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As in other developing countries, foreign currencies and gold still play important roles in the economy
of Viet Nam. The reasons why foreign currencies and gold play important toles are:

- Viet Nam is a country lacking foreign currencies. The current account is often in deficit; demand for
forcign currencies for the economy is still very high, but the supply of foreign currencics is Jimited.

- Despite being controlled at a lower rate as compared o the beginning years of renovation, the
inflation rate is still high in comparison with that of other countries in the region, and is not really stable.
Thus the producers, as well as the consumers, psychotogically prefer to hold foreign currencies and gold
to preserve their savings.

- The fluctuations of foreign exchange rates and prices of go]d make a big impact on implementation
of State Bank of Viet Nam monetary policy objectives of reining inflation, and stabilizing the value of
Viet Nam dong.

Therefore, foreign exchange managemcm policy, forclgn exchange rate, and foreign exchange rate
management policy are considered the most important contents of monetary policy of the State Bank of
Viet Nam. In accordance with the development of the banking system of Viet Nam in the renovation
period, the foreign exchange and foreign exchange rate management policics in Viet Nam have gradually
been amended and perfected to meel the requirements of 2 market economy and to contribute importantly
to the implementation of the objectives of monetary policy.

1.Foreign Exchange Management Policy of Viet Nam

Derived from the above-mentioned role of foreign currencies and gold, the guiding point of view in
foreign exchange management policy in Viet Nam is:

- tight control over foreign currencies outflows.

- Expansion and maximum aitzaction of the foreign currencies influx by using appropriate measures,
such as cncouragmg direct foreign investment in Viet Nam; encouraging Vietnamese enterprises to use
foreign loans effectively; expanding remittance services from abroad, encouraging overseas relatives to
send money to help farmilies; encouraging forezgners and foreign institutions to bring gold into Viet Nam
to process and reexport.

- Reaching the goal that only Vietnamese dong is to be spenl in Vietnamese territory, limiting the
utilization scope of “Vietnamese dong™ replace by “foreign currencies.”

- Increasing State foreign currency reserves through the banking system.

Since 1990, the foreign exchange management policy has been adjusted to meet the requirements of
the market economy, and effectively facilitate the process of implementation of monetary policy
objectives. The prevailing Decision 396/TTg, issued by the Prime Minister on 4 August 1994, is a
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document which has been altered and adjusted to meet the requirements of foreign exchangc management
in the new situation,

The main content of foreign exchange management policy based on Decision 396/’1"1‘ g is as follows:

- The emterprises are permitied to open foreign currency deposit accounts at commercial banks and
conduct trade in foreign currencies. The outstarding balance of the deposit account is allowed 1o be
maintained at a sufficient level to ensure production-business operations (after achieving agreement with
the State Bank). The still-unused foreign currencies must be sold to the banks, and to financial
compani¢s having a license to conduct foreign currency trading transactions.

- The enterprises (except for banks and financial companies having the right to trade foreign
cureencies) are not allowed to direcily provide loans, payments, trading, o transferring transactions in
foreign currencics among them selves. All activitics of trade, payment, or transfer in foreign currencies
must be carried out through banks or financial companies having the right to trade foreign currencies,

- The local business and service institutions are permitted to have only receipts in Victnamese dong,
except for duty free shops and service units at the airports and scaports. They are allowed to accept
foreign currencies based on the State Bank of Viet Nam licences. Establish a wide, convenient system of
exchange bureaus in economic centers, big cities, and in the places needed to serve customers having
foreign currencies to exchange into Vietnamese dong.

- Restrict the institutions permitted to open foreign currencies deposit accounts abroad to the 4
following types of enterprises:

1) Qualified commercial banks and financial companies.

2) Enterprises of airlines, sea shipping, posts, insurance are allowed to' open foreign currencies

accounts abroad to conduct online receipts and expenditures and make clcanng payments with

partners.

3) Foreign-invested factories are allowed 1o open foreign currency accounts to borrow foreign funds

according to the Foreign Investment Law.

4) Vietnamese economic entities are permilted to establish offices abroad to produce and run

business.

- Increase the value of foreign currencies outflows which are not to be under customs declaration and
licence up to USD 7,000 from November 1994.

Thus the issvance of Decision 396/TTg on forcign exchange management has already had effects on:

- Controlling the foreign currency deposit accounts of enterprises, especially the foreign currency
deposit accounts of enterprises abroad.

- Limiting, to some cxtent, the balance of foreign currency deposit accounts of enterprises and
institutions having receipts in foreign currencies.

- Enhancing, to some extent, the ability to manage and steer forcign currencies under Government
control.

- Concentrating more effectively all payment and trading services in foreign currencies in the Banking
system; restricting and then removing free transactions in foreign currencies among the enterprises.

However, the foreign exchange management policy of Viet Nam still has some limilations:

- Not having abitity of managing the foreign currencies of individuals.

- Still having foreign currency deposit accounts and payment transactions in foreign currencies among
enterprises; between commercial banks and enterprises in the Viet Nam territory, credit transactions in
foreign carrencies still exist. The existence of credit relationships in foreign currencies has led to the
existence of a foreign currency lending interest rate and an unreasonable discrepancy between the
Vietnamese dong lending interest rate and foreign currency lending interest rate, leading to taking
advaniage of interest rate discrepancy by some enterprises, and difficulty in managing the utilization of
borrowed foreign currencies of these enterprises by the banks.
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2.Foreign Exchange Rate Management Policy

In Viet Nam, the foreign exchange rate has played an important role in ensusing the stability of the
Vietnamese dong’s value, In the Viet Nam tertitory, Vietnamese dong is not used exclusively, as the
citizens and economic institutions still have the right to keep foreign currencies. If the foreign exchange
rate is not fationally defined or effectively managed, this will cause speculation on foreign currencies,
instability in foreign exchange market and lead to sponianeous breaches of macroeconomics objectives
and other macroeconomics equilibrivms.

Under the subsided mechanism, the foreign exchange rate was stabilized over a long period. In thal
period, the foreign exchange rate was mainly related (o the rate of Vietnamese dong against Rubles and
partially the ratc of Vietnamese dong against the US dollar. The foreign exchange rate in that period was
defined subjectively by the 2 Governments to be used for conducting payment transactions between Viet
Nam and the former Soviet Union and Eastern Europe.

In the beginning years of renovation, duc to the changes in trading and payment transaction
relationships, Viet Nam was no longer to make payment transactions in Rubles, but all payment
transactions were carried out in US dollars. Thus, the foreign exchange rate relationship was mainly
related to the rate of Vietnamese dong to US dollars.

. - Before 1990, the Government of Viet Nam maintained a policy of 2 types of foreign exchange rates:
the foreign exchange rate defined by the Government, and the foreign exchange rate of the free market.
With the 2 types of foreign exchange rates and scarcity of hard foreign cureencies, specutation on foreign
currencies and depreciation of the Vietnamese dong developed rapidly. The Government had no ability to
manage foreign exchange, or to keep foreign currency [ESETVES.

In Se:pteniber 1990, the Government assigned _the-Slatc Bank to define and announce the official
foreign exchange rate of Victnamese dong against US dolars and other converiible foreign currencies in
consistence with market foreign exchange rates. :

it was a turning point in the process of renovaling banking operations toward the market mechanism
with the purpose of removing the system of 2 foreign exchange rate types ,and the subsidied systems
through the foreign exchange rate, to help remove speculation and the monopoly in foreign currencies for
taking advantage of a discrepancy between the Government-defined foreign exchange rate and the free
markel rate.

Since 1991, the foreign exchange rale of Vietnamese dong has been managed in accordance with the
market mechanism, with Government intervention. In principle, the forcign exchange rate has been
formulated in conformity with the relationship of supply and demand for foreign currencies in the market.
The State Bank of Viet Nam has intervened promptly when foreign exchange rates fluctuated
significantly, making negative impact on the economy and the contro] of inflation in Viet Nam. The
timely intervention of the State Bank of Viet Nam in the foreign exchange market is aimed at keeping
‘appropriate, stable foreign exchange rates fo help ensure macroeconomic stability for producers and
foreign investors, so that they are rot worried about investing in produciion and business development;
defining a rational, stable foreign exchange rate aimed at encouraging exports, controlling imports and

“protecting the rights of local manufacturers. The stability of the foreign exchange rate is not synonymous
with fixity of the foreign exchange rate. The foreign exchange rate is to be managed according to the
relationship of supply and demand for foreign currencies in the market with Government intervention.

To measure the market foreign exchange rate, the State Bank has gradually established and improved
the foreign exchange market. The first form of the markel was the transaction division of the foreign
exchange market. The following form was the establishment of foreign exchange transaction centers in 2
big cities: Hanoi and Ho Chi Minh City. Over approximately 3 years of operations, the foreign currency
interbank market has substituted the 2 foreign exchange transaction centers. The establishment of the
foreign currency interbank market is a first step paving the way for making foreign currency transactions

47



in the orbit of the market economy.

In fact, during the past 5 years, while the foreign exchange rate was n,!atu.ely stable, ranging from
VND 10,500/USD to VND 11,000/USD, the economy of Viet Nam still obtained good outcomes:
averape annual economic growth rate was 8.2%, the average annval growth rate of industry was 13%,
that of agriculture was 4.5%, that of export was between 25% and 30%, and the foreign currency reserve
of the Government was sufficient for ensuring approximately 10 weeks of imports.

However, in 1996, while the economic growth rate was 9.5%, inflation was ¢ontrolled at the rate of
4.5%-the lowest 1ate in the S-year period of renovation, and there was an excessive trade deficit. While
in the S-year period 1991-1995, the average growth rate of exports was 20% per annum, that of imports
was 22% per annum; in 1996, the growth rate of exports was 40% per annum and of imports was 38%
per annum.

In the cucumstanc% of a “very rapidly” increasing lrade deficit, there have been various arguments on
foreign exchange and forcign exchange rate management policy in Viet Nam.

The first type of argument said that, despite inflation, the appreciation of Vietnamese dong against US
dollars was not rational. This could make negative impact on production, especially exports. Thus to

develop production, and encourage exports, Viel Nam should take the initiative of devaluing the
Vietnamese dong.

The socond type of argument said that the current management method of the forergn e\cchange rate in
Viet Nam was appropriate-the current outcomes of economic growth, controlling inflation and increasing
exporls were acceptable; it was not necessary to take the initiative of devaluing the Vietnamese dong.

The arguments still discussed by scientists. But with the objective of facilitating economic growth,
controlling inflation at reasonable rates o encourage exports and control over imports, the State Bank of
Viet Nam has taken the initiative of not devaluing the Vietnamese dong, and is continuing to manage the
foreign exchange rate based on the relationship of supply and demand toward encouraging exporls,
controiling imports and ensuring macroeconomic stability.

The State Bank of Viet Nam is not passive before the spontancous establishment of supply and
demand relationship in the market, but is active in making policies of assisting the increase of foreign
currency supply (o the economy, while simultaneously making poticies of reducing demand for foreign
curtencies 1o ensure the balance of payment.

3.Policy of Gold Management

As with foreign currencies, gold has played a considerable role in Viet Nam, because citizens have
been psychologically influenced by a traditional preference of keeping gold as a reserve. The fluctuations
of price of gold have partially influenced the price of goods in Viet Nam. Thus, aiming at maintaining the
stability of the price of gold and not causing psychological unrest among the public, the policy of gold
management in Viet Nam is also focused on achieving the following main goals: '

- The Statz Bank of Viet Nam is an organization for managing exports and imports of gold, and
precious metals. The exports and imporis of gold, and precious metals are licensed by the State Bank of
Viet Nam

- Vietnamese and foreigners are allowed to bring a }imited amount of precious metals into Viet Nam
wiihout being subject to taxation.

- The State Bank of Viet Nam is to control the amount of precious metals while The Ministry of Trade
control gems brought out of Viet Nam.

1t is prohibited to use gold in any form to make payments for traded goods or services at borders and
migration ports.

Viet Nam is entering into a Five-year Plan period (1996-2000), of new developmem of the Vietnamese
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cconomy; a period of intensive coconomic market development, of industriatization and modernization, so
the State Bank of Vict Nam is suggesting sieps of further development in the foreign exchange, foreign
exchange rate and gold management policics, with the main objective of using only Victnaniese dong in
Viet Nam territory, by carrying oui economic measures to manage forcign exchangg; (0 lirnit the scope of
forcign currency utitization in Viet Nam of driving foreign currencies mainly into the hands of the
Government, increasing foreign reserves of the Government; developing the foreign exchange market to
serve foreign currency transactions quickly and flexibly, aciually managing the foreign exchange rate
based on market mechanisms with Government intervention, being integrated with the foreign currency
markeis in the region and in the world.

(Published in the Japanese JICA 1997 magazine)

49






1—G: Brief Introduction to the Current Situation of
Financial and Tax Reform Process in Viet Nam

Quach Duc Phap

Ministry of Finance

Followmg the process of renovation based upon the Resolution of the 6th Congress of the Communist
Party of Vict Nam on shifting the Victnamese economy fwm a centrally planned one 10 a market oriented
economy in a sociatist mode with State management, the financial and tax systems in Viet Nam have
been significantly reformed. However, renovation is a process taking place everywhere, from abstract
theory to practice, and having been improved on a step-by-step basis, with every result obtained and
every experience learnt taken into account to improve itself 10 a higher level for a better appropriateness
to the current situation, and to rcspond 1o requirements of each stage of development of the country.
According to the results obtained and current status and goals of socio- -economic development described
in the Party’s Resolutions, the process of financial and tax reforms in Viet Nam can be divided into two
stages: the starting stage (1986-1995) and the stage of renovauon for modernization and industrialization
of the country (beginning in 1996).

The starting stage (1986-1995) had as its main task to renew the financial mechanism and tax system
to avercome the crisis and depression period.

Before that stage, the economy had been comrolled by a cantrally planned mechanism. The
Government had been conduction socio-economic programs by making adminisirative orders. All
economic activities (including production, distribution, trading and consumption) were carried out in
accordance with State plans. State Budget revenue came mainly from the public sector in the form of
SOE turnover revenue and profit contributions determined by the Government based on the principle of
enough revenue collection for expenditure. During that time, the role of taxation as a tool for
TRacroeconomic management was very limited, both in quality and quantity. Budget revenue was always
shorted for current expenditure, and the inflation rate was very high, while the standard of living was
very low.

In accordance with the policy of economic renovation with the development of a multi-sectoral and
market-oriented econormy., the taw on Foreign Investment in Viet Nam was passed by ‘the National
Assembly in 1987. The economic structure of the agricultural sector was reformed; the management
mechanism of SOEs was restructured with more business and financial freedoms given to them.
International trade was also expanded 10 open up the economy to the world. In the financial and
monetary sector, price controls and subsidies, and the quantitative distribution mechanism were
eliminated. Fixed assets of SOEs were reevaluated for deprecation purposes and the salary system was
reformed. Prices of power, fuel, and water supplies were raised to express real value of inputs of
production. Associated with the renovation of SOEs structure, 2 policy of capital grants was designed
for them, together with a responsibility for capital preservation. In 1990, the system of tax policies was
first reformed with the introduction of laws and ordinances on different taxes uniformly applied to all
sectors of the economy. The 1990 tax system includes the t‘oklowmg taxes: turnover tax, profits tax,
excise lax, export-import dutics, agricultural land use tax, tand and housing tax, royaltics, business
licensing tax, staughter tax capital user fees, and several other charges. The attributable feature of this
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stage in financial and tax systems is the fact that the government management has been carried oul by the
means of law, creating a legal framework for business activities to be run in an equifable market
cnvironment, Central planning has been removed, giving SOEs more fieedom and making them more
adaptable to a competitive market economy and creating favorable conditions for all sectors of the
economy to develop.

In line with the improvement of the socio-economic situation in the country, the financial and tax
reforms have made significant contributions to sustainable and stable growth, and to overcoming the
economic crisis. The economy has gotten over depression and started to develop at a rapid pace. For the
first time, all planned economic indicators had been achieved in the period of 1991-1995. Economic
structures of different sectors and areas have been moved into a better direction with establishment of a
multi-sectoral economy. International trade has also been expanded, with a broader international market
and increased amount of FDI. Progress has been made in financial and monetary sectors as well. Budget
revenue has got its main source from our domestic market, providing enough budget for current
expenditures, with a certain part of it saved for development investment and debt payment. The size of
development investment has increased and the standard of living has been improved.

With the achievements made over the tast 10 years Viet Nam is ready to walk into a new cra of
dev elopment focusmg on modemlzauon and industrialization of the country The starting point is the 5-
year plan of 1996-2000. The main requirements of this period are sustainable and stable growth rate and
better economic efficiency. Maximum capital mobilization is the key deciding factor for development.
Improving competitiveness of the economy is the key factor for Viet Nam to mtegratc into the region’s
and world’s economy.

The above-mentioned socio-economic objectives are requiring funhur unprovemem of financial and
tax systems for socio-economic development.

Following the resolutions of the 8th Congress of the Communist Party, the National Financial Policy
has been designed 10 focus on the following 8 areas:

Capital mobilization and capital market development

State budget

Fax system

Financial policy for enterprises

External finance policy

Policy on economy

Financial audit and control

Improvement of efficiency and capability of personnel in management and operation of the
financial mechanism.

Based on the above-mentioned areas, the following works have been carried out:

- The Law on SOE was passed not long ago, and the rules on depreciation, and financial management
in SOE were promulgated on Jan. 1st, 1997, in accordance with it. The rules on public enterprises and
private sectors are to be introduced very soon.

- The Budget law was passed last year and has come into effect since 1st Jan. 1997.

- The rules on Governmental management and guarantees over foreign loans are being considered for
amendment, . '

- New regulations on accounting standards were passed to be applied to all accounting companies and
the state auditing authority. ' _

- In order 1o prepare for establishment of a stock market in Viet Nam, regutations on a financial
mechanism are to be passed to create a legal framework for establishment and development of
intermediate financial institutions such as insurance companies, other financial institutions, investment
funds, mutual funds, perision funds, and social security funds, to expand convertible bonds and
accelerate the process of privatization of SOEs. New forms of overseas capital mobilization are being

@@@@@@@@
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developed with a focus on FDI as the main objective.

- The Government encourages all organizations and individuals to increase their savings for
developing investment. The Ordinance on econamization and the Ordinance on capital mobilization for
infrastructure development are being draft for consideration by the Standing Commiltee of the National
Assembly,

The following is a bricfing on the current tax system in Viet Nam and the content of tax reform:

The achievements of the last 10 years in Viet Nam have created conditions for 2 new ¢ra of
development of the country focusing on modernization and industrialization. The starting point is the
Five-year Plan of 1996-2000.

The target of socio-economic development and expansion if international economic relations requires
the tax system to be reformed in order to overcome its constraints in terms of nparrow base, 100 many
objectives for on¢ lax, non-transparency, complexity, tax regulations stipulated outside of tax laws,
incompatibility with international practice, etc.

Main objectives of tax reform: _

- To overcome the constraints of the current tax system, taking advantage of taxation as a too! for
revenue mobilization for the budget, and for the process of economic development and modernization and
industrialization of the country.

- To make the Vietnamese tax system compatible with international practices, and to creatc more
favorable conditions for international economic cooperation with the region and the world as well.

- To establish a transparent, equitable, stable tax system favorable for economic development.

The 2nd step of tax reform covers:

+ Introduction of VAT to replace the turnover tax (TT)

+ Amending the Law on expont-import duties toward elirination of export duties and tariff reduction.

+ Introduction of Business Income Tax to replace the Profits Tax.

+ Introduction of Personal Income Tax to replace the Income Tax on High Income Eamers.

+ Amending the Ordinance on Royalties and introducing a law on Royalties.

+ Introduction of a Law on Land Use 1ax to replace the Ordinance on Land and Housing tax and the
Law on Agricultural Land Use tax.

+ Introduction of a Properiy tax.

+ Introduction of an Ordinance on Charges.

+ Introduction of a Law on Business Licensing tax associated with the regulations on business
registration. o _ ‘ ‘ :

It takes time to fulfill the designed program of new tax introductions. On the other hand, to avoid any
damage 1o business activities and budget revenue, each new tax is 10 be introduced in accordance with
relevant circumstances and the capacity of the country. In the coming period, i1 is necessary to reform the
most troublesome and important taxes.

There also is needed a transitional period from old to new taxes in order not to put the economy in any
shock. _

Upon the request of the Government, the 1996 program included submission of the Bills on VAT to
replace TT, on Business Income tax to replace the Profits tax and Personal Income tax to replace the
income tax on High Income Earners. ' _

Following the decision, those Bills on VAT, Business Income and Personal lncome tax were submitted
for consideration a1 the 10th Session of the 9th Natjonal Assembly in late 1996. _ .

After receiving suggestions from National Assembly members, the Government decided that the Bill
on Personal Income tax needed further improvement to be more compatible with the situation in Viet
Nam. Therefore, for now, only few changes have been made, which are: the threshold has been raised to
2 mil/month, and the provision for a tax on gifts in form of cash from overscas has been removed. The
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amendment was passed by the standing Committez on Feb. 201k, 1997,
The following is the main content of the Bills on VAT and Business Income tax which will be
considered at the 11th session of the S1h National Assembly in April, 1997:

1.Blll on Value Added Tax (VAT)

1.1.Taxpayers

The VAT is to be introduced to replace the current Turnover tax; therefore, persons subject to VAT
will be the same as Turnover taxpayers. They include business entities engaged in production of and
trade in goods, provision of services, and impottation of goods and scrvices. However, to make it more
appropriate to the socio-economic situation in Viet Nam, inheriting several provisions of the current Law
on Turnover tax, the VAT is designed to provide temporary exemption 1o agricultural activities,
production and trade in salt, transfer of land use right, credit activitics, financial and banking services,
medical care, movie production, education and professional training, passenger bus transportation, and
irrigation services 1o farmers.

1.2.Methods of Tax Computation

As a general principle, VAT is imposed on the value added on goods and services during the process
of production, distribution and consumption. According to current practice, the following methods of tax
computation are stipulated in the Bill on VAT:

- Indirect subtraction method is applied to business entities with pmper bookkeeping and invoice
issuance. According 1o this method the tax due = output tax-—input tax.

- Direct subtraction method is applied to other taxpayers. According to this method, the tax due = tax
rate X (Output— Input)

- For impoits, VAT due = taxable price X tax rate.

1.3.Basis for Tax Computation

The basis for tax computation is taxable price and tax rate.
+ Taxable price:
» For domestic goods and services, taxable price is invoice selling price exclusive of VAT.
= For imported goods and services, taxable price is import pnce plus import duum
= For processing activities, taxable price is commissions.
= For goods sold on credit, taxable price is pot installments, but the total price of each item at the
time of supply.

+ Tax rate:

In addition to the rate of 0% applied to exported goods and services and pmcessed goods for export,
there are three rates of 5%, 10% and 20% proposed to replace the 11 rates of the current Turnover tax. It
is sugpested that business activities and essential goods currently subject to lower TT rates will be taxed
at the rate of 5% under the VAT; the rate of 10% will be applicable to activities and goods subject to
middle TT rates or lower rates, but having high potential 10 develop; high TT rate activities and goods,

or those not encouraged for consumption, will be taxed at the rate of 20%. VAT is pald on a monthly
basis.
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1.4.Input Tax Credit

Tnput tax credit is granted to taxpayers subject to indirect method of VAT compulation, under which
VAT due = Output Tax - Input tax. Input tax arising in a tax month is immediately credited against the
output tax of the month. If the result is negative, (he excess is carricd forward to the next tax period.
Input tax of capital goods is credited along their depreciation period.

Taxpayers buying agricultural, forestry and other products from nontaxpayers are entitled to credit
their input tax equivalent to from 1% to 5% of input value. The Government is responsible to make
detaited provisions on this issue.

1.5.Tax Refund

The tax paid is refunded by tax authoritics in the following cases:

- Entities engaged in export activities and regularly having their input tax higher than their oulput (ax.

- Pledge, liquidation, or bankruptcy, provided that the finalization statement of 1ax liability shows an
€Xcess payment.

1.6.Consideration for Tax Reduction

To make it more flexible in the transitional period from TT to VAT, the Government will consider t0
provide tax reductions of up to 50% for a period of up to 3 years from the time of VAT introduction to
enterprises involved in production, Iransportation, and construction industries, and making losses duc (o
the fact that their VAT payable is higher than their current TT.

The same treatment is granted to enterprises importing materials and making losses due to the new
VAT imposed on imports.

2.Bill on Business Income Tax

2.1.Name of the Law

Af the 10th Session of the 9th National Assembly, the Cabinet submitted the Bill on Corporate Income
Tax and the Bill on Personal Income Tax. After considering National Assembly members' suggestions,
the Corporate Income Tax was r¢named as Business Income Tax to be more compatible with the current
situation in Viet Nam and to cover all kinds of business institutions established and operating in Viet
Nam. The Law on Business Income Tax will also include several provisions of the current Law on
Frofits Tax to make it clearer, more equitablé, and uniform all over the country, and to respond to the
development policy of multi-sectoral economy in Viet Nam.

2.2. Taxpayers

The law on Business Income Tax is introduced (o replace the Law on Profits Tax, and because the
Law on Personal Income Tax has not been approved, in general, business income taxpayers will be those
subject to the current Profits tax, including all organizations and individuals doing business in
production, trade and service provision (hercinafter referred 1o as business establishment) deriving
- income. However, in current circumstances and with consideration of the Profits tax, farmers deriving
income from selling grains of their own production will be exempt from Business Income tax. Grains are
rice, maize, potatoes of all kinds, and cassava. _

From the time of introduction, the Business Income tax is uniformly applied to 2ii business entitics,
including forcign-invested enterprises, but not to those with investment licenses issued before the day this
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Law comics into effect. They will pay their Profits tax and Withholding tax stated in their licenses in
accordance with the provisions of the Law on Foreign Investment in Viet Nam.

2.3.Basis for Tax Computation

Basis for tax computation are total taxable income and tax rate.

- Taxable income of a business includes income from production, trading activities and service
provision (equivalent to the total revenue minus legal expenses) and other incomes, such as interest,
provisional reserves, dividends, capital gains from securities, and other financial benefits.

- Tax rate; Business income tax rate is 32% applied on total taxable income of a business entity.

Inheriting several provisions of the current Law on Profits Fax and the Law on Foreign Investment in
Vict Nam, ther¢ are provisions in the Bill on Business Income Tax on different rates, as follows.

+ A higher rate could be applicd 10 enterprises involved in oil and gas industry and exploitation of
precious natural resources, but not higher than 50%.

+ Preferential rates of 15%, 20%, and 25% are applied 1o projects newly invested in encouragible
economic areas and sectors for a period of up to 60 months from the time of income derivation. The
standard rate of 32% is applied afterward.

+ An additional income tax of 25% is applied 1o after-tax income of enlerprises enjoying preferential
conditions.

2.4 Tax Payment

To make it relevant to the current situation in the country, tax payment is stipulated as follows.

- Enterprises with proper bookkeeping and invoice issuance pay the tax on a quarterly basis and make
finalization of their tax liability on a yearly basis at the end of each fiscal year.

+ Each year, based on its business results of the previous and the business plan of the current year, a
business entity declares its revenue, expenses and taxable income, fills in a tax return provided by its tax
authority, and files it with the tax authority not later than Jan. 25th of the year. The tax authority checks
the tax return, estimates the taxpayer's tax liability of the year and informs the taxpayer about the
amount of its quarterly tax payment. Any change in the business plan is to be informed to the tax
authority for correction of tax liability of the taxpayer.

- Business individuals and households or other business entitics withoul proper bookkeeping and
invoice issuance pay the tax upon tax notes issued by their tax authoritics on a monthly basis. The tax
due is assessed based on monthly taxable income. Taxable income is determined by using & certain
percentage of the value added subject to VAT. This percentage is determined by tax authorities after
conducting a survey to make it relevant to each industry and sector. This group of taxpayers is not
responsible for making a finalization statement of tax liability by the end of each fiscal year.

Mobile traders pay their tax on a case-by-case basis at the place of purchase before transportation of
goods.

Viet Nam-sourced income of forcign companies without a permanent establishment in Viet Nam is

taxed at the source, and withheld by income payers at the time of payment, and at a certain rate fixed by
the Ministry of Finance. '

2.5.Tax Reduction and Exemption

Business income tax is a direct tax imposed on the income of business entities. Therefore, certain
provisions on tax reduction and exemption are requlrect

Inheriting the provisions of the Law on Profits tax, the Law on Encouragement of Domeslic
Investment and the Law on Foreign Investment in Viet Nam, and based on the current situation in Viet
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Nam, the Law on Business Income Tax includes the following provisions on tax reduction and
exemption to be more equitable for income redistribution.

- Tax reduction and exemplion are granted to newly established enterprises:

+ Newly established production enterprises enjoy tax exemption for 2 years from the time of income
derivation and 5095 tax reduction for the 2 following years. Tax reduction for up to 4 years is granted to
newly established enterprises operating in mountainous and remote areas.

+ Newly established enterprises of encouragible investment projects enjoy 2 year tax exerption and
50% reduction for 4 following years. Those operating in mountainous and remole areas enjoy 4 year tax
exemption and 9 year tax reduction.

Trading and service providing companics newly established within the framework of encouragible
investment projects enjoy tax reduction for 1 or 2 years from the time of income derivation. Those
operating in mountainous and remote areas enjoy 1 or 2 year tax exemption and 50% tax reduction for
from 1 to 5 following years.

- Manufaciuring, trading, and service-providing enterprises reinvesting to expand their size, improve
their technelogy and production capacity, are tax exempt to the extent of the income reccived {rom new
investment.

- Manufacturing, trading, and service-providing enterprises moving to mountainous and remote areas
are tax exempt for 3 years from the year of income derivation in the new place.

Tax exemption is also granted to some other cases, such as:

+ Income derived from scientific research contracts.

+ Income derived from contracts on providing technical services to agriculture.

+ Income of business entities where disabled people work.

+ Income derived from professional training provided to disabled, motherless children, small ethnic
groups, or disadvantaged people, at labor centers or training services provided at home.

The above-mentioned provisions on tax exemption and reduction are applied only 10 enterprises with
proper bookkeeping and invoice issuance, and not 10 taxpayers subject to tax payment on presumptive
method or withholding method.
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i —H: Current Developments of the Monetary and Payment
System Reform in Viet Nam

Nguyen Toan-Thang
State Bank of Viet Nam

Pham Xuan Hoe
State Bank of Viet Nam

As of the end of 1996, the Vietnamese economy has undergone 11 years of renovation with prominent
achievements: high rate of economic growth-average annual rate in the S-year period (1991-1995) was
8.2% (compared with the planned rate of 5.5%-6.5% per year). The economic structure has already
shifted: the proportion of industry and construction in GDP was 22.6% in 1991, up to 28.1% in 1995;
that of service was 38.6% and 41.9% respectively; the average growth rate of export value was 20% per
annum. The economy has just had internal savings; the proportion of investment funds for development
was 15.8% GDP in 1990, up lo 27.4% in 1995(in which domestic investment accounted for 16.4%
GDP). The policy of the Communist Party of Viet Nam was to conlinue to encourage the development of
a multi-sector economy, and to mobilize all resources for economic development, thus liberate a
substah’iia] work force, and create much employment. .

Inflation was pushed back and controlled at the two digit level in 1993, and at the one-digit level in
1996.

“The achievements of economic growth and macro-economic environmental stability have affirmed the
very important contributions of the following victories of thc current monelary and payment system
reform course in Viet Nam:

1.0verall Outcomes of the Monetary and Payment System Reform in
Viet Nam

Monetary reform course in Viet Nam was considered as the breakthrough step which paved the way
for the transformation of the economic management mechanism from the centrally planned, subsidized
bureaucratic mechanism to the sociatist-oriented market economic mechanism with State management.
The start for this course was a shift of some State Bank branches (which used to belong to the former
mono banking system) to business units, then official establishment of two-tier banking system was
defined by 2 Banking Decree-Laws promulgated in May 1990.

Qver 6 years of implementing 2 Banking Decree-Laws, the relatively complete 2-tier banking system
has been established.

- The State Bank has played a role of a central bank, assuming funciions of state management on
money, credit, foreign exchange, implementation of monetary policy, and supervision of the operations
of credit institutions.

. The credit institutions have carried out the functions of trading on money, giving credit, and
providing banking services in the newly-competitive environment.
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It was very fundamental reform which made the banking systemn adapted to the market economic
mechanism, strongly develop trading and banking service types to serve economic growth, and
simultancously ensure gradual stabilization of macro-cconomic envirenment through stability of internal
and external value of the domestic currency.

The monetary and payment system reform have achieved the following considerable outcomes:

1) Success in formulating and implementing monetary policy through implementation of a real
posilive interest rate system, and adjusting the foreign exchange rate refevant 10 the market price and
making it flexibly managed to create strong momenturn for success in fighting inflation in Viet Nam.

Special emphasis was given to monetary and inflation control by the Government. Besides
implementing a tight monetary policy, the Vietnamese Government has carried out a set of big integrated
measures: setting up and implementing an active, practical plan of budget receipts and expeaditures;
increasing funds for goods management; applying price stabilization funds; setting an overall program of
long-term fighting against inflation. As a result, inflation was reigned at the 2-digit level and had a
gradual decreasing tendency over the past 5 years, from 67.1% in 1991 down 10 14.4% in 1994; then
12.7% in 1995 and 4.5% in 1996, The State Bank has gradually become flexible, and sensitive in using
monetary instruments aimed at inflation control.

The next step in the overall strategy of interest rate reform was gradualiy dccreasmg the interest rate
in conformity with stabilizing and decreasing the inflation rate. Up to now, after several ad;usimenls the
interest rate went down from 35% per year (in 1991) to 15% per year (in 1996) and has been consistent
with the international practice; medium-, long-term interest is higher than short-term lending interest; the
gap between the domestic currency lending interest rate and forcign currency lending interest rate has
been gradually narrowed.

Despite the interest rate of Viet Nam being higher than that of other countries of the ASEAN group, it
is still noteworthy that reducing the interest rate without recruption of inflation was the success of an
appropriate, flexible monetary policy. In addition, appmprtate sieps in adjuslmg interest rates created
momentum to help the strategy of funds mobilization achieve encouraging outcomes, the average growth
rate of mobilizing funds by the banking system in the S-year period (from 1991 to 1995) was 24.3% per
year.

The above-mentioned decisions and outcomes were all in the framework of the monetary policy of the
State Bank of Viet Nam, which showed integration and relatively appropriate steps in the process of
shifting to a market mechanism. Thus, monetary reform has reined in and pushed back inflation, created
macroeconomic stability, enhanced public confidence in the banking system, helped encourage all
resources for economic development, and improved incomes of the laborers, and sociat life.

2) The legal framework for banking operations has been established and improved step- by-step
Following the issuance of 2 Banking Decree Laws in May 1990, a number of legal documents and policy
decisions were promulgated by the Centra} Bank to be applied universally to credit institutions. In the
process of implementation, they have been regularly adjusted and amended to meet requirements of the
real situation, which gradually helped make banking operations be in order and consistent with the
principles of the legislation.

3) Monetary markets, in turn, have been set up and come into operation, such as the domestic
currency and foreign currency interbank markets and the Treasury Bills auctions market. The operations
of monetary market were at the primary stage, but still helped the Central Bank grasp and forecast some
signals of the economy and set up some rational monetary solutions aimed at reaching the objectives of
the monetary policy, meeting the requirements for development of credit institutions.

4) Ceasing currency issuance for budget expenditures led to big success with managmg monetary
policy, and facilitated mastery of the Central Bank in supplying money to the économy in conformity
with the objectives of economic growth and reigning inflation at the altowed rate.

5) The policy of foreign exchange management has been made and improved step-by-step toward the
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goals of using Victnamese dong only in Viet Nam territory; increasing forcign CurrenCy reserves, and
making Victnamese currency become convertible in the future.

6) A system of monetary policy instruments (intercst 1ates, reserve requirements, credit limits, foreign
exchange 1ats, etc.) has been established and used in accordance with the situation in Viet Nam.

Atfirst, mostly direct instruments were used; but the current tendency is towartds a gradual shift, to
utilization of indirect instruments. The monetary policy insiruments have been used flexibly and
effectively in conformity with Signals from the economy, so that its objectives can be achicved.

7) The banks had initiatives in their credit operations, and the cellateral forms of real estate, and the
warehouse of borrowers was legitimated. The banks have shifted considerably to giving credit to the
non-state owned economic scctor, which drastically changed the structure of outstanding credit for
investments of the economic sectors, The State funds for aiding development were provided through a
system of the Bank for Investment and Development; the Government funds for fighting against famine
and poverty, and for job creation projects, were provided through a system of the Bank for the Poor, and
partially through a system of the State Treasury, Medium- and long-term credit has accounted for an
increasing proportion of totat outstanding credit to the economy. However, credil has not met demand for
development. In general, credit qualily has been still bad, while risks in lending activitics by credit
institutions have been at high rate.

8) Over the past 6 years {1991-1996), the banking systcm structure has drastically changed various
types of banking organization and ownership.

Up (o the end of 1996, there have been: -

- 4 state-owned commercial banks (Industry and Commercial Bank, Bank for Agriculture, Bank for
Investment & Development, Bank for Foreign Trade) and Bank for the Poor

- 23 foreign banks’ branches

- 4 joint-venture banks

- 53 rural and urban joint stock banks

- 2 financial companies ‘

. About 1,000 Peopte Credit Funds in substantial rural zones throughout the country.

The banking network has reached populated areas. The Government has setiled the issue of bad debts
of enterprises owed 10 banks, which helped make the banking system and enterprises in the economy be
healthy. o

The presence of forcign banks’ branches, joint-venture banks (between Victnamese and foreign banks)
and some representative offices of foreign banks in Viet Nam reflected the sense of opening Government
policy in the banking field. This has significantly contributed to success in attracting foreign investment
for economic development of the country.

Permitting the foreign banks to operate in Viet Nam has created competition and helped local banks
rapidly approach modern technology, and step-by-siep be integrated with financial systems in the region
and in the world. ' o :

9) Paved the way and sapidly developed relations with international financial and monetary
institutions (IMF, WB, ADB}, and became a member of the internationat financial community, thus Viet
Nam could borrow considerable funds for economic development (from ODA, FDL &ic.).

10) The emphasis was given to fairly comprehensive renovation of the payment system in 4 aspects:
legal framework for making payments through the banks; diversifying payment; types, especially
{ntrabank payment and clearing; the payment technology to gradually modernize and spread the payment
network has been to populated areas; the speed of payment transactions have been considerably
expedited.

- Although the Law on Cheques has not been promul gated, as international praciice, Viet Mam has a
firm legal framework for this issue by assuming Government Decision 30/CP from on 9 May 1996, on
Cheque payments.
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- Began to apply elecironic payments, completed upgrade of the clearing centers in provinces, cities,
and then expanded to the zones; conducted automatic transactions through ATM, a link 1o the
international payment network (SWIFT); helped cxpedite payment speed in the economy, and saved
mongy.

- Providing equipment to serve operations of the banking system of Viet Nam has already made
progress in terms of speed. So far, the Vicinamese banking system has had above 9,000 PC, and many
systems have been linked, which helped rapid information processing, reduced payment processing time,
and enhanced the ability to steer savings under the management of the commercial banks.

Besides the payment system through the banks, there has been a rapid payment system of the
corporation of Posts and Telecoms of Viet Nam, which has operated very actively and been a competitor
to help develop the payment system through the banks.

However, the development of a payment system in Viet Nam siill is lacking. This was obviously
showed by the small velume of non-cash payments in comparison with developing countries; cash based
payment is fairly popular (cash accounted for above a third of total liquidity). The number of seftlement
accounts and payment transactions among the population through the banks were still small, and the
population was not familiar with opening accounts or making payment transactions.

The interbank payment system has been not firmly developed and has a lot of drawbacks. Thus,
transmitting money from one locality 1o another locality which is not under the same¢ bank, still faces
some difficulties. This requires further development of the active interaction between the banks through
the interbank system, and development of clearing sysiem in there areas, then of the nationwide clearing
system (electronic clearing), and of a modern and appropriate accounting system.

11) The banking supervision system has been enhanced and its effectiveness has been improved. Now
the banks are under the supervision of the State Bank and Ministry of Finance.

Emphasis has been given to establishment of the State Bank Supervision Department. Periodically,
(monthly, quartetly, annually) the State Bank Supervision has gathered data, so as to carry out remole
supervision and on-line supervision programs. However, the effectiveness of the banking supervision

activities have been considered low due to the delay in discovering and timely preventing of violations of
regulations on banking operations.

2.0rientations of Further Development and the issues of Monetary
and Payment System Reform in Viet Nam

The outcomes of the monetary and payment system reform have been encouraging, which affirmed the
correctness and appropriateness of the strategy and the steps in the framework of banking system reform.
However, in the next period, the new tasks of the economy and their objective are achieving high and
stable growth with macroeconomic stability, i.e.,, controlling inflation at the one-digit rate with a narrow
ranging band. Ensuring the relationship between the objectives of rapid growth and stability of the
economy is placed before the big challenge of the possibility of being far backward in comparison with
other industrial countries in the region and in the world. Therefore the monetary and payment system
reform cowrse in Viet Nam faces many new challenges:

- Tt should be rapidly integrated with and be affiliated to the financial commumty in the region and in
the world. Foreign economists have commented that there has been a wide gap between the banking field
in Viet Nam and that around the world in terms of qualification.

- With the requirements of rapid development of the economy, the key task of the cunem period, as
especially defined, is enhancing the industrialization and modernization course of the country. The
demand for funds for economic growth is very big, and it is necessary to have solutions in the
circumstances requiring reguiar preventing and correct settling of the hidden factors causing inflation.
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- The financial markets of Vict Nam have been underdeveloped.

- Domestic savings and investment have not met the sequirements of rapid economic growth.

Thus, it is noteworthy defining that the mongtary and payment system reform course in Viet Nam has
10 solve many issucs and focus on the following key issues:

- Rapid developing of the financial-monetary environment, increasing savings and investiments.

. Continuing to formulate and completc appropriate legal structurc to meet the requirements of
international cooperation and competition in the finance and banking ficld.

- Defining rational and flexible relationships among the foreign exchange rate, tarifis, interest rates
and other monetary variables to ensure a healthy, fair business environment for all subjects.

- Ensuring that the monetary reform be integrated with other macropolicics reforms, especially
financial and fiscal policies reforms.

- Enhancing competitiveness of the local banks and financial institutions, and regarding that as
fundamental condition for ensuring equality and mwutual benefits in refation with foreign partners.

With regard to key tasks and issues of the monetary and payment system reform course in Viet Nam to
be solved in the next period, some detailed programs to be implemented can be defined as follows:

First, formulation of an integrated and complete legal sysiem which will be appropriate o the new
stage of the economy-Upgrading 2 Banking Decree Laws lo a s¢t of Banking Laws, improving and
amending the economic laws concerned, such as Law on Trade, Law on Land, the stipulations on
collatezal, mortgages and real estate business.

Second, completing the monetary policy of the State Bank, shifting from mainly wtilizating direct
instruments {0 utilizating indirect instruments (o manage monetary policy.

Third, promoting mobilization of both domestic and foreign funds by the banking system, strongly
developing the money markets and the capital market. Encouraging increase in medium-and long-term
credit for investment 1o serve economic restructuring and investment more, as for all £conomic seclors.

Special emphasis is to be given to completing the eredit mechanism: credit insurance, deposit
insurance, minimizing risks, improving funds, and system safety.

Fourth, making the foreign exchange management policy consistent with the development tendency of
Victnamese economy, then consistent with international practice and the stipulations of the international
organizations and groups of which Viet Nam is a membet (IMF, ASEAN, elc), facilitating expansion of
international financial relationships and gradually participating in the international financial market.

Fifth, perfecting the supervision mechanism over the operations of banks and financial institutions to
ensure the system and create fair competition among the banks.

Sixth, gradual standardizaiion of the accounting system of the banks in conformity with international
norms, rapid implementation of banking technology modemnization program which has a core of
modernization, automation of payment system based on the projects funded by international financial
organizations, strongly developing the payment system in the populated areas toward providing home
banking services. ‘

Seventh, continuing to perfect the organizational model of the banks and financial institutions,
enhancing training and improving the knowledge of qualified staff with good behaviour who have
regularly upgraded their marketing and professional knowledge to be able to fulfil the new tasks of the
banking system at this new stage of country development.
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perform its macro-level regulatory and managerial functions; and lay the foundation for the new social
regime. " :
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“ To concentrale 1eSOMICES OD developing the State economy in such vital branches and areas as
social and economic infrastractures, financial system, banking, insuzance, important production, trade and
service establishments, and a number of enterprises undertaking tasks related to nalional defense and security.
State enterprises in general shall be medium or large sized, equipped with advanced technology, run with
efficiently and able to generate large budget surplus "
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“ o guide individvals and small awners, in their cwn interests and for the sake of production

development, 1o step by step join in cooperatives voluntarily, or to work as satellites for State ¢nterprises or
coopetatives.”
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“ The State budget finds itself in constant tension, laden with large deficiis.  The taX system is
still complicated, with overlapping and irrationalities, which nol only provides little incentives 1o production
but also is fraught with loopholes. The decentralization of budget management is not yel rational, both
scattered and over-centralized, and inconmsistent, leaving room for rampanl negative practices and
constraining dynamism and creativeness. National asset, public finance and corporate finance of State
enterprises remain poorly administered, resulling in considerable losses and waste. "
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%1 Shares of GDP by economic sector (%)

Year 1990 1951 1692 1993 1994 1995
Total
State 32s 333 36.2 39.2 40.2 42,3
Non-State 67.5 66.7 618 60.8 59.8 51.7
Agriculture
State 29 29 27 28 29 28
Non-Stale 97.1 917.1 97.3 97.2 97.1 97.2
[ndustry-Total
State 62.3 63.5 64.7 65.7 65.2 66.1
Non-State 312 365 333 343 348 319
-Tndustry
State 65.3 67.2 69.8 714 719
Non-State 34.7 328 30.2 28.6 28.1
-Construction
State 51.0 453 45.0 49.4 45.9
Non-State 49.0 547 55.0 50.6 54.1 .
Services-Total
State 44.2 47.5 45.5 46.9 48.1 510
Non-State 55.8 525 545 53.1 51.9 49.0
-Transport and communications
State 60.0 50.5 684 68.3 68.3 72.0
Non-State 40.0 39.5 31.6 17 317 28.0
-Trade
State 330 28.0 26.0 232 25.6 26.2
Non-State 67.0 72.0 74.0 76.8 744 73.8

Source  World Bank (1996), Table 2.1A
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# 2 Industrial growth rates by economic sector (1989 constant price) (%)

Year 1990 1991 1992 1993 1994
Total 5.96 8.65 8.08 8.84 9,54
State 8.58 12.40 11.59 12.81 14.39
Non-State 4.1 6.79 6.24 6.66 6.73
Agricultore
Total 2.17 .08 382 392 4.74
State 2.27 222 7.14 6.96 20,05
Non-Stale 217 7.21 374 3.85 4.33
Tndustry- Total
Total 9.04 14.03 13.13 14.02 13.95
State 10.38 18.60 14,70 14.54 16.03
Non-Siate 6.57 537 977 12.85 9.24
- Industry 5
Total 9.85 14.61 12.14 12.94 13.74
State 11.76 19.10 14.71 1377 16.92
Non-State 6.15 544 6.21 10.8% 5.60
-Construction
Total 503 1105 18.30 1938 14.95
State 21 15.58 14.63 19.37 10.79
Non-State 825 5.08 23.61 19.40 20.53
Service- Total -
Total 8.26 6.98 9.20 10.19 10.93
State 7.42 7.49 8.78 11.23 12.45
Non-State 8.97 6.56 .55 9.33 9.66
- Transport and communications .
Total 6.45 6.31 6.53 2.02 11.04
State 3.05 7.66 8.27 7.46 -12.07
Non-State 4.04 4.21 3.73 6.29 9.30
-Trade
Total 4.82 6.10 5.98 8.98 11.23
State 4.66 5.9 4.53 5.11 11.93
Nop-State 4.89 6.19 6.66 10.76 10.93

Source  World Bank (1996), Table 2.2A.
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#£ 3 Gross domestic product by expendilure
Billions of Vietnamese dong (current prices)

Year 1990 1991 1992 1993 1994 1995
OO 41,955 _ 76,707 110,535 136,571 170258 222,830
Domesticdemand _____________ 1,857 _ 75643 107725 141,361 | 183,114 246,966
Gross capital Formation 6,350 11,506 19,498 34,020 43,375 60,488
State Investment 2,703 4,503 7,566 16,751 21,141 21,500
{from the budget) 2,126 2,135 6,450 9,600 9,215 13,306
Foreign Direct Investment 629 2,023 2,907 8,852 11,505 19,646
Other investment 3,018 4,980 9,025 8,417 10,729 19,342
Consumplion 35,507 64,137 88,227 107,541 139,739 186,478
Government current Expenditure 5,469 8,728 £5,452 25,700 32,491 38,185
(Others 30038 _ 55409 _ 12,775 _ 81841 107248 148293
‘Trade balance 98 1,064 2,810 -4,900 -12,856 24,126
Exponts - 22,915 35,767 39,974 58,590 80,262
Imports - 21,851 32,957 44,965 71,445 104,388

Note State investment is from the Statistical Yearbook, 1995, and other investment is the restdual in the gross capital
formation. The rest of the data are from the IMF statistics.
Source IMF statistics and General Statistical Office (19%6).

# 4 Gross domestic product by expenditure: in proportion to GDP (%)

Year 1590 1991 1992 1993 1994 1995
GDP______ T 1000__ 1000 _ 1000__ 1000 __1000 _ 1000
Domesticdemand 98 986 975 1037 1076 1108
Gross capital Formation 15.1 150 17.6 24.9 255 27.1
State Investment 64 5.9 6.8 12.3 124 9.6
{from the budget) 5.1 2.8 5.8 70 54 6.0
Foreign Direct Invesiment 1.5 2.6 2.6 6.5 6.8 838
Other investment 1.2 6.5 32 6.2 6.3 87
Consumption 84.6 83.6 79.8 78.7 82.1 83.7
Govemnment current Expenditure 13.0 1t.4 14.0 18.8 19.1 171
COhers 746 T2 _ 658 __599 630 €55
Trade balance 0.2 14 2.5 -3.6 .76 -10.8
Exports - 26.9 324 293 344 360
Imports - 28.5 29.8 32.9 42.0 46.8

Note State investment is from the Statistical Yearbook, 1995, and Other investment is the residual in the gress capiial
formation. The rest of the data are from the IMF statistics.
Source IMF statistics and General Statistical Office (1996).



# 5 Export and import performances (billion dong)

Year 1591 1992 1993 1994 1995
GDP 76707 110535 136571 170258 222840
Trade balance 1064 2810 -4591 -12855 -24126
Exports 22915 35767 39974 58590 80262
Imports 21851 32057 44965 71445 104388
GDP ratios:  percent

Trade balance 1.38 254 -3.65 -1.55 -16.82
Exports 29.87 3235 29.26 344 36.01
Imports 28.48 29.81 32.92 41.96 46.84
Elasticities to GDP

Exports - 1.27 0.4% 1.88 1.19
Imports - 1.15 1.54 238 149

Scurce The IMF statistics.

7 6 Budget operations: in proportions to GDP (%)

1986 1987 1988 1939 1860 1991 1992 1993

Year 1994 1985
Revenue and Grants 13.9 132 113 139 147 135 190 225 243 239
- Tax revenue 30 24 2.9 39 40 37 350 8.3 90 112
- Transfers from the SOE's 100 99 722 80 86 81 108 112 123 .9
- Other Non-Tax revenue 0.8 09 1.2 20 20 14 25 22 22 23
.. Graots o T T T___ T___—__b4 08 07 08 06
Expenditure-Total 200 179 182 212 197 142 198 258 243 231
- Current expenditure 137 137 139 154 147 114 140 188 1746 173
_-Capitalexpenditure 63 42 44 58 S1 28 58 70 66 57
Budget balances : :
- Primary Balance 62 46 -70 74 351 07 08 33 401 0.8
- Interest due 0.2 0.1 62 29 30 30 29 27 286 1.9
- Balance: Accrual basis 63 47 -711 10 80 37 37 80 25 -11
- Interest paid - - - 02 07 08 09 13 17 13
- Inferest Arrears 0.2 0.1 02 2.7 2.2 22 2.0 14 09 03
- Balance: Cash basijs 62 46 -0 15 58 15 -17 46 -16 05
Source  'World Bank (1995, 1996), Table 5.1.
% 7 Structure of revenue: in proportions to total revenue (%)
Year 1686 1987 1988 1989 19%0 1991 1992 1993 1994
(a) Transfers from the SOE’s 714 75.2 63.8 57.6 588 59.8 56.7 49.9 413
(b} Other Nopn-Tax revenue 6.0 71 103 143 13.6 104 13.2 9.8 9.5
(c) Granis — - - - - 2.6 4.0 33 2.5
{d)Jmport and Exporttax 7y 45 75 %3 118 _ 106 104 208 2717
Aggregates
{c) at+h 774 823 4.1 7.8 724 702 £§9.9 598 50.7
{f) a+btc 774 823 74.1 1.8 724 N8 3.9 63.1 53.2
(g} a+btcd 84.5 86.8 81.6 81.1 843 834 84.4 83.9 80,9

Source  World Bank (1995, 1996), Table 5.1 and Table 5.2A.
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% 8 Taxto GDP ratios (%)

Year 1950 1991 1992 1993 1594 1995

State sector 26.6 24.3 29.8 28.6 30.6 233
Non-state Sector 34 i3 4.7 57 5.2 6.2
Agriculture 1.8 23 34 33 23 2.4

Note Tax paid by each of the above sector is divided by its respective value added.
Source World Bank {1996), Table 2.1A and Table 5.2A.

+ 9 Central and local fiscal relations (billion dong)

198% 19%0 1991 1952 1993 1994 1995 19935

{Plan)

Localities

Total revenue {a) 2836 4146 4116 7189 10169 13110 15934 13450

Transfer 1o center ) 1066 - 194 955 447 1350 729 0

Receipt from center {c) 244 - 1023 2170 3619 2900 2500 4255

Net revenue (d) 204 3435 4945 8404 13341 14620 17705 17705

Expenditure {c) 2014 3435 4945 8404 13341 14620 17705 7705
Center

Total revenue {2) 1063 2226 6237 13834 20331 29150 36836 39924

Receipt from the tocalities (h) 1066 - 194 955 447 1390 729 ]

Transfer to the localities (1) 244 - 1023 2170 3619 2%00 2500 4255

Net Revenue ® 1885 - 5408 12619 17159 27640 35065 35669

Expenditure 3] 4091 5850 7136 15306 23669 30035 38265 38265
Total (National budget)

Revenue ()] 3899 6372 10353 21023 30500 42260 52770 53374

Expenditure (m) 6105 9285 12081 23710 37010 44655 55970 35970
Indexes
Local to central {n} 1.06 0.9 0.66 0.77 052 0.50 0.49
Netreveove: (d¥G) o _.
Local to central {©) 0.49 0.58 0.69 0.54 0.56 G.48 0.46 0.46
Expenditwe: @AY .
1ocal revenue to (1)) 1.40 1.20 0.83 0.85 0.76 0.89 0.89 0.75

Expenditure: (a)/(e}

Note The rows (b) and (h), and {¢) and {1} are same.
Source Calculated by the author, using the data provided by the World Bank (92) for 1989 and The Ministry of Finance,
Viet Nam, for the rest of years.
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% 10 Gini coefficient over provinces:

{a) The aggregate level

GDP ]| Revenve i Expenditure

y Tetal | Toetal Current Capital  Education  Health
1950 l).4.42!r O.65’Ii 0.324 0.344 0.301 0.320 0.405
1991 0.446| 0.656; 0.352 0.367 0.357 0.350 0.425
1992 0.454, 9.701 I 0.347 0.359 0384 0.320 0.409
1593 0.458) 0.699 0.367 0.381 0.378 0.310 0.396
1994 0.470, 0.720y 0.336 0.356 0.330 0325 0403
1995 | 0.’?29| 0317 0325 0.378 . 0.322 0.348
1996 r 0.726; 0.310 0313 0.384 0.321 0.359
(b) The per-capita levet

GDP | Revenuc i Expenditure .

i Total 1 Total Current Capital  Education  Health
1990 0.267i 0.4881 0.277 0.280 0311 0.236 0297
1991 0.285, 0.485) 0.277 0.266 0357 0.252 0.280
1992 O_.307i 0.538; 0.250 0.238 0346 0.204 0.255
1933 0'.315I 0.549I 0.244 0.222 0.360 0.178 0.196
1954 0.324{ 0.565I 0.218 0.200 0327 0.146 0.185
1995 4 0.654, 0.208 0.194 0.328 0.144 0.160
1956 ] 0.638, 0.224 0.198 0.366 0.163 0.188
Source  Calculated by the author.
#F 11 (@) Shares of GDP by region (%)
Region 1990 1991 1992 1993 1994
North Upland 11.9 11.7 11.7 11.6 it5
Red River Delta 19.1 18.6 18.9 19.3 19.0
North Central 9.2 g8 8.5 8.6 85
Central Coast 84 34 3.1 7.9 1.8
Central Highland 3.2 i3 3.1 30 3.0
South East 244 254 26.1 26.8 28.5
Mekoog River Della 23.8 239 23.6 22.8 218
{b) Growth rates of GDP by region (%)
Region 1591 1692 1993 1994
North Upland 4.3 85 6.8 7.8
Red River Delia 29 10.7 103 7.0
North Ceatral 1.6 4.6 98 72
Central Coasl 6.1 a8 47 8.9
Central Highland 6.5 3.8 4.7 8.9
South East 10.3 11.8 11.0 15.5
Mekong River Delia 64 7.3 4.4 4.1
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% 12 Expenditure to revenue ratio by region (%}

Regions 1990 1991 1992 1993 1994 1945 1996
1. North Upland 190.2 162.3 1294 126.9 110.9 1153 100
2. Red River Delta 58.3 50.3 34.1 381 32.7 KIH | YA
3. North Central 146.5 127.2 132.1 137.0 144.4 1209 113.5
4, Central Coast 121.7 99.1 837 63.6 76.2 699 67.5
5. Ceniral Highlands 136.7 140.9 158.2 153.7 147.6 126.2 105.3
6. South East 317 328 315 351 25.1 15.6 14.4
7. Mekong River Delia 74.1 81.8 87.7 80.5 79.2 79.9 824
Source Japan International Cooperation Agency (1997)

% 13 GDP ratios of expenditures, revenue and investments by region

(a) Total expenditure (%)

Regions 1950 1991 1692 1993 1994 1993 1996

1. North Upland 113 10.4 1.7 £3.5 13.5

2. Red River Delta 7.8 7.2 7.8 10.0 9.2

3. North Central 8.6 6.9 87 114 12.6

4. Central Coast 13.6 10.6 11.1 12.7 130

5. Central Highlands 10.6 9.6 104 13.0 15.5

6. South East 55 5.1 6.7 88 74

7. Mekong River Delta 7.1 5.9 6.1 2.2 74

{b) Total revenue {%)

Regions 1950 1991 1992 1993 1994 1993 1996

1. North Upland 6.2 6.7 9.6 11.2 12.7

2. Red River Delta 13.4 14.4 229 26.2 282

3. North Central 53 4.9 6.6 83 8.7

4. Central Coast 10.6 10.7 13.3 18.5 17.¢

S. Central Highlands 78 6.8 6.6 84 10.5

6. South East 174 154 21.2 25.0 29.5

7. Mekong River Delta 9.5 7.3 6.9 8.9 9.4

(c) Capital expenditure {Provincial budget) (%)

Regions 1990 1991 1992 1993 1994 1995 1996

1. North Upland 21 273 2.6 2.8 27

2. Red River Delta 1.9 14 1.5 1.9 1.5

3. North Central 1.9 1.1 1.9 1.7 1.8

4. Central Coast 238 24 2.1 24 2.7

S. Central Highlands 2.7 21 1.9 2.6 2.7

6. South East 10 1.0 1.3 1.8 1.3

7. Mekong River Delta 1.6 1.2 1.3 1.5 id
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(d) Total state investment: the aggregate of central and local investment (%)

88

Regions 1950 1591 1992 1693 1994 1595 1996
1. North Upland 4.8 5.5 6.3

2. Red River Delta 54 5.0 4.1

3. North Ceatral 6.5 5.1 4.9

4, Ceniral Coast 53 4.4 4.1

5. Central Highlands 4.7 4.9 5.7

6. South East 2.0 2.1 2.4

7. Mekong River Della 2.5 2.2 2.3

(e) Expenditure in education (%}

Regions 1950 1991 1992 1993 1994 1995 1996
1. North Upland 20 1.8 2.2 30 33

2. Red River Deita 13 1.2 1.3 1.7 2.0

3. North Ceatral 17 1.6 1.8 2.4 3.1

4. Central Coast 2.5 1.8 20 2.5 2.6

5. Central Higblands 2.1 1.9 20 24 3.2

6. South East 09 07 0.8 1.0 1.2

7. Mekong River Delta 1.4 1.1 1.1 1.5 1.8

(f) Expenditure in health (%)

Regions 1990 1991 1992 1993 1994 1995 1996
1. Norih Upland 0.8 0.6 0.8 09 0.9

2. Red River Delta 05 0.5 0.5 0.7 0.7

3. North Central 03 0.5 0.6 0.9 1.0

4. Central Coast il 0.3 11 1.0 1.1

5. Central Highlands 0.9 0.9 0.7 0.9 0.8

6. South East 0.7 0.6 0.7 0.7 0.7

7. Mekong River Delta 0.6 0.5 0.5 0.6 0.6

Note The total state investment in (d) is available only up tothe year 1992,
Sources  General Statistical Office (1994, 1996), Jzpan International Cooperation Agency (1996).



% 14 Regression results on provincial allocation of capital investment
{a) Dependent variable: Provincial capital expenditure to GDP

19%0 1991 1692 1993 1994
Explanatory Variables
Intercepl 0.634** 0.028** 0.031** 0.035** 0.038**
Region2 -0.013* -0.013* -0.018¢ -0018 -0.022
Region6&7 0.0184* (.016** -0.0174* 0.016* -0.020*
Adjusted R-Square 0.218 0.197 0.185 0.074 0.093

(b} Dependent variable: Provincial total (central and local) state investment to GDP

1990 1991 1992
Explanatory variables
Totercept 0.063%* 0.059** 0.069**
Region2 -0.013 0015 -0.020
Region6&7 -0.031** -0.032%* -0.035**
Adjusted R-Square 0.108 0.183 0.115
Notes

1) The variables with ** and * are significant at 150 and § % respectively.
2) Region 2:The dummy variable for the region 2.
Region 6&7: The dummy variable for the regions 6 and 7.

3) Regressions have been run over provinces for each year, and the provincial tota] state investmenlts are available up to
1992.
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