invest into industrial activities and social infrastructure.
Encouragement of savings will be an urgent issue to promote domestic investments and
to reform SOEs into private companies. Consequently, the establishment of an efficient
tax system and_ a reliable saving system should be accorded with higher priority in the
coming stage of renovation. - '

Fourthly, efﬁciént poii'cy directions and management systems for industrial
dévelbpmerit should be established, inclu‘ding administrative reform and improvement
of legal settings. ‘The export promotlon strategy should be combined with the import
substitution strategy, and the measures for foreign investment promotion should be

yn_thes:zed with the’ measures to promote domestic investment. Technology transfer
will play a role of mediator between foreign investors and ‘domestic enterprises.

Furthcr the industrial development policy should be posmvely supponted by the trade
'pohcy '



Finally, the management of social conflicts has been at stake. Social conflicts
are in relation to the shift toward a market-oriented economy. The phenomena of these
social ills are reported in a publication, saying that:

" Social ills, like smuggling, bribery, corruption and prostitution, are on the increase. The gap
between rich and poor is widening. Greed and selfishness has reared ils ugly head -- at a time
when many Vietnamese families are most in need, even starving. The people are undergoing
dramatic shifts not only in their cconomy but in long established atiitudes towards the broader

society.”
2) "Shock Therapy"” or "Gradualism” ?

In legal terms, privatization could be achieved by shifting ownership from the
state to the private sector. However, the substantial reform will start thereafter in terms
of economic system. Three processes of shtftlng from the- state to the private sector
could be assumed as follows:

. (i) Selling the state- owned ptoperty to private enterprises ("Shoek Therapy
or "Blg Bang")

(i) Shifting a part of the state-owned property to private enterprises, and
recruiting private owners or-partners who have interest and ability. to
manage that property afterwards ("Gradualism); . -

- (i) Shifting the state-owned enterprises into stock companies, but the State.
keeps whole or the majority of shares in the inifial stage, and shares shall
be gradually sold to private investors ("Two-Step Reform"). :

Chma adopted the second pxocess Russm and Poland adopted the ﬁrst
proeess Hungary and Czech adopted the third process after the estabhshment of the
State Property Agency (SPA) in March 1990,

Two Step Reform contains four dnffelem methods ot how to sell or ailoeate
shares in the later stage of reform; (a) sellmg a part of. shales to mvestors (b) allocatrng'
the majority of shares to employees and staffs (called "Management Buy Out: MBO or
Employee Buy Out: EBO); (c) allocating shares to the people (by "Voucher or
"Coupon"); and (d) hstmg shares in the stock markets Czeeh Repubhc adopted the
"Voucher" method. '

Each economy is responsible for the selection of the most adequate method of
privatization of SOEs by takmg unique characteristics and conditions of each economy
into consrderatr_o:_l. The most of transient economies which adopt_ed "Shock Therapy"
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_ gtill remain in disorder or chaos like Russia. They have huge difficuities to recover
% their economy. In the case of Vietnam, it would be better to adopt a gradual process or
a two-step process, because a long term learning process will be required to shift the
economic system from the centralized planning system to the market oriented System.
It will be possible to make the transitional process more efficient by modeling after the
experiences and successful methods in the advanced economies.. However, a long
period will be required for the people to learn and accustom themselves to the market
economy. There must be a process of learning, trying, and experimenting. A "Shock
Therapy" or "Big Bang" strategy in which these learning processes ate left out, seems
to produce social disorder. It would be important to prevent the emergence of social
vacuuim.

Boll



B.3 State Enterprise Reform
1)  Background of Reform

Before the Economic Renovation Policy was adopted in 1986, the Ministrics
were fully responsible for the control and management of all the centrally controlled
SOEs, and local governments (People's Committees) were responsible for the
adininistration of locally controlled SOEs. Namely:

i)  The Ministries and People's Committecs (Minislries and Committees) ke_pt
the ownership of the land used by SOEs; '

i)  The Ministries and Committees owned the buildings and machinery of the
factories;

i) The Ministries and Committees took full responsibilities for the
management of SOEs;

iv)  The Ministries and Committees gave orders on product mix, volume of
production, prices of products, raw materials, etc. in line with the
instruction of SPC; '

v)  Investment fund as well as operating fund were provided by the Ministries
and Committees out of their budgets;

vi)  Operating surplus was given to the Ministries and Committees; and
vii) Deficit, if any, it was met by subsidy from the Ministries and Committees.

Without strong incentives, production efficiency of SOEs was low in many
cases, resulting in deficit to be filled up by the Government's subsidies which gave big
financial burden to the Government. '

As of 1990, there existed about 12,000 SOEs in Vietnam, of which about 3,000
large and medium scale enterprises were éentrzi]ly controlled under the jurisdiction of
the Central Government (22 Ministries), and about 9,000 mediu_m to smali scale
enterprises were locally controlled under the jurisdiction of provincial and district -
governments. 12,000 state enterprises accounted for 24% of GDP and about half of
the value-added of the industry and commerce sectors. Employing about 2.1 m_ill'ion
workers, SOEs accounted for about 7% of the country's employed work force. Of the
total number of SOEs in Vietnam, 2,762 SOEs are in the in'dustry sector, which
employed about 24.7% of the total e_mp]oymént in SOEs.' ‘Though' the scale of
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economic activities of SOEs is significant, their financial performance was not
satisfactory. About 20% of the centrally controlied SOEs and 60% of locally controlled
SOEs were loss-makers, giving financial burden to the Government.

2) Progressrof_Stzite Enterpn'sé Reform and Equitization/Privatization
(n Reform principles

In 1988, the Government focused its attention on restructuring SOEs, adopting
the following principles: (i) elimination of operating subsidies to SOESs, (ii) expansion
of enterprise autonomy, and (iii) exposure of SOEs to market forces in a competitive
environment, including equal tax treat_mcnt fdr sf_ate and private enterprises.

In 1989, SOEs are given authority for: (i) adjusting product mix, (ii) procuring
inputs and market outputs, (iii} introducing new technologies, (iv) hiring and firing
employees, (v) setting wages and benefits in agreement with the Ministry of Labor, and
(vi) allocating after-tax profits.

(2) Re-registration of SOEs

Re-registration  started -~ in 1991, including most of SOEs and
Unions/Corporations, SPC was responsible for the evaluation of the applications for
registration submitted by SOEs and Unions. SPC was also responsiblc for making
recommendations to a high level council for final decision. Qualifying criteria for SOEs
are: (i) existence of demand for their products, (ii) ability to preserve capital, (ii1)
ability to repay debts, (iv) no adverse environmental impacts, (v) clarity of ownership
of assets including land use rights.

In case of uhions/corporations, they' must have:. (i) at least, 5 SOE membcrs
with technological and commercial'linkages, (ii) minimum legal capital of 500 billion
dongs, (iii) an integrated accounting system or a system for consolidating the members'
financial statements, (iv) a supporting feasibility study to show the viability of the
corporation, (v) an organizational plan including personnel requireménts, and (vi) a set
of operational and organizational regulations approved by the ministries or provincial
authorities. B o o ' '

Re-registration. process. was divided into two- (2) phases, lst phase from
Novernber. 1991 through March 1993 and 2nd phase from April 1993 through the end
of 1994, During the 1st phase, 11,000 SOEs were examined out of total 12,000 SOEs.
2000 inefficient and _chf_oﬁic loss-making ones, mbstly in small-scale, were liquidated
‘whose assets accounted for about’ 4% of the total assets of SOEs. 3,000 poorly
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performing SOEs were merged with other SOEs. The remaining 6,051 SOEs have
been re-registered, of which. 1,861 were centrally controlled and 4,190 locally
controlled. Out of 6,051, SOEs with less than 500 employees accounted for about
90%, indicating that the average size remains small. There exist 300 medium and large-
scale well-run SOEs, or about 5% of 6,051, which accounts for about 80% of the total
contribution of the state enterprise sector to the budget in 1993,

The 2nd phase was for the remaining 1,000 SOEs yet to go through re-
registration process-and unions/corporatidns as well as for the loss-making strategic
SOEs, initiated by the Prime Minister's Decision 90 issued in March 1994. The
process should be completed by the end of 1994. According to SPC's classifi cation,
unions are classified as follows: '

Ciassification Process and Deadline

Viable o o Registered by Sept. 30, 1994

Non-viable but important Restructured and re-registered by Dec. 31, 1994
Primarily administrative Liquidated or merged with other unions or SOEs

by Sept. 30, 1994

In the case they fail to comply with the xequlrements they must cease their
opelatlon ' '

Estimated Resource Flows between Government and the State Enterprise

in 1991 . .
-(in.billion of current dongs)
Governinent Revenues from SOEs Government Expenditures on SOEs:
State enterprises: . Working éapila] credit subsidy 7262
- Taxes and transfers 1,895 - - lIovestment credit subsidy” ~ 403.7
. - Depreciation - . 1,085 Investment grants ' oo 3890 -
Bank deposits /a: 85 Retainext depreciation S 6000 0
R C : ' . Amoittization: : ceos 3000
‘ _ Govemment sevemnce expendllme -100,0
Total -~ . 3065  Tol . . 23189
Memo item: budgeted foreign assistance to SOE invéstments - . C(640.0). -
fa 1 Estimated imputed bank income from deposits of enterprises in the government owned

banking system, held at regulated interest rates below the cstlmaled market deposit tale
: . for short-term (3 month} deposits.
Source - Mmlstry of Finance, commercial bank balance sheets, and staff estimates:

As shown in the above table, it is clear that t'hc recent reforms introduced to
improve. performance of SOEs have a considerable impact on the. cost structure of
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SOEs. Performance of the large, centrally owned, and export-oriented state enterprises
seems to have been fairly good. However, the majority of provincial state enterprises
were poorly performing and contributed little to the government revenues, As a result
of government credit subsidies through the commercial banks, the net revenue flow
from the state enterprise sector as a whole to the Government has been quite small.

(3 State enterprise debts

SOEs are largely depéndent on the finance by state-owned commercial banks
(SOCB), namely 92% Qf SOEs' credits were _ﬁnénced by SOCBs as of the end o.f
1993. In the case of the Bank of Investment and Development of Viet Nam (BIDV)
and Vietcombank, the share of SOEs in their total credits was over 90%, and it was
67% for Incombank, 32% for Agribank and 52% for Non-SOCBs.

Non-performing assets in relation to SOEs are quite sizable. The assets of the
banking systern on account of SOE:s are estimated at about 1.6 trillion dongs at the end
of 1993, . The non-performing assets of SOEs accounted for neatly 60% of the capital
and reserves of the banking system and well over 75% of the capital and reserve of the
SOCBs.

Recognizing the seriousness of the problem, the Government set up a National
Debt Resolution Committee (DRC) in March 1991 to settle all debts of economic units
and organizations to improve the financial relations and credits of SOEs with the
banking system. This exeicise has been proc'éedin'g in two phases. In the first phase,
the DRC has established a matrix of inter-firn debt as of April 1991, which indicates
that gross inter-firm debt stood at nearly 10 trillion dongs as of that date. The second
phase of the exercise, which started in August 1992, deals with the debt resolution
problems of enterprises which are unable to service their dcbt because of operatzonal
difficulties or because operations have ceased.. This phase is proceeding more slowly,
partly because some-of the recorded debt is under dispute and is being resolved on a
case-by- case basis. The DRC data also provide evidence of the potential bad debt
problems facing the SOCBs, either duectiy or mdnectly SOCB claims on bankrupt
enterprises represent 895 billion dongs that are unlikely to be recovered; claims of other
economic agents on bankrupt enterprises amount to well over 2 trillion dongs, and are
unlikely to be settled in their entirety. Unrecoverable inter-firm arrears could set up a .
chain reaction of defaults that could well feed back into the banking system. it should
be noted that the above ﬁgu1es relate to thc dcbt 51tuat1on as of 199! thc situation today
could very weli be worse B o
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4 Progress in the industrial sector

- Due to the efforts of the Government and concerned entities, certain progress
has been recorded with regard to the reform of SOEs. However, up to now small-scale
SOEs, mainly locally controlled ones, were targets for reform, and the major reform for
the medium and large-scale SOEs are yet to be implemented. In the industrial sector,
2,030 SOEs were in operation, of which 522 were centrally controlled and 1,508 were
locally controlled as of 1993. Gross output value generated by SOFs accounted for
71.7% of the total industrial output in the country in the same year. As of July 1993,
about 706,000 workers or 23.8% of the total labor force in the industrial sector were
working in the state enterprises.

(§)  Achievements of pilot equitization programy

Under the name of "State Enterprise Reform Project”, the pilot program for
equitization was initiated in April 1993. As of June 1995 with the scheduled
completion at the end of the year, only three (3) SOEs have succeeded in equitization
out of the listed 21 as given below.

i) REE (Refrigeration Electrical Engineering Corporatlon)
i1) Hiep An Joint - Stock Company
iii) General Forwarding & Agency Company

Al_l the abbve 3 are located in Ho Chi Mihh City. REE and :Hiep An fall under
the manufacturing sector while General Forwarding & Agency is classified into the
services sector. _ '

The common factors lending to their success may be

i) Being medium- to small-scale enterprises with several or seVer_ﬁl tens of
billions of dongs of capital and severzil tens to sévqral “hundreds: of
~ employees; L .
i) Making profits at the time of being SOE and havmg busmess prospects
i) Havmg rather small outstanding debts, 3
iv) The general directors took initiative for the equmzanon and the idea was
also agreeable to the employees; : ' _
V) .Coordination between the centl al and local authontles was successful

The case of LEGAMEX, which has been unsuccessful in equiti_zation, is r_athe_'r
peculiar. For equitization, the enterprise was divided into 2 sections: ‘garment and

footwear and the first trial for equitization wz_is made for the 'ga'rment- section. In the S
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first stage, 1 million dollar worth shares were sold to employees, banks, financial
corporations and private enterprises. Employees bought shares by means of retirement
money (retiremént money of one month salary cquivalent per 1 year of work).
However, just before the shareholders’ meeting, equitization was canceled and money
was returned. Presumably, the failure is attributable to: (i) large amount of debts to
Comecon Bank, (ii) ramour that the evaluation of assets was not correct, and (iii)
LEGAMEX is a local SOE, while the pilot equitization program has been promoted
under the Central Government (MOF), resulting in inadequate coordination between the
two governments.

3) Direction of Improvement

Considering the current situation and problems encountered during the process
of the state enterprise reform and equitization, the following actions may be advisable to
be implemented toward the acceleration of the reform activities. Overall acceleration
process for enterprises reform and equitization/privatization is shown in Figure B.2.

(1} Clear demarcation between strategic and non-strategic sectors

Clear demarcation of strategic sectors and the non-strategic ones should be
made and announced by the Government. In the strategic sectors, the public sector
continues to play a leading role, keeping the Government's share in capital more than
50%, or . 100% for certain cases. -

It is understood that the following categorization is tentatively recognized by the
Government at the moment: h

(a)  Category 1: Non-equitization (Go?ernment full control)

SOEs engaged in the basic infrastructure, including railWay, public
transport, port, telecommunications; airport, and electricity, shall not be
equitized (Government holding 100% of their _capitals),

(b) Category 2: Minor equitization (Government control)

SOEs engaged in the key industries' including steel, cement, chemical

_ ,femhzer ore mmmg, oil and gas explo;tatlon ‘and those Wthh make big

- _._conmbutlon to the state revenue including tobacco and alcohol shall be
partially equmzed (Govemment s share exceedmg 50% of the capital).
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(c) Category 3: Equitization (Autonomous)

SOEs other than these in Category 1 and Category 2 shall be equitized.
Government's capital share should be less than 50%. and the enterprises
should be accorded full autonomy.

The categorization should be finalized as early as possible and adopted as a firm
and long-standing government policy. - For some categorics, a clear time table
for the transference to the private sector should be formulated.

Industrial activities may be categorized into the following 6 groups:

(i) "Market failure" group, where the optimum allocation of resources

| cannot be attained even with the perfectly competitive market. In
This group will include (i) defense and police, (ii)'education, and
(iti) health care. '

(ii) Infrastructure group, including roads/bridges, port and aifpoﬂ and
railway.

(i) Public utilities group, including water and power supply.
'_(iv) Energy group, including the exploitation of cil, gas aﬁd coal.

(v) - Basic industry group, including stée_l,'petro-chcmical, cement and
chemnical fertilizer industries.

(vi) Other industry group

Among the above, the first category in principle belongs to the public sector.
The second and third categoﬁes are also generally handled by the pubiic sector
- but under certain conditions they can be handled by the private sector or by joint
efforts of the public and private sectors,'including BOT (Build, operate and
transfer) projects. The fourth, fifth and sixth cat'egories are generally handled
by the private sector. |

In principle, direct production activities not classified as public utilities, i.e.,
' fourth'and fifth groups, are recommended to be transferred to the private sector.
" Conisidering the big contribution of the energy sector, particularly oil, to the
Government revenue and hard currency earnings, however; transference may
be considered in longer perspective. R B

Possibility and appropriateness of the transference of public’ utilities sector to
“the private, either partly or wholly, should be studied in the middle to long-term
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perspective.  Infrastructures should basically remain in the public sector but
certain private participation should be considered including BOT projects.
Basic industries should be transferred to the private sector to achieve maximum
economic efficiency under the market economy mechanism.

(2) Monitoring of state controlled enterprises

A State Enterprise Law to govern these strategic enterprises, which would
continue to receive the Government suppon, should be enacted stipulating clearly the
extent of autonomy as well as the degree and manner of Government control. A
central agency should be nominated to assume the responsibility of monitoring these
enterprises in order to secure administrative efficiency.

(3) Bqui1ization/pn'vatizéti0n of SOEs

The success of the equitization is a key to the smooth shift to the market
economy. In the industry sector, prompt equitization of SOEs is a pre-requisite for the
early take-off of an industrialized country.  In order to accelerate the equitization

process, the following actions may be advisable to be impiemented. Possible flow for

equiﬁzation of state enterprises is shown in Figure B.3.
(a) Settlement of unemployment issue

.Generation of unemployment is one of the biggest problem hindering the
progi'ess‘ of the equitization. In order to overcome the difficulty, the
following measures are recommended to be taken:

i)  To promote retirement of employees including early retirement by
bearing a sizable portion .of the retirement allowance by the

Government,

i), To provide financial incentives including preferential tax treatment to
~ the enterprises, either public or private firms, which employ the
unemployed workers dismissed from SOEs,

| ii) To eétabliéh a placefh_ent system with job placement offices storing
'._in_fqym)ation ab@ut j()b offérs and applications covering both SOEs
‘ éri__d.thé private firms whié_h should cover the whole country in the
long run with'a cofnbhterfaide__d nctWork, | | '

iv) To take necessary actions including the devel'opment of required
regulations including the right of use of land and sale thereof in
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(b)

{©)

order to securc the mobility of labor between rural and urban areas
and between the industrial sectors, particularly agriculture and
industry,

If necessary actions are laken, significance of labor issues associated with
the cquitization would be lowered, considering the expected rapid growth
of economy, large absorptioh capacity of the non-state sector, particularly
agriculture, trade and industry sectors which together provided 1,557,000
new jobs within two years in 1989-1990 penod as well as refatively small
labor force in SOEs which was 3,083,000 or 10.7% of the country's total
employment

Enhancement of equitization fund

Another major problem to be solved for materializing the equitization of
SOEs is the lack of fund for procuring the asseis or purchasing the shares _
of the eciuiﬁzed enterprises. One countermeasure is to allow more active’

foreign participation' in the equi_tizzition by amending the Foreign

Investment Law, which c_u_rréntly allow only exceptional cases subject to

the approval by the Prime Minister, = If deemed necessary, certain
constraints may be imposed on the share of the foreign investors.
Another option is to allow subsidiary companies in Viet Nam of foreign
investors to participate in the equitization of SOEs. Another measure is to
actively utilize the existing lending system for the employees to purchase
the shares of their own enterpriscs at the time of equitization by
augmenting the budget allocation for this program.

Enhancement of investment fund for the equitized SOEs

At preéent all the revenue generated by selling shares of equitized
enterprises goes into MOF and nothmg would remain as internal reserve
of the enterpnses ‘

It is recomrmended that privatization (cquitiiation) fund should be set up in
order to give an incentive for equitization by extending soft loans to the

‘equitized enterprises. Its fund should come from the revenue of selling

shares of the equitizéd SOEs. Altematlvcly, a part or whole of the

- revenue of MOF generated through setling shares of a SOE may be lent to

the SOE under preferential condmons



Table A.12 Foreign Direct Investments by Region
~ (Asof End 1994)

_ Number of Licenced
Region/Province Project Share
North Mountainous and Midland o 39 - 38%
Red River Delta 241 23.4%
Hanoi - (178)  (17.3%)
Hai Phong (34) (3.3%)
Ha Tay (12) (12%)
Hai Hung . )] ©09%) .
Thai Binh (4) (0.4%)
NamHa : @ (0.2%)
Ninh Binh ‘ ) (0.2%)
North Central Coast ' 20 1.9%
South Central Coast . 04 6.3%
Central Highland 22 2.1%
North East South 569 55.4%
Ho Chi Minh-. . (384) - (37.4%) -
Song Be ' (42) (4.1%)
Tay Ninh 6) - (0.6%)
Dong Nai : (102) ' (9.9%) .-
Ba Ria - Vung Tau (39 (3.4%)
'Mekong River Delta o _ ' 49 . 4.8%
Oil Block : 24 - 2.3%
Total: 1,028 100.0%

Source: SCCI



Table A.13 Number of State Manufacturing Enterprises in Hanoi Area

_Central State Enterprises Local State Enterprises

Vietnam Hanoi Area Vietnam Hanoi Area

(1Y Surveyed % © (1) Surveyed %

(2) (2)
31 Food, beverage 75 18 (24.0) | a7 8 (2.4)
32 Textile, apparel 52 18 346) 172 17 ©.9)
33 Wood products _ 19 9 (47.4) 96 2 2.1)
34  Paper, printing 35 20 (57.1) 111 4 (3.6)
35 Chemicals 58 17 (29.3) 122 | 5 4.1)
36 Non - metallic 15 11 (73.3) 39 6 (15.4)
37 Basic metal 20 - 0.0) 19 . | b (5.3)
38 Fabricated metal 153 8 @379 245 26 (106)
39  Others 18 3 (16.7y 92 1 (1.1
Not classified | - - - _ - AR S

Total 445 154 (34.6) 1,223 70 (5.7)

(1)  Numbers in 1993 (Source : Statistical Yearhook, 1994)
(2)  Numbers replied 1o Questionnaire Survey in 1994,
Figurcs in ( ) indicates percentage against number of cnierpriscs in Vielnam




Table A.14 = Categories-and Types of Existing Industries
' in the Hanoi Area

Central State Local State  Private

Enterprises Enterprises Enterprises  Total

31 Tood, beverage, tobacco 18 8 1 27
311 - Food manuf. 9 4 - 13
312 Other food 4 - - 4
313 'Beverage 4 4 1 9
314 " Tobacco 1 - - 1
32  Textile, apparel and leather . 18 17 -2 37
321 Textile 6 5 ' 11
322 Apparel 8 5 2 15
323 Leather - - 1 - ]
324  Footwear 4 6 - 10
33 Wood and wood products 9 2 4 15
331  Wood and wood products 7 2 4 13
332 Furniture 2 - - 2
34 Paper and paper products 20 4 ' 0 24
341 Paper and paper products ) 3 1 - o 4
342 Printing and publishing 17 3 - 20
) 35 Chemicals 17 5 0 22
351 Industrial chemicals ) 2 1 - 3
352" Other chemical products 13 ] - 14
353 Petroleum refineries _ - - - -
354 Misc. products of petroleum - - - -
355  Rubber products 2 - " 2
356  Plastic products - 3 - 3
36 Non-metallic mineral : 11 6 0 17
361 Pottery china 1 - 5
362 - Glass ’ - - - -
369 - Other non-metallic - 7 5 - 12
37 Basic metal 0 1 0
371 Tron and steel - - - '
372 Non- ferrous metal e - 1 S 1
38 Fabricated metal products - 58 26 3 87
381 Fabricated metal o BRI ( 7 Co 17
382 ‘Machinery _ ' _ 20 4 - 24
383 Electrical machinery 12 4 2 18
384 Transport équipment : : 11 8 120
385 Otherequipment” - - E 5 3 . -
39 Other manufacturing industry -~ 3 R S

Total oo ps4 70 10 234
Source: Questionnaire Survey by JICA Study Tedi- e T e
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Table A.15 Sales Amount by Categories and Types of Industry
in the Hanoi Area _
' ' (1993, Biltion Dong)
- ‘Central State Local State  Private
Enterprises Enterprises Enterprises  Total

31 Food, beverage, tobacco 738.2 154.7 00 = 8929

311 Food manuf. 171.3 56.5 - 8

312 Other food 29.0 - - 29.0

313  Beverage o 225.1 98.2 00 = 3233

314  Tobacco 3128 - - 3128 .

32 Textile, apparel and leather 505.5 118.0 10.2 . 6337

321 Textile _ ' 372.8 53.0 - 4258

322 Apparel ' 97.8 18.8 102 1268

323 Leather - 7.0 - _ 7.0

324 Footwear 34.9 39.2 - T4

33 Wood and wood products 38.7 19 10.8 51.4

331  Wood and wood products 359 1.9 10.8 48.6

332  Furniture : 2.8 - - 2.8

34 Paper and paper products 101.6 202 00 1218

341 Paper and paper products 289 - . -~ . 289

342 Printing and publishing _ 72.7 202 - - . 929

35 Chemicals - 5185 18.3 00 5368 @
351 Industrial chemicals _ 43.7 1.8 o - 45.5 '

352 Other chemical products _ 3727 - ) ,--._ 3127
353 Petroleum refineries - - -
354 Misc. products of petroleum - T -

355 Rubber products 102.1 A - | - 102.1

356 Plastic products - 16,5 o= 185
36 Non-metallic mineral : 128.1 509, 0.0 . 1790
361 Pottery china 9.7 - s 8.7
362 Glass - - -
369  Other non-metallic - 118.4 50.9 =2 1693
37 Basic metal : 0.0 24 00 24
371 Iron and steel - - - -
372 Non- ferrous metal - 24 . 24

38 - Fabricated metal products 5284 3158. . 1010 9452 .
381 Fabricated metal : : 524 21.9 L TAS
382 Machinery I 12 U B 151.8 E - 2733
383 Electrical machinery 2613 102.8 . 980 .. . 4621
384 Transport equipment - 54,2 5.7 0300 0 929
385 Other equipment 39.0 . 386 e 426
39 Other manufacturing industry = -~ 13.7 0.0 00 ~13.7
Total L 25727 . 6822 1220 3,3769

Source: Questionnaife Survey by JIIC_‘A -St_édy Tca_xﬁ :
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Table A.16

Central State Enterprises
in the Hanoi Area

Nos. of
Enterprises

01  Min. of Light Industry (MLI} 25
02 Min. of Heavy Industry (MHI) 17
03 Min. of Transportations 16
04 Min. of Defence 16
05 Min. of Agriculture and Food Stuff 10
06 Min. Construction - 9
07 Min. of .Culture 8
08 Min. of Medicine 6
09 Min. of Trade 4
10 Min. of Post and Communication 3
11 Min. of Education and Training 2
12 Min. of Labor 1
13 Min. of Finance 1
14 Staté Bank of Vietnam 1
15  Other Central Organization 26

(Sub - Total) 145
06 Not Classified 9

Total 154

Source: Questionnaire Survey by JICA Study Team



Table A.17 Founded Year by Types of Industdes
in the Hanoi Area

Central State Local State  Private
Enterprises  Enterprises Enterprises ~ Total

~ 1959 30 10 - 40
1960 ~ 1969 36 21 - .57
1970 ~ 1979 33 22 1 56
1980 ~ 1989 26 8 3 37
1990 ~ 22 6 6 34
(Sub total) 147 67 10 224
Not classified 7 3 - 10
Total ' 154 70 10 - 234

Source: Questionnaire Survey by JICA Study Tcam
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4)

a)

b)

Recent Development
Strengthening of banking regulation

In 1994, the foreign exchange regulations have been tightened as shown below:

s All dealings on goods sales and services in Vietnam must be conducted in
Vietnamese currency

+ All revenue in foreign cuwrrency by sales of exports and services abroad
should be repatriated to Vietnam, _

» Vietnamese organizations and citizens arc not authorized to open accounts
abroad; and | ' |

« Allinstitutions and citizens having foreign currencies have to sell or deposit
to and can buy or withdraw from authorized banks or the foreign exchange
market. | |

However, the tightened foreign exchange regulation has not been strictly
cxecuted at this moment. As no foreign exchange control has been virtually
existing in Vietnam, a significant amount of foreign exchanges has been
circulating in the informal economy. Therefore, foreign exéhqnge. control
should undoubtedly be strengthcncd in the medium or long term. However,

~ imprudent execution of strict foreign exchange regulatlons would result in an

out-flow of money fxom the official market to the informal market, as
conﬁdence n the bankmg system and in the government policy has not been
established among the people in Vietnam,

Mortgage over land use right

~ As transfer of land use nghts and creation of MOoItgages ¢ over land use rights
_were legahzed by the Law on Land enacted in 1993, ban]\s are actually taking
~mortgages for land use nghts, A

In Vietnam, b'bn'owihgs frOhi banks are sometimes not possible for eﬁt'el‘p1'ises

5 because of msufﬁ(:lent collatcral available to them.’ Thls is the one of causes of
 financial dlfﬁuu}nes for busmcss actmt:es in Vxetnam Thelefmc enactrierit of

the Law on Land will contribute to the s_.olunon of these financial difficulties in
Vietnam. It should be noted, however, that creation of mortgages over land use
rights by SOEs still needs specific permissions from relevant government

authorities, and such cases are still not common.



2) Banks in Vietnam
(n Types and numbers of banks

- Since 1990, a series of legislation for establishment of share holding joint stock
banks, joint venture banks, branches and representative offices of foreign banks have
been enacted. Restrictions on the entry to the banking sector have been greatly
liberalized, and the number of banks operating in Vietnam has increased significantly.

The types and numbers of banks operating in Vietnam are summarized in Table
B.10. SOCBs accounted for almost 90% of commercial and investment banks
operations in Vietnam in 1993. As shown in Table B.11, the assets of SOCBs are 91%
of the total assets of the banks in Vietnam. The SOCBs' share in the banking revenue

and net profit are 93% and 87%, respectively. In contrast to the size of the operation,

the profitability and the capital/assets ratio of non-SOCBs are higher than those of
SOCBs.

The roles of the four state-owned specialized banks in the banking activities are
specified as follows: ' :

Incombank - Banking operatidns in industrial, trade, service sectors
Agﬁbank - Banking operatlons in agriculture, forestry and fishery sectors
* Vietcombank - Banking operations in foreign exchange and forelgn trade
DBV -  Financing medium- and long-term credits and mv_est_ments for
development of infrastructure and technological projects

(2) Financial performance of SOCBs

Certain financial analysis ratios of SOCBs are shown in Table B.12.- However,

it should be noted that financial figures may. not correctly show the real financial.
position, because overdue accounts are not properly classified and bad debt provisions

are not adequately provided because of lack of international accountmg standards. The

Govcmment has given a consent to the World-Bank for the audltmg of SOCBS by an

international audit firm. The audit will start in 1995. The reai:rﬁnanc:l_al position would
be revealed when this audit are completed. '

a) Total assets

The size of ba.nking bperations is quite different aﬁ.l'ong SOCBS Vietcombank
has the largest assets in the amount of 13,790 billion dongs in 1993 WhICh is
~ more than two time as large as those of IDBV



b)

¢)

3)

'Capital / assets ratio

IDBV showed the highest capital/asscts ratio of about 10% in 1993,
Vietcombank's ratio is only 3.8%, which is the lowest in SOCBs. Other
SOCBs capital/assets ratios are around 5%. The capital/assets ratios of SOCBs
are, though meeting the requirement stipulated by the Prudential Regulations as
explained in the subsequent section, too low considering the magnitude of
overdue accounts for which bad debt provisions are not provided.

Profitability

The most profitable bank is IDBV, whose net profit ratio was 39% in 1993,
Agribank's net profit ratio is 0% or negative, and its profitability is the worst
among SOCBs. '

~ The Government's capltal investment in IDBV contributed to their high

profitability, as this capital contribution bears no financial costs. It is
considered that Agribank's low profitability was caused by the delays of
repayments from the farming sector because of crop failures.

Two Step Loans (On-lending Loans)

The bankirig systems and the Government claim that the fund for lending is

insufficient zind external assistance is required to acquire the fund for such on-lending.

In this coniext, application of two-step loans (on-lending loans) has been studied,

though on preliminary basis.

(D

Issues to be considered in designing the Two Step Loan

The foi.loWiﬁg issues are 1o be considered in designing the Two-Step Loan (“the

Loan") in Vietnam. The Loan is to be desngned to contribute to the solution to the

followmg key issues whlch the V:etnam economy is confronted with:

» Modernization of the management of enterprises and, espécially;
establishment of accounting standmds and adopnon thereof by the

- enterprises, is crucial for development of the 1ndustnal sectors in Vietnam.

* Further development,of the State Enterprise Reform is very important for the
- development of the Vietnam economy, as SOEs are still producing more than
- 70% of the gross output of the industrial sector. . : '

"« :Further. promotion of foreign investments is needed for the industrial

' 'developmeht-of'.\f_iemam..



+ Shortage of funds, especially long-term funds, is one of the most serious
constraints for the development of the industrial sectors in Vietnam. This
issue is more serious for the private sectors and medium and small scale
SOEs, because large-scale SOEs have more opportunities to obtain long-term
loans.

(2) Outline of the Loan

The Loan should be considered as the first Step Loan out of serial loans sharing
the same objectives. Therefore, the size of the Loan should be rather modest. Because
of the pilot nature of the Loan, the target area for the refinancing of the Loan should be
limited, say, to the Hanoi avea, Then a post evaluation should be conducted in depth.
After completion of the'_pos't-cvaluation of the Loan, the second Two Step Loan will be
provided in full scale.

The Loan should be provided for multipte purposes: (i) modernization of the
management of enterprises, (ii) assistance in development of medium and small scale
enterprises including private companies and SOEs, (iii) acceleration of the Reform of
State Enterpriées, (iv) relocation of plants fo industrial e'sitates, and (v) prevention of
pollution and protection of the environment.

The economic useful life of machinery and equipment is usually 5 to 7 years.
Therefore, the lending term of long-term Joans Should be 5 to 7 years. Interest rates of
the Loan should be lower than the market interest rates to financially assist proje'cts._ '

As the supply of long-term funds is insufficient in Vietnam, the Loan should
provide long-term loans as well as working capital loans.

~ Foreign currency Joans will be limited to import of equipment and materials and
procui*emént of scrvices from ovefscas', it should be noted that enterprises in Vietnam
tend tro'pre'fe'r' foreign cu_:renc} bondw_ings simply because of the Tow interest, w'hi_l.e'
exchange risks are left on the borrds)vers._ | I

(3) Eligibility fo'r'bon*owing loans

Enterpﬁses meeting the following conditions are eligible for the Loan.
-+ Companies incorporated in accordance with the Company Law or SOEs
assessed to be viable. . - : . : . _
». Companies or SOEs which maintain accounting records in accordance with
the modern accounting standards, at least; for.one year the before start of
- appraisal of application, o



+ Privatized ex-SOEs should obtain priority for the Loan.

» Companies relocating from non-industrial areas to industrial areas and
industrial estates should be given priority for the Loan.

« Financial position and proﬁtabi!ity of an applicant company should be
analyzed based on financial statements prepared in accordance with the
accounting standards.

« Considering the lmportance of the foreign investments promotion in
Vietnam, joint venture projects with foreign investors should not be excluded
from the scope of the Loan. -

(4)  Three components of the Loan

The Loan should consist of three components. The first component should
cover the costs associated with establishment of the base for modernization of
management. These may include costs for: (i) cstablishment of accounting standards,
and (i) formation and utilization of specialist tea'ms consisting of specialists in finance,
management , accounting, etc. The second component should cover costs incurred in
the hands of an individual company for adoptlon of the accounting standards,
improvement of the book-keeping system, recruitment of proper staff, training of staff,
computerization of the system, etc. The third component should be for the financing of
to the project itself. |

(5)  Selection of executing bank -

Incombank would be the most appropriate bank for the Loan for the reasons
stated below, Financial statements of Incombank and IDBV are shown in Table B.13
and T_able B.14, respe_ctively.

+ Incombank was establlshcd o p10v1de cnedus 1o mdustnal trade and service
~ seciors and expenenced in thesc areas, whereas IDBV was establlshed asa
| development bank for ﬁnancmg and mvestment mamly in mfrast:ucture and
'socml sectons as seen in 1ts financial statements o
e Incombank is aheady conductmg two step Ioans funded by Talwan and
" Ger ‘many, and has experlence already in two step loans.
. Incombank has the head office and 6 blanches in the Hanol area, where the
'_1mt1al Loan is contemplated ' '
o "‘Deposﬁs from customer", compusmg 52% of the total hablhtxes arc the
7 'most srgmﬁcant fundmg source of lneombank Thelefore the dependence
“on'the Govemment may be relatwely stlonger than the other SOCBS



4) Direction of Financial Reforms

Recommendations for the financial reforms are explained in this section, It is
advised that reference is made to the diagram in Figure B.4, where inter-relationship of
the recommended points is shown together with the effect of each recommendation.

(D Increase of funds in the offictal financial market

One of the reasons for the shortage of {funds in the financial market in Vietnam
is that the bank savings mobilization is still inadequate and below its potential. It is said
that the banking system serves only 7% of the population. A significant amount of
private savings is not circulated in the official financial market. The size of the informal
financial market is considered to be very large in Vietnam.

According to the research conducted jointly.by SPC and UNIDO in 1994, the
miost significant financial asset held by the Vietnamese people is "Gold and U.S. dollar
currency”, whose share in the total financial assets held by the people is 47.5%,
whereas the shares of "dong currency” and "bank deposits, shares and bonds (dong)"
are'only. 10.1% and 12.2%, respectively. To increase funds circulating in the official
market, by increasing bank savings mobilization, is definitely needed to solve the
financial problems in Vietnam. The most fundamental approach to attain this goal is to
enhance the confidence in the banking system among the people in’ Vietnam,
Confidence in the banking system would be gradually enhanced by the following policy
measures: o

a)  Government policies

The Vietnam economy experienced severe inflation many times in the past. The
last hyper inflation just ceased in 1989 when the annual inflation rate became
nearly 100%. Therefore, people are concerning about rec_u'n'ence of inflation.
This ie__one of the reasons for fow bank__'savings.mobi]iza_ti_on in Vietnam.
However, the Vietnam economy is record'ing very good'p'erformance in recent
years, which is indicated by such economic indicators as relatrvely high growth
rate, low inflation, stable dong, 1mprovement of trade balance and i'CdllCthﬂ of
deficit in the publrc ﬁnance This economle success was brought by the sound
economic polley adopted in the process of the economrc reform which was
started in 1986 and accelerated in 1989, These recent economrc success is
gradually relrevmg the peoples ﬁrml:,r rooted dlstrust in the economy.

However, it would strll take some t:me 1o recover the full eonﬁdence in the
eeonomy ' '



b)

Consistency and continuity of the current Government policies, including the
sound economic policy, should be maintained to enhance the confidence in the
economy and the financial market in Vietnam. This is the most essential
condition to get in-flow of fund from the unofficial market to the official
market. An example of the discontinuity of the government policy is the

- blocking of bank accounts and the change of bank notes, which took place

twice after 1975. By these policy changes, the people's trust in the banking
system was tremendously impaired. Continuity of the government policy
should always be maintained. '

Supervision of banking activities by SBVN

The current Prudential Regulations for banks stipulated by SBVN specify the

following criteria: :

+ Lending limit- loans to a single customer shall not exceed 10% of capital and
reserves of the bank '

» Insider and connected parties-loans to insiders and connected parties shall not
exceed 5 % of capital of the bank

. Equlty participation- eqmty participation shall not exceed 10% of capital of

- the customer. -

» Capital adequacy- capital / assets ratio shall be more than 5%

The Prudenti.al Regulatiohs éfe to be reinforced, and the following provisions

should be included in the regulations:

* Adoption of international banking accounting standards;,

* Specific guideline concerning the loan classification and methods for
provxslomng for poss:ble losses from overdue accounts. '

In Vietnam, assessment and comparison of the financial performance of the

- banks cannot really be made until the international banking accounting standards

- are adopted. Considering the significance of overdue accounts held by banks,
- the_r_nini_mhm capital/_hssets ratio should also be significantly increased.

The supervisory function of SBVN should be reinforéed_ to enhance the

'credibili_ty'()f_ ‘the banking system by strengthening the legal and regulatory
' framework including reinforcement of the ‘Pr'udential Regulations, increasing

jndependence in the monetary poixcy and mcreasmg well- tramed staff of

- SBVN.



0

d)

A "Bank Deposit Insurance System” should be established to protect small and
medium size bank depositors from risks associated with failures of operation of
banks.

Flexible banking instruments

The real issuc in the financial market of Vietnam is that "Gold and U.S. dollar
currency" are, as mentioned in the earlier pai'agraph, the most significant
financial assets outside the official financial matket. To increase funds in the
official market is virtually to take these financial assets into the official market.
BEvery effort to attain this goal should be made by the Government, including
issuance of unregistered bond, as explained below:

The Vietnamese Government is now studying the issuance of bonds. - In this

- context, the studies should be made on the points that (i) existence of the huge
-unofficial financial market is the reality in Vietnam, (ii) issuance of

"unregistered bond", for which the name of holder. is not registered, will be

“another practical approach to accelerate in-flow of money to the official market,

(iii) people often hesitates to put their money in the official market, because their
identity may be known and the source of fund may be detected, and (iv)
considering the lack of confidence:in the financial market among the Vietnamese
people, the term of unreg1steled bonds shou]d be mlhel short rangmg from 3
month to 3 years. ' '

Rectification of distorted interest rate structure

As mentioned in the carlier section, the current interest rate structore is still
distorted. To resolve this distortion, the differentiation of deposit interest rates

between households and-eeonomic units should be removed. Furthermore, |
interest rates for fixed capital loans should be set hi gher than those for working
capital loans. Risks of fixed capital toans are considered (o be greater than those
of working capital loans, as the lending term of the former is longer than that of -

the latter. Therefore, interest rates on Iong -term loans should be higher than

those on short-term ]oans Howevel it should be noted that th1s mverted gap
has become very small recently For example the average interest rate of long-

~and med:um term Ioans which was used to be 1.2% to 3 5%, ‘was 1 7% per

month in August 1994, and the average interest rate of short term loans was
1.8% to 1.9% per month. '



e)

9

Abolishment of turnover tax

A Turnover Tax is currently imposed on banking activities in Vietnam. As
shown below, the rates of the Turnover Tax on banks varies from 15% to 30%
depending on the type of operation and bank. Agricultural banks are paying

only 2%.
Agricultural banks and credit cooperatives 2%
Investment banks 15%
Foreign trade banks | 30%

Industrial and commercial banks, financial companies and others  15%

The Tumover Tax is a cost factor for banking activity, and banks make their
spread wider, by setting deposit interest rates lower and lending interest rates
higher, to recoup the Turnover Tax cost. This "cost and pricing structure”,
made by imposition of the Turnover Tax, has bad impacts in two respects.
Namely, lower deposit interest rates result in less mobilization of fund and, on
the other hand, higher lending rates increase financial bu'rden of the industrial
sectors. Therefore, it is strongly recommended that the Turnover Tax be
abolished immediately, or at least the tax rate be lowered and unified until it is
abolished. | o

Unification of proﬁt tax 1ate

The Profit Tax rate of SOCBs is 50% , while it is 25% for forelgn branches and

- joint-venture banks. There are no reasonable grounds for differentiating Profit
“Tax rates between banks. The Profit Tax rate should be unified among banks.

Other measures

The Domestic Investment Law was recently enacted. One of ‘the 'purposes of
this law is to promote investment in business and inflow of funds from the

: mfmmal mzuket to the official market. Vanous regulatrons concerning busmess

act1v1t1es should be flex_lbly applied to p_:omo_t_e domestic investment.

:Forelgn duect investment will certamly contribute, by equity and loan to

~ projects, to increase -domestic funds available in Vietnam. The ex1stmg pohues
- and measures for promotion of foreign investment should be reviewed and,
'_.even strengthened to accelerate implementation of foreign investment projects.
Financial co-operation by foreign countries would be another very 1mp0rtant

source of funds for Vietnam, especmlly in the construction of mfrastructme



(2)

“Institutional finance scheme" for development of the private sector

Approximately two thirds of bank credits were provided to SOEs in 1993,

though this percentage reduced from about 90% in both 1991 and 1992 under the
Governmient policy to direct more funds to the private sector. However, credits to the

private sector still consist of primarily short-term loans for agriculture and commerce.
Long-term lending 1s mainly provided by SOCBs, and long-term lendmg is still mostly
directed to SOEs .

Under these financial conditions in Vietnam, private industrial sectors are

suffering from serious shortage of funds, both short-term Ioans and especially medium-
/ long-term loans. Therefore, an "policy-based finance scheme” should be founded and
organized by the Government initiative. The "policy-based finance scheme" would

comprise the following two sub-schemes, namely pol;cy based ﬁnance scheme and

"guarantee scheme”.

a)

"Policy-based finance scheme”

~ Creation of a'lending scheme to provide loans to the private sector would

significantly contribute to solution of the financial difficulties of the private
sector in Vietnam. SOEs, which are being under the process of equitization,
should also be eligible for this loan scheme to accelerate the development of
equitization of SOEs. To satisfy quantitative necessity for fund of the private
sector should be the first priority of this scheme. However, a qualitative
necessity; such as a relatively low interest rate, longer lending term, is also to
be satisfied. This lending scheme may be conducted by a governmental
financial institution specially estabhshed for this scheme or a special lendmg
schemie is designed and implemented through banks with fund provided by the
Government.

As most of private sector companies have not sufficient mortgages to borrow
funds from banks, a “guarantee scheme" organized by the Government for
private sectors, will be an indispensable financial aSsiSta.n_ce' for the private
sector. It would be most appropriate that a govemmental guarantee organization
provide guarantee . e | ' '

The real issue, associated with the afdfementimied two financial schcnies will
be how to obtain funds for these schemes Though there would be no qulck
solution to this issue, reinforcement of the tax collectlon system would be
surely a part of the solution to this issue. More fi undamenta]ly, the base of the
Government revenue should be extendcd and fomﬁed by centralization of

B - 36



b)

3

revenues from activities of various central and local governmental entities,
which are currently not collected in the budget of the Central Government.
Political and government organization reform are prerequisites for the

. centralization of revenue,

Establishmenf of purposes and criteria for the institutional finance scheme

As the policy-based finance scheme involves artificial control and direction of

fund, which is being the most scarce resource in Vietnam, toward particular

business activities by the Government policy, the purposes of the policy-based
finance schemes should be clearly identified in line with the overall industrial
policy of Vietnam. Criteria, derived from the purposes, for obtaining fund or
guarantee from the scheme should be clarified and publicly announced to secure
fairness and transparency of the schemcs

Improvement through State Ente_rpﬁse Reform

The soundness of the real sector directly affects the financial performance of the

banking sector. As SOEs are still dominant users of bank loans, further development

of State Enterprise Reform is essential for improvement of the financial performance of

the banks in Vietnam.

a)

b)

Dev_elopnient of equitization of SOEs

Inefficiency of management of SOEs is a consequence of the lack of competi-
tion in the centrally planned economy in the last few decades. Most of SOEs
could not develop competitiveness and are not viable in the market economy.
Equitization of SOEs is the most appropriate and fundamental approach to
improve inefficient management of SOEs. Dissolution of certain SOEs should
be #dmittcd to be inevitable in process of State Enterprise Reform.

‘Renovation of management of SOEs

The share of SOEs in the production of industrial sectors is very significant,

- "For example, in 1993, more than 70% of the gross output of the industrial

 sectors was produced by SOEs. On the other hand, certain SOEs are planned to

continue their operation‘as SOE according to the Government policy. Therefore,
;mprov:z:mcnt of- managcment of SOEs is also. vital for activation of the
Vletnamese economy. To improve the management of SOEs, competmon

between SOEs and non-SOEs, on ‘an equal footing, should be created and

_mat__nt_a_med. SOEs should. not be favored neither unfavored. The following



recommendation is needed to create an equal footing for SOEs and non-SOEs.
The former recommendation is to deprive advantage and the latter
recommendation is to remove disadvantage from SOE . Reference is to be
made to the recommendation concerning "Capital tax and depreciation charges”,
in the chapter of "Tax Reform" (B.5), which will also contnibute to the
establishient of an "equal footing between SOEs and non-SOEs".

Privileged interest loan rates, which are significantly lower than the market

interest rate (half, or even on.e'third) are still prbvided to SOEs. In the case the

following conditions are met, SOEs may obtain loans at privileged interest rates
~» Having a reorganization license, _

+ Project meeting the borrowing conditions of the pnwleged interest loan; and

. Fea31b1hty study having been conducted

To provide an equal footing to SQES and non-SOEs, privileged interest loans
should be provided to only SOEs which are meeting the criteria for the policy-
based finance scheme being applied to both SOES.‘I and non-SOEs.
Undisciplined privileged interest loans just to make SOEs survive should be
abolished. - |

SOEs need permission from relevant government authorities if th:ey wish to
create mortgages over land use rights. Therefore, creation of mortgages over
"land use rights" by SOEs is still not common in Vietnam. SOEs should be
allowed to create mortgages over their land uvse rights by their own decision,
and autonomy of SOEs and the equal fooling-'between SOEs and non-SOEs,
from financing point of view, should be strengthened. - |

5) Effects of Financial Refor_fn on Ecbhomy_ |
(1) In-flow of fund to the official market and increase of available loan funds

The most important result of the Financial Reform bréposéd in this Cliapter. is
"increase of confidence in the official financial market”. This will accelerate, togethex‘
with introduction of "flexible b_anking instruments" and rectification of the current
distorted interest rate structure, in-flow of fund from the unofﬁ'ci.al market to the
official market. . Solution of bad debts issues of the bankmg sector is. also crucially
important to increase confidence in the fmancml market. Theréfore, it should be noted
that success of State Enterprise Rcform which conSlsts of "development of ‘equitization
of SOEs". and "renovation of management of SOEs", directly affects on conﬁdencc in
the ﬁnancia__l market. |
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(2) Reduction of lending interest rates

The success of State Enterprise Reform will reduce the risk of banking business
in Vietnam, then consequently the current high spread of banking business will be
reduced. Reduction of spread of banks will result in reduction of bank lending rates.

(3)  Accomplishment of industrial policy through "institutional finance scheme”

Increase of fund in the financial market will create a better condition for
expanding "policy-based finance scheme" to facilitate the industrial policy of Vietnam.
The goals of the industrial policy will definitely include "development of Statc
Enterprise Reform” and "development of the private sector”. Thus, the institutional
finance will assist in attainment of these policy goals.

(4)  Development of the private sector .

* Available funds, especially medium- and long-term funds, for the privaté sector
are very much limited in Vietnam, since most funds are still directed to SOEs
notwithstanding the change of the gbvermncnt policy. Moreover, the financial burden
due to the high lending interest rates is another headache for the private sector. These
are the most serious issues for enterprises in the private sector. Increase of available
loan funds and reduction of lending interest rate will significantly ease the financial
problems of. the private sector, The institutional finance will further a'ssist the
development of the private sector. '

(5) Actii_watibn of the Vietnamese economy

All of the abovexﬁentioned effects, including accomplishment of the industrial
policy, development of State Enterprise Reform and development of the private sector,

* will lead to activation of the Vietnamese economy. The:activated Vietnamese economy

will bring increase of competitiveness of Vietnamese products both in the domestic
market and in the international market.



B.5 Tax Reform

The tax system of Vietnam has become very much streamlined and crystallized
in the recent tax reform. There are no differenti_ation between SOEs and the private
sectors in respect of nine taxes being collected by the Central Government. Therefore,
SOEs and the private sectors are now standing on an "equal footing" in respect of the’
taxes collected by the Central Government, though some of the fees and charges
collected by local governments still need reform. This is a remarkable progress attained
in the recent tax reform. ' '

D Taxes in Vietnam
(1) Outline of the taxes

In Vietnam, nine taxes have been gradually introduced from 1990 to 1994, The
titles of the taxes and their introduction years are listed below. A further explanation of
these nine taxes is given in Table B. 15. o

Types of Tax | ~ Year
Profit Tax 1990
Special Consumption Tax : 1990
Resource Tax R 1990
Income Tax ' 1990
Turnover Tax : 1990
Property Tax ' o 1991
Custom Duties : * : 1992
Land Use Right Transfer Tax . . . 1994
Tax on Agricultural Land Use ("Agricultural Tax") .~ .. 1994

Source: General Department of Taxes, MOF -

(2) Fees in Vietnam

Accqrding to MOF, there are 75 fees in Vietnam. Some examples of these fees
are "Capital Tax on SOEs", "Depreciation- Charge to SOEs", "Slaughter Tax",
"Hospital Fee", " School Fee", "Registration of Motor Vehicle Fee". "Business License |
Fee", "Lottery Receipt Fee" and so on. | '



a)

b)

) I

Capital Tax

The Capital Tax is charged on the capital of SOEs invested by the State.
Provinces and districts are treated as paits of the State in this respect. This Tax
is contributed to the Government budget through payments from SOEs to
SOCBs and other banks.

The charge rate of the Capital Tax ranges from 4.8% to 6% per ycar. The
Capital Tax is, in nature, same as interest on the State investment to SOEs.
Therefore, it should be noted that the current charge rates are much lower than
the market interest rates.

Depreciation Charges

The Depreciation Charge is another contribution from SOEs to the Government
budget. A depreciation amount of fixed assets of SOEs, computed in line with
the guideline by the Government, is to be paid to the Government. Therefore,
funds created from depreciation cannot be accumulated in SOEs, The payment

is made through SOCBs and other banks, which is similar to the Capital Tax.

For computation of depreciation amounts, the maximum Iehgth of useful lives
of "machinery and equipment” and “buildings" are stipulated by the
Government to be less than 10 years and 25 years, respectively.

However, it should be noted that payments of the Capital Tax and Depreciation
Charges are often waived or deferred, if SOEs are in a financially difficult
position. '

Collection system

All of the abovementioned nine taxes are collected by the Central Government

(actually by MOF), either for the Central Government itself, for the provinces, or for

sharing between the Central Government and the provinces. This is summarized in
Table B.l6.' .

lt should be noted that the Proﬁt Tax of non-central SOEs and private

compames is collected tor the provmces The Resource T ax on crude oil is collected

for the Central Govemment and the Resource Tax on other resources is collected for the

provinces.

~ Tax collectors located in the provmces are dlrectly belonging to the General

Department of Taxes of MOF, Tax revenues collected by the Central Government for

- the province are,sub_sequently distribuited to_the pr_ovmcxal govemments, and the

B-4l



provincial government then allocates to districts in the province. Communal and
villages, the fourth level in the government administration, are not involved in the tax
revenue allocation flow.

- The fees collection system is rather complicated. Fees to be collected for the
provinces and districts are mostly collected directly by the respective local
governiments.

2) Trend of Government Revenue

The structure of the Government revenue from 1989 to 1993 is shown in the
Table B.17. When reviewing the Government revenue structure, it should be noted
that the unified application of the taxes to SOEs and the private sectors is the result of
the introduction of the nine taxes from 1990 to 1994. "I‘herefore, the result of the tax
reform has not been reflected, to the full extent, in the deermne_nt revenue in 1993,

It should also -be noted that all of the tax revenues collected by the Central
Government, including those subsequently allocated to the province, are included in the
Central Government budget .

(1) Dependence on revenue from SOEs

The Government revenue js still heavily dependent on the revenue from SOEs.
In 1993, the share of the revenue from SOESs ‘was 50. 1%, “comprising’ 41.6% of
"Taxes and Transfer" and 8.5% of "Depleciatlon Char: ge". R

The Government revenue structure will significantly change in several years,
when the result of tax reform, together with the result of State Eht'erprise Kefo:‘n'l and
the result of development of the private sector, is reflected in the Central Government
budget. | L

(2)  Revenue from "Import and Export Dutiés'; :(Ir}ipon ahd Export Tax’)"

The revenue from Import and Expoﬁ Duties accounted for 19.3% of the total
revenue m 1993, which 1 is the second largest revenue source excludmg "Other Taxes ,
whose components are not analyzed lmport and Export Duties are sngmﬁcant revenue '
source for the Government.

3) Smalk share of indirect taxes in the Government revenue

- Demarcation of the taxes into-"direct tax" and "indirect tax" is niot necessarily .
clear. Assuming that the taxes from “Agricultural Tax" to "Import and Export Duties”
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except "Profit Tax" and "Income Tax" are indirect tax, the share of the indirect taxes in
the Government revenue was still only 34.9% in 1993,

Especinlly, the share of the Turnover Tax is only 2.8% of the revenue. It is
observed that there would be much room for increasing the revenue from the indirect
taxes, particularly from the Turnover Tax. However, it should be noted that, as
commented in "Recommendation”, a Value Added Tax should eventually be introduced
in place of the Turnover Tax. ' '

3) Direction of Tax Reform

According to. the explanation given by SPC, the following is the direction of tax
reform in Vietnam.
* Simplification of the tax system
* Removal of contradiction in the tax system .
» Reduction of tax rate steps and reducing higher tax rates
« Expansion of types of products to be subject to special Consumption Tax and
- lowering tax rates
+ Reduction of the Profit Tax rate and Income Tax rate -
* Improvement of the "Land Use Right L:cense system to enforce good
management and utilization of land '
¢ Change of the tax collection system to scif-assessment system
» Reform of Tumover Tax
. Lowenng tax rates
. Genexal reductlon of Custom Duues 1ates

In l_ine with this direction of tax reform, it was 'explaincd by MOF that the
"Personal Income Tax" and "Corporate Income Tax" are going to be introduCed in place
of existing the "Income ’I‘ax" and "Profit Tax".

_ The Profit Tax is currently 1mposcd on busmess profits regardless whether they
are bemg earned by an mdlvrdual ora company On the other hand application of the
current lncome Tax xs llmlted to on]y hlgh income earners. In this proposed tax

_ changcs, compames are subject to the Cor porate lncome tax, and more individuals
would be subject to the Pcrsonal Income Tax. '

4 Recommended Tax Refo’r‘m. o

Inter 1elauonsh1p of recommended pomts conccmmg taxation is shown in
"Inter-relatzonshlp of recommended pomts (Tax Reform)" chart in Flgure B. 5



(H Unification of Profit Tax rates and introduction of tax incentive measures

The background of differentiation of profil tax rates among sectors, i.e. higher
tax rate.on the light industry sector (35%) and particularly on the service sector (45%)
than the heavy industry sector (25%), is to make some "adjustment” to different
production cost ratios, profit ratios, turnover ratios, income level of workers, etc. in
each industrial sector. However, it is considered that differentiation of the profit tax
rates is not functioning as it is expected, because these various factors vary among
enterprises even in the same sector while the profit tax rate is fixed for cach of these
three major industrial categories.

As the concept of “adjustmént" -is considered to be rather negative, it is
recommended to convert the basic concept from "adjustment” to "promotion”. Under
this "promotion” concept, enterprises, whose business activities are in line with the
direction of the industrial policy of Vietnam, should be given various tax incentives
such as investment tax credit, allowance of tax deduction for non-cash provmon
expenses for specified purposes, allowance of accelerated depreciation for quahfymg
capital investment and allowance of double tax deduction for cash expendltures for
certain purposes such as overseas market development,

Conditions for obtaining these tax incentives should be more detailedly
established, rather than just by industry category, to ensure that the tax incentives work
to drive the business activities in line with the industrial policy of Vietnam.

Tax rate should be equally applied to every tax payer. The Profit Tax rate itself
should not be varied for the purpose of provision of tax incentives. Moreover, loss-
making enterprises could not obtain benefit by the reduction of tax rate. In this respect,
tax incentive by meéms of reduction of the Profit Tax rate is not propet. - o

(2) Reinforcement of tax collection system

In the Government. revenue, the shax es of Profit Tax, Income Tax and Tumover
Tax, which are generai]y con51dered to be major government revenue sources, are only '
1.9%, 0.6% and 2.8% respectlvely The shares of these major taxes afe much lower
than expected. Revcnue from the taxes, mcludmg direct taxes and mdlrect taxes,
should be sxgmﬁcantly increased by reinforcing the tax collection capablhty of MOF
through the increase of the number of tax collectors, 1mprovemcnt of the aclmlmstratlon
of the Tax Office, and strict execution of the tax laws and regulanons

Various 1nst1tutlonal schcmcs are proposed such as "DepOSItS msurance
system”, "Trade insurance scheme”, etc. These schemes could not be founded without
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fund. Therefore, strengthening the financial base of the Government by reinforcement
of the tax collection system is vitally needed. '

(3) Introduction of "Vaiue Added Tax" ("VAT ") in place of Turnover Tax

VAT was introduced in 1993 on an experimental basis, on which wholesalers
and retailers meetihg certain book-keeping requirements were allowed to choose to be
taxed on the value-added with rates ranging from 4 % to 16 %. According to the
explanation by MOF, the Vietnam Government is now reviewing the result of the VAT
trial program and this review will be completed by October 1995. Preparation of a
proposal for VAT system will be finished in 1996, and VAT would be introduced in
1997.

' VAT should be introduced, to fuil extent, to replace the Tumover Tax in a
medium-term when certain prerequisite conditions, such as establishment of modern
accounting standa.rds,‘ maintenance of .proper recording of books and creation of
qualification of accounting professionals such as "certified public accountant (CPA)",
are met. Introduction of VAT tax in Jaban,_ in 1989, could not be sucécs'sfuiiy done
without the part.icipstion of over 40,000 accounting professionals including CPA ahd_i
Ahth_orized Tax Specialists. '

The time schedule fof introduction of VAT appears to _be_léss realistic as these
prerequisites may not be satisfied by 1997. In this context, the reform of Turnover Tax
commerited by MOF is considered to be realistic and practical. In this reform, the
Turnover Tax rates will be simplified from the existing18 different tax rates ranging
from 0% to 40%, to 10 different tax rates. At the same time, the Turnover Tax rates
will be reduced.  This Turnover Tax reform will mitigate and lessen various bad
impacts of Turnover Tax on such aspects as "finance”, “division work system” and

"export promotion”, which are explained in each relevant section in this report.

Further, it is recommended to apply 'a'rélativeiy low Single tax rate, say' 5%, to
" the Turnover Tax in order to minimize the negative impacts of this tax. On the other

“hand, tax collection.should be strictly executed to secure the revenue from the Turnover
- Tax and to realize fairness in the sharing of the Tumover Tax burden among the peopie
and enterprises. |

. When introducing VAT, it should be noted that the VAT system should be
rather simplified in the initial .stage. In the Japanese VAT system, substantiation of VAT
value by invoices is not required and it is considered to be simpler than that in Europe.
Itis worthwhlle to study VAT systems in various countnes before finalizing the VAT -
system in Vxetnam ' :



4) Capital Tax and Deprecnatlon Charge

Providing an "equal footing between SOE and non-SOEs" is important to
develop state enterprise reform. The recommendations are made with respect to (i)
increase of Capital Tax rates, and (ii) abolishment of the Depreciation Charge.

The Capital Tax rates applied to SOEs, ranging from 4.8% to 6% per year, are
far below the market interest rates. These rates should be increased significantly to
strengthen the "equal footing" of the business activities between SOEs and the private
sectors, ' ' '

The Depreciation Charge should be abolished so that depreciation may be
accumulated in SOEs to enable them to use depreciation as one of furiding sources of
their own. This change will contribute to strengthenmg the autonomy of the
management of SOEs, which is one of majm goals of State Enterprise Reform. It was
reported that an announcement , giving more flexibility in choosing useful lives of fixed
assets for depreciation, was released by the Government in early June 1995, In this
announccment the dcplecmtlon charge is abollshed and SOEs can 1eta1n fund from
depreciation in the enterprises. '

{5 Establishment of modern accountmg standaldq and creation of quahf"lcatlon of
accountmg professmnals '

Meodern accounting standards, including cost accounting: standards, should be
established by a body nominated by the Government. . The modern accounting
-standards are indispensable tools for modernizing the management of enterprises
including SOEs and private companies. Taxable income for the purpose of Profit: Tax
should be derived by adjusting the accounting profit, which is calculated in accordance
with the accounting standards. Qualification of the accounting professional, such as’
Certified Pllbl](l Accountant (CPA), should be eslabhshed to nnplement the accountmg
standaids



B.6 Administrative Reform
1) Basic Policy and Progress

Administrative system reform should be one of major areas of renovation for
the accelerated industrial development. It is because the administralive reform is to be
harmoniously adjusted to the economic reforms and work effectively for the
formulation of a favorable structurc for economic development, particularly for
industrial development. The cconomic managerial apparatus and administrative
procedure in Vietnam have been renovated gradually along with the process of shifting

from a centralized command system to a market economy. A number of measures have

been taken with the aim of raising the efficiency and government managerial ability in
the direction of making it more consistent with the economic renovation.

A document titled "National Administrative Reform -- An Important Step in
Renovation” states that the Law of Administrative' Reform has yet to be promulgated
and that there will be a central resolution on this matter in the future. The Government
intends to reform it into a more efhc1ent one. In order to 1mpxove the administrative
system, the Government has undertaken to stleamlme the management system to
minimize its intervention to the economic activities so far, and has defined the functions
of the government as (i) an organizer, (ii) a producer, (iii) a consumer, (iv} a financier,
and (v) an economic investor. -

In addttlon to the above functlons the new system ‘should overcome exlstmg
ccmpllcated ovellappmg admmlstratlve services between cents al and local govemments
L:kew1se the recmltment system should also bei nnpn oved to recrmt new well cdueated
staffs '

In 1992, the Government organized a task force to arrange stre'aml'ined
governmental apparatuses for administrative reform, and a new system of salary,
classification of ranks and grades, and rearrangement of staff have been implemented as
follows: ' '

' i)' " Retrainment of aged staff.
i) Reeruitix_hent of young staff in accordance with new regulation.

iii) Promulgation. of a decision on organization of each ministry aiming at
clasmfylng functions & l‘BSpOﬂSlbl]ltleS of branches It has been apphed
to all ministries except for the Mlmstry of Fmance



iv) A decision determining function, power, organization of the State
Planning Committee (SPC) was adopted on 12 August 1994.

v)  The government instructions on spending a budget for retraining state
staff in the whole nation and on establmhmg retratning institutions were
issued.

vi)  The instructions of 15 August 1994 ordered that every government staff
must master at least one foreign language.

Despite these efforts, the administrative system of the Government still follows
the former system, and there still exist many restrictions and confusion in the exercise
of laws and regulations. Further, investors and enterprises have been suffering from
bureaucratic attitudes of governmental offices.

2) Direction of Improvement

 After the adoption of the Doi Moi policy, continuous efforts have been made by
the Government to adapt itself to the market-oriented economy. There Temains, |
howe@er much to do toward administrative roform so that the Government could play
a more effective role m leadmg the countrys economy, mciudmg the mdustnal
development

Some suggestions and recommendations on the possible administrative reform
are presented below, with a view to upgrading the admmlstratlvc efficiency and
adapting to the renovation toward a market economy. They are also illustrated in
Figure B.6, It should be noted that the following suggestlons and recommendatl_ons .
are made primarily from the viewpoint of the accelerated industrial development of the
country, These recommendations should, therefore, be considered as a spring board
for the detailed study by the Government of Vietnam,

(1) Basic direction

From the viewpoint of industrial development, it is desirable that the public _
administration be renovated both at the central and local levels, in the foIlowing manner:

a) Transformmg the role of the Government more toward suppomve one, and
restricting Government interventions (o indirect ones, rather than direct ones, in
principle.

b) Impmvmg transparency of govelnmental demsxons and admimstranve
plocedmes ' ' : '



¢)

d)

€)

g)

h)

h);

%

()

Eliminating bureaucratic dealing with investors and business enterprises.

Disclosing data and information which are needed to run business, in particular
financial data.

Keeping consistency in exercising laws and regulations.

Integrating services and necessary procedures imposed by ministries,
departments, and agencies concerned into one channel.

Eliminating duplication of managerial control by central and local governments
to get permissions or licenses.

Formulating a unified pelicy for industrial development and trade promotion: In

“view of the strong interdependence among the various sub-sectors of the

manufacturing industry, unified and integrated policy should be formulated and
enforced by joint efforts of the agencies concerned. The development policy in
the industrial sector should also be concerted with the international trade policy.

Providing a competitive free market: Administrative reform shonld be directed
toward securing a free market for all the participants on an equal footing, by
avoiding unnecessary intervention and regulations by the Government.

Separating the roles of poiiéy making and management: Almost all the
ministries and local governments have their SOEs under their control at present.
In view of the fact that policies drafted by them and the interests of SOEs under
them sometimes contradict with each other, the two distinct roles should be

. separated.

Providing - efficient service for economic entities: . Restructuring and
reorganization of the Government should aim at providing efficient services to

various economic entities to support their activities. In particular, public

services for the foreign direct investments should be reformed so that more
efficient services can be provided through a "one-stop-service window" system,

shortening the time required for going through procedures.
Specific recommendations

_ ~From. the view point of accelerated industrial development, more specific
recommendations and suggestions for the administrative reform are given below.



‘b)

Establishment of GDMCA and a high level committee for equitization/
privatization

Currently, ministries and local governments exert the ownership right of the
land and properties of SOEs. As state enterprise reform, particularly
equitization process, progresses, SOEs become more self-reliant and self-
financing and ministries and local governments should become more policy-
oriented, transferring the management authority to SOEs,. In other words,
separation of ownership and management should be executed.

Under these circumstances, it is essential to establish a state organization for the
unified managemcnt of state propenies and assets,

It is advisable that GDMCA be set up under MOF, assuming the following
1esp0n31b111tles

(a) _' To exest ownership and manage all the capital, assets and debts of SOEs

including land ownership and right of use thereof,
() To Clear, the outstanding df:bts,'

{c) To implement the liquidatio'n merger, sale and lease as well as
_equltlzatlon of SOES either totally or pamally and

© (d) * To sell shares to the investors in the case of equitization;

It is appreciated that GDMCA was formed under. MOF in May 1995, with
responsibilities similar to those recommended above. It is also reco_m'men_ded _
that a high level committee for equitization/privatization be set up with a
minister-level chairmanship to formulate a ¢lear goifemment policy toward
equitization and to "prepare. the equitization/privatization implementation -

' program,

Establishment of the board of investment (BOI)

Though Vietnam has succeeded in attracting a certain level of foreign

investments into the country, there still remain.two major constraints hindering

. further inflow of foreign and domestic investments. They are:

(a)  Procedures for getling investment licenses are complicated and time-
consuming. For example, in the case of large-scale projects, investors



must go through the focal government, the ministry concerned and SCCI
and finally the Prime Minister for final approval.

(b) SCCI, which is responsible for handling foreign investments, does not
assume responsibility for domestic investments that may not be favorable
for joint project undertaking by foreign and domestic investors.

Under these circumstances, it is recommendable that a central agency be
formulated as a sole agency for handling both foreign and domestic
investments, providing one-stop-scrvice to the investors.  The major

responsibilities of such an agency should include:

(a) To evaluate and approve the applications for foreign investment including
joint veatures with domestic partners,

(b) - To evaluate and approve the applications for domestic investinent,

- (c¢) To promote joint venture investments by foreign and Vietnamese

enterprises as well as sub-contracts by foreign to the local enterprises,

" {d) - To prepare a guideline'for the policy, legal framework and standards with

regard to investment promotion,

(e} To determine the procedures for obtaining investment licenses as well as
~ setting up Vietnamese (local affiliated) companies,

(fy  To determine the application of the investment incentives,

(g) To prepare a list of the projects for investment promotion for foreign
_ direct investment,

(hy To provide the investors with relevant information and data with regard to
investment and marketing.

It is recommended that approval of the right of using land be also given by the
BOI to the applicants after consultation with the local governments concerned
BOI'S decmon should supersede the mmlstenal orders and’ notices. It is

‘desuable that BOI organlzatlon be evolved flom the ex1stmg SCCI



¢}

Streamlining ministries and committees for. integrated policy-making for
industrial development

At present, 22 ministries manage and supervise central SOEs and local
governments manage local SOEs. In the industrial sector, many ministrics and
departments at central, provincial and district levels are responsible for the
management of SOEs. In consequence, two problems have arisen as follows:

(a) In some cases, the stance of the ministry as a policy-making body
contradicts with that of SOEs under its supervision.

(b) Various ministrics and committees are concerned with sub-sector
development of the industrial sector, without a unified development policy
for the industrial sector for the regions and country as a whole.

Aiming at solving these problems, the following measures are advisable:

(a) To release the ministries/committees from the mana'genri_ent of SOEs and
convert them into policy-making bodies,

(b) Toestablisha céntral ministry which is responsible for the formulation of
a unified developrnent policy for-the industrial sector,

To attain the above targets, 4 options are conceived.” They are:
(a) To establish the Ministry of Industry by mérgiﬁg MHI and MLI,

(b) To merge the MHI, MLI and the Ministry of Energy to form the Ministry
- of Industry and Energy,

(c) To establish the Ministry of Industry and Trade by umtmg MHI MLI and
Ministry of Trade; and

(d) To establish the Ministry of Industry, Energy and Trade by merging all
the 4 Ministries.

It is said that the Government is now si_udying the option (b) above. This
would greatly imprd\(e éfﬁciency of the administration. Ina longef'térm, it is
considered as more advisable that the 6’ption (d)' be studied, since the
manufactured goods would account for the majority of trading both at home and
in the expom’lmpon busmess



d)

Setting-up of Vietnam External Trade Organization (VETRO)

In view of the inter- dependence among the economies in the world, mcludmg
the divided work system within ASEAN which Vietnam has just jomed, as weli
as in the light of competent human resources of the country, it is likely and

 desirable that external trade would account for a large part of Vietnamese

economy. Aiming at smooth international trading, in particular promotmn of
exports, it is recommendable to set up a special semi-governmental
organization, "Vietnam External Trade Organization (VETRO)". Alternatively,
reinforcement of the functions of VCCI (Vietnam Chamber of Commerce and

| Industry_) toward this direction is also conceivable.



Application of Reform Measures to Foundry Industry
(A Case Study) '

Background of the Case Study

A case study on application of reform measures to the foundries in the Hanoi

area has been taken up for the reasons enumerated below.

a)

b)

c)

d)

2)

Inspections of the existing industries in the Hanoi area showed that foundry is
one of the most promising industries to be renovated and modemized in the
area. It is because the foundries have a historical' background and a technical
basis for development. It is also because the casting iron and steel would be
exportable to the markets in the ASEAN countries and in Japan if the quality of
the products is improved and when the production and marketing systems are
modemized.

It has been revealed that there are a dozen of foundries in the existing SOEs in
the Hanoi area. Most of the equipment and facilities in these foundries are
under-utilized and their productivity is substantially low. These foundries are
not operated for the subcontracted works.

It has been proposed in this Stedy that a divided work system should be
introduced in the modemization of industries in the Hanoi area (refer to
Appendix-D}). The foundry industry is a candidate industry that the divided
work system is typically applied. B

In applying the divided work system to the foundries in the Hanoi area, it
would be possible that the factory specialized in foundry work will be equitized
or privatized.

Proposed Restructuring

It is proposed to set up one or two new foundries-in the Hanoi area, through

restructuring in the"following manner: -

a)

The machinery and equipment for foundries available in the existing SOEs will
be detached and transferred to the new foundries if they are useful and
serviceable. GDMCA will intervene in the detachment and transfer of t.he
machinery and equipment (refer to Appendix-B.3). - |



b)

)

3)

One or two new companies witl be established and equipped with the machinery
and equipment transferred from SOEs and with modem facilities, as well as
technical staff and workers shifted from the old foundries.

In acquiring the machinery and equipment, either through transfer from SOEs
or new purchase, finance would be made available through SOCBs or "two-
step loan" (refer to Appendix-B.4). SOEs which had transferred equipment,
staff and workers would acquire shares of the new company. It would be
desirable that private investors also acquire shares of such a.company.

The new company specializing in foundry'w.ork will get the jobs as a

~subcontractor to SOEs and in other markets, 1t is prerequisite that SOEs shall

stop their own foundries and get all the casting products from the newly
established company.

The new company will improve its technology by introducing technologies
from the industrialized countries through agreements on technical cooperation.
The company will also develop marketing of its products in the domestic and

international markets.
Procedure for Establishment

Provisionally, a procedure for establishment of new companies specializing in

foundry is conceived as illustrated below.



| | 1 |
_ | CNew Technology) CNew EquipmenD |

Shares S : : : )
— > | Government Bank <<—{ Foreign Aid
|
GDMCA
Equipment
Equipment Loans
SOEs 1€
Techinical | ~ Staff: _
Workers Shares
| Foundry Private Sector
Shares

[}
|

It is noted that transparency of procedutes is one of the key factors for success

in the establishment of a new company. Particularly, valuation of the assets should be
done by the responsible body, like GDMCA.

4

Effects of Restrﬁcturing

Through the establishment of a new company specializing in foundry work, it

would be possible to expect the following effects that would be favorable in promoting

modernization of the existing industries in the Hanoi area:

a)

b)

c)

d

€)

The specialized company will improve the productivity and skills for
production. ' ' '

The specialized company will promote the divided work system and subcontract
work system, thus improving the productivity and quality of products. "

The company will promote eqliitization/privatization of SOEs.

The company will get chances to improve its technology for production and to
increase domestic sales, as well as to open markets for exports.

The company will serve as a model for restructuring of the existing industries
and a model for equitization/privatization, as 'well_as a model for increase in

~ production for dormestic and international markets.

B-56



It is recommended that a further in-depth study be made on this model for
restructuring of the foundry industry in the Hanoi area, in line with the study on
technical and managerial modernization of the foundry industry proposed in the Main
Report, Chapter 4.2 of this Final Report.
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Table B.02 Growth Rété of GDP and Per Capita GDP in 1980-1992 by Group of Economies

Low & Middle Income
Sub-Saharan Africa
East Asia & Pacific
South Asia_

Middle East & N. Africa
Latin America & Carib.
High Income Economies
World

Average growthrate  Average growth

of GDP per capita rate of GDP
1980-1992 1980-1992

0.9 3.1

-0.8 1.8

6.1 7.7

3.0 52

2.3 2.2

-0.2 1.8

2.3 2.9

.2 _ 3.0

Growth Rate of GDP in 1980-1992

Growth Rate of GDP and per capita GIDP in 1980-1992 by Group of Economies

L T T T

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

3.0 -2.0 -1.0 0

0 1.0 20 30 40 50 6.0

. Gfoﬁth Rate of per capita GDP in 1980-1992




Table B.03 Growth Rate of GDP per Capita and GDP of Selected Countries or Economies

Avcrage growth rale  Average growih
of GDP per capita rate of GDP

1980-1992 1980-1992
Korea, Rep. . 8.5 94
China . 1.6 9.1
Thaitand 6.0 82
. Hong Kong : 55 6.7
Singapore 53 6.7
Pakistan 31 6.1
Maiaysia 3.2 59
Indonesia 4.0 57
india 3.1 5.2
Turkey 29 4.9
Egypt,.Arab Rep. 1.8 44
Bangladesh 18 42
Japan 36 4.1
Colombia 14 . 37
Spain 29 3.2
United Kingdom 24 27
United States 1.7 ’ 27
Germany 24 26
Italy 2.0 24
Nigeria 04 23
Iran, Islamic Rep, -14 23
Brazil 04 22
France” 1.7 2.2
Mexico 0.2 1.5
Ethiopia -1.9 1.2
Philippines -1.0 1.2
South Africa 0.1 ‘ 1.1
Poland 0.1 ) 0.6
Argenting -0.9 04
(3)—>East Asian Economies
Growth rate of GDP and per capita GDP
""" :10.0 - "”’:"""‘.""":""""““,""':" tTT T T T T T o
oo SRRt R R RN R SN ¢ R
L lgo bl e
-2 + T T e e :
0. I T : ; I ) i ! Z .
R S SEREEEERRI EEEEE: " SEPTEREE REREE T CEEEE SRS !
k: . : : I - . : : ; I
B B0 R g
= . | . . ' ' ' , | . .
T ‘ . : X ! ‘ . i . . .
. . ) 'y ) . . i : . .
[g F""T4.'O"-“”i"’“"T"_"_T'_@'-""1 """ T (R CE 1
: . [ ) . t ' ' ' . .
0 ' ] 1 ‘I k] ll ' ' 0 )
R L e e
: ; : . & : S ; !
LA ® l's \ . ‘ \ A . :
Foeo v 2.0 - - - - e - —-:-.‘~71-----w ————— I T IR Y
13 . . ] 1 1 ] ' 1 ] ] . i
o N T S N
r'---?Q‘O' R Tl B Tt eI R T pt s T A e .
v ' v i 1 1 i a . . ’l
. R L
I 2 Gﬂ | 4 ' I ]. 'l i s I’ i
20 -1.0 0.0 1.0 20 3.0 4.0 5.0 6.0 7.0 8.0 9.0

" Growth rale of GDP per capita

B-60



Table B.04 Growth Rate of GDP in 1970-80 and 1980-1992

5‘ Average growth Average growth  Index devided  Index devided
raic of GDP raie of GDP by World Average by World Average
1970-1980 1980-1992 1970-1980 1980-1992
Korea, Rep. .98 9.4 2.82 313
Thailand : 7.1 82 - 2.09 2,73
Singapore . 83 6.7 2.44 2.23
Hong Kong 9.2 - 6.7 2.71 2.23
Pakistan 49 6.1 1.44 2.03
Malaysia 1.9 59 2.32 1.97
Indonesia 12 ) 57 212 1.90
India 3.4 52 1.00 1.73
Turkey 59 4.9 1.74 1.63
Egypt..Arab Rep. 9.5 4.4 2.79 1.47
Bangladesh 23 4.2 0.68 1.40
Japan ‘ 43 4.1 1.26 1.37
Colombia 54 3.7 1.59 1.23
Spain ' 3.5 3.2 1.03 1.07
United States 2.8 2.1 0.82 0.90
United Kingdom 2.0 27 0.59 0.90
Germany 2.6 2.6 0.76 0.87
Ttaly : 38 : 24 1.12 0.80
Nigeria : 4.6 2.3 1.35° 0.77
France .32 22 0.94 0.73
Brazil 8.1 22 2.38 0.73
Mexico 6.3 L5 1.85 0.50
Philippines 6.0 12 1.76 0.40
Ethiopia = _ 19 1.2 0.56 0.40
South Alrica . 3.0 1.1 0.88 ¢.37
Argentina ' 2.5 0.4 0.74 0.13
Index of GDP Growth Rate
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Table B.09 Selected Interest Rates

Interest rate (per month) 1989 1990 1991 1992 1993
Demand Deposit- Households ‘ 5.0% 2.4% 21%  1.0% 0.7%
-Economic units 1.8% 0.9% 1.0% 0.3% 0.1%
Three-month Savings- Households 7.0% 4.0% 3.5%  2.0% 1.4%
-Economic units 3.0% 1.8% 21%  1.5% 0.8%
Lending Rates _
Agriculture 3.7% 24%  33% 25% -
Industry and Transport 3.8% 2.7% 3.0%  2.0% -
Commerce and Tourism : 3.9% 2.9% 37% 27% -
Fixed Capital - 0.8% 0.8% 1.8% 12%
Working Capital - - - 20% 2.1%
SBVN
Transaction Balances . - - - 1.0% 03% 0.1%
Refinancing Agriculture - - - 0.9%  *i
Refinancing Other Users . - - - 1.2% *1
Inflation rate 2.7% 7.7% 4.8% 1.1%  1.2%

*1 Refincaning rates were set at 60% and 80% of lending rate for agriculture
and other sectors, respectively, '

(Note) Figures arc Interst rates and inflation rates in December in the year

(Source) Financial Sector Review- An Agenda for Financial Sector Development,
World Bank July 20, 1994
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Table B.10  Banks in Vietnam

I.  Four specialized banks

(D Investment and development bank
the Bank for Investment and Development of Victnam

(2) Commercial banks
the Industrial and Commercial Bank of Vietnam
the Agricultur]l Bank of Vietnam
the Bank for Foreign Trade in Vietnam

II. Other financial institutions and their number as of December 1994

Joint stock banks 43
Finance companies ' ' 2
Credit co-operatives ' 62
Joint venture banks 3

Foreign Branches
Foreign banks having epresentative office 38

Source: JICA Study Team
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Table B.11  Comparison of Finance Performance Indicators

‘(Amount: in billion Dong)

Non- :
SOCBs - SOCBs _ Total

Total Assets 35,149 91% 3,657 9% 38,806 100%
tncome 3,657 93% 258 7% 3,915 100%
Expenses 3,088 95% 175 5% 3,263 100%
Net Profit - 569 87% 83 13% 652 100%
Net Profit Ratio 16% : 32% '
Capital / Assets 5.5% 20.5%

Return on Assets 1.6% 2.3%

{Source) Processed information otained from "Financial Sector Review
- An Agenda for Financial Sector Development World Bank July 20, 1994"
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~ Table B.13  Financial statement-Incombank

{In million Dong)

BALANCE SHEET

ASSETS
. Cash
. Due from the State Bank
, Due from other banks
. Prectous metals
L.oans
. Joint-venture investment
. Land premises & equipments
. Other assets

Total

LIABILITIES

1. Due to customers
AMONG-On demand
: -On time

Suﬁ-total .

. Due to other banks

. Capital & reserve funds
. Borrowings

. Issuing promissory note
. Profit before tax

. Other tiabilities
Difference

00 =1 Ch L B oS

INCOME STATEMENT

i. Interest income

- Interest collected from loans and deposits

Share-earning
Sub-total

2. Interest expenses
Interest on deposits
Interest on borrowing funds
' ' Sub-total

3. Net interest income

4, Non-interest income ‘
Foreign exchange and trading of gold
Banking commission
Other income :
Sub-total

5. Non-interest expenses

Foreign exchange and trading of gold .

Salaries and pensions
Gther expenses .
Sub-total-

6. Income before taxes
Income taxes
7. Net profit

1992

1993

122287 1.9%
634,157  9.8%
458,769 T.1%

9561  0.1%

4216788  64.9%
100,580  1.5%
157,513 2.4%
793,529 12.2%

6,493,184 100.0%

2,019,001  31.1%
1,893.838  29.2%

3912839 60.3%

194,726 3.0%
397,100 6.1%
1,269,646 19.6%
10815 0.2%
123,855 1.9%
584,209 9.0%

-6 0.0%.

Total Liabilities 6,493,184  100.0%

1992

112,783 1.4%
520,738 6.3%
233,829 2.8%

7,760 0.1%
6,166,916 74.2% -
82,028 - 1.0%

191,031 2.3%
994805 12.0%

78309,890 100.0%

© 2,995,847 36.1%
1,360,110 16.4%
4,355957 - 524%

112,357 1.4%
392,543 . - 4.9%.
1,376,109 16.6%
1,065,675  12.8%
161,076 1.9%
846,173  102%
0 0.0%

8,309,890 100.0%

1993

1,019,588  100.0%
' 0.0% -
1,019,588 100.0%

. 661,697 64.9%
185,575 18.2%

847272 - 83.1%

172316 169%

54,339  5:3%

3772 04%
5582 0.5%

- 63,693 62%
26262 2.6%
33,626 3.3%
52,266  5.1%

__ 112,154 - 11.0%

123,855  12.1%

78,527 7.7%

A5 308 . 4.4%

1,094970  99.6%
4183 04%

1,099,153  100.0%

542,405  49.3%
113,095 103%

. 655,500 " 59.6%

443,653 404%

12,383 1.1%
11,622 1.1%
140,875 12.8% -
164,880  15.0%

7,060 0.6%.
80,436  7.3%
359,961 32.7%
447457  407%

161,676 = 14.7%
80,538 - 7.3%
80,538 7.3%

(Sourcé} Annual Reporf 1993 of Incombank _
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Table B.14  Financial Statcments- IDBY

@ ' {In million Dong)
h S 1992 1993 .
BALANCE SHEET

ASSETS .

1.Claims to the economy 2,024,684  21.2% 3725317 31.5%
1-1.development Credits 7 1,525,458 16.0% 2,842,949 24.0%
1-2.Short-term Credits . 449226 4.7% 882,368 14%
1-3 Other 50,000  0.5% ' 0.0%

2. Development Financing 5,351,747  56.0% 6,267,628 52.9%

3 Treasur Bond 2,100 0.0% 2,100 0.0%

4 Reserves _ 738,422 1% 1,420,269 12.0%

5.0ther assets 1,443,118 15.1% 429,596 3.6%
TOTAL ASSETS 0,560,071 100.0% 11,844,910 100.0%

LIABILITIES _ _ _

1.Capital and Funds of which: ' © 2,105,352 22.0% 3,189,177 269%

( of which fund for development credit 1,540,000 . 16.1% 2,605,800 22.0%)

2.Foreign loans for development investment 0 0.0% 618,538 5.2%

3 Fund for development financing : 6508152 68.1% = 6,513,081 55.0%

4 Deposits from clients 533619 5.6% 1,044,630 8.8%

SBondsissued 24,100 0.3% 8,505 0.1%

6.Borrowings 134507  1.4% 115505  1.0%

7.0ther liabilities o 27844l 29% 355474 30%
Difference o ' 24,100 -03% : 0.0%

TOTAL LIABILITIES | - 9,560,071 100.0% < _11844,910 100.0%

PROFIT AND LOSS STATEMENT -

T e 1993
ncome 357,106 100.0% 258,125 100.0%
Expenses - - 215919 60.5% 127,832 . 49.5%
Profit before tax .. - . 141,187 39.5% 130,293 50.5%
CTax o 61770 190% 75,993 - 29.4%
" Profitaftertax | .. . - EI 13417 20.6% 54,300 21.0%

. (Source) Annual Report 1993 of IDBV
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Table B.15 = Qutline of Taxes in Vietnam (1/3)

(H Profit Tax

The profit tax imposed on taxable incomes of enterprises, including state
enterprises and private enterprises. Components of the calculation of taxable income
are "total income", "appropriate expenses” and "other profit®. Concepts of these
components are specified in the fax law. Taxable income can not be derived by
adjusting an accounting profit in accordance with the general accounting standards,
because such standards are not virtually existing in Vietnam. '

The tax rate are differentiated among the sectors as shown below: -

* Heavy industries . 25%
+ Light industries : 35%
+ Service industries : 45%

The tax rates for small enterprises significantly reduce to 1% to 2%. A "small
enterprises” are defined to be an enterprise whose taxable income is less than specified
amount. Specified amount is ranging from 0.75 million Dong to 3 million Dong
depending on sector. '

It "mon'thly average taxable income per capital contributor” is exceeding 10
million Dong, sur-tax at the rate of 25% is imposed on the exceeding part.

Tax losses, caused only from specified reasons such as natural calamities, war
etc., may be carried forward to subsequent two years.

(2) Special Consump_t’ion Tax

Special Consumption Tax._i_s imposcd only specific products such as cigaret_teé,
liguor, bear and fire-cracker. The tax rate ranges from 15% to 100%. .-

3) Resource Tax

Resource Tax is 1mposed on explontatlon of natural resources such as metalllc
resources, gold, precious stones petroleum gas, etc. The tax rate ranges from 1% to
20% depending on resources.

For the resources explmted by forelgn orgamzatlons the prices to be taxed is
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Table B.IS  Outline of Taxes in Vietnam (2/3)

4 Income Tax

Income Tax is imposed on income of individual persons. The tax rate of Income
Tax is an accelerated tax rate ranging from 0% to 50% depending on the amount of the
income. The minimum threshold in the accelerated income tax rate steps is
500,000Dong per month. Sur-tax at the rate of 30% is imposed on the income greater
than 5 million Dong per month.

Foreign person is subject to the same income tax rate as local people. However,
income less than 2.4 million Dong per month is exempted form Income Tax. Sur-tax is
not applied to foreign individuals.

(5)  Tumover Tax

Turnover Tax is imposed on all products sold in Vietnam except for the
following producits:

+ Agricultural product subject to Agricultural Tax
» Products subject to Special Consumption Tax
» Products to be exported

There are three sectors for the the turnover tax:

» Low tax sectors- 0% to 10%
« High tax sectors- 30% to 40%
.« Other sectors- - 1 % to 6%

The low tax sectors are mainly industrial sectors including "mining", "metal
working“, "cement production”, etc. and the high tax sectors are service. sectors
including "lottery", "dancing hall", "shipping agent", etc.

(6)  Property Tax |

_ Property Tax is imposed on the current value of property. The tax rates are
0.5% for land and 0.3% for buildings. Farming land is exempted from Property Tax.
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Table B.15  Outline of Taxes in Vietnam (3/3)

(" Custom Duties
Custom Duties is often called as "Import tax" in Vietnam. But they are the same tax.

Custom Duties is imposed on various sectors at 28 different tax rates ranging
from 0% to 200%. Generally higher custom duties are imposed on consumer goods.

Custom Duties will be exempted or paid back, upon ap'plication, for import of
material to be exported after processing.

(8)  Transfer Right of Using Land Tax

"Transfer Right of Using Land Tax" is imposed on transferring value of right
of using land and to be paid by a transferor. The standard tax rate is 5%. Howéver, if
transferor has not paid rent or has been exempted from the payment of rent, the tax rate
is increased to 10% for agricultural land and 20% for non-agricultural land.

It should be noted that the tax rate is significantly increased to 40%, if the
purpose of land is changed from farming to non-farming including industrial activities.
In this case, tax is usually recharged to the transferee by the transferor, and the tax is
included in the purchase costs of the land.

(D) Tax on Agricultural Land Use ("Agricultural Tax")-

Agricultural Tax is impoéed on organizations and individuals using land for
farming purposes. Land includes land for cultivation, surface water for culture and land
for forestry. '

Land is categorized into 6 categories in consideration to various factors such as
quality of the land, location, topography, climatic conditions, conditions of irrigation,
and the tax rate is differentiated in these 6 categories. o '
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Table B.16 Taxes Sharing Between Central Budget and Provincial Budget

Taxes Collected for
Central Budget

Taxes Shared with
Province

Taxes Collected for
Province

Profit Tax ( Central SOEs)

Customs Duties

Special Consumption Tax

(Excise Duties) '
Resource Tax (crude oil)

Transfer Right of Using Land Tax

Personal Income tax
Turnover Tax

Profit Tax (Non-Central SOEs)
and private companies)

Tax on Agricultural Land Use
Resource Tax (Non-crude oil)
Property Tax

(Source) Ministry of Finance
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Figure B.1 Structure of GDP by Major Sectors
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Figure B4 Infer-relationship of Recommendation Points (Financial Reform)
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Figure B.5 Inter-relationship of Recommendation Points (Tax Reform)
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