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1. Introduction®

This paper aims" to point out obstacles to foreign direct investment (FD1} to the Vietnamese economy, 2)
to analyze the Governnient policies and laws and regufations from the view point, not only of increasing
'-DI, but also of decentralizing FDI and fostering domestic industries, and 3) to discuss issues unsolved, The
Japanese Federation of Economic Organizations (KEIDANREN) submitted a document titled * Reqmremems
by KEIDANREN to the Vietnamese Government for Further Development of Economic Relationship
between Viet Nam and Japan” dated February 10, 1995, The contents can be divided into the folldwing
categories:

1) * issues on deficiency of laws and institutions

2) issues on distortion of economy

3) issues on mcﬂwtency derived from bllff.'dll(‘fﬂC}

On the other hand, US and Euro- based muliinational en(erprlses (MNEs) comphm that their intellectual
ngh(s have not been protected properly in Viet Nam and thal the Vietnamese arbitration process is unfair.

The Vielnamese Government intends to achicve the average annual GNP growlh rate of 9-10% during
the next five years (1996-2000). To ‘achieve this goal, it is necessary to introduce (IFDI) into Viet Nam as
well as to get Official Development Aid and to mobilize the domestic savings to obtain the source of
investment. The Government plans to get 13- 14 billion USD of ['D1 for the source of investment™.

During the period of 1991-1995, about 13 billlion USD of FDI was introduced on the commitment base
and about 1.4 billion USD was disbursed during 1991-1994%, The amount of licensed FDI commitments is
large enough, but from the viewpoint of the disbursement base, there seems to be a room to discuss.
Furthermore, 64.8% of the total FDI of 1988-1995 is concemraléd_in the Southern part, especially, 53.7% in
Ho Chi Minh City *.

Itis'necessary for the Vietnamese Gov ernment to improve the dtsburscmem level by removmg obstacles.
It is also imporiant to decentralize I'DI by adjusting tax incentives, creating special zoates and building
national roads. Creating special zones and rational roads may also be promoted by adjusting tax incentives,

1) This paper wasoriginally written for the purpase of an appendit of "Mabilization of Forcign Saving, Exteroal Dbt Management and Foreign
" Exchange Conirol” authored by Dr. Téshihiko Kinashisa
2 Socialist Repablic of Victnam, Socio-Ecostomic Dev elopmert and Inmmr(rme‘qu rentenis for the Five Yeurs 1996 2000: Gov ernment Report
1 the Comsuftdiive Growp Aecting, Paris 30 Novembor 1o 1 December 1993, Hanoi, October 1995,
3 Internatinal Monctary Fund, Viet Noet-Backgrourd Papers, IMF Stff Country Report No. 9582, Wastignten, D.C, 199i P %,
4 Fbdp. 27 ) .
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In addition, it is imporlant for the Vietnamese Governiment to bring about domestic parts industrics or
supporting industires by introducing foreign core organizations, which may lead to increase emplu)nwm
Fostering domestic parts industries and introducing forcign MNEs sometimes conflict each other. for
foreign firms sometimes prefer to import parts from their home countries or seighbour countries, In ofder
to resolve the conflict, the Vietnamese Governinent have to study how to adjust import duties.

II. Requirements by KEIDANREN

1. tssues on deliciency of laws and Iinstitutions

(1} Lack of tax incentives for special zones

Generally speaking, MNEs are interested in investing in special zones when they enter developing
countries because of tax incentives and well equipped infrastructure. KEIDANREN required on October
1995 to issue detailed regulations on the lnvestment Act for Exporting Processing Zones (PZs) issued on
January 1, 1995. To this requirement, Mr. Vo Hong Phuc, vice director of State Planning Commitiee (SPC),
answered at Keidanren Office, Tokyo in Janwary 1996 that the Vietnamese Government has already issued
the Decision 192CP on December 28, 1994 and ordered related ministries to draw detailed regulations,

As for EPZs, Viet Nam has licenced six EPZs. Among them, one, developed by The Very Good
Company Lid., failed and its licence was withdrawn™ All but one of the other five are facing substantial
difficulties, though common probiem_s tend to exist in developing countries which operate EPZs™, It is
mainly caused by insufficient incentives, especially tax incentives™, lack of sufficient infrastructure and
unappropriate location®. IT special zones are located in an inconvenient area, more attractive and flexible
tax incentives are needed.

[n order ta aliract more invesiment into Viet Nam's special zones, the SCCI issued on 24 October 1995
circular No. 2374/UB/KCX on the conversion of EPZs to Industrial Zones (1Zs), Under this Circutar, both
EPZs infrastructure development business and those companies established in EPZs can transform
themselves into companies developing or operating in 17s. In an 17, companies can sell goods and services
directly on the domestic market in addition to exporting them®. Thus, companies engaging in EPZs and
EPZ infrastructure development business will be able to get broader range of clients. Furthermore, if more
infrastructure development business enter in EPZs, and if their businesses become profit able enough, EPZs
could be belter equipped and widened, which in turn would atiract more FDI

- EPZ enterprises which will change status should note that their tax posulon will naturally change.
Profits tax on production entesprises in BPZs is levied at the rate of 10%: In an 17, the tax rate will be 18 -
percent, but ‘will be reduced to 12 percent if the enterprise expoits over 80 percent of its products. With
respect 1o enterprises in the area of services sector, profit tax which has been levied in an EPZ at 12 percent
witl be levied inan 1Z at 18% ™.

In Decisions No. 758/1"1g and No. 751/1°Tg, the Prime Minister recently established _Managemem
Committees for EPZs’and 1Z°s situated in the Hanei and Song Be provinces, respectively'. Since
+ exceplionally successful EPZ is located in Ho Chi Minh City, this Decision seems to intend to diversify
FDI geographically outside of Ho Chi Minh Cily. It is important (0 set more atiractive tax incentive for
© EPZs and IZs in the northern and cenlral part. ' '

3y Frestdichds, badoching Nore, Noverber 1995, p, 2,
8 6 M. Nguyea Gia Hao, Charober of Comrsicree and Indusl_r) in Vit Nam, nrsnml inteeview, March, 19‘}6
7 Richard twin, Price Waterhouse Viet Nam Limsted, Pessonat interview, March, 1996,
8 Mr. Nguyen Gia Hzo. Chander of Commiedve amd [ndustey in Vict Na, pcrsum! interviow, March, 1996
. 9 Freshficlds, op. ¢if, p. 2.
I Bid _
1) Froshfiedds, Frdoching Note, Jastuary 1996, p. 1.
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{2 Land

<Clarification of criteria for land evaluation>

KEIDANREN has requested clarification of evaluation criteria of prices of the fand thereby reduce rent
for the land., Responding this cequest, the Vietnamese Government issued Decision IHEZ/TC-TCDN dated on
M December 1994 which prescribed:

1) Reducing hand rent

2) Clarification for concrete criteria Tor pricing land rent

3) Special freatments for investment to remote areas

Decision 1417 specnﬁes the fand rent to be paid by foreign investors in Viet Nam. It specifies different
rates and coefficients applicable to various types of land using the following formula:

Land Remt = rental rate * tocation coefficient * infrastructure coeflicient * industry coefficient™

According to this formula, the land rent varics owing to allocation, infrastructure and industry type. It is
important to specifly appropriate coefficient rates in order to make good use¢ of this formula. On 6
September 1995, Ho Chi Minh City’s People’s Commitice issued Guidelines No 25 IUB/KT implementing
Decision 1417 with respect to {and in the Ho Chi Minh City province'™. The Guidelines first modily and
clarify which areas of the Ho Chi Minh City province belong to which rental category. It can be highly
evaluated that the Guidelines also clarify the rates for certain areas not mentioned in decision 1417 but
surcownding Ho Chi Minh City®. It is desirale that the Guideline should expand the area of which it clarifies
the rates. :
<Proper undgrsnndmg of land” for business use>

After various amendment and setting of rules on land including introduction of compensation for
clearence of land for foreign investment project, KEIDANREN still requests further disclosure on land
information. In addition, KEIDANREN desires simglification of the process of oblaining land use right.
KEIYANREN also requires clarificalion of land lease procesure. The General Department of Land '
Administeation has provided details on Iahd lease procedures wilh Circular No, H2471T/DC issued on §
September 1995, KEIDANREN complamc that there is no regisiry book in Viet Nam. Notice No.
2314/CT/NgV of the Ho Chi Minh City Taxation Department, issued on 6 July 1995, prescribes the
reg:s!rauon of transfers of property'™®.

Thus, the Vietnamese Government issued a series Of rules, which are appreciable. These rules are
expected to make the concept of property right of land use right clearer, However, there is still a problem to
be solved. Accordmg to member compames of KEIDANREN., Vietnamese side often provides land without
infrastructure. 1.and withoul infrastructure canuot be used as “land” for business use. I is true that land rent
is somewhat decreasing due to increase of land supply, however, it still costs much to convert land without
infrastructure 10 be usable for business usé. For this reason, land rent is reparded to be still very expensive

compared with those in neighbour nations.

Land use right is a property of an entérprise. It is an asset for the firm. Assels are dtll[’lt‘d as “probable
_ future economie benefits” @, If it is difficult to get benefits by using land, the land has no econemic value. It
is desirable for Vietnamese side to get proper understanding of “land” for business use.

{3) Foreign currency puirchase

<Clarification of criteria for currency purchace and remittance>

In general, under the foreign investment laws and regulations in Viet N'im foreign investors must

12) " Freshlields, Indocking Nete, Docembes 1995, p. 5.
18y ik,

14y ibid.

15)  Froshiields, Indodtiina Note, August 1995, p. A, : .

16y Financial Accounting Standards Board, Staresnenis of Findrcial Accounting Concepis No. 6: Elemerts of Fi irancial Stateienis, para. 25.

59



balance their foreign currency requirement with their income in local currency. Under the presenit system,
member companies of KEIDANREN requested on October 1995, ® clarification of foreign currency
exchange and remittance systein, @ guarantee of stable foreign currency exchange, and @ creation of
financial market for fund raising.

The exception (o the general rule for foreign currency balance exists in favour of businesses which
manufacture import substitutes listed by the SPC, or which construct infrastructure projects. This exception
is prescribed by the official document of the central bank No. I52/CV/NIT issued on § April 1995, This
document is in the form of fecommendation fo the Government'.

On 9 Seplember 1995, the new list of import substitutes was issued which has been substantially
expanded and includes 30 goods. Enterprises producing one or more of the 30 products listed may purchase
foreign currency with Vietnamese Dong. The maximum amount of fereign exchange that will be sold ta a
foreign-invested enterprise upon such conversion privilege is the amount that would have been reQuired to
import the goods sold by the foreign-invested enterprise for Dong'®.

<The Establishment of the financial market>

‘Thus, the Government favours import substitutes manufacturers and infrastrticture construction ficms as
for the rule for foreign cusrency balance. However, it is necessary for firms to get shori-term finance easily
to operate daily operation and get long-lerm finance (o invest in facilities. 1t is less risky to raise funds in
focat financial markets than foreign markets because of exchange risks.

The Prime Minister issued Decision No. 361/TTg which decides establishing a preparatory board for
the establishment of the stock exchange'™. At the early stage of the economic development of transforming
economies, banking system scems to be more useful for firmis to get funds. However, seculiries market
contributes to upgrade managerial efficiency. Securites market is necessary not only for fund raising.
Securilies are also useful to separate ownership from management. The separation of ownership and
management is expected to contributes to improve efficiency of management.

Securities markel does not function well unless firms are evaluated properly. It is almost impossible for
firnis to be evaluated appropriately if financial accounting system which meets the demand of market
economy does not exist. At present, there are accounting standards which meet the requirement of market
economy only for foreign firms. We cannot find the accrual principle and concept of capital in the
accouniing regulation for state owned eaterprises (SOEs), Under the curreni silualion, it is extremely
difficult to evaluate SOEs properly. Securities market would not function actively unless large scale SOEs
'nre evaluated properly. Thus, it is necessary for the Vietnaniese Governmeit to introduce basic accounlmg
concepls which satisfy the requirement of market economy into the current accounting standards for SOEs
step by step.

(4) Infeastructure

~ «<National Road No. 1>

Under Official Correspondence No. 700/TC-TCT issued by the Ministry of Finance on 5 May 1995,
orgamzauons, including foreign invesied business, carrying out construction or renovation work on
National Road Ne. 1 are qualified (o an exemption from tuernover tax and a reduction in income tax™®, This
preseription is expected 1o encouragé the entrance of firms (o the National Road No. 1 Project. The
“National Road ¢an be expected to distribute income of people more equally by offerring the niobility.

17 Freshdiclds, fndoching Note, Ovtober 1995, p. 3.
18 Mid

19)  Froshfields, fadoching Note, August 1995, p. 2.
20 Froshficlds, Indocking Note, August 1995, p. 4.
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- <Plan for industrial and infrastructure development>
: On 10 July 1995 the Governmenl issued Announcement No. 91/TB setting out the Prime Minister’s
views on industriat and infrasteucturé development. Yhe announcentent states that future industrial zones are
to be situated outside Hanoi and urban areas generally. In Central Viet Nam, developnient is o be
concentrated in the Dang Quat, Van Tuong and Van Thanh areas, and atongside the main roads™. The
announcement may have an cffect of decentealizing FDI. Too niuch concentration of IF21 in Ho Chi Minh
City and Hanoi ténds to expand unequality of inconie.
{8) Rulces for joint venture
KEIDANREN requires the following maiters as for formulating joint ventures:
1) abolition of the requirement of unanimous vote to decide important malters
Though equity share exeeds fifly%, important issues are often not resolved in absence of unanimous
vole.
“2) abolitien of limitatiens to choose partners

3) disclosure of information on pariners
creation of accounting system which meets the requirement of the lmrke{ econoiny
unification of the format of financial statements
promiotion of disclosure for the exact feasibility sludies

4) disclosrue of information on domestic banks

5) penmission for setting more than twe bank accounts
It is necessary to have more than two bank accounts when sales area expands.

6) introduction of direct employment system
LEmploying theough FOSCO costs very high.

As for unanimous vote, Mr, Phuc cesponded that it is important for both parties of joint venlures 1o have
equal position and mutual reliance. According to him, it is unfair (hat a party who possesses more than
1ifly% of the share can solely decide important issues.

As for disclosure requirement, it is difficult for domestic firms and banks to provide financial statements
which satisfy market economy démands, for the accrual principle has just been slightly introduced into the
accounting rutes for domestic énterprises. The jouﬁql system for double baokkeeping has just been created.
The accounting principles for foreign invesled companies are subject to internationally accepted accounting

L practices, however potencial joint venture firms are stilt domestic firms. Mr. Phuc stated that cach firm must

prepare financial statenients and get them audited, which are offered for public inspection. It is neccessary '
‘that Vietnamese potencial pariners improve accounting abilily and, in keeping pace with the imprevemicnt,
the standard setting body improve the accounting principles themselves.

2. Issues on distortion of economy
{1y Smuggling
K EIDANREN reqoired to steengthen the Government’s control over smuggling. Mr huc deeply 'igmd
with this opinion, but no additional measures were announced yet.
- As Viet Nam has over 2,000 kilometers of coasttine, most siniggled goods come in by sea. Atthe end of
October 1995, the Government issued [nstruction No. 701/TTg. This Instruction lists the fight against
smuggling as one of its priorities for 1996™.

MYy 1bid.

22y As for gcoszraphxtai distribotiofn of FDI, sex anonynﬂus i pm Foreign Direct tnvestment by Pmurce in Vietnam as of Dec. 38, 1995, Huwd,
1596,

21)  Freshliehds, Indocking Nn!e, lanmry 1996, pp.d-2.
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The Government is also altempting to control smuggling of motorbikes overland through Viet Nam's
western border, Official Correspondence No. 6720/KTTH issed on 22 November 1995 requires owners of
illegally imported motorbikes to register them before 31 December 1995, Those not registered before this
date are to be confiscated™. Thus the Government tries (o control smuggling by land by strengthening
registration system.

(2) Payment of bad debis and the return of requisitioned assets

This is a very important problen, though Vietnamese Governmenl seems to lack proper understanding.

KEIDANREN has required to solve issues on bad debis to foreign privale sectors and requisitioried assets,
of which the latter were not referred to by Mr, Phuc. _

Me. Phuc replied that, for Viet Nam, the bad debts issue is quite a hard problem to solve. Bad debis to
Japanese private sector arc as follows on October 1996

1) Bad debis to Japanese banks:

The total principal amount: $310.6 million
Bad debis including interest and penalty: $650 million
Results of the negociations at London Club are unkirown.

2) Bad debts to Japanese enterprises ; $279.6 million
Rescheduting is under negociation as for large block debs.
Small amount debts to small and medium sized enterprises are

“being paid according to the schedule mutually ageeed.

Viet Nam has also been introducing measures to assist with the repayment of outstanding foreign debts
(principally owed to its former COMECON trading partners) through the provision of Vietnamese goods
and services. In July 1995 the Governinent cmctcd Decree No. 40/CP on Repayment Foreign Debts with
Goods and Services paid for in foreign currency™, :

Ciccular No. 87TC/TCDN issued on 23 November 1995 provides guidance on various matters such as

- the selection of Vietnamese companies to fill export orders for such debt-oftset deals, and for the seiling of
- prices that will be applicable™".

3. Issues on inefficiency derived from bureavcracy
KEIDANREN required the following matters to the Vielnamese Government on October 1995
i_ cancerning the licencing process of proposed IFDI.
1) Further clarification of criteria on screening and hcencmg F Dl
2y Quick notice to forelgners in English when laws and tax codes are 'mwnded
3) Consideration for Vielnamese comparative advantage to neighbour nations when laws and cules are
amended : )
4) Consistent attitude to licencing FDI projects (attitude often differs according (o staffs’ position)
5) Obtaining consistency between former faws and amended Jaws (licenced projects are sometinics
rejected based on amended taws)
6) Improvemnent of ’Iblllly for licencing practice »
- Concerning this requirerient, Mr. Vo Hong Phue, Vice Director of SPC, stated lha! the Goverament
'1ssued Decision 191CP on December 28, 1994 which prescribed (Hreduction of institutions which are
enrolled in sceeening proposed projeets, ('Z)Shorlemng the screening period, and (3) clarification of each
role of the central government and local governments, Furthermore, personnel, especially executive
members, in charge of screening and licencing proposed projects are being trained to improve efficiency.
As for licencing proposed I'DI projects, the Goverment has issued the following rules recently.

M) fbid,p. 2. '
25y Price Watcihouse, Viet Nawmi: A Guide for the Foreign Investor, Price Waterhouse, Hong Koag, 1996, p. 79,
26} ibid,p 80
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<Critetia for amendmient of licenced FDI project>

On 4 May 1995 SCCI issued Circular No. 910/UB/QL. on the amendmuent of investment licences
(Circular 910), since many investment licences have had o be amended, often because the investor
discovered that further capital was needed™.

<Preparation and impiementation of FDI project>

On 8 April 1995 Hanoi's People’s Committee issued Decision No. 727/QDIUB on FDI projects in Hanoi
tDecision 727), implementing Decree No. 191, Decision 727 specilies various application documents w hich
the Hanoi People’s Committee wishes to examine in addition to those submitted to the SCCI, including the
land allocation agreement, the planning certificate, if property is contributed as capital, and a valuation of the
propeity-".

KEIDANREN highly evaluates the adoption of orie-stop shop and expects the improvement of efficiency
in screening and licenciog procedure. KEIDANREN suggests that the Ministry of Planning and Investment
(MP1) should deligate a part of screening and licencing jobs to foreign accounting firms untit MPI staff are
trained enough to respond to efficient sceeening and licencing demand by foreign enlerprises.

KEIDANREN additionally requires the {ollowing matlers:

1) permission for importing second hand machinary

2) tariffs system for parts

Since tarifis are set individually for parts and Kits, it costs much to import individual part more than
to import by kit.
'3) deregulation of the limilation to toan amount (uuremly the amount of 30% of assets is permmed)

4) clarification of laws and regulations for labour union

5y reduction and abolishment of export sales tax

6) a bulk application of licence and loyalty

7) deregulation of conditionalities for loyally

i1, Requirements by US- and European-based muitinational ehterpriées

1. Issueson deﬁci’ency of laws and inslitutions

{1) Inteltectual right

There has been legislation protectmg most forms of mlcl!ulual right prop-.rty in Viet Nam, including the
Ordinance on Trademarks in Viet Nam of Decernber 1982, Howevet, infringements are widespread. Ttseens
parily due to a lack of knowledge of the law and pastly due to lack of knowledge of the concept of
intctlectual property™.

Intellectual propertly rights mc!ude brands. Brands have a nature that customers remind a cerfain image
‘a8 soon as they perceive brands. Brands have a function to distinguish certain products from others. Thus
brands embody market-percieved qualities of goods and services. The market perceived qualities become
bases for extra revenues™. The market perceived quality has no substancial body, so it is somelimes
infringed also in developed market economies where intangibles have less importance in business.

‘The Ordinance on Trademarks in Viet Nam of December 1982 was widely amended in March 1990. :
Under this ordinance, a trademark may be registered with the National Office of Industrial Property (NOIP)
in Hanoi, which is governed by the Ministry of Science, Fechuology and Environment™.

M Froshiiclds, !mfmhm Note, July 1995 p 1

my Ihid.

29)  Price Wateihousd, ep. it p. 79,

30y Gale Bradiy, “The importance of Market Perceived Quahly a: Stobart, Paul, erdP.mer, Macriiflan, London, 1994, pp. 65-68.
31} Prive Wateehouse, 6 G, p. 79
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It is worth to note that, since March 1993, Viel Nani has adopted a “fiest to file” rule, ‘this rule means
that the first company or idividual to register a trademark with the NOIP is prinia facie the owner of the
property, while most othér countries adopt a “first to use” basis™.

~ In the Civil Code which is to be in effect in this July, explicit definition of individual property rights

including the ownership rights for individuals and juridical persons to patents, wility solutions, industrial
designs, trademarks, the right to use an appeltation of origin and othér objects that may stipulated by
impiementing legislation™.

The Code prescribes that if an entity wishes to obtain a licence to use the properly and no agreament
can be reached between (he owner and that entity, or if the State necds the propérty for national defence,
security, health care or olher urgent démands of society, the owner is forced to selt the industrial property™.
US: and UK-based Multigationals wish to clarify what kind of cases are assumed under this provision.

(2) Dispute resolution _

As for dispute resolution, the foreign business could opt for Viet Nam couris or arbitration before the
Viet Nam International Arbitration Centre, or the Economic Arbitration Centre. However, foreign
enterprises felt to be treated impartially. Alternatively they could specify a non-Vielnamese courl or
arbitration, which seemed more impartial’®,

With the exception of a few Eastern European countries, no treaties existed for (he enforcement of any

: judgement or award received ™.

_ It can be highly evaluated that, on 28 July 1995, Viet Nam’s President issued decision No.
453/QDJ/CTN aulherising Viet Nam to join the New York Convention of 1958 on the recognition and

implementation of foreign arbitral awards®™,

Following to this action, the Ordinance on the recognition and enforcement of foreign "u‘blll‘al awards
was signed by the Standing Committee of the National assembly on September 1995, Under the Ordinance,
a defendant can object to recognition and enforcement for such reasons as the law of Viet Nam does not
permit resolution of the dispute by arbiteation, or recognition and enforcement is inconsistent with
Vietnamese public policy™. Thére may be still a room in this prescription that foreign entitics feét unfair at
dispute resolutions. :

2. Olhers
: <Autoniobite and molorlnkc assembly>

It is desicable for the Vietnamese Goveriment to bring about domestic parls industries and, at the same
time, introduce foreign core orgam?aliom that is, assembling entities. Soinetimes both requirements
conflict cach other.

Circutar 215 states that proposals for antomobile and motorbike assembly projects must include a phan
for locat production of parts and accessories. However, limiting imposts of parts by the Ministry by various
measures including tariffs and quota raises manufacturing cost in Viet Nam™. KEIDANREN also
© complains that the present tarilf system for parts which imposes tarifts for individual parts costs much.

- *The SCCI recently requested that the current quotas on the import of spare pasts-and components for
" car assembly joint ventures be lifted, and replaced by appropriate taxation of imports®,

I foid,p 8D

33 Freshficlds, Indochina Note, hnmr) 1996, p. 3.
My spid,p s

383 - Fresbliolds, Irdockina Nore, Sepieniber 1993, p. 2.
A6y fud.

31 - Freshliclds, Indocking Note, (Mob;r 1995, 0. 7.
8y ibid.

39 Freshliclds, frdockinn Note, St‘plcmb\‘r 1995, p. 1.
40} lid.
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In response to the SCCE request, on 16 Septentber 1995, the Government Office has issued Official
Corsrespondence No. SI68/KTTH addressed to several Ministries and recommended that for hi-tech spare
parts and cbmpdnems which are not produced in Vietnam, import quotas should be cancelted. The Ministiries
of Finance should study how to adjust import duties so as to encourage the manufacture of hi-tech spare
parts and components in Viet Nam*".

1V.Implications

To sum up, it would be recommended to the Vietnamese Government 1) to adjust tax incentives and
import duties, and 2) to combine comrbling tax incentives, _infrasuuélurc development and establishing
special zones, in order to decentralize FDI and to resolve conflict between bringing about domestic
industries and introducing FDI. It would be also recommended 3) to promo’le'cducalion which fosters those
who understand concepts of market economy and management, and 4) to introduce elements of modern
accounting theory which meet the market econotny into the accounting standards for domestic business units
in order to promote joint ventures.

It inay be easier for the Vielnamese side 10 get rid of obstacles which derive from deficiency of laws and
inefficiency of burcaucracy. However, it is difficult to haadle obstacles which derive from diffecences of
recognition of managerial events. '

fior example, the Vielnamese side sometimes offers land without sufficient infrastructure. ll is because
they do not recogaize that property must have a characteristics to produce benefits in the future at a high
possibility. Intellectual property rights are often infringed in spite of the regulation partly because the
Vielnamese people have no recognition that they cause a huge loss against owners of the intelectual
property right. {t is cather easy (o set rules formally, however, it may be difficult to urderstand the substantial
meaning of the rules. '

It wounld be important for the Vielnamese side to make prevalence of managerial, economic and regal
education which meet the demand of the market economy. Under the current situation, interpretation of laws
and regulations may vary among areas depending on the degree of development of the market ‘economy. FDI
may concentrate in an arca where the degree of freedom of interpretation of Jaws is farger.

‘1t is important for the Governnient to design the economiic plan which aims to reach the goal of -
economic growth, and at the same tinwe, to resolve contlict between high economic growth and equality- as
much as possible, not by rcsmctmg FDI, but by decenteatizing £DI with several policy lools.

21y Freshfields, Iadocking Noze, Novener 1995, p. X
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9
Capital Inflow and Excliange Rate Policy in Viet Nam

Teizo Taya
Daiwa Institute of Research

I. Recent capital flows to developing countries — background -~

A conspicuous phenomenon since around the start of the 1990s was the deterioration of the current
account balances of developing countries, implying that capital infiow into developing couniries has
increased. The background to this is that many indebted developing countries have improved their econamic

situation through structural adjustment. A more important point is, however, that economic reform and
¢xternal ‘G[icning have beconie global trends, thereby improving the economic performance of many
developing countries. Reform and opening measures which have been widely observed include privatization,
attempis at fiscal discipline, measures (0 promote market mechanisms sich as domestic price liberalization,
an easing of capital controls, and trade liberalization. Many countries have also started to promote the
iniproved funclic'mi'ng of domestic financial and capital markets and the infrastructure level.

In response to this development.direct investment from industrialized countries and some middle-inconte
areas (such as South Korea, Taiwan, and Hong Kong } to other developing countries increased, and foreign
investment in the securities markets of dwelopmg coudlries also became active. Capital raising in the
international financial market by the governments and private companics of du.e!opmg countries resumed.
In order of magnitude we have wilnessed foreign direct investment, private debt ftows (bond issues, bank
loans, etc.), and portfolio investment. In view of the size and the development stage of capifal markels in
developing countries, the last route has been a limited one in most countries, excepl for a small number of
countries such as Mexico and Brazil. Compared to the capital flows to developing couniries centering on
bank loans prior to the debt crisis, the capital flows, mainly foreign direcl investment, in the 1990s are
considered to be relatively long term and stable. Further, according to World Bank matertals, capital that
once left has returned to the original countries, particvlarly in L.atin America since acound 1989,

The above featuces do not apply to certain developing countries, in pacticular Sub-Saharan African
countries. They depend largely on official grants and loans from industrial counties and cerlain
middleincome developing countries. Many of them have been in arcears in repaying past debt and have had
to repeatedly reschedule, with a portion of debt being pardoned. This group of countries will have to keep
relying almost entirely on official flows. Private capital flows to former Soviet republics will depend largely
on their political and economic development, and for the time being, neither the timing nor size of such

* flows is cerfain,

Capital inflows alleviate constraints int the international bakance of payments, reduce interest rates aind
induce high investment and high growth. However, if {nflows become excessive, foreign exchange rates can
rise, eroding export competitiveness, But, if capital inflows thereafter stop or ey erse, disorder could result.
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This is why monetary authorities try to-absorb foreign currcncies to stabilize and maintain the real
exchange rate, thereby increasing foreign exchange reserves (Chart 1~ 3). However, when the central bank
absorbs foreign currency, an equivalent amount of domestic currency is supplied. In order to avoid excess
supply of the domestic currency, money supply has to be absorbed through “selling” operations. This step
has the effect of reducing prices of bonrds and discount bills and raising interest rates. Lven if the authoritics
resort Lo raising reseqve requirements or regulating bank credit instead of conducting “selling” operations,
ihe effect is similar, There are inevitable limits to just monetary measures.

While capital inflows boost domestic demand and create inflationary pressure, fiséally stringent
measures can be considered, and impott demand can increase shrough liberalization of trade and service

“transactions. Furthermore, assuming that capital inflows are not to be regulated, inflows can be partiatly
offset by liberalizing capital outflows. Many Asian countries have regulated short-term capital inflows.
Capital inflows are also controllable by expanding exchange risk, for example, by widening the range of
exchange rate fluctuation. I capital flows are stable, the appreciation of real exchange rates can also be
acceplable. This could improve productivity through corperate rationalization and upgrade real living
standards, Against the background of recent capital inflows into developing countrics lies the progress in
their cconomic reforms and external opening rather than something that is reversed in the short run like
monetary tightening.

In faci, many countries have recently allowed the real exchange rates of their currericies to rise against
the US: dotar {Chart 4 ~6). At the same time, most of them have adopted a blend of various policy
measures mentioned above (See Table 1). (A note on various exchange rate definitions is found on the last
page + -+ Various Exchange Rates -A Note-)

However, if net capital inflows drop suddenly while the current account surplus is widening, the
cusrency will experience downward pressure. A sudden drop in capital inflows can result from expectations
of the correction of currency overvaluation or a decline in confidence in économic policy. ‘The larger the
refative dependence of capital inflows on portfolio investment, the more sudden and larger the decline tends
to be. The currency erisis in Mexico beginning in December 1994 was just such an example. If a'country
tries to stabilize the exchange rate, the avthorities will have to in(er_veﬁe in the market by selling foreign
currencies -and buying domestic currency, along with effecting changes in economic policy. As a resull,
foreign exclrangc rescrves decline: 3 they fall to an uncomfortable level, the nuthorities will have to
employ atighter policy (o reduce the current account deficit,

- I'l. Exchange rate policy |n Viet Nam

It was reported that the aggregate amount of inward direct investment on a contract basis in Viel Nam
came to $20.4 billion as of early February, 1996, almost equivalent to GDP in 1995, In the case of China,
for example, the aggregate amount of inward direct investment on the same basis came to $220 billion as of

- the end of 1993, Even if the amount of newly contracted inward direct investment in 1994 is simply added
o the aggregate amount without subtracting the amount implemented in that year, the total amount, $301.4
" billion, is less than 60% of China's GDP in 1994, Taking into consideration the fact that the United States,
the largest investor in the world, has not yel started to invest in Viet Nam in any subslantive way, direct
investment in Viet Nam is likely to increase further. A large amouit of capitat inflow has obvious
implications for the exchange rate of the Dong.

Reference to responses forulated by othér Asian and Latin Amencan cotinteies thal confronted similar
upward pressure on their currency suggests thal moneiary authorilies in Viet Nam must consider the
following factors in their consideration of exchange rate policy : (1) the size of forsign exchange reserves;
(2) the extent of change in the real effective exchange rate; (3) a phasing ouit of US dollars, gold, and other
commodities such as rice as media of exchange and stores of value; (4) need for the use of the exchange
rate as a nominal anchot (0 promote price stabiity; (5) relationship to an interest rate policy; (6) the extent
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that sterilization (nbsnrpiion of Dong hquidity supplicd in connection with foreign exchange markel
intervention by SBV) does not cause serious problems; (7) the readiness to take stringent fiscal measures; 3)
the feasibility of effective capital control; and (9) the relationship between a fall in the Dong’s exchange rate
and the country’s foreign debt burden.

When the sum of net capital inflow and domestic conversion of US dollars to Dong exceeds the current
account deficit, the Dong receives upward pressure in the foreign exchange market. Part of the receat capital’
inflow and domestic currency conversion may be attributable to relatively high interest rates on Dong
deposils and the recent stability of the Dong exchange rate against the US dollar. If the Vietnamese monelary
awthorities try 1o suppress such upward pressure on the Dong, they will have to intervene in the market by
buying US doltars and seling the equivalent amount of Dong, thereby leading (o an increase in foreign
exchange reserves. It is understood that the total amount of foreign exchange reserves, which has recently
been on the rise, is stifl short of the target imposéd by the IMF in connection with the ESAF (Enhanced
Structural Adjustment Facilily) arrangement. From this point of view, a further increase in foreign exchange
reserves can be regarded as necessary and desirable at present. It is also desirable as a buffer against a
sudden drop in capital inflows,

Due in part to foreign exchange market intervention, the nominal exchange rate of the Dong against the
US doliar has been stable since 1992, But, because of that stability in the face of a relatively high cate of
inflation in Viet Nam, the real exchange rate of the Dong against the US dollar has beei on the tise, creating
fears of a continuous decline in the international price competitiveness of not only L\ls[mg export induosiries
bul also emerging ones in Viet Nam.

fn this connection, however, it should be noted that the real exchiange rates of currencies of many main
trading partner countries against the US dollar have recenily been on the rise as well, although the extent
depends largely on the choice of base year in calculating real exchange rates. It is possible that the extent of
the rise in the real effective exchange rate of the Dong (a trade-weighted average of real exchange rates of
the Dong) has not risen as much as the real exchange rate of the Dong against the US dollar. As a matter of
fact, the real effective exchange rate of the Dong calculated by the IMF did not rise as much as its real
exchange rate against the US dollar for the 1990 to 1994 period (See Chart 7). However, since Japan is the
fargest export market for Viet Nam and the Japanese yen has depreciated against the US dolfar since mid-.
1995 and also since the rate of inflation in Viet Nam has been around 10%, which is still higher than '.
inflation rates in many main trading pmner countries, the real effective exchange raie of the Dong may have ::
risen faster in 1995, :

Here, we have chosen 1990 as the base year in calculating real exchange rates of the Dong, mlhout any
examination about the extent to which this choice is appropriate for Viet Nam. The official exchange rate of
the Dong against the US dollar was merged with the rate that prevailed in the parallel market in March 1989
and (he unified exchange rate subsequently depreciated until 1991. The Dong-dollar exchange rate has been
stable since then, as meationed above. The real effective exchangé rate of the Dong calculated by the IMF is.
based on March 1989 as the basc. However, allowing for some lime to adjust following the change in Viet
Nam's exchange rate management policy, 1990 can be considered as a reasonable starting point for the
compatison of movements of the rate in the subsequent period, Obviously, we need a more detailed analysis
of the price competitiveness of Vietnamese industries 1o judge how appropriate this choice of base year is.

The negative aspect of a stable nominat exchange rate of the Dong against the US dollar, which has just
been discussed above, has 1o be assessed by giving due consideralion to sevéral positive aspecis. One such
aspecl is related to the presence of présumably large amounts of US dollars and US dollar deposits.
Basically, people hold US dollar assels against the fear of possible devaluation of the Dong. In forming an

“exchange rate management policy, it is necessary to infer how Vielnamese people will react to an increase or
a deérease in the value of the Dong with regard to their choice of Dong, US dollars, and gold. Stabitity of the
Dong exchange rate is: |mponant in ‘order to promote’ comerswn of US dollars to Dong. Without such
conversion, contro! of domestic liquidity and mobilization of domestic savings for productive use will
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remain difficult.

In a country where mﬂ'mon is substantial, a depreciation of ils currency pushes up impost prices and
leads to an increase in general prices, which in turn makes further depreciation inevitable. This vicious
circle often creates built-in mechanisms by which people try to prevent their income from lagging behind
inflation, which makes the circle hard to break and prices deift upwards, Some couitries; including
Argentina since 1991 and Brazi! since 1994, have fixed their exchange rates against the US dollar or
timited their movement, thereby using the exchange rate as an anchor to stop a price drift by breaking such
a vicious circle. Since price movements have incrtia, the inflation rate does not usually come down to o
tevel comparable lo that of the United States overnight. Therefore, the real exchange rate of the currency of
such a country agamst the US dollar tends to rise. The rise in the real exchange rate may be regarded asa
cost of stabilizing prices in a country that had a high rate of inflation in the past.

The inflation rate in Viet Nam was substantial nol so long ago. Viet Nam has had slronger nceds for
exchange rate stabilily as compared to other Asian countries. A certain rise in the real exchange rate of the
dong against the US dotar may be constdered as a cost of promoting price stability today.

Price and exchange rate stability can contribute to lower domestic interest rates. Lower inflation
naturally leads to tower interest rates by making inflation premiums embodied in nominal interest rates
smaller, but at the same tinte, in & counlry like Viet Nam wheire US dotlars are widely used and held, higher
local-currency deposit rates are necessary to induce peaple to convert US dollars to local currency. The
degree by which higher deposit rates are necessary in this regard tends to be less if exchange rate stability is
maintained,

The extent to which the central bank can intervene in lhe foreign exchange market by buying dollars
depends on the extent to which it does not cause difticult problems. When the Vietnamese central bank
buys doliars, it is also supplying an equivalent amount of Dong in exchange for doltars. It appears,
however, that the money supply has not been affected by foreign exchange market intervention because the
‘central bank has not altered its credit supply targets, previously determined op the bases of the prospective
economic growih rate and rate of price increases, etc. A successful separation of money supply from.
intervention is atlributable in part to the fact that the scale of intervention has not yet reached an extreme
level.

The Vietnamese censral bank has been buying ‘dollars prinarily fmm the [oreign Trade Bank of \.’:el'
Nam, and the central bank’s credit has been supplied pnman!} through that bank. To that extent, only a
limited amount of central bank credit has been supplied through other co'mmcrc:ial banks. Recently,
however, Dong dcpoﬁls have been substantially growing, leaving commercial banks with surplus funds,
and the central bank has been selling State Bank bills in order to absorb these surplus funds. Given this
situation, unevenness in distribution, vis-a = -vis commercial banks, and instability in the central bank’s
supply of credit may not have surfaced as a problem. If conditions change, however, they will likely
develap inlo problems. Many countries attempt to implement a policy of full sterilization in order to
prevent intervention in foreign exchange markets from disrupting money supply policies. It would prdb:ibly
be advisable for Viet Nam, also, to examine the ways of sterilizing the central bank credit supplied through
interventian, It would be desirable for the central bank 1o dwersnfy the parties from which it buys dollats as
much as possible. At the same time, it would be desirable if a'short-torm money market were developed so
that the central bank could engage in open-market selting operations whenever necessary. i. e., selling
short-term securities through the market (and thereby absorbing Dong liquidity). There is a risk, of course,
that security prices could fall, and interest rates rise, if the scale of open-mafket selling operations were to
grow too large, :

‘There is no doubt that recent central bank dollar-buying intervention has serv ed to expand sales of State
Bank bills. This is one type of sterilization, bt it is a type of operation that carries with it a large burden for
the central bank, Given that the Dong's exchange raté is stable against the dollar, even if the central bank
deposits overseas the dollars it has purchased, the interest it will receive on such deposits is significantiy
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tower than the interest paid on State Bank bills. In certain Latin American countries the spread between this
interest received and interest paid has widened to an alinost unbearable degree.

Assuniing that thece are limitalions on solely monetary responses to the problems relakd to intervention
and sterilization, consideration should pertiaps be given to fiscal responses. Namely, in the event that the
money supply were to grow excessively because Doag liquidity supplied through intervention could not be
completely absorbed through sterilization, cutting fiscal spending inight alleviate upward pressure on prices
and interest rates. Consideration shoutd perhaps be given as well to the possibility of regulating capital
inflows, In an extreme sifuation, it would be conceivable to control the timing with which foreign direct
investment is actually implemiented and / or set ceilings on foreign borrowings.

Viel Nam is a couritry with considerable foreign debt. A drop in the Dong's exchange rate increases the
country’s debt burden in Dong terms. If the Dong's exchange rate falls, a borrower with deblt denominated in
a foreign currency need additional Dong, in direct proportion to the extent of the drop, to repay its debt.
Because the borrower’s income is usually in Dong, this means a heavier repayment burden.

When upward pressure on the Dong strengthens, can the central bank temporarily stop buymg US dollars
and let the markel determine whatever level the exchange rote should be? In the case of Viet Nam, this Kind
of policy is dangerous. Unlike developed countries and some middle-income developing countries, the role
played by short-teins hot money (specildtive money) or international portfotio investment is limited. So, an
increase in foreign exchange rate fluctuation risk is not likely to slow capital inflow. Also, an appreciation of
the dong exchange rate, once allowed, will not be easily reversed. .

When excessive capital inflows centering on foreign direet investment appear to continue and the size of
sterilization as well as its associated cost appear lo remain large, however, the real exchange rate of the Dong -
may be allowed (o rise. But, there should be a limit to the rise in order to restrain deterioration of the current
account. A rise in the real exchange rate of the Dong creates the fear that export competitiveness will be
eroded. 1t is thus natural that there is an argument (0 maintain the stability of the real exchange rate of the
Dong against the US dollar. Howcver, there are also positive or inevitable aspects of the stability of the
nominal exchange rate of the Dong against the US dollar. Assuming the rate of inflation in Viet Nam at
around 10% and that of the United States at asound 3%, and also assuming stable real exchange rates of -
currencies of main trading partner countries against the US dollar, the rate of depreciation of the hmniml
exchange rate of the Dong against the US dollar should be somewhat lower than 7%. I the appropriate rate
of depréciation is considered to be 1-2%, however, it would be better to maintain the nominal exchange rate
of the Dong against the US dollar for the sake of simplicity. In either case, however, a cumuiame rise in me
real exchange rate of the Dong expands with time. Therefore, when conditions ch'mge or permit, the .
monetary authorities should be prepared fora downward adjustment of the nominal exchange rate.

Various Exchange Rates - A Nole -

“The real exchange rate {index) of the Dong against the US doMar in 1995 using 1990 as the base )em
t¢,,,, is calculated by

o (Punwoips.\';wo)(e ,e )X-IOO tT (l)

\\.here P, is the price index in 1995 with 1990 being the base equal to 100,

s

‘Che purchasing power parity {PPP) raté of the Dong against the US doHar in 1995 using 1990 as the base

)ear pew. is caleulated by
pess.ao = ( P\Z\' 35.90! Pl'S.’i.'-.\‘o ) e’)ﬂ) T {2)
" Feom {2}, :
. ( PL\Q‘\ kot \N.Q.‘.‘)d ) = ( e*JOI peﬁi.ﬂ ) T (3)
lnsemng {3)into (1), we get
re, . =(e, Ipem) X 100



Therefore, re, indicates how much e, deviates from pe, . When re,, . is lower than re‘“.‘_m . (he Dong
becomes stronger compared to its PPP rate. :

If we prefer that the real exchange rate rises when the Dong becomes strongér than it's PPP rate, the
exchange rate data we use must be converted from Dong units per one US dol hr to US dollar units per one
Dong. In that case, however, the real exchange rate is calculated by

as%H(P\\usm lsl'»b‘l)(e fE )X [00
This is the method that we have used heére,

The nominal effeciiv ve exchange rate (index) of the Pong is the ratio, exprecsed as a cerfain base year

equal to 100, of an index of the exchange rate of the Dong to a weighted (geometric) average of exchange
rates for the currencies of selected trading partner countries, and (h he real eflective éxchange rate (index) of
the dong is the nominal effective exchange rate adjusted for relative mosements of prices in Viet Nam and

trading partuer countries.
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Table 1 Policy responce 1o increased capial infiow— Experience of East Asia and Latin America during the trst hat of the 1990's

Policy Response Flexible | Tight Fiscat | fntervention with Sieritization Limitation Easing of
Exchange Rales Policy Opep Marke E Othet Meaas 1o Capital | Capital Qutliow
Opecations ) Inflow Control
East Asio ) O T
Korca O E O
Indoncsia : O
Mataysia O e 0 E O 0
Thadand O o) 0O O
Philippiacs |~ O 0 ' O O
Latin America 1. :
Mexico O : O
Aggentina )
Chile O 0 o ! e 0
Notes: T

1. This tzble summarizes policy respoase by some East Asian and Lalin American counlrics to an increase in capital inflow,

2. Flexible exchange rates point d transition of rigid exchange rate systems such 35 the fixed raté system lo flexible sysiems
by a widening of the Aucluation band, limiled use of swap facdilics, employrucnt of a cusrency baskel, elc.

3. Ouher mesns of sierlization (néhude a tiltisg of reseove requirements and a liling of capital adequacy retios of banks.

4, Limilation 10 capital inflow points 1o taxation on capital inflow, provision of reserves to foreign curiency botiowing,

- provision of a celling on {or¢ign cuetrency bofrowing, dte, )

Source: Economic Planning Apency, * White Papar on the World Economy, 1995 cdition®, p.239.
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Introduction to the Victnamese Tax System and the Second Tax

2.

Reform in Viet Nam

Tran Van Ta
Ministry of Finance

Along with the open-door economic policy carried out to shift the Vielnamese economy from a centrally
planned one to a market economy, the tax system of Viet Nam was completely reform with the intreduction
of tax laws and ordinances uniformly applicable in the eoumry since 1st Ouober 1990. The former tax
system designed with different tax tceatment for public and private sectors was replaced by the one with
uniform and equal tax treatment for all sectors of the cconomy.

The current 1ax system in Viet Nam comprises of 10 types of taxes, as follows:
- Business licensing tax '
- Export - Import dulies
- TNiirnover tax
- Excise tax
- Profits tax
- Agricultutal land use tax
- Natural resourcés lax (royalties)
- Land and housing tax
- Tax on land use right transfer
- Income tax on high income earners ; :
In addition (o the above mentioned taxes, there exist other taxes of fee mture such as:
- Slaughter tax
- Registration tax
- Stamp tax

Maln content of the existing tax policles

Business licensing tax

All business entities doing business in Vlel Nam are subject to the tax.

Tax rates: _

- 650,000 Doag p.a. for companies

- 425,000 Dong p.a. for subsidiarics

- From 20,000 Dong to 650,000 Dong p.a. for individuals, depending on their mentbly revenue

Turnover tax

The tarnover tax is pm\uded in the Turnover Tax Law passed by the National Assembly in June, 1990
and has been amended twice in 1993 and 1995.
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All busincsses deriving revenue in Viet Nam are subject to the tax. The 1ax does not apply to
businesses, engaging in agricultural activitics and subject to agricultural Jand use tax ; businesses, engaging
in production of excisable goods ; businesses, producing exports and financial institutions.

The tax base is monthly revenue(tornover) of a business. The deadline for tax payment is the th day
of the following month.

The furnover tax has 11 rates, varying across types of business activities and tradable goods and
services from 0% to 30%. _

Tax exemption and reduction are allowed for businesses in. force major or busingsses applying high-
tech, entities doing business in remote areas, newly established enterprises and import substitution
producing ones.

3. Excisetax :
The excise tax is provided in Excise Tax Law introduced in June, 1990 and amended twice in 1993 and
1995.
Taxpayers are producers of excisable goods, such as tobacco, spirits, beer, cars {except domeslic car),
fire crackers and gasoline.
 ‘Fhe tax base is the selling price exclusive of tax or the CIF price plus import dulies, For excisable
imports, the tax is paid at the poit of inportation and for domestic excisable goods, the tax is p‘aid at the
manufacluring stage,
Tax rates: .
- Tobaceco: from 32% 10 70%

- Spirits: from 15% to 90%

- Beer: from 75% (0 90%
- Fire ccackers: 100%

- Imiported cars: from 30% to 100%
- Gasoline: - 15%

‘Tax reduction is provided in the Law in cases of force major or newly established and loss making
enterprises, but the total of ceduction permitted is not more than 30% of the tax due.

4 Expon import duues

" Lxport - Import Duties Law was p'xs<ed by the National Assemb!y en 26th Dec 1991 and améended in
Juty, 1993, . -

Taxpayers are all business entities and individuals, who import good into Viet Nam or exporl goods
- from Viet Nam. The tax is paid to Customs Authorities at the poris of exportation or importation. Transit
goods are exempt from the tax.

‘There are 11 rates of export duties, vasying from 0% to 45%the tax base is the FOB price.

Import duties have 34 rates varying from 0% to 80%,the tax base is the CII” price.

"Exemptions and reductions ate provided for subsidised goods, lransit goods, impoited goods for re-
L export...

5. Prolits tax _

Peofits Tax Law was introduced by the National Assembly in June, 1990 and amended in 199"- and
1995.

Business entities, deriving profit from doing busmess in Viet Nam are liable to the tax. Entities
engaging in agriculiural production and foreing invested emerpnses are nol subject to the profits tax under
this Law.
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Tax rates:

-23% applicd to mining and heavy industry enlerpus;s

-35% applied to light industry

-45% applied to trading and service entities

Profits tax is levied on annual net profit of a business, based on book keeping.

Snall businiesses and individuals with little income, rescarching enterprises, newly established... are
exempt from the tax.

6. Agricuiturat land use tax
The tax was introduced in July, 1993 to replace the former Agncu[[ure Tax and came into force in 1994,
This tax is levied on users of agricultural land, including cultivate Jand, land covered by water for
aquaculture, cultivated forests. The (ax does not apply to foreign invested enterprises, subject to land rental.
The fax rates are computed in rice and paid in cash in accordance with the land rank, ‘which in tum is
determined by location, quality, climate and irrigaticn conditiens.
Sevetal cases of tax exemptions and tax holidays are provided in the Law.

7. Tax on transfer of land use rignt :

The tax js provided in the faw on tax on transfer of land use right, coming into force on 1st july, 1994,

Subject to the tax are those. who transfer their right to use land. The law provides several cases, when
the teansfer of land use right is free of tax. Those are alienation by the Government, inheritance, divorce,
doing business in real estate...

‘The tax is levied on the value of and without improvements.

Tax tates vary from 3% to 20%, depending on status of landlord.

Exemptions are g_ra:ited of Governmentat employees, working in new ¢cononiic zones oF remote areas,
A tax reduction up to 50% of the tax Jue is granted to invalids or veterans...

8. Land and housing tax

An arnual tax on the use of res:demnl industrial 'md commercial I'md and housing is prov:ded in !hc
Jlaw on land and housing lax, comiig into force in September, 1992 and amended in May, 1994,

Al individual and orgavization, usmg 1and for residential, commereial or industrial purposes are subjecl
to this tax. House and improvements ar¢ temporarily excluded from the tax base. Foreign invested enterprise
Imb]e to pay land remél are free of tand and housing tax. Land used for charitable, rel:glons and other puh!:c
purpose as well as tand of historical and cultural value are exeinpted from the tax.

The tax is calculated based on types of land. The rates vary from 1 to 32 times-as much as the
agricultural land use tax rates.

9. Naiural resources lax (royalties)
" The ordinaiice on Royalties was passed by the standing commiltee of the National Assembly in 1990
Every person, exploring natural resources in the territory of Vi¢l Nam is liable to pay this kind of tax.
Tax rates:

- Metal minerals: from 2% to 10% (Gold 2% - 10%)
- Conl: _ from 1% to 10%
- Oil, gas: provided inthe petrol Jaw
- Non-metal minerals: from 1% 1o 12%

o - Forest resources: from 10% to 40%

. Species; medicing herbs:  from 20% to 40%

- Sea pfoduc!s: - from 1% 1o 0%
. Others: : _ from 1% to 10%
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The tax base is the selling price. The tax period is one month.
A tax reduction is granted in the cases of force major and several others.

10. income lax on high income earners

Ordinance on income tax on high income carners was introduced in April, 1991 and amended in May,
1994

Vietnamese citizens and forcign individual resident in Viel Nam deriving income from Viet Nam are
subject o this tax. Taxable income includes regular income, such as salary, bonus...and irregular income,
like royalties, lottery, gifts. .

Tax period is one month. For irrégular income the tax is due,whenever the income is received.

There are different tax treatment for Vielnamese citizens and forcigners

- For Viethamese: 7 rates varying form 0% to 60% are applied at the threshold of 1,200,000 Dong per
month.

- For foreigners, resident in Viet Nam and Vielnamese citizens residenl overseas, there are 6 rates

varying from 0% to 50% at the threshold of 5,000,000 Dong per month.

- For irregular incomie, the threshold is 2,000,000 Dong each time the income is received and the tax
rate is 5% of taial income, except 10% for lottery prize, exceeding 12,500,000 Dong.

The ordinance provides several cases, when exemplion and reduction are granted.

11. Tax policy on foreign investment in Viet Nam
" Basically, the foregoing tax policy systen is applied to enterprises with foreign capital in Viet Nam, but
the Law on foreign investment in Viet Nam provides a special profits tax treatment for foreign invested
enlerprises, It also provides regulations concerning withholding tax, import - export duties as well as land
rental, applied only to them. The tax policy on foreign investmeitt can be described as follows
(1} Profits tax
l) Fax rate
- Standard tax rate: 25%: A higher rate app!icd for oil.gas and scarce natural resource exploitation:
- Tax incentives in form of lower rates are gmmed for encouraglble mxeslment projects in the
begmmng period:
+10% for most important sectors and indusiries,
+15% for infrastructure development and investment in remote areas. _
+20% for high-tech, labor consuming projects ‘or those with capitat contribution of niore than US$
10 miltion...
'2) Duration of tax reduction
+H %,20% from 5 to 7 years,
% from 8 (o 10 years, nol more than 15 years.
k)] 'Exemplion and reduction of profits tax are granted for invesiment projects, depending on theit
tocation, the total capital invested...in order to stimulate investment in particular areas or industrics.
4y Profit used for reinvestment in a period of more than 3 years is free of the profits tax and therefore
" * the tax paid on that profit is refundable. __
(2) Withholding tax (or profit remittarice {ax)
There are 3 rates of 5%,7%,10% applied (o the profit remitted overseas.
(3) Emport tax
Exemption from import duties is applied to equipmeat, machinery, components, transport means, and
materials imported for the establishinent of foreign invested enterprises of for the creation of their fixed
assets in Viet Nam, '
(4) Land and water surface renfal
Enterprises with foreign capital has rights fo rent land during the penod of their investment projects,
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bu not more than 70 years. The rental paid by enterprises with foreign capital are higher than rental paid by

domestic investors (approximately tenfold).

I1. Evaluation of tax reform in 1990

The 1990 tax reform with the introduction of legal documents stipulating (ax treatment wniformly
applied in the whole country to all cconomic sectors is an important step in the economic reforin process of
Viel Nam, carried out in accordance with the renovation policy aiming at establishment of a market economy
in Viet Nam. As compared with the proposed targets, tax policy system has obtained the following results:

T T h - 1991 o 1992 B 1993 ) N ?‘;91 e i99i o
Total collection of State Budge. 10,6113 21,023 11,705 30679 54. 150
Incrcasing rate of State Budget. 12.40% 9R.00% 50.804 25.20% 36.40%
Tata) receipis of tax and fee, 9844 18,514 28,621 6410 §2.400
Increasing rate of 1ax and feg collection 8R% 554 27% kLY 3
Ratio of Budget collection e GDP. 13.8% 194 23.24% 22 5% 25.8%
Ratio of tax and fee collection to GDP. 1284 16.14% 20.9% 2144 24.9% |

1. Revenue for the State Budgel

Along with the econamic growth, the application of a new tax system has resulted in considerably
increasing State Budget: :

According to the figures, we notice that tax and fees revenue is a large portion of State Budget revénue
and those indices increase rapidly over years. The increase in revenue ensures current expenditure needs of
the Governmen and results in decrease of extea expenditure ratio and inflation rate, and stabilizes prices. An
increasing part of the budget is remained for savings.

2. Economic aspecls

The new tax system operates more efl:c:emly in terms of administering and comrol]mg the cconomy,
The introduction and uniform application of the current tax system to all economic sectora. make n emy to
create a fair, equal competition atmosphere for economic development. R

The use of tax incentives to entrepreneurs encourages export-goods pmducimn and favors entcrprms to :
invest in less-developed, severe condition areas, and at the same time creates good conditions for economic
restructure and industrial restructure, following a tendency of increasing ratio of industrics and services in
ihe economy, simultaneously niaintains growth rate of other industries.

Owing 1o the new lax policies, state-owned enterprises also pperate more cfhcuunly lhrough
strengtherning control, consolidation and restructure of production.

3. Social aspecls

© The new tax system was uniformly applicd to all economic sectors, classes of citizens has guaraniced
fairness on tax liability of taxpayess. Income tax on high income earners not only redistributes incomes to
reduce the gap among members of the society but also make the Vietnamese accustomed to a new kind of
fax.

<Weaknesses of the current fax system>

Besides foregoing merits, new 1ax syslem also has certain weaknesses. Each kind of taxes has, in
addition to the first target of creating revenue for the budgel, several economical targets. Hence, the tax
systemr becomes complicated with a mulii-rate tax structure and many exemplions and reduction, which
resulted in tax losses and inequity of tax {reatment. Several taxes create cascading effects, in particutar the
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turnover tax. These characleristics favor tax evasion and lessen the efficiency of cach kind of tax.

The cureent tax base does ot cover all sources, while tax rates of some taxes-are too high, due 1o the
inclusion of several kinds of taxes in one. For instance, import duties include also excise tax on imported
exisable goods, what is not compatible with international praclice.

Tax policies are supplemented, amended regularly to meet vrgent needs, but at the same time makes it
difficult for tax payers to comply, because instability of tax policies interferes husiness planning.

1I1. Trends of tax reform

To carry on the economic development strategy for the purposes of the industrialization and
modernization of the country, the current tax systein needs to be reformed (o ensure siable sources for the
state budget revenue and to mobilize nore capital for the industrialization and modernization Process as
well as to encourage the contribution of all economic sectors to cconamic activities and their participation
in production development. The tax system needs (o be improved in order to accomplish its income
redistribution function in fhe society. The tax reform is aiming at ceeating a simple, easy to understand and
implement and efficient tax system.

A major step iii the second tax reform is fo replace the existing urnover tax by a value-added-tax
{VAT), the existing profits tax by corporate income tax, and (o introduce personal income tax, and to make
amendments to and changes of other taxes by widening the tax base and reducing tax rates. Main goals of

“the reform can be described as follows:

f. Tointroduce a value added tax

VAT is designed to apply in 1998 on goods and services produced of imported by ali business entities.
Small businesses below a certain theceshold will stay out of the tax coverage. 'l‘empomﬁ!y,- firancial,
banking, educational and public services as well as medical care witl be tax exempt,

As regards tax calculation method, there is a possibility of using one of the two methods or both of
them in pasallel. Those methods are invoicing method and accounting methed (caculation on bias between
buymg and selling prices). :

The tax would have 3 tax rates varytng from 5% to 20% and a zero rate, The tax base is price ineclusive
of tax. :

2. Replacement of the prohts lax by a corporate income fax

The intoroduction of a corporate income tax to replace the current profits (ax is a measure (o ensure a
fair competition climate. The corporate income tax will be levied on all businesses deriving income,
ircespective of the source of income earned. Houscholds doing business will be subject io personal income
tax.

The tax is des:gned to have a single rate of approx:malely 30% 1o 35%. FPucthermore, the faw will
provuje concrete tax incentives {0 encourage invesiment in cerlain industeies and areas.

'+ 3. Replacement of the income tax on high income earners by a personal income tax
_ This kind of tax is supposed to become one of the most important soucces for the budge! revenue.

The tax is levied on worldwide income of Vicinamese citizens and alien residents in Viet Nam and on
non-resident aliens deriving income from Viet Nam. The difference is the personal income tax co\emgc
includes smatl businesses that are now suhject to the current proﬁ! tax. :

Taxable income will include both abor and investment mcomes and other irre guhr 1ncome, tike iollefy
awards, gifis...

-Personal income tax is proposed to ha\c {ax rates and the income tax rates are designed bas_ed on the
principle, that income tax does not excess 35% of total annual income of an individual. Investment and
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labor income and income from other regular sources will be taxed at masginal progressive raies, ieregular
income will be taxed at flat rates.

4. Besides main directions of the basic lax reform, plans to promulgate Law on National
Resources to replace the current Natural Resources Tax Ordinance, Ordinance on tees and
premiums, Ordinance on tax struclure and lax enforcemaent are also inctuded in the second tax
reform program.

5. Tax reform on direct foreign investment

According to the 1996 legislative program, Law on foreign investment in Viet Nam is to be
supplemented, amended and the National Assembly is planned to pass it in October, 1996. 1n draft
amendments to Law on foreign investment in Viet Nam, many problems have been raised, among them are
tax problems.

With the promulgation of Corporate Inconie Tax Law, the current fax treatment for foreign investors is
planned to be eliminated, and the corporate income tax with the same tax treatment will be applied on both
domestic and foreign investors.

Furthermore,the current tax on profits remitted abroad can be replaced by a wnhholdmg tax levied on
non-residents deriving income from Viet Nam,
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11
Thinking about Financial and Monetary Policies and Mcasures
in the 1996-2000 Socio-Economic Plan

Lai Quang Thuc
Ministry of Planning and Investment

I. The objectives to be pursued in the tinanclal and monetary field during the
1996-2000 plan are

- To continue with the building up of a solid financial system which can cope with the basic demand of
socio - cconomic development along the line of industrialization and modernization; to create stable
conditions for Viet Nam's financial and monetary activitives to intergrate favourably with those of counliies
in the region and the world; the financial system should become one of the most cfficient tools of the State in
managing the economy and regulating at the macro level, various aspects of social activities.

IL Fo'ilowing are the concreate objectives

- To maintain and expand the sources of revenue, and efficiently hlobili?e capilal and funds inside the
country and abroad in order to meet the requirement of rapidly increasing the gconomic growth rate over lhe
~ next five years (Average annual GDP growth of over 10%). b

- To sohe adcqualcly the wrgent requirements in the Cll“tll’t. socnl ﬁelds and in national defence and
security... :

- To firmly contro} mfl'mon which must be kept below ID% -

- To comtinue to renovate the management mechanism in the financial and monetary field which should
be in keeping with a multi - sectoral economy governed by the market mechanism, state raanagement and
international praclice.

- To enhance the competence of officials involved in financial and monétary work so that they can be
equal to the requirements of econoniic development.

To this end, some of the following major policies and méasures may be carncd oul:

(1} To ensure the homogeneity of all financial, monetary, price, policies which should exert a unifmm
impact on the economy in keeping with the socio - economic objectives already laid down. - _

(2) The financial and nonetary syslem raust fully perform its control function by means of lhe CUrEeCy
and its role as a lever and must ensure the role of the state budget in stimutating production, in allocating
resources for accumulation and social consumption, in effectively regulating income of classes of population
" and in restmacluring the economy in keeping with the directions laid down by the 7th Ceniral Committee
Plenum :

(3) Tostrengthen lhc reserve funds and in pamcularly the reserve funds relating to money circulation in
‘order to be able to intervene in the market as and when necessary.
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{4) 'Torenovate policies and meastres on investmient capital for dwelopmenl

If the per capital GDP in 2000 is to be twice as big as that of 1990, we must achieve annual growlh rate
of over 10% during the 1996-2000 period, which, through our preliminary consideration, would in turn
require total investments worth US$58 to 60 bilkion during the samie period {in accordance with average
exchange rate 11,500 Dong to USS$1, ICOR 3-3.5jbut only worth US$41.42 biltion {in accordance with
average exchange rate in 1995).

This is a giganlic task, the solution of which should mainly depend on economic growth, and theift for
the sake of ever bigger accumulation. At the same time, we must actively mobilize, in diversified forms,
potential capital within and without the cotntry.

1) Poteatials of internal capital

- State budget: It is projected that after deducting all current expenditures, repayment of internal and
external loans and allocations for reserve funds, the remaining part of the state budget revenus during the

1996-2000 period should be channelled to development investments equivalent to 3-4% of the GDP.
Further, budget bonds of various kinds may mobilize funds from the people to the tune of 1.4% of the GDP.

Thaus, the 1996-2000 state budget will be able to allocate fuads from internal sources for development
investmeént amounting to about 5.0% of the GDP,

. 1t is estimated that various enterprises in the country would be able lo use their own funds (basic
depieciation of assels, profits...Jamounting to 4% and to borrow from the people funds, that is a total

“amount equivalent 1o 5.3% of the GDP. The present estimate is based on the rising production and business
efficiency of the enterprises in the forthcaming period and a fuller depreciation of the assels, as compared
with the previous years. '

- The banking system would be able, for the sake of development investments, (o mobilize funds
amounding to 3% of the GDP.

- "The population: In addilion to loans given to the state budget and to the banks and purchases of bonds
issued by various enterprises, the population can dicectly invest a good amount of funds (6% of the GDP) o
dwelling houses, production and business.

Thus, the total invesiment (unds whtch could be mobilized during the 1996-2000 period amount to 19%
of the GDP.

2) Slnngem thrifliness diversification of funds mobilization channels

3) Formation and developmcm of the long - term capnat markct (sloci exchange markel, securitics
matkel)

Active preparalory measures must be taken for (he organization of the Iong-term capital ma:kel

- To work out and promuigate a deceee on the stock exchange market, to organize the lrmmng of
officials who would deal with the abave market, to diffuse information among the population thercon, and
o encourage the issuance of various bonds and securities, particularly those which aré qualified for buying
and selling in the market.

- To provide encouragn_menl and favourable conditions for the t,xlabhshmem of investment funds,
insurance companies, financial companies which would atiract funds from various sources {these are
important fund abisorbérs which are able to work actively in the stock exchange market).

- To establish without delay a fumber of state or joint stock financial cormpanies and stock brokers
© companies, and to give permission to foreign companies to enter into joint venture wilh state stock brokers
Compmus

- "o s¢t up organization which manage the stock exchange market such as Ihnse which supervxse the
issuance of bonds and securities, the companies engaged in stocks business.

- To promulgate the taxation system with respect to investmeits and business in stocks.

‘These preparatory mieasures must be urgeatly undertaken so that stock exchange transaction cen!rs.s

could take shape early in Hanoi and Ho Chi Minh City.
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{(5) To continue with the renovation of monetary policigs

- “To determine accurately the appropriate annual volume of money supply (depending on forecasts
relating to the reeycling of money, the economic growth rate, the inflation rate, ete...)

- Rates of interest:

+ To control the ceiling interest rate which is required by economic macro - management.

+ To bring the interest rates of Vietaamese Dong and foreign currencies closer to one another.

+ The intecest rate on long-term loatis must be higher than (he interest rate applied to short - term loans.

+ To separate the state credils policy from the market interest rate policy.

+ To create stable conditions for a definite shift to market interest rates

- Foreign currency:

+ To proceed from an overall view of the economy ia providing guidance to the rate of exchange and
care nwist be taken to avoid sudden fever; indirect guidance must be carried out in accordance with the
foltwing principles; to encourage expoits, to ensure the import of essential goods, to meet the demands in
normal buying aad selling of foreign curfency...

+ To strengthen the inter - banking foreign currency market in order to develop the potentials of
commercial banks, to rapidly increase the volume of transacted foreign currency in the market, and to
encourage banks to engage in buying and seiling compelition in accordance with the signals of the markel..,

+ “To work out scientific and practical studies which should serve as the basic for determining a realistic
exchange rate, and to gradually link the exchange rate of the Vietnamese Dong with that of the group of hard
currencies. :

+ To build up a reasonable reserve in foreign currency in order to be able to fntervene in lhe market as
and when necessary.

(6) Renovation of activities of the bankmg system

- The State Bank should undergo continued repovation in order to become “the bank of banks" and be
able to contribule an important parl to economic macro - management through such tools as: obligatory
reserves, rediscount (through resupply of capital funtds), open markets...

To this end, it is nccessary to gradually strengthen the relative autonomy of the Ceatral Smle Bank,
provide it with both responsibility and the capacity to take the initiative in planning and implementing
monetary po!wles We must work out and 1mplemem at an carly date a law on b'mkmg which should replace
the cxisting decree on banking. _

- Commuc;al banks should undergo wntmued renovation along the following dircctions:

© 4 They must be really engaged in money trade.

+ Efforts must be continued to eliminate intermediary authorities in the banking system

+ The commercial banks should be allowed to make capital contributions to, and enter into joint ventuse
with other enteprises in all fields of production and business, while research and experiments must be
conducted with respect {o lnvesimenls by various enterprises in commercial banks in order to either
mlplemenl projects of cooperate in doing business with foreign countries.

1 The joint stock commercial banks and the financial compames should be organized so as to be'in
keeping with the requirements in developmem of each region and each branch regulations should be worked
out to make il possible for them to growth in scale and funds. :

- The activilies of the joint venture banks must be reviewed and an orientation must be worked out which
would allow thém to develop and meet the demand of rapidly providing capital to the cconomy and would
ensure a ticalthy competition in the whole comniercial banking system as well as the conicol by the State

Bank.

(7) We must continue to renovate the policies and mechanisim on state budget mamgement, and

promulgate at an early date a Law on the State Budget which should be in keeping with the renovation of
" macro economic policies. - : '
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(8) Renovating taxation policics should involve the simplication of taxation system which should, in
term of objectives, focus on and encompass all the revenue sources and do away with contradictions and
duplications among various taxes... The business turnover tax should be replaced by the value added tax
(TVA) and the number of tax-paying units should be further broadened. It is important to check up and
closely manage the sources of revenue, and in particular the fund in construction land, the minetal
resources, forests and sea expanse... Experiments should be made on the shift from the tax collection
machanism to tax payment by payers in accordance with setf-made declarations. We should, at a
subsequent period, switch te policy of levying tax, on an equal basis, on both focal and foreign investors.

(9) On budget expenditures: Strict thriftiness must be enforced in order to obtain ever bigger savings
and allocates more funds 1o development. We should fiemly carry out administrative reform which should
be linked with efforis designed to reorganize the state machinery, to reduce intermediary authorilies,
enhance the management efficiency of the state machinery and to reduce the expenditurés of the latter. 1t is
impor{ant to amend and improve the system of quotas relating to state expenditures, and eliminate
excessive expenses or experses which do not pertain to the functions of the state budget, and carry out the
mechanism of controlling state budget expenditures and public funds through treasury and state auditing
systeni.

(10}In dealing with excess budget expenditures, we must abide by the following principle: foreign
foans(as also non -refundable aid) nust only be devoted to development investment and must not be used
for expenditures on consumption. We must limit and, subsequently, put ain end to short-term loans and
commercial loans secured for the purpose of financing infrustructure development and projects which have
no posibility to recover the expended capital.

(11)To renovate the policies and mechanism dealing with financial management of enterprises.

It is important to reassess the capital and the regime of capital allocation to the stite - owned
enterprises. The state should exercise its ownership rights over these enterprises and the Jatter’s must fulfil

their obligations toward the state budget while the state should improve the organization and activities of
Agencies responsible for budget management, state assets in order to coordinate integratively all state -
owned funds in state enterprises as well as other enterprises in which the state share the contribution.

(12)To renovate policies on loans and assistan¢e:

- "The state contracts loans for the sole purpose of investing in infrustructural projects,’ economic and
. social, and in key enterprises which directly affect the development of the economy and the living
conditions of the j)eople. Meanwhile, urgent steps must be taken to approach the intérnational capital
market with a view to facilitating the sale of government bonds therein and mobilizing more {unds for
development.

If we are¢ to be able to repa} our debls in the forthcoming years, Viet Nam's foreign loans over the
1996-2000 period should be considered at a reasonable rate of the GDP. neither should they be below that
‘mark as this would negatively affect our capacity to achieve the planned growth rate.

- While crealing the conditions for state - owned enterprises to make internal borrowings, we should
opportunities to directly. contract foreign loans should be éxpanded to meet the demand of produétion and
business. However, the efficiency of using these loans and the capacity of payment should bé taken into
consideration. It would be also allowed that foreigh conipanies and foreigners can buy shares of stock -
companies of Viet Nam and equitized state-owned companies at a certain rate depending on bxisihess
profile.

~ We must ensure unified management and el‘ncncm use all of sources of assistance, and thamlel all
loans and assistance to the correct objectives, to the cight place and in the right time. It is lmporlanl to
eliminate all intermediary autherities in the receipt of loans and assistance so...as to overcome rapidly the
difficulties and troubles being faced by the recipients and users.

- Repayment of forcign loans: repayment of old loans is the condition necessary for securing new and
bigger loans. But loan repayments must also be in keeping with the capacity of our ¢conoiny and in
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particular, the capacity of our State budget. It is necessary to work ow 4 loan repayment strategy, establishi a
fund for foreign loans repayment in order fo ensurc the posibility of laking the initiative in repaying loans,
The portion in the state budget which is devoted to toan repayment shoultd be calcutated at an appmprime
ratio to the GDY.

(13)To work out policies and measures designed to canserve and develop the rational propesty and
assels.

(14)To bring about a basic change in the accouting and audit system which should be in keeping with
international practice. To strengthen supervision and control in the financial and monetary field.
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Record of the Vietnaniese-Japanese Conferences in Phase 1 of
the Study on Economic Development Policy in the Transition
toward a Market-oriented Economy in Viet Nam

t. Preliminary Conference In Hanol fof Project Formation (May 1995)

Main academic members of the Japanes¢ side participated in this conference. It was agreed that the
project be proceéded as joint Japanese-Yielnamese study for the two year period ; (he first year as Phase |
and the second year as Phase 2. In‘this conference, the Viet Nam delegates requested that the Japanese
academic members make, in a few maonths, comments and policy suggestions on the carly version of the
draft new Five-year Plan, which should be prepared soon. ‘The Japanese side accepted this request, calling it
as the request for “Urgent Proposal.” '
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2. The First Hanoi Workshop {August ‘&995)

-~ Urgent proposal for the Initial Draft of the Five-year Plan and discussion on research topics for joint

study project

Monday. Aug. 28 (8th Floor, JICA Viet Nam Office)
Opening Sessions
t. Opening remarks

Victnamese side
Japanese side

Session 1 {Macroeconomy)
L. On Initizl Diaft Five-year Plan
{1 Feasibility 1o achieve taggcts of imacroccononics gnmlh
t2) S1are entcrprise teform
2. Vietnamese preseatation on the plansing moded
Underlying beacath Initial Draft of Five-year Plan

Session 2 {industrial policy)

1. Urgent comments va the Five-year Pian

2. Commwats on Initial Drafy of Five-year Plan on ASEAN, AFTA and APEC on thé relationship
 between the ccomomic grawth of seighboring covatrics and that of Yiet Namy

3 Victnamese presentation

Session 3 {Fiscal and monelary poticy)
1. Urgeat propasals on Five-year Plan

2 Yic CINBNICSE Preseniation

Masaru Todoroki
Yo Hong Phue
Norio Hailorh

Shigeca Ishikawa
Koji Hanuta
Nguyen Qu:mz Thai

Yasutami Shinwomura
Shujito Urata
Kenicht Ohno

Ryckichi Hirono
Tushihiko Kinoshita
Lai Quang Thue

; Tuesday. Aug 29

Sessmn 4 (Agnculzural and rurat developmenl)
" L. Urgent proposals en Five-year Plan
2. Victnamase preszafation

Session 5
Discussion

Sesston 8, 7

Biscussions )
-With the aim at c!;aril'ying prioaity of joint research work during phases | and 2
-Questions

o4

Yonosuke Hara




3. The Consullation Meeting In Tokyo on Research Deslgns (November 1995)
. Discussion on the sub-topics for research groups of the joint study

Mooday, Nov. 27 (Meetmg Room { C,2#h F loos, Shmguku Mntsm Buwdmg}

1. Opeaing reaarks and introduction urlhg members and other attendants of J:puncsc side
2. Introduction of the me mb. 15 of the Victnanises side

3. Introduciion of the New Five-year Plan of Viet Nam

4. Question & answer

5. Consultation on the topics and research ptan of the study
(1} Review of the prior consultation of 22nd Ociober
{2 Vietaaniese commgnts on the Japanesé proposalon the rescarch plan

6. Presentation on the fesdarch plan & preparation of cach sub-commitice
(1) Macroceonomy
(2) Fiscal and monctary policy
(3} Industrial policy
(4} Aguiwlmrai and rural developmicat
(5) Question & answes

7. Presentation by the Japancse sids on the f’nal research plan

Tuesday, Nov. 28

thm.fu l‘-hﬂ\ﬂ\\ 3
Neayén Thd Nguyen

" Nguyen Quang Thai

Shigeru Tshikawa
Ryokichi Hirono
Yasutanii Shimoteury
Yonesoke Har

1, Sub-commitied of macracconomy
{1} Growth, inflation and deficii of international balanee of payment ~ Analysis by standacd type
nrdels :
(2) Developmeat and cavironment in indus'lrié!i:ing Asia: An ccononde paint of ¥icw

2. Suh-comnuttes of agicullural and rural dn-e]oph‘n:nl
(1) Viet Nant : Agricuftural and recal development ”
(2) Issues of rueal finance — Exaniples of Japan and Thaitand

1, Sub-committee of fiscal 2nd Inonelarny policy
{1) On the forcign saving muobilization, managemant of foreign debls and coalrot of exchangs yme
(2) A rescarch phan for two phases
[k} Eeonomic traasition and fiscal mancgenment of Viet Nam - Furiher issues to be L‘hsm(sul

4. Sub-comniintee Jovel discussion on the rescarch plan

5. Subcommitted of industral policy o
{3} Proper choice of industry and technuatogics and the dualistic cconomy
{2} Relation hetweea Victnamese coononiy and participation to AUVFA and APEC

6. Wizp-up session
(1) Discussion and agreerent on the fiscal tescarch phan
{23 Consulation on The additional comments on the New Five-year Plan of Vict Nam
K] Any othés mattets rch\ranl to the subject

Mitsuo Evaki
Shigeaki Fujisaki

Yonosuke Hara
Yoichi lrumida

Toshihiko Kinoshita®
Shinichi Watanabe
Eiji Tajika

Masahiko Ebashi
Koichi Ohnao
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4. Tokyo Workshop {January 1996)

— General comments on the Draft Five-year Plan (CG Version) and agreement on Sub-topics of the

joint study

Sunday, Jan. 28 (Meeting Room A, 27th Floor, Shinjuku Mitsui Bﬁildinﬂ)

1. Ope alng remarks and ovenview
- Introdoction of the members of the Japanese side
2. Intrdiction of the members of the Vietnanese side

introduction
1. Conwments on Five-year Plan
2 Selected issues inthe New Victnamescs Five-year Phan : Expedicaces of Japan and China
3. Disparity issucs — Experiences of integrated regional developmernt planaing in Japon

Macroeconomy
1. Issucs on macioecononuics in Viet Nam
2. Simulation analysis on growth versus stabilization
3. Recomeendation on industiatization and the protection of environment W Vict Nam
-— Based on Japanese éxporicnce
4. Digcussion

Fiscal and monetary policy
1. Fiscal and tax refor towards year 2000
- 2. Mobifization of domestic saviags
3. Econtnic trapsition and fiscal managenent of Viet Nam: Punh.ra:sucs to be studicd
4. Résearch on mobilization of domestic savings
5. Madium and long term finance in Vit Nam
- — Situation analysis and appeoach fowards improvement
6. External debt and Fi
7. Discussion

Shigera Ishikawa

Le Pud Thuy

Le Duc Thuy
Shigeeu Ishikawa
Ryolchi Yamagishi

Le Duc Thuy
Shinichi Watanabe
Masashi Hantori

Tran Van Ta
Ryokichi Hirone
Eiji Tajika
Shinichi Watanabe
Karuyuki Morj

Toshihiko Kinoghita

Monday, Jan. 29

industrial policy
1. On some issues of indusirial developueni orientalion in Viet Nam
2 Comments on the sc];cl:pn of the live capilal intensive industries :
3. Outlook of the international market conditions and issucs related to invéstieat into the five
capital inteasive industries
4. Impact on Vietnamese economy by joining in AFTA
5. Future ditection of APEC afier OSAKA miceting : Implication fox Vist Nam
6. Discussion

Agricultural and rural developrent
L Vigteamese problems in agculiural sector and the possible measores
2. Oaimprovement of agrculiural productivity in Viet Nam
3. Findncial organizations in rural arca ; Asiaa expericnce and its posahle application (o Vict Nam
4. Discussion -

}. Remarks
2. Wrap-up and closing remarks

Phan Quang Ham
Yasutami Shimoniura
Kolchiro Fukui

Kolchi Ohno
Maisahiko Ehashi

Ngu)'c'n Xuin Thae
Yonosuke Hara
Yoichi [zomida

Vo Hong Phuc
Shigeru Eshikawa
1¢ Duc Thuy
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5. The Second Hanoi Wo;kshop {March 1996)
-— Discusslon on results of the Joint Research

Friday, March 1 (MPi Tfain'mg Center)

Opening remarks
1. MPI
2. Embassy of Japan
LJICA

I. Macroaconomy

{1 Macrocconomy and povesty in Vict Nam
Comments

{2y Macroccononmy aed regional development
Coninints

{3) Result of macro model analysis (Growth and stability)
Conirnents :

(4) Environmeatal problems in Viet Nam
Commients

{5) General discussion

1. industral policy
(1) Some issues on itdastial policy
Comnwents .
{2) Participation in AFTA and APEC
Commenls
{3) Small and madium size enterprises and agricultural industry
Connents

{4} General discussion

Vo Hoag Phue
Shiro Sadoshima
Masaru Towdoroki

Shigeru Ishikawa
Nguyea Quang Thui
Neuyen Quing Thai
Shiperu Tshikawa
Shinichi Watanabe
Nguyen Buu Quyen
Le Dang Doansh
Shigeaki Fujisaki

Phim Quang Ham
Keaichi Ohno
Koichi Ohno

Ho Quang Mish
Nguyen Dich Phan
Masahike Ebashi

o7



Saturday, March

. Industrizl policy {Cont'd from March 1)
(%) Five capis:il-i;':icnsi\'e industrics and possible problenl for néw investment

Comnenis

I Fiscal and monetary policy

() Financial eeform lowand 2000

{2) Taxation seformy in Viet Nam

{3 Conanent oa fiscal and monetary policy

{4) Comments by Japancse cxpens
{4)- 1 Overall comnenis _

_(4) - 2 Commients on the management of foreiga capital mobilization

(4) - 3 Comments on the domestic saving mobilization '
(4} + 4 Commnxeats onthé fiscal pwbilization

{5) General discussion

IV, Agriculiural and rural development
{5 Diversificaion of agriculiore in Vict Nam
Comnicat ; with special emphasis o the development of food CIop
) _Dcvc!opmcnt in 1he rural ceedit system of Viet Nam )
Comieats from the perspective of the cooperatives and sural eredin system
(3 Comments on agricultural iniprovement ' -
Proposal uf'agricuhur'ul policy commenis

. {4y Gencral discussion
v. Discussion

Conclusion

Closing semarks
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Koichim Fukui
Nio Dinh Giao

Lai Quang Thuy
Tran Van Ta

Vo Dai Luoe

Ryvkichi Hiroao
Toshikika Kinoshita

"Shinlchi Watanabe

Karuyuki Mori

Nguyea Xvan Thao
Sciji Shindo

Dang Tho Xuong
Yoichl frumida
Yonosuke Hara

Yumiie Sakursi

Shigeru Ishikawa
Nguyen Quang Thai

Yo Hong Phuc
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