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| 2 |
Comment on the “Report on Economic Development Policy
in the Transition toward a Market-oriented Economy
in Viet Nam’’ (phase I)

- Lai Quang Thuc
Ministry of Planning and Invesiment

Monetary-financial policy

Fiscal and monetary policy had béen reformed togher with the process of economic mechanism
innovation, shifting from the centrally-plannd and comntand economy 16 a market-oriented econonyy. It play
very important role in the process of economic stabilization and anti-inflation. The seclion on monetary-
financial policies has presented rather completely monetary-financial issues related to Pevelopment policics
in Viet Nam today in the Report on Opinions on the draft New Five-year Plan for Social and Econdmic
Development in Viet Nam an in Fxecutive Summadry Report on Economic Development Policy in the
Transition toward a Market-oriented Economy. ‘

Contents of sections in the Reporl, in general, have reflected monetary- finaticial stalus of Viet Nam at
present. Structure of the report is relatively completed, In genaral, we agree with lhe opnmons and results of
research presented in the Report.

The issues in point 2.2 are presented rather accurate, except that section: on pm'ate saving mobilization,
it was stated that people hold gold and dotlars because they do not trust banks, which was correct only three
or four years ago. At present, the situation has been changed, people have actively. deposited into banks,
However, private saving mobilizalion requires that the system of banks musl bL futther renmaled ot only m
technology, technique but also in service manner and skyle. ' o -

We agree with conclusion that the income difference between the north and lhe soulh is another
restrictive factor for investments and savings in the Vietnamese economy. Moreaver, we agree that rapid
economic growih inevitably brings about an income difference among regions. However, we should make
priority palicy to develop ecoriomy in the north more rapidly in order to increase income of the people in the
north, Of course, it does not mean that we forget to develop or develop lesser economy in the south.

The survey en fiscal and monetary system under the planned economy is cosrect. [n fact, in the Planned
economy, the banks moved funds according to governmenlal commands without playing the role of a
financial mzermednator _ '

It is a fact that in present, the private sector has meet many difficulties o have loans from the banks,
even there are only short-term loans with high interest for the private sector (although (he loans are
increascd). Moreover, the private sector hardly has medium-and long-term funds sources. We agree that the
industrial sector has very high demand for fund for expandig business, but high interest rates are suppressing
their needs. Therefore, our policy is that interest rate will be reduced when there are available market
: appron'ate conditions. Private savings mobilization is wrilten comprehensn ely in the Report. A savings
mobilization system through post-office network shoutd be established in Viet Nan. Although Vielnamese
people have not been accustomed (0 deposit through posta) savings system at present, bul these ideas should

|
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be examined to apply and disseminate proper knowledge among people.

‘The opinions thal a centralized tax collection system comypared with a décentralized one is genemlly a
cost-saving, streamtined, and eflicient method for collecting funds and redistributing them...and the
centralized tax collection that the Victnamese govemment is (eying to establish is often not funciioning
eflficiently, are correct.

We agree with suggestion that the tax system must be changed to a system thal promotes enterprise
activities under open economy and is suitable for international trading.

It is a fact that Viet Nam has no well-established accounting system or 2 budget law. Therefore, 1t
causes an underdeveloped state of budger’s operation and managemeni system and a wasted enormous
amounl of fiscal disbuesemnts,

In fact, the burden of state budget will be reduced if some public investment projects are commercially
undertaken. Therefore, Viet Nam should commercialize some public projects such as some schools,
hospitals and places for tourism.

At present, foreign debt management in Viet Nat is still decenteatized and lack of common policy and
measures to effectively manage this source of fund, therefore foreign debt management should be
centralized. The facl that Viet Nam is still fack of experience in foreign debt negotiation as said in the
report is true. Viet Nam should centeally manage foreign debt as well as implement aclive measures and
policies in foreign debt borrowing and repayment in each period of time.

Exchange rate policy shoutld be examined in complex with dlher'policies. Exchange rate policy alone
cannot solve all the issues, but it is necessary 1o put it in conplex of palicies such as policy against
inflation, policy on savings, policy on export policy for inducing FDI...

In fact, financial system in Viet Nami has not been developed yet, and it is very important to push up
formation and development of financial system al present stage, particularly, tax system should be reformed
in ordec to be step by step in accordance with international peactice when Viet Nam joins ASEAN. In which
replacing turnover tax with VAT, profit tax with company income tax reforming individual income lax
import and exporl taxes..are very necessary in the next 1-2 years. Experiences in ASEAN counlries on
establishing tax system and requirements on reforming tax system of Viet Nam in accordance with AFTA
are very useful, ‘

Yietnamese bank syslem does not h'we to pay turnover tax but now the tax syslem 15 the banks should
be improved in the future, but Viel Nam has own characteristic featurcs this issue mcds to be examined
further. ‘

-~ In conctusion, (lscai moblllzauon policy, policics on luauon budgel revenue and cxpendlwre ar¢
rather deeply analyzed in the Report. '

Canclusions on necessity of medium to long- Ierm funds and recommend to underiake an investment
needs survey of business sector are desirable. Furthermore, suggestion that Viet Nam should invest in
export-oriented business sector is accurate. _

Of course, the report would have been more comprehensive if there had been analysis on relationship
of monetary-financial policies to economic growth and inflation. The report had been completed very well.

kn second phase (Phase I}, in our view, A compulsory and incentive savings system should be
researched because they are very helpful for Viet Nam economy. Moreover, It may be necessary to carry on
research work and examing experiences in other counlries such as Japan, South Kotea, China, Singapore...

Capital market, securities market are being vital important issue in Viet Nam. It is quite necessary to
proméle researchihg and establishing a securities market in Viet Nam.

AH the issues related to monetary-financial policies should be continued 1o research and (o improve

- more deeply, especially the issues related to foreign debt nnnagemem deposits and saving of households

" and of banking system, exchange rale promoting to exporl. Moreover, we should organize some surveys
and investigations on saving of houscholds in three parts of countries (north, midle and south} in order to
estimate capital resource in the people, survey on financial and accounting issue in enterprises (state-owned
and private enterprises) and local budget according to the new budget aw and research refations bemeen
money supply, economrc growth, inflalion and invesiment.
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Fund Sources 1%.0 1000 41-120 100.0
(ODA) | Qe (8.0) {19.0)
(FDI) .5 j@uh {14.0) {33.3)
- [(Domestic) ALy feso ! 2o lsoo)
#Eurobond - 1.0 -
—o e e e : i FEHBCHI BRABLUREH
#Iny/GDP vior |- 30.0 - e bAhFHEL- - e
O {in billionis of 1995 USS)
(Govermruent Report to CG) - S f Furde )
* based on rough disbursement figures Iln\rslmxnt - OU“_"SP-——UH 2
¥ cateutated for 1991.94 usiag IMF data Public Investment | 136 |Budget 8.1
3 . oDA 13
{Government) N .
 SOEs) 9 | i
SOE Conunercial 39 Daoritestic 39
Privite 199 [FDI |10
. . [Domestic 59
Total - 414 Total 414
%3 ERESEEONE {Govemment PP report)
[T cstenent eatitios | Nature of investment Sources
Gaoveniment . Pubic | Slat(:l;u—décl .
obA '
Public " State budget
_ 0ODA
SOCs Mixed State budget | ‘
: . . ObA .
Commeecial Short term revolving ’
R _ Retained caraings
Private Commeccial Short term revolving
Retained earnings
- __Informal
Bad debls of SOEs - State budget
Long term L Short term sevélviag .
Working Capital ] L , '
w4 BEZRWKR )
Longterm | Shortterm | Spread 6 month Inflation
: fending - | lending : deposit rate | rate**
Ot 93 I.2(15I.4)" 21150 1 09(10.8) | 1.7(204) 32
Aug 93] L7204 | 210152 [ 0448 | 17204 144
Dec. 95| 17204y | 173502000 | 005¢0.6) | 1.720.0) 127 |
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#E6 WiTmE

— o Lkl 1992 |b993 99
Total Deposit 13831 16364 piserL 12622
Dong Deposit [3327 8331 0668 1429
roavGor | s | wse (o132 | 3|
Dong/GDP | 712 | 7.6 IR B
(SBV)

______ e e foss fraws
Total Deposit 1.6 1203 157l

{Abnual report of a Joint Stock Bank i Hanoi)

*7 EHERLRTOARMS(1034F12HRE)
(biltions of VND) .

[ |Agripk] %% | BIOV | % ilncom BK) % ] Vietcom %% |
Deposit - [3020 - [233 |i230 |42 5453 [sL.2 M921 1713
Boud 5 1.7 k2 hes st 10
64—
Bank berwng | 304 10 134 |268 24 412 (35
Statebank {2533 |01 4913 o3 o4l 60 |58 - {03
Capital 1961|153 3415 1394 [477 45 ls26 Pt
Oters 1831 Jog {1793 1207 1607 151 1643 218
fotal 11998 fiwo [ss62 - Jioo Jiogss o fi6727 {100

{Annual reports) *Picliminary unconfitmed classification inchided

#8 RBELSIY -~
B oot i [uses  [sep1094_cprivate
Aeri Bk w7 53 hes s 53
mov Jma ler o fses ma o der o |
lcomBk |11 66 4 jize [ '
|Victcom Bk _[16.1° 120 3] 282 126
Others 24 1 leo 83 10.4
roat i35 Jiss a7 e fioa

{(\WB) * private share of total feng- term credit

®9 REIHY L7 o

1991 {992 11993 1999
AeiBe  |n3 o lea  lsto  lses
BIDY o3 0.7 20 EN
hcomBk |34 87 26,1 282
Victeem Bk {0.0 0.1 e 50
Others 16 - |00 266 299
Total 18 14.0 27.0 280

(WB) *Figures for 1994 arc as of Scp. 1991 except Total
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