Corridor-21 Development Project

7.2 Project Financing Scheme

Diversification of sources is indispensable in mobilizing financial resources, which will lead to
the sustainable development in financial terms. To this end, there are two conceivable directions

or policies.

One is to shift the weight from foreign financial resources to domestic ones, thus mitigating latent
effects gencrated by fluctuations in international business economy. In this regard, the

development policy founded mostly on foreign direct investment (FDI) must be rectified,

The other is to broaden and deepen the “financial resources recycling system,” which is expected
to conntervail business cycles of the domestic ecohomy. Earnest efforts to this direction have
been made in the last few years. It has been established that the financial resources recy'cling
system is as important as the production of goods and services although the former tends to be
thought marginal. For the purpose of achieving stable and sound development of the economy,

both are indispensable.

The'f_inahcia]-rcseurces recycling system comprises the following two parts in terms of
generalized category. The first is the public investment, including tax and other public revenues.

The second is related to financing and capitalization.
7.2.1 Budget Revenues

In Vietnam, budgetary information has not been made public yet. In the near future, a new decree
will be unveﬂed, permitting broad outlines of the State Budget to be published upon the request of
foreign donors. According to IBRD (International Bank for Reconstruction and Development),
the revenue reached VND 53,370 billion, accounting for 23.9 % of GDP (Gross Domestic
Product) in 1995. The share has been on the upward trend.

1 . Tax Revenues

Al present, the country has more complicated tax systems than in the past. It has more than

ten kinds of taxes. However, the financial resources available through taxes under the

present system are not a.dequate to cope'with the expanding demand for public expenditures
" coinprising, investments and current expenditﬁreé. It is important to note that in spite of

contiﬁuing rcfofms, tax re\_feliues are dependent on three resources, i.e. stale-owned

enterprises, external trade, and joint ventures, which recorded over 70 % share in 1995 and
- 1996,
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Onc of the imporiant reform measures with the overlap of the turnover tax is the
implementation of a valuc-added tax (VAT). The VAT Law promulgated in May 1997 by
the National Assembly will be implemented beginning January 1, 1999, Besides VAT, two
other tax laws have been compiled and promulgated, i.e. corporate tax and individual tax.
Corporate income tax will replace profit tax, and it will be levied only on companics and big

private businesses. Individual income tax will be levied even on small private businesses.

Taxes levied on inherited properties and fixed assets should be expanded further. The
country will go on track to a more consistent tax system based upon {ax bases as income,
asset, and commercial transactions in the future. Equally important is strengthening tax

collection system and enhancing trust in the tax system as a whole.
{2}  Other Public Revenues

As for other revenues, Vietnam recognizes that contribution is one of the major revenue
sources from civic entities and individuals both at home and overseas. Not only the central
government but also local governments can accept contribution from them. Especially
provinces have the right to encourage them to contribufe funds under the condition of prior
approval by the Prime Minister. Of course, these financial resources thus mobilized should

be invested in the social capital formation.
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(3)  Allocation of Public Revenues among Governments at Various Levels

There is another argument about how to make local governments at all levels properly
funded. There are two main financial resources for local governments, i.e. independent
resources and transfer of funds from the central government. At present, most local
governments are undertaking projects hsing Lhcif own funds. To create a better living
environment, local governments are expected to devise means of generating their own funds.
In this regard, “taxes on urban planning” is a prime candidate, and this will be worth serious

consideration by the government, particularly in relation to the Corridor 21 Development.
7.2.2 Financing and Capitalization

It is estimated that the domestic idle savings and annual remittances reach US$ 2 billion and
US$ 1 billion, respecii_éely. Until recently, patly due to poor condition of the _banking system, the
co_uhtry cannot afford to mobilize these precious resources. The clearest sign of this is that l_iqﬁid
bank deposits in 1995 were just 16 % of GDP, the same level as in 1991. However, the c'ou'nt'ry
has begun to go on a new track in financing and capitalization, M'any-of the pre-conditio_ns have
now been satistied as évidenced by the establishment of a public deposit system, new financial
instruments symbolized by the issuance of treasury bohds, and markets such as foreign exchange

and security markets. In this connection, various efforts seen are detailed in the following.
(1)  Diversification of Forms of Credit Institutions

First of all, it is noteworthy that Vietnam has diversified credit organizations. More so now
with several leasing companies. The government issied Decision 64/CP in October 1995 on
temporary regulations for the formétioﬁ and operation of finance leasing comparies.
Finance leasing supposedly provides an extra level of safety and convenience for all parties.
In the country, institutions dealing.with collateral are not well established, therefore, leasing '

is very effective in mobilizing financial resources.

Secondly, the state looks into insurance industry for investment funds. The purpose is to - -
mobilize idle capiial and savings through social_insura:nce. Most récenlly, the country has
witnessed the approval of the establishment of 100 % foreign—oWned insurance companies.
Furthermore, experimental establishment of one or two such companies will be approved. -.
‘This is in line with the po]iby of diversificétion of insurance compénies in order to attract

investment capital from a multitude of economic sectors.
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Lastly, a post office is to open savings accounts. Capital mobilization through the post office
network aims to tap unused money of depositors into use for the government’s investment
projects. There are people with small savings accounts or those living far from banking
facilitics that keep money at home. Post office services have the advantage of a network of
over 3,000 stations reaching even remote arcas throughout the country. Depositors can
withdraw money at any post stations nation-wide, which operates 19 hours per day. Service,
limited to individuals instead of businesses, will shortly begin operations. Mobilized money

will be iransferred to the central government for domestic investment,
(2) Restructuring Credit Institutions

The banking sector has long been characterized by weak management practices and poor
legal framework. Restructuring of state-owned commercial banks and joint stock banks is
pursued. There are t00 many banks for the size of the economy. Al present, there are 85
banks, six of which are state-owned, 51 joint-stock commercial banks, 4 joint ventures, and

24 operated overseas.

The couniry needs to undertake massive overhaul of its financial institutions, which should
include reducing the number of banks. The reform is aimod at ensuring a healthy and
sustainable development of the credit society and its contribution to the task of economic
transformatlon The country’s credit institution is expected to have 1ntermedlary functions

and long—term credit functions.
3) _ Special-phrpoée Financial Organizations

Before 1988 the banking system consisted of the State Bank of Vietnam (which was both the
Central Bank and a main commercial bank), the Bank for Foreign Trade (BFT) and the

Construction and Investment Bank, which implomented the government’s capital budget.

With the reorganization of July 1988 the State Bank’s central baoking functions were
strengthened and its commercial bankmg role was assngned to two ncwly created banks, the
_Vlotnam Agrlcultural bank and the Vietnam Industrial and Commercial Bank, catering as

thelr namcb suggest, to the agricultural and industrial-commercial sectors respectively.

Other than the banks, the country has now the foliowmg kinds of special-purpose credit
institutions, informal or formal alike; Informal and Formal Clrcles Rural Bankmg
. II]StltlltiOIlS, Poverty Allev1atlon Programs Mass Organizations, and Multilateral &
' _Internduonal Non- Govcmmental Orgamzatmn The country has as yet no credit institution

in housmg development and supply. A new fmancmg organization geared solely to
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development of the housing sector is to be established due to its enormous contribution to the

national economy.
(4) Financial Instruments

‘There are more financial instruments available to individuals. In the country, transaction
based on cash payment is the most popular. In terms of the process of capital creation, if the
'economy s to take off, marked changes must be made &.tartlng with banking,. Cash cannot be
used for a large percentage of transaction, as it is at present. Conditions should be created for
all businesses to replace as much cash as possible with “quam money” such as trade, state
and treasury bonds. It is important to create many kinds of credit instruments that can be

converted and exchanged among individuals and companies,
(5)  Bond Sales Distribution

The Treasury is now selling relzﬁl bonds to individuais It has a na.tionwide network of
brdnches se]lmg bonds directly to the population for as little as VND 100,000 or about
US$ 9.

The sales effort is part of the government’s bid to mobilize dormant domesic funds which
are now being touted as a possible source of finance for major national pro;ects such as the
Corridor 21 Development. It is estimated that the amount withheld by the people outside the
banking system amounts to US$ 2 billion at least. '

The Ho Chi Minh City (HCMC) Investment and Urban Hohsiﬁg Fund is.planning to issue
niunicipal bonds of dollar-denomination at an international market in order to raise over
US$ 8 million to upgrade the city’s highway and water supply system, which requlres

" approval of the c1ty s People’s Committee. The proposed Corridor-21 Devclopment
Authority (C-21DA) can do the same thing i in the future.

(6 Market Establishment

- The country has been in the process of estabhshmg a direct fmancmg and capltahzahon
framework, namely, SCCUI‘HIBS exchange markets. The market connects busmcss entities
(such as ‘manufacturers trying to expand their f’lctory and equxpment) with 1nvest0rs that

have fmancxal resources, and are looking for promising low nsk pro;ects W1th high returns.

The Decree 48/CP on securities and the securities éxcﬁh_angé markets issued on J uly 1998 will

pave the way for establishment of security exchange centers in the country, As state-owned
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enterprises will be encouraged to equitize part of their holdings, the new bourse will help

facilitate government’s efforts toward this end.

As the exchange market becomes more and more accepted within the whole financial
resources recycling system, the market will contribute to generating more capital for

business entities.

With more companies in dire need of funds, the commodities traded on the exchange market
will become diversified. They will include not only shares of equitized state-owned
entérprises but also bonds, bills of different years' n maturity'issued by the central
government, provinciai authorities, commercial banks and state corporations, and

investment certificates.
{(7) Collateral

The market economy erivironment under which collateral is assumed to play a role in

commerciaf transaction is undergoing a gradual change.

The country has four types of collateral to secure loans available to the formal and non-
formal financial systems. These are real estate mortgages (houses, buildings, ships, and
fixtures ‘on land), mortgages of land use right, chattel mortgages (pledges) on personal

property, cash collateral and third party guarantees.

Collateral plays.a. critically important role in securing interest among parties engaged in
business activities by way of reducing uncertainty attached to commercial transaction, and
contributes to activating it more. Asa result, the country will have more advanced market
economy. 'However, at present, the country has a couple of problems regarding the

collateral.

Firstly, the transparent and prompt system of enforcement and realization of the collateral is

not provided,

Secondly, a more basic problem is that the registration system is not well established,
especially its operation is not properly working because of under-capacity and lack of

- awareness of the importance of registration.

Thi_r'dly, with regard to land use rights under the New Land Law of 1993, constraints on the
transfer of land use rights make liquidation of mortgage very difficult, which has been a big

obstacle o the development of a more viable transaction of land use rights. For banks cager
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to expand business in the country, current laws governing land use rights pose serious
problems. More cohesive legal framework is 1o be established.

(8) Wholesale Market

In order to maintain the present high economic growth rate in the coming years, the country

must create and develop a tinancial, monetary and credit infrastructure to attract investment,

While retail market for individuals is now well developed, the Government still has a long
way to 'gb in its efforts to promote a wholesale market for government bonds. The country
has concentrated heavily on developihg the retail market and ndt the whb]esale market.
Treaeufy bill auctions only began in 1995, with the irregular auctions of 12 month-bills. In
1996, only 2 % of the total debt stock of US$ 759 million came from the Trcaqury bill

auctions.

The development of a market-oriented economy with a high growth rate requires the creation
and accumulation of capital. It meaos the necessity of promoting a network of intermediary
financial-monetary mechanisms outside the limited sphere of commercial banks. At present,

there are no intermediary financial entities in the ¢ountry.

The most urgent need in the immediate future is for estabhshmg and expandmg intermediary
financial institutions outside the sphere of activity of commerc1al banks including such
mechanism as regional capital markets. At that point; the amount of credit available in many
fields, for examiple financial grants for infrastructure construction, will no doubt increase by
billions. It is worth pointing out that the gu.arantees' for official and pﬁvaté financial asset
accumulation should be freely and openly assigned through the mechanism of capital

markets at various localities and in different trades.

The establishment of secondary markets is also a pressing demand. However, only with
serious atlention to controlling risks in these markets will it be possible to conduct efficient
assistance services related to capital creation. Such a situation will place capltal creation

within the context of strict ad]ustment prov1510ns
(9)  Syndicated Foreign-Curféncy Loan
The foreign currency loans effected to date are:
(a) City Bank for US$ 30 million for the sta'te.coal prc')'duc.er .Vinacoal,

(b) ANZ Bank (US$ 15 million for expansion by Vietnam Airlines), '
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(c) ABN-AMRO (US$ 30 million for Vietnam National Post to fund a contribution to a

major underwater cable project), and
(d) Bank of America (US$ 30 million for the Maritime Commercial Bank).

A few outstanding technical matters still need to be resolved before the loan is approved
because of overlapping and contradictory regulations related to the escrow account and
guarantee. But the emergence of syndicated foreign currency loans [rom foreign banks

could also hold some lessons for the banking systent.

The State Bank is currently drafting new regulations that would allow private commercial
banks to engage in syndication. But the underdeveloped nature of the banking system means
that domestic loan syndi.cation will be some way off. There are two key ingredients for a
successful syndication, i.e. transparcncy of the system and trust. Both are in short at the

moment.
(10) Market Establishment and International Financing

Public as well as private credit institutions should be expanded outside of the form of
commercial banks and into a range of capital market for each economic sector, so that bne
day they can be part of the national stock markets. Planning for this step should include
heavy industry, ligh:l industry, chemical and plastic industriés, small and medium industries
‘and various localities é_t'nd majof financial centers, such as HCMC, Hanoi City and Da Nang
City. o | |

The process of capital creation through the building of credit infrastructure consists of many
ph.ases.' Banks (banking sector) will introduce new modes of capital mobilization such as
issuing government bonds and business bonds. State bonds have been issued many times on
the domestic markets, earning thousands of billions of VND. Although these revenues of
bond issue transfer into some tens of millions of dollars, it is still too small an amount to

finance the country’s industrialization and modernization.

The participatibn in world cépital organiz'a(iohs hinges on the international market’s
estimation of the (_:ountry"s credit-worthiness. A relatively good rating empowers a country
to issue bonds, especially medium- and long-term bonds, in order to obtain loans on the
_‘international capital market. For this undertaking, it is possible to make use of one of the
‘many professional stock companies. With its support, the country can enter the international

financial market and borrow billion dollars.
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Borrowing foreign capital should not be worrisome if those loans really help increase the
nation’s productive forces and promote efficiency. Access to such capilal sources is urgently
needed to help the country gradually enter into competition with the region and the world,

with a view to obtaining an increasingly large share in exports of goods, services, and credit.

It is not surprising to find that the process for industrialization followed the path described
above. Especially, the path is owing to the creation of capital through building and
developing their banking and financial infrastructure. At the same time, the nation’s banking,
finance and credit institutions must maintain their credibility in the eyes of investors and

arganizations around the world.
7.2.3 Immediate Measures to Mobilize Domestic Financial resources

In the short-term, the government should look into the foliowmg financial resources as revenues
through selling properties (e.g. v1llas) held by the State, equitization of state-owned enterprises

(SOEs), and disposal of the land on which Vietnam National University (YNU) is presently
located,

(1)  Sales of Properties

The Government issued Decree 61/CP governmg purchasmg and tradmg houses under State
management, The move is part of the government plan to privatize public housing in urban
areas. The process will ‘create favorable COﬂdlth!‘lS for people to use the villa effectively.
And profits from the sale will be used to finance new ‘residential quarters and infrastructure
projects. Also, the vacated land resulted from the VNU relocation should be sold somehow,
and the revenues should compensate for the relocation cost. This will provide effective
incentives to those public and private entities that do not need to remain in Central Hanoi to

move to the Hoa Lac and Xuan Ma1 areas.
2) Equitization

The Central Government has promulgdted the-Decree 44/CP, which replaces Decree 28/CP

on the standards and regulations govemmg the process of transfemng SOES into share
holdmg enterprises,

The new decree stipulated that from now on, SOEs could sell shares lo foreign orgamzatlons
and individuals. This break- through legal regulation will pave the way for the foreign capital
to pour into the capital-thirsty economy as the country should be’ able to’attract not only

direct foreign investment but foreign portfolio investments as well.
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The reasons for the weakness and inefficiency of SOEs vary and include obsolete
technologics and the lack of both registercd and working capital, but topping the list is the

management system.

In order to step up the reform plan, on April 1998, the Central Government issued a
regulation stipulating that all existing SOEs must be divided into three groups: i) SOEs that
are 100 % state-owned, ii) SOEs that are either equitized, privatized or consolidated, and iii)

SOEs that must be either bankrupt, leased or sold.
7.24 Long-term Measures to Mobilize Financial Resources

In the long-term, in order to strengthen the foundation of taxes, and financing and capitalization,
.the country has to establish a special framework. contributi'ng to mobilization of domestic
finan'cial resources. As to taxes, a'ss_et tax, and urban planning tax are the most expected financial
resources mostly available to the provincial authorities. As for the future residents of the Hoa Lac
and Xuan Mai areas, they should pay urban planning tax in return for the convenient and

comfortable urban facilities they can enjoy. This is a sort of a “beneficiary-pays principal.”

Facilitation of financing and capitalization should be directed to diversification of financial
instruments (bond, bill, and promissory note), strengthening of guarantee function, project

financing, corporate financing, and syndicate loaning.

7.3 Implementation Organization and Managément Structure

7.3.1 Charaéferistics of the Development

As mentioned béfore? the Development comprises the construction of infrastructure and facilities,
VNU relocation, HHTP development, housing development, industrial .devciopment in Phu Cat,
Urban Cehter deQelopmenl, and so on. .Each component tends to be developed at its own pace
without paying due attention to the other components. In order to achieve an integrated and
united urban deﬁéiopment, effecti;ae and efficient coordination and nianagément are of the prime

importance. - To this end, the following are key factors worth consideration.
() Coordination

Firstly, as each component has its particular feature, lack of coordination will spell
dislocation of this.entire Development. The coordination ambng components is of great

importalice. Taking into account the fact that each component is implemented under the
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sponsorship of relevant ministries, university, and other organizations, coordination at the
first stage must be made at the sponsors’ level. Even if coordination is made well at the first
stage, il is almost difficult to thoroughly preclude troublesome matters that could hinder

smooth imptementation of the Development,

Secondly, while part of the Development is completed during the implernentation stage, new
components as well as new businesses will emerge continuously. They include commercial
transactions, sales of property, provision of services, finance, promotion, and so on.
Appropriate pace of construction of various facilities has to be well coOrdin_ated and
programmed. Otherwise, the overall cash flow balance will be moved into deficit, which
might lead to a critical halt of the Development, thus resulting in waste of immense amount

of precious financial resources. -

In-order for newly value-added properties, mcludmg developed land constructed -
1nfrastructures and buildings, to have their values mamtamed or enhanced over the future,

appropriate maintenance and operahon are also 1nd|sp_ensable.

Thus, cOordination among constraction, commercial transaction, as well as maintenance and

operation should be one of the most crmcal elements to ensure the success of the whole

Development

Finally, what is more important is that the Developinent does demand not only edordinatlon_
in itself but also enhancement of management as well. The minimum requirement is tlrat
each component should be well managed to work in ‘harmony with others. For the purpose of
realizing this condition, serious considerations should be given to how effective and efficient
functional relations among physical components as well as relations hetween physical
components and people’s/business entmes activities should be established.  This will
contribute to enhancing better lrvmg environment and to creatmg hlghly producuve urban

space as well.

The management structure to be eStablished has to cope with these tasks to cnsure the
success of the Development It is possible that some rectification should be put on the
traditional strategy such as the industrial zone (IZ) export processing zone (EPZ), and -
high-tech incentives. In this context, it is proposed that a more comprehensrve “Qpecral
Economic Zone (SEZ)” conceplt be applred to the Development.
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(2) Management Infrastructure and Investors’ Attitudes

It is also noted that management infrastructure will affect investors’ attitudes to the
Development. In this case, investors include Vietnamese people who are taxed or fee-
charged at home, overseas Vietnamese people, and foreign investors. The Development will
extend over a long period of time and necessitate an enormous amount of money, and money

requirement for supporting the Development may exceed the governmental revenues.

Vietnamese people have to fully understand the Development with confidence in giving
approval for its implementation. Overseas Vietnamese and foreign investors need to be
‘recruited in an effort to raise enough money for the Development. In this context, their
attitudes will be influenced by credibility of the country in general and the Development in

particular.

What js vital to those who invest in the Development is whether it is viable enough to
generate rgasonéble refurns on investment. To the end, whether or not the management
infrastructure is built up effectively and efficiently, is critical in affecting the favor of
prospective investors. Incffective and inefficient infrastructure fails to attract many
investors both at home and abroad. Thus, the management for the Development should be

structured in a way that is aitractive and confident to lure more investment.
7.3.2 Basic Approach to Management Structure

~ As mentioned above, thé Development is the one that the country has not experienced yet. [t can
" be said that it is indeed a pioneer for this country. It is imperative that some old organizational '
structure shd'uld be superseded with the new one so crealed as to implement the whole

Development effeétively and efficiently.

The management structure will be built up on two layers; a unit within the central government
organization and another unit solely oriented to implementation, by which the Development will

be directed to the successful completion.
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Figure 7.3.1 Project Organization

Because each compohem is implerﬁented under different sponsorship of the competent ministries,
university, and other organizations in terms of planning and budgeting, coordihation_ among
ministries concerned and other organizations involved, such as the VNU and Ha Tay Province, is
of the prime necessity. The unit within the central .govemmcnt organization is directed to this
coordination. A strong power should be attached to this unit. In thé course of the impiémemation;
such coordiﬁation machinery can cover troublesome matters that may risk failure of the
Development. It is conceived that the unit within the Central Government organization will take
the form of the “National Steering Committee (NSC).”

Another unit should be mostly engaged in implementation in terms of infrastructure construction,
maintenance and operation, commercial transactions, sales of property, provision of services,
finance, promotion, and so on. The unit is required to get through the following coordination

tasks.

Firstly, in the process, appropriate pace of construction of various facilities has to be coordinated
with sales of properties, provision of services, finance, and so on. This is essential to ensure the

financial sustainability of the Development. Given the failure of such coordination, the project
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cash flow balance will go into deficit, which may possibly lead to a critical halt of the

Developiment.

Secondly, another important task is to implement the Development with the condition tial each
component works in harmony with others. As already discussed, serious considerations should
be given to how effective and efficient functional relations among physical components as well as
relations between physical components and people’s/business entities’ activities should be
established.

In the light of these requirements, the unit, for being well structured, is oriented towards two
different directions. One is to establish it on a ministerial scale cither as a new independent
governmenial organization or an ad hoc unit, attached to the existing ministry. It will be in charge
of coordination among various independent components planned and implemented by different
ministries, upiversities, and so on. It will also have its own budget and staff. The other is to
establish it outside the Government organization, fully empowering and authoriziﬁg it as far as

the implementation of the Development is concerned.

The Administration has long striven for making itself smaller and more effective (streamlining
the administrative body, equitizing statc-owned enterprises, and s0 on), and hence, the former is
inconsistent with this policy, while the latter has more'private overtones than the former. Thus,
the latter direction seems to be in accordance with an effort that the Administration has made to

streamline by itself.

In the latter case, policy making and inter-ministerial coordination will be handled by the
Governmental organization (such as NSC), and decision making for actual implerﬁentation will

be carried out by a newly set-up organization outside the present government structure.

This new organization, which can be referred to as the “Corndor—Zl Development Authorlty
(C-21DA),” should be a public entity but could have a half-public, half-private personality. It
will combine governmental authority with market strategy as effectively as possible. In the long
run C-21DA w111 be reorgamzed as a quas: pubhc entity, involving the private sector in its
opcratlons ’Ihe Government will own some stocks of C- 21DA and will exert its control over
C-21DA only through its stocks.

7.3.3 Traditional Strategic Scheme
The country has the basic dual-tier scheme consast;ng of the provincial Management Board (MB)

and Infrastructure Development Company (IDC) which is stipulated by the Decree 36/CP on the
Regulauon on IZs, EPZs and High-Tech Perks (HTPs).
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The Decree has also some stipulations about the State management and provincial People‘s
Committee in terms of function, task, and power. In the case of a project on large scale, the State
management is strengthened by setting up the Steering Board recognized in projects such as Dung
Quat Oil Refinery Project, Hoa Lac High-Tech Park, and HCMC High-Tech Park (with the latter

two being in formulation stage).

The traditional scheme is not expected to cope with the DcveloPmem. It is envisaged that a
number of new problems will come out, including overlapping functions and tasks/powers,
complicated decision making process, lack of coordination in budgeting, unbalanced relationship
between powcr and responsibility, rigidiiy of personnel appointment system, and so on. The

traditional system may not be appropriate to overcome these anticipated probléms.
(1) Comparison of Functions among Related Organizations

)] _State Management:
(a) Elaborate Strategies, planning, plans and policy,
(b) Issue legal documents, | _
() Provide guidance on formation, bﬁilding, development and management,
(d) Grant, adjust; and withdraw licenses, - |
(e) Decide the organizational aﬁparaius, personnel training, and fostéring, and
(f) Supervise, inspect, rﬁonitor, and dcal with newly arising issues.
2) Provincial People‘s Committee: |
(a) Perform the fu'ncti.on of the Stat_e management over IZs.and.provincial Méﬁagemént
Boards, ' '

{b) Take part in the claboratton of the overall planmng, dll’BCt the drawmg up of the
plan t6 set up an 1Z, and work out the detailed zoning of 1Zs,

(c) Monitor and supervisé the 1mplementanon of plans,

(d) Assume the main responSIblhty for the ‘site clearance plan and organizing
1mplementat10n resettle the inhabitants in the area to be cleared aIlocate land
insice and land outside the 1Zs for the buﬁdmg of the infrastructure works in service

for the development of [Zs,
(e¢) Grant licenses for the establishment of Vletnamese enterpnses

(f) Propose to grant, adjust and withdraw llcenses propose to authorlze the provmmal

MB of the IZ to consider and approve the 1mp0rl and export plans of 1Z enterprl_ses,
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() Approve regulation on the management,

(h) Recommend the personnel cligible to head the provincial Board of Management,

decide the posts of deputy heads and members and assisting apparatus of the Board,

(i) Assume the main responsibility for organizing the evaluation of the technical
designs of group A projects (foreign investment), group B and group C projects

(domestic projects), and
(i} Supply documents, materials, and information to the provincial Management
Board.

Provincial Management Board of the 1Zs:

(a) Work out the regulation on the management,

(b) Organize the elaboration of the detailed planiing and manage the implementation,
‘take part in the development of the related infrastructure works outside the 1Z, and

dwelling quarters for employees,

(c) Urge and supervise the building of the related infrastructure works inside and
outside an IZ, ensuring that they are built and put into operation in accordance with

the approved planning and schedule,
(d) Support the mobilization of investment,
(e) Receive applications for investment, organize the evaluation, and grant licenses,

(f) Supervise and inspect the execution of investment licenses, contracts for processing
of products, contracts for prbvision of services, business contracts, and settle

economic disputes,
(2) Coordinate with the agencies performing the state management,
(h) Manage service activitics,

(i) Seck agreement with the IZs infrastructure development companies in setting the

price rate for sub-lease land and service charges,

(i) Grant, adjust, and withdraw certificates, as well as grant, adjust and withdraw

~licenses,

(k) Attend meetmgs of the government agencles and provincial People s Committee to

discuss the formation, building, development and management, and

(l) Send reports on the situation of formation, building, development and management
of 1Zs to the provincial: People ] Commlttee the Vietnam MB of 1Zs, and other

" concerned government agencies.
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4)  Infrastructure Development Company (IDC):

{a) Mobilize investment in the IZ on the basis of the detailed development planning,
(b) Sub-lease to the enterprises the land together with infrastructure work,
(c) Lease or sell to 17 enterprises the workshops,

{d) Provide various services in conformity with the investment approving decision or

investment license, the business registration certificate, and company®s charter,

(e) Sel the sub-lease rate for the land with the infrastructure works built thereon, the

rate for lease or sale of workshops, and service chargcs after consulting the
provincial MB of IZs, o '

(f) Elaborate and submit the master plan on the development infrastructure works in
the 1Z, and propose the related infrastructure works which néed to be developed
outside the IZ so that the State management agencies can have foundation to

elaborate the development plan and assign responsibilities for'implémentation,
(2) Build infrastructure.,
(h) Render maintenance to the IZ infrastructure v\J.vorks,
'(i) Ensure the industrial hygiene and environmental and ecological protection, and

(j) Observe periodical and yearly reporting to the provincial Board of Management of
the 1Zs. '

734  Government Ovrganization (Naﬁonai Steéring Cum:mittee ~ NSC)
(1) Functions and Power

‘The governmental organization has minimum but important administrative functions in

implementing the Development.
I Formulation of the Basic Plan:

The governmental orgaﬁization is to formulate the basic plan which covers' various
components such as fixing new infrastructure and facilities, relocation of VNU to the new
site, constructing housing complexes, and developing HHTP and Phu Cat 1Z, by utilizing the

land in Hoa Lac in an innovative way.

This land utilization plan will put forward a design for future utilization of the site. The site,

which is to be covered by ihe land utilization plan is classified into several groups, e.g.
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agriculture (paddy fields, cassava fields, and others), forestry, fish pond/reservoir, industrial

area, commercial area, residential area, public area and green area,

Basic questions have to be addressed to the total extent of land, and the ways and timing
appropriate for land acquisition, to properly implement the Development. For example, the
State and Ha Tay Province will have to secure in advance the site where basic infrastructure

is to be constructed,

Land acquisition process often faces very difficult problems caused by the timing for
deciding on and announcing a new land utilization plan. That is because this kind of action
may lead to triggering off speculative expectations about the value of land use rights. Thus,
it cannot be too careful to judge the right mbment for this kind of act. It is recommended that

preventive measures should be prepared for the legal framework that will be mentioned later.
2) QOutline for Coordination of Détails in a Construction Plan:

A construction plan puts forth an outline of how to coordinate it in detail; for example, it
should specify which agencies or entities should be responsible for the construction of
various buildings and facilitics among competent ministries, local governments, universities
or the other organizations involved. The coordination among them will be required at any

stage of implementation of the plan.
3)  Budgetary Guideline:

The budgeta.ry guideline will be formulated before budget requests, and the final settlements
which are related to the Development, will be made, That is because the budget is to be

requested and settled only based upon this guideline.
4)  Incentives Provision and Licensing:

~The CO_ur_liry is full of regulative rules because more weight is put on stability and integration
‘of society at the start of the new development path. Regu.l_atory rules cover various fields.
Among them, incentive provision and licens.ing_are the most popuar and important. They
will often gen_era'te difficult conditions if pertinent rules and regulations are noi reasonably

secured.

With regards fo investment, the current funding allocation mechan_is'm has not worked well
to effect s'moolh_'disbu:sement._ The current system requires the State capital to go through
- the State Treasury and the Department of Investment and Development before disbursement,

and this has caused a great deal of delay'in funding flows. To ensure the timely progress of
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construction projects, the State Budget Department under the Ministry of Finance (MOFI)
has given priority to allocate the funds for key construction projects, But the money often
stuck at the State Treasury. It is stipulated that the State Treasury cannot release the funds il

Department of Investment and Development fails to meet the required demand.

Department of Investment and Development blames investors and local authorities’ inability
to submit full required funding application documents. This condition shows how

importantly coordination should ensure the smooth investinent proceeding,
5) Special Legistation

Directives should be issued to put a group of special legislation into p.ractice. And also, in
order for a successful development, the governrrie_nt needs to draw up new legislation. 1t
should deal with rights related to land use, land utilization plan, urban planning, transactions
in real estate, establishment of a new organization, introduction of special undertaking

account into the govemment_budgela'ry. system, and so forth,
(2) Some New Measures Infused into the National Bu'dget System

The Development should depend on the central government’s financing for a large portiori of
the investment cost, Because of a dearth in financial resources, it is an ultimate requirement
that they are put into use in a most effective and efficient way, that is to say, to maintain the

strict budgetary discipline.

To this end, the structural framework under which financial resources allocated to the
Development are to be identified at any time, past or present, by any related parties such as
thpayers and investors, has (o be established. Of certain, it also enables the country to have
measures (o attract more financial resources toward the future ‘which contributes to
strengthening the financial foundation of the Development. The successful reform of this
sort should make investors, especially foreign investors, trust-the country‘s finance to be in
“good shapc post a reduced risk rating for the counlry, and rccognme the enhanced

atlractiveness of the Development
1) Coordination

One of the perplexing matters is how to deal with other projects in planning or in.
implementation. ‘Some are related to the Development and others are not. It becomes

important to differentiate the related from the unrclated from the standpoint of keeping the
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strict budgetary discipline. If it is badly handied, overlapping of investment will come out,

thus resulting in a waste of precious financial resources,
2} Budget Appropriation:

There are alternative ways of appropriating budget for investment. The first is to appropriate
all budget to one competent ministry., The second is to appropriate the budget to ministers
concerned. The third is to set up a special undertaking account, which is called the “C-21
Special Undertaking Account.” In the light of the situation prevailing in the country, the

third is recommended.
3)  Reserve Budget:

At the start of every year a specified level of budget is reserved for the purpose of coping
with unexp'ected situations that could result in an ineffective or inefficient implementation of
the Development at the stages of planning and construction. This measure will result in a
high-score evaluation of managemént infrastructure and enhance credit worthiness, Which

ministry the budget should be appropriated, however, remains to be decided.
. 4)  Management of Budget

Effective and efficient management of budget- is dependent on how well management .system
is structured. If a special undertaking account is not set up, at the start of the budget outlay,
the whole picture abo.ut which ministry bﬁdgct. is appropriated to and the progress of budget
'eﬁpcn'diture'cannol be derived from the implementation of undertakings.related to parties

concemed, which are ministries or C-21DA.
5) Budget Appropriation, Qutlays, and Undertaking

Every country rebognizes the three different functions of appropriation, outlay, and
‘undertaking. However, a ministry does not necessarily have to handle all these functions. In
some cases, a budget appropriated to'a ministry at the start of a fiscal year is transferred o
another'mil.listry that takes care of its outlay.. .In other cases, the 'appr()priate budget is put

into expense through commissioning undertakings to different entities.
'6)  Incentives Provision, Licensing:

The country ha_s not-been unfettered from a:chain of incentive provision and licensing. Its
" contribution could not be denied under the present conditions. What is important is that

budgeting should work in harmony with incentive provision and licensing. Many countries,
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cither advanced or developing, have confronted situations wherein an ample budget could

not be spent because an undertaking did not clear licensing.
(3)  Organizational Structure

The National Steering Committee for the Development is to be established, which will be
headed by the Prime Minister. Relevant minislrie_s, local governments, Vietnam National
University, State Bank of Vietnam, Vielnam Industrial Zones Authority, the National
Council for Investment Projects Appraisal, and other reiated. organizations should participate

init.
7.3.5 The Corridor 21 Development Authority

The Corridor 21 Development Authority (C—ZiDA) covers the functions, powers, and tasks of the
provincial Management Board and Infrastructure bevelbpmeﬁl Compaﬁy (IDC) slipulat’ed by the
Decree pertaining to the traditional development formula. These lradmonal two bodies should be
merged into C-21DA.

This structure should enhance its financial capacity, which makes investors or creditors more
secure, and attract more investments, A complicated structure under the traditional development

formula would not enjoy such favorable circumstances.

C- 21DA will be in charge of coordmanon among varlous mdependem components planned and
budget allocated, under the authorization of the NSC. 1t should also have its own budget and staff.
Main tasks should be centered ori the implementation of the Development, and should be engaged
in infrastructure construction, maintenance and operation, commercial transactions sales of

property, provision of services, finance, promotion, and so on.

It may not be of the immediate future, but this new organization could have a mixture of half-
public and half-private character; it will combine governmental authority with market strategy as
effectively as possible. The government may own some stocks of this organization and exert its

control over the ncw crganization through its stocks.

The Central Government, Ha Tay Province and Harnoj City. should have étocks__because the
Dchlopmeut will have a profound effect on a national scale. Hanoi City will also .enjoy a
multitude of benefits derived from the Development, such as less concentration of sociceconomic

activities, thus contributing to generating more viable and better living environments in Hanoi.
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As mentioned betore, the Development cannot be properly handled within the traditional strategic
formula, Accordingly, Ha Tay Province does not have to nccessarily shoulder all burdens as
stipulated by Decree 36/CP of April 1997 on the regulation on industrial zones, export processing
zones, and high-tech zones. If the Development proceeds based upon the traditional formula,
IDC will be set up, 100 % contribution by Ha Tay Province in the form of land use rights. The

past experiences have witnessed 100 % contribution, although this is not required by the Decrce.

(1 Functions

(a) Formulation of implementing the project _

(b) Acquisition of land use rights and management of land
(c) Construction of facilities

(d) Management and operations

{e) Sales of propériy and provision of services

(f) Financing (Funding)

(g) Promotion

(h) Others

(2) = C-21DA outside the Present Governmental Structure; Singular Usnit or Plural
Units o

The De_velopment comprises four components in a broader context; infrastructure
constrﬁction, VNU relocation, HHTP development, housing complexes, and Phu Cat
industrial development. _Ih_dustries in Phu Cat will bé founded on the traditional artisanship
and skﬂls nhrlured for a long time, and basic materials industries such as cement, steel,
plastic processing, brick making, housing materials. In Phu Cat IZ, services provided to
households and business entities will grow. In this regard short-term effects such as.demand

and employment generation will be realized more remarkably here.

There are two allernatives. One is that only one authority will be engéged in all of the above,
the other is plural authorities should be established and each one should be in charge of cach
component. The former is more suited to the Developmém,_ taking into account particular

features attached to the Development; which has been already mentioned.
(3) Establishment of More Subsidiaries

As the Development makes a grad_ual progress; the C-21DA will set up more and more
subsidiaries. In addition to VNU, HHTP, and Phu Cat 1Z, C-21DA could possibly

participate in housing corporations, telecommunications company, mass transport company,
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water distribution company, and some commerce and business developments, either by

sharing equity or by establishing subsidiaries.
(490 Management Principles and Accounting and Auditing Systems

Cach entity has to exert cffort towards maintaining sound financial condition and attaining a
good performance record. Organizing management, drawing up and carrying out a
manégcment policy that constitute corporate infrastructure should be prepa'red solely in
conformity with the management principles. The country should have performance

evaluation on three bases; componcni project basis, business entity basis, and project basis.

In preparation, the couniry needs (o upgrade its accounting practice to intérnational standards.
In the case of the Development, a consolidated accounting and auditing system is required to
be implemented, under which inter-trade and inl_erk_ml su_bSidy are to be revealed to the public,
thereby presenting a total picture. Of course, the performance of non-profit bearing project

components, which C-21DA should be engaged in, will also be evaluated under the system.

" Those who have already participated or plan to participate in the C-21DA 'will be able to
assess its financial standing and results of business operations, based on which will enable
: parties.concemed to make risk evaluation with ease, thus making the Development more
attractive. But the country has also gncountéréd obstacles. Vietnam does not have
standardized accounting and auditing systems. Reports made by r'{lany auditing companies
“are subject to suspicion by creditors or investors. They usually cdm"plain that they cannot
access information about business operations, and do not rely on examination results by

various audifing companies because such companies are not independently operated.
(5) Relations between NSC and C-21DA
1)  Equity participation:

The Government will invest money in the C-21DA and it will have 100 % eﬁuity hcﬂding at
the inception of C-21DA. “Then, C-21DA will gradually come to fmancc 1tse}f and thus
Government’s share of subscription to the caplial will probably phase down However it
should remain to be seen whether or not this privatization process could be appllcablc and

beneficial for the Development,
2} Business operations:

Business operations' related to the Development are classified into the following three

groups:
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(a) Business operations which belong to the central or local governments;

(b) Business operations which the central or local governments entrust the C-21DA to

conduct.; and

{c) Business operations which are under the charge of the C-21DA.

The C-21DA has to finance itself in order to operate its own business. It will raise funds

through issuing bonds or stocks, credit taking and so on.

A basic framework for the business operation should be presented in the construction plan, as
this will dictate which of the above-mentioned three business operation categories and those
various facilities planned for the Development should fall into. NSC headed by the Prime
~ Minister will be responsible for working out those questions through coordination at every

stage of implementing the Development.

Foreigo investors have a high s't.a'ke in the question whether the C-21DA has corporate
infrastructure that will secure the implementation of the Development on a long-term basis.
Positive evaluation of corporate infrastructure will Sf_:rv'e the purpose of attracting an
increasing number of foreign investments. But negative evaluation will go the other way and
it would give the worsl-case scenario in which C-21DA would end up with default and the

Development itself would run aground.
3) Budget

It is hot‘too much to say that budget resources should be expanded, that public finance is kept

_in good shape and that strict bndgetary disciplines have to be held.
7.4  Legal and Instiiutional Adjustments

The Corridor 21 Development is planned to extend over a twenty-year period and will encounter
new socioeconomic conditions both proactive and counteractive to the implementation. In the
process of implementation, a new formula contributory to the Development should be built up

and épplied to the Dcvelbpmﬁm.

Certainly, the country has made a remarkably successful advancement in digesting the essence of
working mechanism of market economy and in infusing it into the traditional economic system.
At present, the country has been in the process of forming a firmer economic foundation on a new

paradigim. However, there is much to be developed. With new ingredients being injected into the
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tional structure, the Development will be implemented more effectively and in a firmer way.

The following arc the concrete measures to be developed and applicd to the Development.

7.4.1

Land Acquisition and Management

(1) Land Exchange System

At some stages deemed as appropriate in the process of the DeveIOprﬁent, the system of
“exchange of land” is applied to generating better living and productive environment. The
system is akin to the “kukaku-seiri” (land readjustment) of Japan. The system is aimed at
readjusting and agglomeratmg the land parcels owned in piecemeal by exchanging them in a
planned manner, thus realizing the desired land use. The system may be applied to improve
the existing communities that will be preserved in prinéiplc. Reference will be made in the

“Existing Viilage and Expansion Area” of this report..
(2)  Land Use Rights Trust System

Land trust is an arrangement wherein those who own land or hold land use rights entrust their
property with someone who is entitled to manage and operate the land and put the land for
economically effective use. When trustees manage to turn a proflt the profit will be divided

among those who have entrusted their properties.

Land trust will be set up through either lease contract or sales contract, and the land trust
instrument is issued accordingly. As long as land trust contract runs, trustees have the

disposal of property right and it will be returned at the termination of land trust contract.

'With the termination of the land trust contract, a trustee cannot manage or operate the land

any longer.

3 Preventive Measures against Speculative Commercial T'ransactions of Land Use
Rights

If speculative commercial fransactions of land use rights are not properfy regulated the

Development will face detrimental effects such as distorted allocatxon of economic resources,

increasing difficulty in recovering land use rights due to massive cash demand, and

generating increasing disparities between the haves and the have-nots.
(@)  Land Use Rights Registration

The couniry has the registration system of immovable and movable assets, stipulated by the

New Land Law and related decrees. The People’s Committees have 10 be engaged in the
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duty in cooperation with the Department of Land Administration of both local and central

levels. There are three problems related to the vegistration of land use rights.

Firstly, because of insufficiency of capacity in terms of manpower, experiences, and so on,
the system has not worked well. The registration rate of housing in Hanei is only about
30 %.

Secondly, even if the registration is made, only the direct party is permitted to look into the
register book, and the third party is not eligible, which makes it difficult to formulate the
property market.

Thirdly, in addition to. the above, the present system of land use rights and housing -
registration is not a unified one, which causes considerable inconvenience to concerned

parties.

The registration is expected to contribute greatly to making the transaction market of land
use rights more viable through disclosure of features of particular land use rights. With this
system being more reformed, the collaterai which is essentially important to credit creation
by private parties concerned is sure to be'given birth. Therefore, substantial improvement of
the registration system, including fee collection for the administration of the registration
system, should be realized through capacity enhancement and motivation, For this, a <;pecxal

undertakings account is desired to be set-up within the national budgelary system.

Housing Development Policy

‘The Hoa Lac and Xuan Mai areas urban development project is a creative state project in the new

era of Vietnam. The housing supply plan in this area is the one which is carried out with a role as

a leading/guiding model of residential environment development contributing to the development

of the national economy and people’s welfare. It is expected that it proposes a new housing

supply method and a construction method under the new policy and approach, which leads to the

_e#oluti_on‘ of thé_ urban development and the housing develapment by fulure Vietnam. The

~ following three issues are stated-as the important recommendations.

*  The model of planned community: The creation of truly new city with multi-functions

including the university, HHTP function and facilities of culture, art and science,

education as well as the mdustry
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*. The model of the housing supply: The establishment of the housing loan by the
wtilization of public funds, private funds, and by organizing housing supply

organizations

* The model of theIhOUSing production:”’i" he upgrading and reinforcement of the high

quality housing supply, which aims at the improvement of house construction technique

(1)  The Present Situation and the Housing Policy in HMA

Before introduction of the Doi Moi policy in 1986, the government supplicd houses under
the various housing policy and supply program. However the alt houses were state owned
houses by the government. Those houses were not responds to the various housmg demands
of citizens but those of the govemment staff The emzens could not have houses to meet the
various kinds of their demand even after the Doi Moi policy adopied. On the other hands,
supply of the house is rather apart from market economy, even though subsidized housing
system of the government was abolished and the Nauonal Housing Development

Corporatlon became a financial self-sufficicncy..

Normally, for the house constructmn capltal construction firms borrow 1t from conmercial
banks with 8% to 10% interest, so the housing supply to citizens are becoming very costly
and difficult. The housing supply by private construction firms is only about 5% of the total
suppiy On the other hand, se]f-purchasmg house accounls for 60% to 70% of the total
supply.

‘The housing supply is a responsibility of the government, particularly for thé citizens who
cannot afford to own houses. The number of houses constructed by local governments is
minimal so that the citizens could not own houses Asa resuil the housing market stands at

a marginal level in Vietnam,

The housing supply by self-order construction (construction rnadeby an owner—occupan't’s
direct request'_ to a house builder) is creating an urban issue caused by inadequate
_infrastructure under the demand and supply economy, the low ‘quality housing, and the
overcrowding construction. The floor area per person of house in Hanoi City was decreasmg
from6 l/person in 1954 1o 4 Ii/persons in 1994, Also, a lot of exxstmg houses in urban area

are in serious need of rebualdmg or repalrmg

The total floor area of the house in Hanoi City is about 70 ha, which h_ad been supplied from -
the year 1954 to 1994. The ratio of the floor area between private sector and public sector
was 70 % versus 30 % in that period, however, the ratio still remains the same at present.

The total floor area of house supplied in Hanoi City was 100 ha from 1991 to 1995, The total
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floor area supplied by public sector of the state owned enterprises (SOEs) was only 20 ha
from 1991 to 1994, corresponding to 5 ha in each year. There is a result of 100 ha/ycar of the
housing demand in Hanoi City estimated by the House and Land Department of Hanof in
1995.

The director of the Department that it is very important to expand and open the housing
market, to ensure free access to housing and estates by each economic sector. The important

issues are shown below:

* To create the market environment open to investors of both domestic and

international origin;
*  Tostreamline and simplify the procedures for land acquisition;

*  To reduce the property values by computing the land rental charge and land rental

~. right; and
*  Todevelop residential qharters for sale and to provide the pertinent information.

Development of housing market in Vietnam is very badly distorted under the ébsence of
housing policy with the result of immaturity of the housing market. The housing
develt)pment isa véry impor'tant policy issue from the viewpoint of the national ecbnomy
and welfare, e.g. housing development will bring about considerable rippling effects on the

rational and regional economies associated with employment opportunity.
(2)  The Present Sitnation and Issue of the Housing Supplier in HMA

The types of the organizations and construction firms that are supplying housing in the Hanoi

area are as follows:

*  The public housing organization in each corporation and authority (e.g. Housing

_ development corporation)
. Joint S[ock Co_mpany
. Priyate Company
¢+ Joint Venture Company

Acéording to the Hanoi City Construction Bureau, there arc 220 companies with 72,000
employees in the housing construction sector in 1995, In this sector, there are 60 SOEs with
1'8,00'0 employees and 27 companies of the Hanoi City Construction Bureau with 8,000

employees. Moreover, there are a lot of small-scale construction firms to support
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construction business for the sclf-order sector which is out of the statistics of the construction

bureau,

The housing supply by public organizations accounts for 30 % to 35 %, whereas by private
companies accounts for 5 %, and the remaining 65 % to 60 % is self-order construction. The

self-order construction is overwhelming over the housing in total.

There are some construction firms that have the abiIity to build a high-risc building in the
public constructor. Howecver, a lot of construction firms have only the technique that can

construct a low- and middle-rise building under 10 storied.

As for private construction firms, the employee scale is too small with about 10 to 100
employee and the procurement capability is from US$ 50,000 to US$ 1,000,000. The
technical and financial capability of construction conﬁpanies is so weak. The general
construction firms are supplying thé construction of 2 to 3 storied housing in the city.
Small-scale construction-organizatio'ns and/or individual carpenters support the self-order

construction that accounts for a huge rate of the building sector.

The construc.tion sector has only low construction technique and capability, and the quality
and quahtity of housing supplied by them are genérally poor. Therefore, it is essential 1o
nurture and reinforce the business ability of the construction sector to supply qhality housing
to meet. the demand. '

(3)  The Present Situation of the Housing Loan in Vietnam
1)  The Present Situation' of the Finance System in Vietnam

The banking system in Vietnam consists of the Central Bank, four state-owned commercial
banks, 40 private commercial banks, four joint stock management banks, and 24 foreign
bank branches. The capital of Vietconbank as a foreign exchange bank is around US$ 2
billion. '

It is said that enormous assets are held by the citizen in the form of gold and/or fo'r'eign.
currencies, and that the total amount of such is estimated as US$ 2 billion to US$ 10 billion.
The amount corresponds to the scale of the national budget with US$ 5.5billion in 1995, and _

the fund is not circulated in the market without contnbutmg to the clevelopmcm of the

financial market in Vietnam.

There is a persistent distrust to the national bank on the part of the citiz_en; which results in

the strong tendency to hold on the cash in house. The number of the personal bank accounts
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is only 16,000 accounts in the whole country in 1996. Reflecting the people’s property
possession form in household stock, the credit is 7.9%, whereas gold, cash and movable

properties account for 59.8% of the whole.

The property possession form of the average family is as follows:

Gold 44.0 %
Cash by Dollar and Dong 13.7 %
Savings in bank 7.9 %
Credit and stock 4.4 %
Real estate 201 %
Cereals 3.0%
Movable property 2.1 %
Others 4.7 %

Source:  "Living standard investigation in Vietnam in 1994" by MPI and The Housing Loan

' Cor'poration

To utilize the citizen’s property in.the housing supply is very important issue for the
development of the national economy and for the development of the financial system in
Vietnam. In the prescnt situation, the financial system in Vietnam is lagged behind and

needs much improvement.
2)  The Present Situation of the Housing Loan

There is the Local Housing Fund (introduced already in Ho Chi Minh City and examined at
present in Hanoi City), Housing Development Commercial Joint Bank and other commercial
banks which provide héusing loans at present. However, the amount of housing loans stands

at an extremely low level.

The housing loan to housing development companies is available for their working capital,
but there is no direct housing loan to individuals except for a special case. Thercfore, the
house acquisition fund is to be covered by own savings, remittance from foreign country,

borrowed money from relatives and/or the acquaintance, sale of real estates, and so on.

The payment for housing construction cost is divided info advanced payment and completion
payment. There is a rare case where installment payment with about 10 times is accepted.

_ There is a spécia! advanced case where the local goverm.x_len.tal corporations provide long
| term and low interes;‘lban. The condition. of the loan is 6.5-7.5 % interest (i.e., 1-2%
subsidized to 8.5% normal iﬂteresf), and iﬁstallment payinent over 10 to 20 years with 20 % -

 advanced payment.
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The reasons why housing loans are not adapted to individual citizens are:

+  shortage of the fund;

+  difficulty in cstimating/asking the income level including earnings from second job

(which'is informat);

+  difficulty in setting up the mortgage (there is a mortg'zgc law but undeveloped);
and

*  absence of insurance systems on the morigage.

Because of the situation in housing loan for individual citizens, the private construction
companies, having limited capacity of fund raising, tend to collect the construction cost as
soon as possible to avoid the risk for instaliment payment, Therefore, the present housing

finance system falls in a vicious circle.

In re’cogniiion of the present situation and problems, the mecﬁanism of the housing loan with
" a Iong term and a low interest to finance to individuals is very important for the medium-

income group who have the ability to refund the loan. Ho Chi Minh Ci't.y has a plan for

setting up the housing supply business under the partnership and cooperation 'ar.nong local

-government, financial institutions and the citizen.
3)  The Housing Development Funding Conception by the Government

At present, the government has the concept of Housing development Fund (HDF) to secure a
housing development capital. The outhne of the HDF i is as follows:

*  The local government establishes and manages the housing development found;

*  The source of the housing development fund are expected from i) individual
savings, i) individual deposits, iii) allotment from land rental fees, vi) sales profit '
of national housing v) incomes from ‘the rental fee for state owned houses, vi)
contribution from private companies, vii) cont'ributions' from individual persons,

viii) bank loans and ix) contribufio_ns from J/V companies;

*  The government has an obligation to defray the infrastructure development cost

and provision for housing development,

The housing bank is entrusted with the hoﬁsihg' loan operations. The goal of the housing
development fund is to évolve the sale and rent of housing by financing to housing
development firms which sale housmg under instaliment payments. The financing

conditions are as follows:
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*  The housing development with necessary infrastructure facilitics;

*  The housing devclopment investment to fow-income citizens under the welfare

- policy;
*  The construction and/or acquisition of the house for low-income group.

The housing dcvelopment fund needs to be carefully and properly managed in the sitvation
where there is skepticism among the people on the establishment of the fund. However, to
develop housing supply, the capital should be revolving in the housing supply and market.

Therefore, the financial mechanism to utilize the hoard fund of the citizen is indispensable.
@ The Examination of th'e Housing System
1)  The Examination of the Housing Supply Method

The Corridor 21 Development Authority (C-21 DA) prepares housing sites and hands them
over to the housing development publié corporation, private housing companies and
- individuals.. The one who received residential land should supply housing to the final
demand persons. Howévér, lh’e residential land .supply needs the mechanism of the land

management that should flexibly cdrrcspond to the social and economic situations.

As for the mechanism of the residential land management, the public organiiatioxls such as
C-21 DA in the new city must deal with this task. '

2)  The Basic Consideration

The housing supply in the New Town development should be considered mainly in Hoa Lac
Area and divided into four components such as the housing development area (Dong Xuan
Area), the industrial zone (Phu Cat 'Area), the high-tech park area (HHTP Area) and the
univefsity area (VNU Area) corresponding to the land use plan. As for the housing
- development in the HHTP Area, a deﬁelopmeﬁt organization for HHTP may be responsible

for its construction and supply.

A housin'g_ supply'organization of the_hoﬁsing.dcvelopmeni area (Dong Xuan Area) should
also ¢onduct housing development in the VNU Area and the Phu Cat Arca except for the

dormitory.
.3) - The Organization of the Housing System

- There are iwo concepts, namely Plans A and B, for establishing the housing supply body to

housing'dcvclopmcm area (Dong Xuan Area), Phu Cat Area and VNU area.
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Plan A: The strengthening and the utilization of the existence organization

The various kinds of capital sources and channels should be prepared for the expansion of the
housing supply under the present housing supply in Vietnam. Therefore, it is necessary to
establish various kinds of supply entities involving many types of business firms in order to
correspond to the demand of the end users. It is required that the functions of state-operated
housing development corporations, whether operated by the central government or local
governments should be strengthened to meet the reqmremente for lcading the housing

developiment and devel()pmg housmg supply sysiem to the low—mcome group

1t is necessary that the housing supply system should go with the financial balance of New
‘Town area as a whole. The construction schedule of social facilities (i.e. culture, art and
science, education, and health care) should be managed and adjusted to cdrre_spond to the

schedule of human settlements and housing development.
Plan B: The establishment of the new organization

It is worth _considering the establishment of a new .organizatidn for planning and
impkementing housing supply in the Hoa Lac and 'Xua_n_ Mai Area. There are tWo cases of
establishing the organization, namely i) a regional level organization eﬁclusively aiming at
the development of the Hoa Lac and Xuan Mai Area, and ii) a national le{fel organization
largetiﬁg to the whole country. Here,.‘it is recommend to establish the former type of
organization, which may be later expanded to be the fatter type.

The new organization, which has an important role of leading Vietnaimese urban and housing
development, should be established under the strong partnership among the central

' government, local government, and business circles.

To establish the organization, however, various difficulties are anticipated such as
procurement of fund, securing of competent personnel, and adjustment with existing
orgamzatlons Also, there is a difficult problem for a smgle organization to centraily and
collectively deal with various housing nceds such as different conditions of dlffelent

income-level groups for housmg acquisition.
4)  The Selection of the Housing Supply System

The above-mentioned consideration suggests that the housing supply. orgamzatmn should
deliberate 1) to keep the various channels of capital sources, ii) to supply various housing to

meet the end user needs and acquisition conditions. Therefore, it is recommendable to select
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the key responsibility of the housing supply body i) not to organize itself as a single housing
supply body for responding to all housing needs, ii} but to coordinate the participation of

various appropriate housing supply bodies.

However, the drganiza[ion should be established to house the low-income group by issning
the housing bond (as later discussed). A the new organization (tentatively named the New
Town Housing Development Corporation: NTHDC) is examined for its establishment as a
reorganized state-operated housing development corporation. The NTHDC should be
considered as an organization involving foreign investors who have various capital sources,

business know-how, and technique to meet the various housing needs of the end users,

Incidentally, the new organization should consider not only the housing constraction also the
operation and management after the construction such as the mediation of housing from
rental house to owner-occupied house. The organization should continuocusly maintain and

improve the living environment of the New Town.
(5) The Setting of Housing Sup.ply Organization and Supply Method
1}  Setting of Housing Supply Method by Housing Supply Organization

There are public housing supply ofganizationé and privat¢ companies, namely i) public
housing organization (e.g. Housing Development Corporation), ii) joint stock company (J/S),

iil) private company, iv} joint venture company (I/V).

Housing supply organizations belonging to the category i), ii) or iv) are cxbected to have
sufficient ability of business operation with construction techniques. Therefore, they are
considered appropriate to supply middle- and high-rise hdusing. On the other hand, the
rema'ihing housing supply organizations (i.e., those of the category iii) could deal with rather
small-sized projects of 2 to 3 storied housing because of their limited business ability and
construction techniques. However, in any case, upgfading and reinforcement of the existing
housing organizationé and existing construction firms are very much necessary to promote

housing supply to the market.

(a) Public housing organizations and joint stock corporations (housing development

arca)

*  Existing public housing organizations and joint stock companies
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*  Existing public or semi-public organizations belonging to either category of public
housing organization or joint stock companies mainly supply owner-occupicd

housing to the upper- and middle-income groups.

* The New Town Housing Development Corporation (NTHDC): joint stock
company

NTHDC supplies rental housing to low- and middle-income groups.

'NTHDC is responsible not only for constructing new housing but also for managing

constructed housing,

The fund of NTHDC is covered by the fund from MOC, Ha Tay PC and Hanoi 'PC,
subscription fror’ﬁ enterprises _invested in the New Town area,' and foreign capital. Also
Housihg development Fund (HDF), which is to be established by the State, and the New

| ToWh H’o_uéing Bond (as later discussed) are expected to be the funding resources of the
NTHDC establishment.

(g) joint venture companies (whole New Town Area)

J/V companies will supply hlgh quahty housing for the hlgh income group in the New
Town area uhhzmg their resources.

)] Invested enterprises (HHTP Area)

The enterprises invested in HHTP Area construct and manage their company hou_éing
(rental) for their employees in the housing development area. Also, the enterprises can
construct and sell houses to the middle-income empioyees (by installment). Enterprises
lacking enough funds to construct company housmg can support the establishment of a
housing association formed by its employees, or in some cases, a housing assoc1_ation.
set up by the employees of plural enterprises Collecting funds from the enterprise(s)
and -their employees the housing association operates housmg prolects mainly for

providing funds to the member employees.
(i) The university affiliate (VNU Area)

The VNU-affiliated construction body will be responsible for supplymg housmg to its

staff on a rental basis.
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* However, public housing organizations, joint stock corporations and joint venturc
companies supply the high-income teaching staff members with the owner-occupied

houses.
(i) Housing associations (housing development area)

A housing association is responsible for supplying its members (employees of invesied
enterprise(s) ) with housing. To fulfill its mission, a housing association lends housing
finance to its members. Main financial resources of a housing association are savings of

its members, financial support from invested enterprises, and public funds.
(k) Individuals (housing development area)

The individuals being funded can order a private builder io build their house by their

own arrangement after obtaining the tenure on a prepared housing site.
2)  The Examination of the Supply Method by Area

Concerning the supply method by area, the types of building and the types of disposition (i.c.,
selling and leasing) is considered as follows.

{a) The VNU Area: university area

Housing for high-income university staff, both academic and administrative, are mainly
supplied in the residential zone of VNA Area. These are the composite of installment
sales housing and rental housing, a'nc_l constructed by various house builders. 'Housing
for low- and middie-income university staff should be constructed in' the Dong Xuan

. area for sell and rent.
() HHTF Area

Housing for high-income persons, working in the HHTP including foreigners, are
constructed in the residential zone of the HHTP. House builders such as J/V companies
mainly supply these. Housing for average staff (i.e., low- and middle-income groups)

should be constructed in the Dong Xuan area.
(m) The Dong Xuan Area: _h'ousing development area

1t is desirable to prepare appropriate housing methods corresponding to a variety of

housing needs and acquisition conditions, which are addressed by various income
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groups. Therefore, it is recommendable to invite various types of house builders in

order to supply various types of housing.
3) The Examination of the House Method by Income Level
 Various supply methods are invesiigatc'd hercunder by. a sort of housing and income levels.
(a) The high. income group

The type of housing for high-income level group should be a sales house with the shape

of detached house or town house (row house).
Detached houses should be constructed on a self-ordering basis.

As for the fore’igners' belonging to the high-income group, middle- and high-rise
housing with various types of services are supplied and such housing should be of lease

type.

The construction bodies of middle- and high-rise condommmm housing are the lypes
supphcd by J/V and J/S.

(n} Middle income group

The building shape of housing shou.ld be low- or middle-rise .co'ndominium and most of
| them are for sale but some for lease. Vanety of hom;ng Gevclopmcnt bodies, i.e., public
hou%mg orgamzatmns jOlﬂt stock corporations joint venture compames and invested
enterprises, can take part in the planning and construction of them. Especially, NTHDC
chiefly sﬁpplies rental housing but some for sale as well. Concerning self-ordering
housing, low-rise and relativeiy small-scaled building should be zicceptcd taking its

advantage of low building cost thus becoming affordability.
(0) The low-income group

The build'ing shape of housing in the early sta'ge shbﬁid be low- and middle rise and fﬁé '
construction of high-rise housmg should be considered m the later stage This is
because the construction of high-rise bu1ldmg is rather hxgh in cost. [ow-in'co'me
housing supply bodies shall receive the low interest financing from iheQHOUSing .
Development Found and NTHDC' which should be the core institutions to supply the
lease type housing.

Final Report —Master Plan (7 - 44) .



The Corridor-21 Development

(6) 'The Promotion and Support Plan of Hounsing
1) The issue. of the housing supply

There is no housing foan system directly financing to the end user because of the real estate
financing system is underdeveloped. This condition makes difficulty the affordable housing
supply for the low-income group. Therefore, it is very important how to build the
mechanism of providing the housing supply body with the construction fund, a well as the

housing loan for the end users.

Also, except for some entities in the public sector, housing developers and house builders in
Hanot area are lacking financing sources, construction technology, and construction methods.
~ Therefore, to supply high quality housing, it is nccessary to encourage and strengthen such

hbusing suppli_crs.

2)  The recommendation _0f the housing supply support system
(a) The establishment of t.he housing loan system
a) The necessity of the housing loan system

To acquire a house easily, it is necessary to enable the end user to access housing loan
when purchasing house. Tt is necessary to give better access to construction capital for

the housing development busjness as well.

For this purpose, the expansion of housing loan supply is an important issue. In this
business, ‘who needs to what extent’ must be considered. ‘Tn other words, it is necessary
_ to cstablish housing loan system based on the understanding of rcal demand of each

income-{evel.

As for the high-income level group, because of their ability to buy house, it is presumed
that housmg suppliers can easlly run their business for high-income people without

partlcuiar difficulties.

As for the middle-income citizens, on the other hahd, it is difficult for them to purchasc
house by cash payment despitc of the fact that they have some saving. Moreover, it is
very difficult for the low-income citizens to live in houses with acceptable standard

without mentioning the dlfflculty of purchasing house.
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Such a difficult housing situation of low-income citizens has been brought, in some part,
by the shortage of the public housing budget. Since the introduction of Doi Moi policy,
house-subsidizing policy in the country was renounced. However the public finance

support to the low-income group is indispensable.

The personal finance system in Vietnam has not functioned well for the undeveloped
financial system itself. When thinkiﬁg of the property of the individual, it seems that
he/she is hoarding a lot of property home. Thus it is very important that how to utilize
this hoarded individual property for the business activity from the viewpoint of the

national economy.

It is necessary to improve and to expand the function of the existing housing finance
institutions such as Hanoi Building Commercial Joint Stock Bank (former Housing
Developrhent Bank). However, the establishment of new mechanism that absorbs and
utilizes hoarded individual §ropcrty for the housing deve_lopmeni investment is

important.
b) The recommendation on the mechanism of new housing loan

Al present Vietnamese government is planning to establish Housing Development
Fund as a new mechanism for housing finance. This national level fund is targeted to be
. a comprehensive housmg finance system but not for the spec:flc, hoising development

project.

Therefore, two housing finance systems are proposed, both of which shall be used bnly
in specified housing development projects with excellence. The two are housing bond
and housing association. These systems shall be linked to the above-stated Housing

Development Fund for the effective operation of the three systems.
*  Introduction of the housing bond (or housing reserve fund)

The housing bond of Hoa Lac and Xuan Mai project shall be issued to the end user and -
the purchasers of the bond will be given the right to obtain a piece of allotted land or a
installment sale house in Hoa Lac and Xuan Mai project area. The detailed conditions

- of this policy is as follows:

¢  The publishing organization of housing bond shall be the NTDC as the fand
developer or NTHDC as the housmg admlmstrator/manager

*  The purchaser of the bond shall principally be individual persdn._ Invested

enterprises and housing associations, however, could buy the bond, too. The land
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or the house given as the right to possess means: for a invested company, land or
house used for company houses; for a housing association, land or house used for
accommodate its members; and for a housing developer, fand used for housing
development. Tn order to acquire the right to possess a picce of land or a
instatiment sale house, the end user needs to reserve fund, thorough purchasing the
bond, equivalent to some 1/2 or 1/3 of the estimated price of the land or house to
obtain, The end user can purchase the bond either in a lump or in instaliment. In
the case of installment purchasing the end user needs to pay in constant period of 5
years and more. When buying a house, the amount of saving fund with interest

added is used for the down payment.

The publishing organization and the purchaser of the housing bond make a contract
about the transfer of the right and the use of the right of this system. Each contract
has to specify each purchaser’s choice between a piece of alfotted land and an
installment sale house as the object of the right. The type of the house should be
specified when the end user purchases the bond, but the price of the land andfor
house and the focation of them are not specified. The person who acquired land by
this systém is under an obligation that the construction of the house shall be start

within 2 years as the principle.

The purchaser of lhls bond has a rlght to borrow long -term and ]ow-mterest
housing foan handled by the Housing Development Fund. The period of the loan is
ranging from 10 to 15 years. Its interest rate would be, for instance, around 4 to 5%

a year,

The state establishes a housing bond security organization for protecting the
bondholders’ interest. The state should be developed the register system to make
easy to set the real estate mortgage in order to protect the creditors’ interest and

promote their fundmg

‘When the person who has purchased the housing bond, wish to stopped the
acqu151t10n of the and or house, the bond publishing organjzation should buy back

' the amount of his/her saving fund with a certain amount of inerest.
The resa]e of the bond is prohlblted in pr1n01ple

" When issuing: lhe bond (e.g., lw1ue a year or so), the bond pubhshmg organization
makes- an advert:sement open to the pubhc in order to attract the potentlal

purchasers’ interest.
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*  The state develops the institutional environment of housing bond, including legal

framework and executing organizations.

[State GovemmenHmi Govermnenﬂ |

(Ministry of Construction)
—'L_Housing Developer j
.Dealing & Allotment
of Land Dealing & Allotment
of Land -
r el T T T T e e b - ——— - .
i Establishment & : ¢ : : VL 4
: Management of _ O Housing Invested Housing
) Housing Bond N 4 - Compan Company Association
: Housing . | DeHousing ' : |
V1 "Bopa [€ > & velopment | | , Construction
| oTRoration | Housing & Management :
" ¢ A : Constructon of Company | Loan
!__,,______ ___________ M_{_)E i & Sell House
Financing of v e v :
Canstruction ' * : ¢
Fund a h 4 Y A 4 Member of
L eneral End User of House —l I Employee1 'Housing
Purchase of Bond _ A Association
{Savings) ' ] T
ﬁ—-LHousmg Development Fund :
Housing Loan :
Deve]opment of
Regulation on E stablishm ent (Long term & Low Interest)
Housing Bond & Management ' '
- of Fund

' Figure 7.5.1 The System of the Hoﬁsing Bond for the New Town Development .

*  The establishment of housing associations

Housing associations, havmg a mutual help characlenst;c and thus h&vmg a high

pOSSIb}llly to fully utilize personal saving fund should be cstablished as a measure (o

enable the general public to obtain house easily. The outline of proposed housmg '

association system is as follows:

*  Ahousing association is set up by the employees of an enterpnse the employces of

a group of enterprises, and a community.
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* The main activity of housing association is to provide housing finance to its
members. Also, if required, housing association conducts business on housing

related maiters on behalf of association members,

*  Tunding resources arc the saving fund of the members (employees), the support
fund from the enterprise (s) and the public support fund.

*  The state and the local government establish the legal fraimework on the housing

association.

(b) The upbringing and the reinforcement of the housing supplicrs

Except for a part of public sector corporations, housing developers and house builders
in the Hanoi urban area havc various weaknesses in, among others, fund raising, project
management, planmng and construction techmques The upbringing and the
reinforcement of them are mdlspensable for promoting a large-scale supply of high

quality houses.

Except for the high-income group, the housing supply is unprofitable in general.
Therefore, it is necessary to reduce the land use charge, registration fee, value-added tax
(VAT) and other related taxes/charges in order to improve housing business

environment leading to the upbringing and reinforcement of housing industry.
*  The improvement of the business environment

To proinote housing supply in the New Town, the State and the administrative body of
'this'project area should give the incentives, such as the reduction of taxes and charges,
to the resident and housing suppliers for a certain period —e.g., 10 years from the start of

new town construction.
. ~ The introduction of the foreign capital and the establishment of the joint venture

In order to strengthen capital sources and business operation know-how of Victnamesc
housing industry, it is recommended to set up joint ventti:_e corporations with foreign

capital having strong capital source and needed know-how.
*  Human resource_developmem on housing development

To invitation foreign housing experts and to dispatch trainees abroad are recommended
as useful measures for the transfer of housing lechmqucs and the upbringing of

V:emamese housing experts and technicians,
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(c) The upbringing and the reinforcement of the house building techniques

The house building technigues of Vietnam lags behind. There is little construction
company that can build a high-rise building, One of the factors obsiructing the housing
supply in Vietnam is in widespread Self—order construction. The construction form
comprises 60 % to 65 % of yearly housing output and most houses constructed by the
form are 2 to 3 storied buildings. Cause for concern is that most of them are constructed
without building permit and thus technical inspection, Thercfofe, as far as such
widespread informal activities continue, it seems there is not enough room to improve

house building technigues.

In Hanoi area, we can expect enormdus' demand for new housing development,
rebuilding and renovation because of the huge population inflow. The upbringing and
reinforcement of housing 1ndustry is a most essential policy issue for both economic and
social development of the stale because housing industry can contribute the state a lot

by producing job opportunity, cconomic rippie effect, and welfare improvement.

Therefore, housing supply in Hoa 1.ac and Xuan Mai should be promoted aiming at
1mprovmg house building techniques and upbrmgmg housmg 1ndu‘;try as well as
improving the quality of Vietnamese urban houses. Then, it is necessary o recogmze
the housing supply in the New Town as a model project ]eadmg the 1mprovemenl of -
Vietnamese housing policies as well as techmques. The detailed items of discussion

are as follows:
*  The development and the diffusion of the housing-unit plan technique
e g.,. - the development of standard house and low cost house

*  The development and the diffusion of housing production system and house
building techniques

€.g., - the development of bmldmg techmques of m1dd1e~ and high-rise dpartment
and the devélopment of prefabricated house

*  the development of the form panel of concrete moid, steel plpe scaffoldmg and
prefabrlc:ated scaffoldmg

*  The development and production of construction matcnals and components and
parts of the house facilities '
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e.g., - the development and standardization of the various concrete produci,

aluminum sash, and exterior and the interior material

- the development and mass production of the house facilities, sanitary ware and
fixture
- inviting the establishment of factories producing house material and house

fixture
(d) The management system of buildings and building lots

The town view in the area is aiming at establishing the model town of the 21st century
Vietnam. For this'purpose, such things like creating attract.ive living environment and
keeping the beauty of streets are important. Thus, not too strict but effective
control/guidance mechanism, applied to both constructors and residents, is needed to

introduce in the use of land and building and construction works.

On the other hand, the construction of the New Town takes a long time and economic
and social conditions necessarily change during the time. Thus the contents and the
application of the control/guidance needs to be flexibly changed according to the

change of social and economic conditions.

- For securing such flexibility, it is r.ecomme.ndable to form an organi'zalidn like
Conference of Building and Land Use that is comprised of habitant representatives and
1nst1tut10ns related to the developmcnt and the management of the New Town. Key
re%ponabxhtles of sucha organization are two: i) to check construction related activities
so as not happen the disregard of the control/guidance; and n) to review the
control/guidance as it can catch up with the stage of the New Town development and the

change of social and economic conditions

Main components of the control/guidance are as follows:

~» . The building area ratio, floor area ratio, height of building, setback of wail surface

line

e The.specif.i'c'ation of't.he shape, the de.sign, the color of the building

«  The exterior of house and planting désign for the landscape management
~* Promotion of b‘u.ik.iirig' up | |

+  Enlargement, alternation and reconstruction of building development in Vietnam.
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7.6 Preliminary Evaluation of the Development

The Hoa Lac and Xuan Mai Urban Development is of the huge scale and complicated nature and
its implementation requires a considerable span of time under changing circumstances. Moreover,
investment effects for the ficlds of human resources development and development of science and
technology defy their reasonable quantification in monetary term, thus making it difficult to
evaluate the economic benefits of the Development in a tangible way. The evaluation of the

Development will be discussed by its principal component mostly in a qualitative way.
7.6.1 Overall Evaluation of the Development

In general, expected effects of urban develoﬁment projects are considered, Iﬁainly;
(a) Lffects (sp_reéd effects) for nation.al/rt_:gional economy aspect, and
(b) Effects (spread effects) for regional social aspect.

Spread effects.f.or natidnal/regionél economy aspects '%ire;.

(a) Multipiier effect of incremental demands for _con's’tructi'on materials and
employment in the related sectors induced by investment for urban infrastructure

deve]opment.

(b) Multiplier effect of incremental demands for ihdli_ctivc "prod_ucti'on indiced by
development ‘investments for such building/facilities as indusirial ~éstates,

laborétory facilities, educational facilities, residential estates, etc.

(c) Moreover,  ordinary  productive  ‘effects = after | “development  of
infrastructure/building/facilities produced by human activities of settled population,
production activities of industrial estates, research activities of:_l'abt)rétories, _
educational activities of universities/colleges, and buSiness/s_ervice.activitieé of

supporting business sectors.

The above various activities will contribute as a whole to support and promote human resources
development and science and technology deveiopment, rés’ﬁlting in étimulating the activation of

regional economy in Ha Tay and Hanoi areas and nationwide economy.,
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In the above, while effects of the first and second items are those during the period of project
implementation/construction, cffect of the third item is a so-called ordinary effect which is

possibly anticipated continuously after project implementation.
Spread effects for regional social aspects are;
(a) Upgrade of physical environmental situation in the related region.

Upgrade of physical environmental situation in the related region is anticipated due to
the development/improvement of such public infrastructures as water supply, sewerage,

roads, parks, and other public service facilities.
(b) Upgrade of cjuality of life of people in the related region.

Upgrade of quality of life of people in the related region is anticipated due to the
dcvelopment/improvément of public facilities related to cultural, educational, medical
fields.

{c) Promotion of modernization of life style in the related region.

Promotion of modernization of life style in the related region is anticipated due to the
social structure of settled population with relatively higher income level as a result of

urban development.

In addition, through the construction activities by Vietnamese contractors during the period of
project implementation, promotion of technology level advancement in the construction business

sectors is anticipated.

Regarding multiplier effects of incremental demand and induced production, the results of
' precedent' study conducted in Japan using the data of input-output table of inter-industrial
rejations represents that the ratio of induced productive output versus investment cost arranges

approximately 3.5 times (1.6 times in terms of value ._added)._

In light of its enormous impacts on the socio-economic developmicent in Vietnam, it can be safely
said that the Devélopment would bring about the multiplier effects nothing less than 3 times the

fotal investment costs.
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7.6.2 Investment for Human Resource Development

According to several expericnees in the developed and also developing countries, it can be said in
general that national economic growth has been supported largely by factor of human resource
development in the countries. In nature of things, human resource development is to be cultivated
through the process of education. Thus, roughly speaking, education coniributes to national

- economic growth in the countries through development of human resources supporting economic
growth.

As described previously in the section of “Basic FPlanning Concept”, the developing world needs
to reorient its development path towards a more endogenous direction to strengthen its economic
fundamentals and capacity'. Obvicusly, among the end'ogcno'us development efforts, effort for
human resource development is critically important. Especially under changing circumstances of
society towards more information-oriented network systems and more intelligence-orientzd value

added systems

Effects of education come to appear in various aspects of society. Therefore, effects of education
are difficult to measure in monetary terms. Thus, the current manner of studies on the educational
effects have focnsed on the return of educational expenditure which represents peoples’

(workers’) lifetime incomes.

~ This return on workers’ income originates from the increase in their productivity. .Generally
speaking, individual worker’s increased productivity results in the growth of per capita national
income. It is assumed that productivity is possibly measured by income. The rate of re”tum,' asan -
indicator of the efficiency of educational expenditure, is obtained by compériﬁg lifétimé income

against the total educational expenditure.

The rate of return on higher education is obtainable by comparing lifetime income and
educational 'expe'nditures between university graduates a_nd: ‘high school grﬁduatcs.- The
comparison is to be based on between groups of the same generation. The rate of return on h.igher
 education is the discount rate which balances the present values of the foliowing Lifetime

income difference between the two group; i.e. (a) — (b), and incremental expenditure of university

graduates (c}.
(a) Sum of the stream of returns during lifetime of university graduatés (per person)
{b) Sum of the stream of returns during lifetime of high school graduates (per person)

(c) Sum of the stream of expenditure for finishing univer_sity (per person) .
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According to the “White Paper on Peoples’ Life 1986” published by Japanese government, the
estimated rates of return in case of Japanese higher education are 11%, 8% and 9% for the
generation born in 1960, 1975 and 1980, respectively. And the Paper predicts that the rate for
younger generation witl decrease with the trend of the narrowing salary gap between university

- graduates and high school graduates due to popularization of higher education.

It seems that the rate of return in Vietnam is probably higher than that in current Japanese level

because of the smaller number of university graduates in Vietnam.
7.6.3 Investment for High-tech Industry

The effects of development investment for high-tech industry in Hoa lac area are generally

envisaged as follows:

1] Embodiment of a nationwide industrial core leading high-tech industrialization

and a model of high-fech park develdpment in Vietnam:

High-teéh industrics have higher labor productivity (value.add'ed) and a multiple-fabricated
production structure with a large growth pbtcntial. Thus, the high-tech industrialization will
accelerate a nationwide industrialization and modernization, resulting in creating and
streﬂgthening Vietnam’s industrial éompeli{iveness for an international market under a
progressing circumstance of Vietnam’s market-oriented economy. The investnieht for
High-tech Industry development will precede such high-tech industrialization and be
embodied as a model to be followed by other possibly succeeding high-tech parks in

Vlemam

' Sp.ec'ifically, the following are envisaged as major direct effects/impécts by development of

high-tech industry:

(a) Incremental output of production values generated by the private enterpnses

operated in hlgh-tech park area.
.{(b) Incremental job creation by private enterprises of high-tech industries.

(2) Embodiment of a natnonwnde deregulatlon zone for high-tech industrialization in

Vietnam:

Itis an'ticipatéd that high-tech industries wiil play a role of a dere'gulalion zone for resolving

several obstacles involved by various regulations, as a nationwide core leading high-tech
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industrialization.  The establishment of legal system and organization for high-tech
industvial promotion will contribute a high-tech industrialization in Vietnam.
Specifically, the following cffectsfimpacts are envisaged:
(8) Establishment of legal system for high-tech industrial promotion

(Strengthening of legal protection of inteliectual property, promotion of technology

transfers, promotion of commercialization of R&D outputs, etc.)
(a) Establishment of organization for high-tech industrial promotion

(Slrengthenmg of legal protection of mtcllectual property, promotion of technology

transfers, promotion of commercialization of R&D outputs, elc.)

3) Embodlment of a core project for development of science, technology and

human resources in Hanm and Ha Tay area as a regional lmpact

‘The city of Hanoi has a potential for development of science, technology and human
resources. However, decentralization of population and various urban functions of Hanoi

City resulting in 2 harmonized urban developmem as a natlonal capital are also urged in a

long run.

Development of hlgh tech park in Hoa Lac area, located in about 30 kilometer west of Hanci
together with proposed transportation system of Lang Hoa Lac hlghway connectmg twao
areas, is anticipated to contribitte a moderate urban development of Hanoi City.

Moreover, high-tech park in Hoa Lac area is also anticipated to contribute to work as a gear
for forming a science city in Hoa Lac area, together with functions of h gh -level research and

education performed by VNU located in neighboring site.
{(a) Specifically, the following effects/impacts are'envisagéd asa rogional ifnpact:

(b) Mitigation of urban activity concentration in Hanm city due to estdbhshment of
newly developed satellite city.

(c) Overall region_ﬂl development effects for Ha Tay Province.

{d) Interface-functional effect among prlvatc mdustry (research and productlon) -

university (education and research) — government (admmls‘tratlon and research)

Final Report ~ Master Plan (7 - 56)



The Corridor-21 Development

Tight co-operation in the field of R&D among the above three will confirm a progress

into next step in high-tech industry,

Neither the economic benefits from incremental industrial output and employment opportunities
nor the financial profit from sales or lease of industrial zone could tell the real feagibility or

necessity of the development,

Regarding the return on investment for high-tech industrial estates, although simply based on the
high-tech industrial value-added, the previous JICA Study of HHTP represents that the expected
Economic Internal Rate of Return (EIRR) for the HHTP development of Phase I (about 800 ha) is
25.9 %. And, according to the reviewed study by MOSTE (Ministry of Science, Technology and
Environment) shows a EIRR value of 14.3% for the first stage development of Phase I (200 ha by
2003). '

7.6.4 | Housing Develupnient

The housing development in Hoa Lac area has the following aspects, mainly:
(a) SUpponing for self-comainedcify,
(b) Harmony with natural environment, and
- {c) Effects by establishment of improved housing provision system.
(1) _ Self-contained city

The housing development in Hoa Lac area (mainly in Dong Xuan area, and also in other
areas of HHTP, Phu Cat, VNU) will aim to provide comfortable residences for settled
~ population who will have jobs within Hoa Lac area, i.c. HHTP, Phu Cat, and VNU. (In
future at the stage of year 2020, some residential facilities will be provided for comimulers o
Hanoi Cify.) The several types of residences are to be designed so as to meet demands for

settled population in accordance with their income level.

As a result of allocation of residential area in Hoa Lac area, the settled population will have
~ benefits of a very short distance commhting. The housing development in Hoa Lac district is

~ anticipated to contribute for the realization of a self-contained town.
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(2) Harmony with natural environment

The allocation of housing site is designed so as to maintain the existing natural
environmental condition, resulting in the reservation of huge natural green and water area.
Consequently, the settled population will have benefits of enjoying such natural environment

together with comfortable houses itself.

Asa resﬁlt, together with the other areas of HHTP, Phu Cat, VNU of which allocation are
also designed to make the most of existing natural environmental condition, Hoa Lac area

can afford in harmony with natural environment.
(37  New housing provision system

For such a huge housing project as the housing development in Hoa Lac area, it can be said
that some improvements in terms of systems is recommendable for the several fields of
providing system/organization by public sector and/or private s-_éctdr, financing system for
providers and/or purchasers, etc. When such improvements will be realized in the Hoa Lac
housing development, the housing development in Hoa Lac area would be a model for
housing project, and be expected to contribute to promote a housing development in

Vietnam.

Taking the above aspects into consideration', as a whole, the housing development in Hoa
Lac area is anticipated to be a so-called pioneer project for promotion of housing

development in Vietnam.

7.6.5  Preliminary Estimation of EIRR / FIRR for HHTP Area, Phu Cat Area and Dong

Xuan Area

As a part of preliminary evaluation of the Development, preliminary economic and financial

analysis are made for the Areas of HHTP, Phu Cat and Dong Xuan.

The evaluation indicators to be calculated for the above Areas are as follows:

- HHTP Area -EIRR
' -FIRR

- Phu Cat Area - EIRR
- FIRR

- Dong Xuan Area - FIRR

The details of estimation process for each part are referred to Appendix 7.5.
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(1) HHTP Area
1) Estimation of EIRR

For the economic analysis in this section, the assumptions were based on the following

previous studies and some review were made in this Study;

*  The Master Plan and Feasibility Study on the Hoa Lac High-tech Park Project ,
March 1998, JICA , (hereinafter referred to as “Previous HHTP JICA Study”), and

* The Hoa Lac High-tech Park Project, presentation of the Feasibility Study, April
' 1998, Ministry of Science, Technology and Environment (MOSTE), (hereinafter
referred to as “MOSTE Study™). ' ' '

(a) Basic assumptions of analysis

The development of HHTP ha's'comprehensive economic benefits as previously
mentioned in the section __7'.5.3, and in this analysis, added value in the high-tech
indusﬁrial park is treated as a quantitative benefit. The added value related to Software
Park is not inciuded and the value added in the agricultural production in the HHTP
development area is treated as a benefit in the case “when the project is not

implemented”.

That is, the benefits are estimated through the comparison the curreat value added of
mainly agricultural production (“without project”), and the value added of high-tech
industrial production {“with project”).

EIRR is calculated on a cash flow basis, 'consisting of the following:
Economic costs
»  Construction coét of infrastructure for HHTP Area,

*  Construction cost of factory building by private investors.

* Investment cost of machinery and equipment by private investors. -
E ¢ benefils

*  Value added in High-tech industriai production.

¢+ Value added in agricultural produclion (as a negative benefits). .

(b} Assumptions of costs
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The economic costs for the jitems above-mentioned were estimated.
(c) Estimation of economic benefits

The economic benefits for the items above-mentioned were cstimated. Especially for

the estimation of value added of high-tech industrial production is as follows:

In the “Previous HHTP JICA Study”, the producﬁvity of the high-tech industry has
been estimated in terms of “net product per number of employee”. And, according to
the “MOSTE Study” the unit value of net productivity per number of employee has
been 'reviewéd (approximately 50% compared l.o “Previous HHTP JICA Study™),
resulting in the reviewed value added of US$ 104 million as of Phase-1 / Stage-1. Itis
assuined that for this analysis, this reviewed valhe is applied as the base of an estimation
of the value added in the period of Phase-IA. '

Sincé, in this Study, the kind of high-tech industry allocated in HHTP Area is uncertain,
the value added for this analysis Wére estimated on the }and area proportional basis, The
annual growth rate of 8.4% during 2005 ~ 2010, 5.9% during 2016 - - 2020 and 3.3%
after 2020 were assumed based on the “Previous HHTP JICA Study”.

(d) Estimate_d EIRR .
Using the economic costs and benefits above, the EIRR was estimated to be 18.2%.
2)  Estimation of FIRR

Similarly in the case of EIRR estimation, the assumptions for the financial analysis was
based on the studies of “Previous HHTP JICA Study” and “MOSTE Study”, and several

reviews were made.
(a} Basic assumptions of analysis

This financial analysis aims at evaluation in terms of investment for the componcnts of
high-tech industrial zone, software park .zone, urban business zone, and high grade
housi_ng (detached type and row house type) zone. '

(b) Assumptions of costs

In the financial analysis, the costs were estimated-for the items of infrastructure costs,

land rent cost, land compensation cost and land relocation costs.
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(c) Estimation of financial revenunes

In the financial analysis, the financial revenues for the items of land lease for high-tech
industrial zone, land lease for softwarc park, land lease for urban business zone and land

lease for high grade housing zone,

(d) Estima.ted FIRR

Using the financial costs and revenues above, the FIRR was estimated to be 15.5%.
(2) PhuCat Area
1 Estim.ati.(m of EIRR

(a) Basic éssumptions of analysis

Due to the limitation of data availability about Phu Cat Area, the assumptions for this
analysis compeilingly followed those in the case of HHTP Area. Accordingly, the

estimation process of economic benefits was based on that in the case of HHTP Area.

However, considering the general characteristics of the industrial park in Phu Cat Area
compared to the high-tech industrial park in HHTP Area, some modifications for such

as unit cost / unit value were made.

The benefits are estimated through the comparison the current value added of mainly
agricultural production (“without project”), and the value added of industrial production

(“with project™).
EIRR is calculated on a cash flow basis, consisting of the following:
*  Construction cost of infrastructure for Phu Cat Area.
Construction cost of factory buildihg by private investors.
*  Investment cost of machinery and equipment by private investors.
Ec ic benefits

" Valuc added in industrial production.

*  Value added in agricultural production (as a negative benefits).
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(i) Assumptions of costs
The economic costs for the items above-mentioned were estimated,
{(b) Estimation of economic benefits

The economic benefits for the items above-mentioned were estimated. Especially for

the estimation of value added of high-tech industrial production js as follows:

Since, in this Study, the kind of industries allocdted in Phu Cat Area is unceriain, the
value added for this analysis were estimated on the land area proportional basis.
Considering the differential characteristics compared to HHTP Area, the factor of 50%
to that of HHTF Area was assumed. Also for the annual growth rate, the decrease by 2
points in terms of pcréentagc was assumed, which is equivalent to the rate of 6.4%
during 2005 — 2010, 3.9% during 2010 -- 2020 and 1.3% after 2020. The following is

the estimated results of value added Qf high-tech industrial production:

(c). Estimated EIRR

Using the economic COSts and.benefits above, the EIRR was estimated to be 1.8.1%.
2) Estimation of FIRR

Similarly in the case of EIRR éstimation, the assumptions for the financial énalysis was
based on the studies of “Previous HHTP JICA Study” and “MOSTE Study”, and several

reviews were made.
(a) Basic assumptions of analysis

This financial analysis aims at evaluation in terms of investment for the componéhts of
industrial zone and high grade housing (detached type and row house type) zone. And
these components are analyzed as a whole in Master Plan stage. Ol_hf;f cdmponent such
as middle / low grade housing zone is assumed to be excluded as an evaluation objective

3

because such component is considered to be non-profitable and have public benefits.
(b) Assumptions of costs

In the financial analysis, the costs were estimated for the items of infrastruciure costs,

land rent cost, land compensation cost and land relocation cost.

(c) Estimation of financial revenues
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In the financial analysis, the revenues of the items of and land lease for industrial zone,

land leasc for high grade housing zone,
(d) Estimated FIRR
Using the financial costs and revenues above, the FIRR was estimated to be 13.7%.

Dong Xuan Area

1) Estimation of FIRR

The assumptions for the financial analysis was based on those in the case of “HHTP Area”

and “Phu Cat Area” in the above-mentioned analysis.

(a) Basic assumptions of analysis

For the case of the Dong Xuan Area, this financial analysis aims at evaluation in terms

of investment for the component of high grade housing (detached type and row house

type) zone. And the component is aralyzed in Master Plan stage. Other component
such as middle / fow grade housing zone is assumed to be excluded as an evaluation
objective, because such component is considered to be non-profitable and have public

benefits.

~ (b) Assumiptions of costs

In the financial an'alysis,' the costs were estimated for the items of infrastructure costs,

- land rent cost, land compenSation and land relocation cost.

(c) Estimation of financial revenues

In the financial analysis, the financial revenues for the item of land lease for high-grade

housing zone.

(d) Estimated FIRR

Using the financial ‘costs and revenues above, the FIRR was estimated to be 18.1%.

('4). Summary of the Evaluation

The results of preliminary economic and financial analysis are summarized as below:
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Table 7.6.1 Result of Preliminary Economic and Financial Analysis

EIRR FIRR
HHTP Arca 18.2% 15.5%
Phu Cat Arca 18.1% 13.7%
Dong Xuan Arca - 18.1%

Source: JICA Study Team

According to the “Previous HHTP JICA Study”, the opportunity cost of capital in Vietnam is
assumed to be 8 — 10%. The obtained information from commercial bank in Hanoi indicates that

the recent interest rate for loan is approximately 13 %.

Considering the above conditions, it can be roughly said that while the Projects are economically
feasible, an effort for seeking funds with lower financing cost will be required in terms of

financial aspect, although FIRR values are exceed the level of interest rate.
7.7  Preliminary Environmental Evaluation

(1} Environmental Consideration

Environmental conditions are often powerful forces that create limits and opportunities for
urban development. Similarly, the various individual and collective human activities that
contribute to urban development have numerous positive and negative environmental
impacts. If the Hoa Lac & Xuan Mai Urban Development Project is not implemented in the

- proposed area, it is likely that the areas will remain roughly as'it is now. The implemémation
of the project will have both direct and indirect impacts on the surrounding arcas. During the
construction period, fugitive dust, sediments and erosion from construction aétivities such as .
cxcavation, landfill, constructioh of buildings and infrastructure work will be the major
pollutanfs, which affect local air and water quality, After the implementation of the project,
di\}ersified urban activities, which arise from' in the areas such as commerce, business,
manufacturing, etc. will have an important influénce on the environment. Furthermore, the
'p'roject will increase traffic, and it will enhance demand for housing and services in the arca.
The landscape will change considerably from a majority existing forest, paddy and crop
fields, reservoirs, etc. to artificial facilities such as buildings, factoriés, étc. I addition to the
effect on the physical environment in the area, the impleméntétion of lhé.project can have
impacts on the socio-environment. From the environmental conservation standpoint, it is
necessary to pay careful attention to prevent pollution and changes during both construction
and operational periods, and it is also necessary to consider how the ]andscape of the Project
will blend into the surrounding area. Table shows important deveiopm’eni-e_nyi'ronmem '

interactions. In this table, problem area such as air related, water related, and so on are
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grouped with their effects, causes, and managerial measures. In order 1o minimize and
control adverse impacts, which arise with the implementation of the Project, required

counter and mitigation measures including items mentioned below should be taken:

(a) To adopt proper construction techniques such as cut and fill operations and water

spraying on the roads, etc. to mitigate the negative cnvironmental impacts.

(b) To investigate and assess the flora and fauna in the arca in order to make a natural

environmental conservation plan such as a forestation plan.

(¢) To adopt approprizie: measures in order to harmonize the artificial facilities with the

naturat scenic landseape in the area.

(d) To prepare well developed infrastructure for environmental conservation and anti-
poilution measures such as water supply system, sewage system and waste disposal

system,

(e) To adopt pollution prevention measurcs at the source rather than the end-of-pipe
* technology for minimising the environmental impacts caused by the variety of

activities, especially in the industrial arcas of the HHTP, Phu Cat and Xuan Mai.

(f) Environmental Impact Assessment (EIA) for development projects is compulsory
in Vietnam at present. Therefore, a full-scale FIA should be carried out by the
Government of Vietnam to assess the potenti'al 'impacts of the Proj.ect on in and
around the Project area during both construction and'opera[ibn periods, and to

propose policy recommendations for the environmental conservation in the area.
{2) Concept of Eco-City

The Corridor. 21 de#’elopment aims to create a “garden city” or “Eco-city” where urban
amenity and life, natural environment can coexist. This concept can be expressed in other
word, nar'nely.a “eﬂvironment—friéndly” or “environment-harmonized” city. In natural
ecosystem, efficient interactive circulation and exchange of energy and materials with cach
ecological element make it sustain and stabilize. In order to establish a sound and
“comfortable urban environment, it is indispensable to dcﬂfelop an urban structure
characterized by its diversity, s.elf-supporting, stabilization and circulation which is a feature
of naturai ecosystem above mentioned. Namely, in order to establish a favorable urban
environment in the social environment system, actions which promote a function of

ecosystem such as controliing'the quality and quantity of urban activity, elimination and
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control of pollutants at the sources, efficient use of energy and resources, practice of resource
recovery from waste, ete. are required. This also means a formation of urban system similar
to an Eco-cycling, which is functioning within natural ecosystem, Furthermore, policies for
building Eco-city should incorporate both public and private opinfon. OECD report states
the ecological city that,

“An ecological city is distinguished by the degree to which environmental considerations are
incorporated iﬁto decision-making in public and private sectors alike. ' An ecological city is
simply more effective at finding and implementing solutions to environmental problems. In
an ecological city, people should be conscious of their local and global responsibilities for
the envirohment, ‘environmental problems would be addressed éontinua!ly, environmental
‘considerations would be integral to a wide range of policies and sectoral activities, and

© greater attention would be given to providing a better quality of life for all urban citizens.
The object must be to integrate soéiél, economic and environmental objectives to achieve |
sustainable develc;pmenl.” (Innovative Policies for Sustainable Urban Development, The
Ecological City. OECD, 1996)

Building the Eco-city means building a city that is inherently adaptable, characterized by
diversity, variety, self-supporting and sustainability in both natural and built environments.
~ The following are principal concepts, which should be included for the formation of Eco-

cycling urban system or Eco-city.

(a) To make an environmental conservation plan from the standpoints of Eco-cycling

and sustainable urban development.

(b) To use energy and materials cfficiehtly which are basic"eierﬁents for supporting
urban activities. For this purpose, it should be promoted to establish a structurally
Eco-cycling city by introducing and completing the ecosystem, which include 5
functions as follows, 1) the improvement of efficiency of the use of energy and
materials, 2) utilization of natural energy, rain water, sewage and other treated
waters, and waste heat, 3) reduction of wastes, 4) resource recovery from wastes,

5) re-use of circulated water in-business offices and residential areas, etc.

(¢) To positively re-create naturé in urban area by conserving and c'orhpléting the
biological habitat, and to positively conserve nature remained in urban area by

increasing greenery area and other measures as well.

(d) To positively participate in variety of environmental conservation activities toward

improving the wrban environment for urban people and companies in order for
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sustainable development. Enhanced public awareness, consultation, and

participation can improve environmental management.

{e) To grapple with the problems toward the promotion of Eco-cycling city from the
comprehensive and predictive standpoints with a large number of participants of

citizen and companies.

(f) To install/construct the appropriate environmental infrastructure such as sewage,
solid waste treatment facilities, etc. to cope with the problems concerning tie

environmental issues.
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Table 7.7.1 Factors Affecting the Urban Environment

Generation
Area

Effects

Causes

Management Options

AIR-RELATED PROBLEMS . -~~~ = T =

* health problems

* construction

AMBIENT AIR istre * fuel pricing
POLLUTION * economic costs from activities * regulations,

* community health care costs and * urbanization & standards, emissions
. city wide productivity losses industrialization charges

* regional

INDOOR AIR
POLLUTION

* household
* workplace

* amenity losses
(aesthetic, cultural,
and recreational)

* health problems
(chronic obstructed
lung disease, acute

. Tespiratory infections,
low birth weights,
cancer) :

* economic costs from
health care &
productivity losses)

* increase in motorized
fleet & congestion

* use of highly

olluting fuels

Eleaded gas and high
sulfur coal) .

* energy pricing
policies

* topography and
climate

* use of low-quality
fuels for cooking and
heating gbiomass and
high sulfur coal)

* noorly ventilated
dwellings &
workplaces

* passive smoking

* cottage industry

* » L ] “

* demand management

* transport planning

* appropriate
technology (clean
fuels, scrubbers,
FGD, proper stack
height, etc.)

. imgrove monitoring
and enforcement
{(environmental
Spality and

ischarged gas from
factory stacks)

* substitute fuel and
equipment pricing
fuel switching
building codes
public education

tax hazardous
products and
processes

activities

Final Report - Master Plan (7 - 68)

* poor regulations.
and/or enforcement

* municipal &
industrial waste
disposal practices

* urban runoff

* irrigation practices.

'WATER-RELATED PROBLEMS =~ -
SURFACE * health problems * consiruction * marginal cost pricing
WATER * economic cost activities * regulations,
POLLUTION (additional treatment, | ¢ urbanization & standards, licensing
* community new sources of supply, industrialization charges :
* city wide health costs) . * pricing policies . imgrove monitoring
» regional * increase turbidity in * unclear property and enforcement
river and lake water rights (environmental
* amenily losses uality and effluent

rom factories)

* waste minimization
(water saving,
recycling, recovery)

* - demand management
and wastewater re-
use :

* appropriate
technology

* land use controls

* waste management
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Generation Effects Causes Management Options
Area
GROUND * reduce water quality * construction * marginal cost pricing
WATER from saline intrusion, activities * regulations,
POLLUTION biochemical seepage * leachates (lchcmicai standards, licensing
AND * health impacts storage, o1l spills, charges
DEPLETION * cconomic costs wastewater, ash * wasle management
¢ COInmunlty (damage from land dumplﬂg, etc-) . ﬂppr(}priatc
* city wide subsidence, health * pricing policies technology
. i costs, increasin .
rogionl marginal cows ot I I P
supply) * poor regulations and source of
and/or enforcement contamination
* unsuitable extraction
* sanitation, municipal
& industrial waste
disposal practices
* poor demand
management
LAKE * health effects due to * unclear property * regulations,
POLLUTION contaminated food and rights standards, licensing
. community direct contact . poor rcgulatio’ns Chargcs
e city wide * loss of recreational and/or enforcement ¢ appropriate
* regional resources & tourism * municipal & technology
. revenues industrial waste * lakeside
* damage to fisheries disposal practices management and
+ amenity losses * disposal of shipboard appropriate
* cutrophication wastes technology
* preservation
* shipping facilities
* waste management
. : * Jand use conirols
LAND-RELATED PROBLEMS- - ' o
DEGRADATIO | ¢ excavation of soil at * site preparation for * recommend cut and
N OF LAND construction sites construction fill operation
* city wide * precipitation of * changes in relative * appropriate
* suburban aseous emission and . value of land uses technology (clean
* regional _ y ash from factories’ | » uncontrolled urban fuels, scrubbers, EP,
- * receive acid rain growth FGD, low NOx
attributed by 802 and L] unc]_éar proper[y bu_rﬂe'r’ proﬁ)er stack
NOx rights helghl, ete. .
- » declining agricultural s wood-fuel and land * internalize ecological
productivity pricing value in land prices
* reduce rencwable * mining and quarrying * des1gn_ate special
resource base o activities areas for
Edefo_restahon, lostsoil | o 14nd disposal of management
ertility) municipal and * local participation
* erosion and salutation industrial wastes * clarify property
+ amenity losses rights
* loss of natural habitat * economic resource
& species pricing
* land use controls

Yinal Report - Master Plan (7 - 69)
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Causes

Management Options

¢ {and prices do not
refiect social
valuation

¢ lack of regulation
and/or enforcement

* air pollution

+ solid waste
management
practices

¢ land subsidence and
poor drainage

* failure to anticipate
effects in planning
and development

* pricing policies

* lack of rural political
power

* internalize costs of
loss in development

* tax incentives for
preservation

* zone and building
codes

* pollution control
¢ public education

* - internalize costs of
- rural degradation

* resource pricing

* clarify property
rights

* household
* community
* city wide

* regional

HAZARDOUS
WASTES

* household

* community

* city wide

* regional

Generation Effects
Area
LOSS OF * Joss of heritage
CULTURAL * loss of tourism
AISTORICAL e
+ damage to culturally
PROPERTY value% buildings,
* community monuments, natural
* city wide sites
g%(%RADATIO * health hazards
* resettlement costs
ECOSYSTEMS * Joss of habitat and
* regional species
*+ air, water, land
pollution
' CROSS-MEDIA PROBLEMS
g!(}]&%)CIPAL * health impacts
. . st
WASTES costs related to

blocked drainage and
flooding S

* water pollution from
leachates

* air pollution from
langfill and/or burning

* amenity losses

* surface, ground,
lakeside water
contamination

¢ related health,
economic, and
resource impacts

* accumulation of toxic
in the food chain

* reduce property values

Final Report ~ Master Plan (7 - 70)

* poor management
Eml roper collection
and disposal, little -
resource recovery)

* pricing (no cost
recovery)

* disposal impacts
external to
community

* input pricing

* inadequate
regulations and/or
enforcement

* no-incentives for
treatment

* input pricing for
waste-producing
industries

* Jow visibility,
nonlinear, long-term
effects _

* dispersed small-scale
& cottage industries

* public and/or private
sector delivery of
collection an
disposal

* waste minimization
(recycling, recovery,
source reduction)

* regulations,
standards, licensing,
charges

* expanded coverage

_ * regulations, -

standards, Licensing,
.Charges :

. imgrbvc moriitoring
and enforcement

* treatment and -
disposal incentives

* gconomic input
pricing .

* wasle minimization

* construction of
specific treatment
plant o

* marginal cost pricing

* special incentives for
small-scale
generators

* privatization of
ireatment and
disposal options
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Generation Effects Causes Management Options
Arca .

NATIJRAL * health effects (deaths, * nalural forces * reduce constraing on
AND MAN- injuries) + land markets failures supply of usable land
MADE * economic costs (loss glack of alternatives | * appropriate
HAZARDOUS of lives, property, or squatters, incentives  (prices,
* houschold infrasiructure) artificially taxes, tenure,

* community
* city wide
* regional

INADEQUATE
SANITATION

* household
* community
* city wide

INADEQUATE
DRAINAGE

-* community
* city wide

Source:

* land degradation
(flooding, landslides,
earthquakes)

¢ amenity loss

* health impacts
(diarrhea diseases,
parasites, high infant
mortality,
malnutrition)

* related economic costs

* eutrophication

* amenity losses

+ health effects
* property damage
* accidents
* reduce urban
roductivity
EshutdoWn of business,
transport systems)

constrained supply)

* land policies (no
taxation,
no/unenforced
protection of high-
risk lands)

* poor construction
practices

. inaﬁpropriate
technology

* pricing (no cost
TECOVELY)

* poor management
?lack of operations
and maintenance,
uncoordinated
investments)

* inadequate hygiene
education

+ inadequate hygiene
education

* increased urban
runoff due to
impermeabilization
and upstream
deforestation

¢ occupation of low-
lying lands

housing finance)

* land use controls

¢ improve knowledge
about rsks  and
alternatives

* gear sanitation
options to willing to
pay ,

* community
approaches

* cost recovery

* hygiene education

* community
management of
maintenance

* strategic investment
in drainage

+ land use controls &
market liberalization

» solid waste
management

UNDP/UNCHS/World Bank, Rapid Urban Environmental Assessmemnt, Vol. 1,

Final Report - Master Plan (7 - 71)
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