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General Assessment of Certain Economic Issues
in the Current Renovation

Nguyen Quang Thai
Development Strategy Institute
Ministry of Planning and Investment

I. General Assessments

Analyzing Viet Nam’'s social-economic situation, it is necessary to make clear the
distinguished characteristics of Viet Nam from other countries. Viet Nam is being on the
transition to market-oriented economy, with the Government's macro-intervention, the

planning system has dramatically changed. The changing mainly is in three aspects:

» Transition from the centrally planning to a market-oriented economy, that is transition
from supply-side approach,suited to the hard lowly developed and demand surplus period,
o the demand-side approach, with paying more attention to the domestic and international
market signals. The current commodity’s stagnating reflects the complicatedness of the

transition.

« Transition from direct planning, mainly for the state sector to indirect planning for the
economy as a whole, It means transition from direct imposing targets on thousaﬁds
economic units to creating development environment for them. At the moment only targets
of five products are still being directly imposed. They are the products that the Government

should take under its control from macro level: electricity, oil and gas, rice export, etc.

» Transition from a close, mainly in international transaction with the former Soviet Union
economy,to-an open to all countries,that above of all to the East-Asian,the area occupied
of about 70% of the country’s trade and investment. International integration became a
first important factor that may have influence on efficiency and quality of economic

growth,

But the transition is still being continued, to match the rapid, efficient and sustainable
development requirement, to be adequate to integration demand as well as the changing in
the politic and economic relation of the world and theregion. Though Viet Nam has experienced
certain progresses in the last period, but to make the renovation get appropriate assistance
to overcome the crisis’s impacts and get into the recovery process, to create a stronger
engine for the long-term social economic development, obviously there is a need of a more

dramaltic and synchronous breaking force.



1. Some Key Issues in Recent Economic Development

After some years of rapid development with average GDP growth of 8.2% during period
1991-1995, recently GDP growth has become slowly, In the last two years, under the Asian

crisis impact, GDP growth rate as follows:

1995 9.5%
1996 9.3%
1997 8.2%
1998 5.8%

In the first half of this year, the country's economic situation continued to be in difficult
path, GDP only grew at 4.3% in contraction of more than 6% in the same period of last
year. Although agriculture still maintained rather high growth rate, export. of agricultural
products speeded up, but the economy has shown obvious weakness, that really in deep

concern:’

1. Though with rather high growth rate, agriculture still has to face up some difficullies
in slow consumption of its products both in domestic and international market. Price
index of agricultural products is not stable and has the tendency of not to keep up with

the general price index. This may have not good impacts on agricultural production.

2. After many years grew with rapid rate of more 12%,Industrial Growth now has become
more slowly: 13.6% in the first half of the year 1997,12.6% in the first half of the year
1998 and only 10.3% in the first half of this year (1999). Industrial production of some
large industrial centers has faced up many difficulties. HCM Citys industry grew at 4.1%
(meanwhile the same time in last year it grew of 10.8%4), Hanoi’s industry grew at 6.8%
(in the same time in last year it grew of 10,2%). The growth rate of the SOEs fell down
seriously, and was only 3.623, that much lower than the average industrial growth rate
and its growth rate of the same period in the last year (more than 1026). Many important
state owned general companies have their selling income fallen, for example, the Coal
General Company’s selling fell by 21%; Steel General Company's selling fell by 9.5%;
Brewery and Alcohol General Company’s selling fell by 5.6%. This reflects the low
-effectiveness and competitiveness. The private sector, (household scale) also has growth
rate to come down, but still reached the rate of 6.6%, that mainly match the on-place
demand. The Foreign Direct Investment sector continued to grow rapidly, with more
than 22%. In t.hé last two years 290 enterprises more have compleled the construction
period,made total number of FDI enterprises that have completed the construction period
up to 850 industrial enterprises in the year 1998 and contribute to the industrial product
value of 35,22 of total in the first haft of this year. The product stagnation has become

serious because of weak competitiveness and a partly because of smuggled imports. The



FDI sector’s export also is not relevant to its production increase (22% vs 8.9%).

3. Service se‘ctor grew slowly. In the first half of this year service sector grew with only
2.89%, lower than the growth rate of the same period in last year (5.8%). The major
component of that is trade sector, which occupied of 35% of total value of service sector,
but only grew at 2.1% in the first half of this year, in contrast of 6.2%6 of the same period
of last year. Total retail sale increased only by 1.5%, meanwhile total external trade
flow decreased by 3.4% in comparison with the same period of last year. Some of FDI
enterprises also reduced their production volume because of market shrinkage. In recent
months commodity and service price continuously reduced, that not only reflects the
reducing of purchasing power but also deflalion, if not applied any necessary measure

in time.

4. Social investment continuously reduced in the last two years and value added of
_ construction sector in general did not increase. This not only impact to current growth,
but also may impact to production in the coming years. Meanwhile the economies in the
region are showing signals of recovery, the weakness of investment and construction

sector in Viet Nam may be a bad effect to the economy's efficiency and competitiveness.

5, Financial and monetary sector has been dramatic changing with some new policy. State

budget still is in rather big deficit.

6. Social aspect is being with many critical issues,especially the increasing of poverty,

unemployment and underemployment under the pressure of low economic growth.

All the above stated issues show that, it is necessary to concentrate on the economy’s
gradual recovery from the crisis's impacts in the next time period and assuring a sustainable

growth in the long-term, toward the 21 Century.

M. Agricultural and Rural Development and Some Points of View on the
Regional Focal Development

At present, agriculture is a major productive sector,using 2.73 of the social labor force.
Rural avea is the place of habitation of 7996 population. That is why government of Viet Nam
has put agriculture onto the development focus, bases on industrial compliment and rural

modernization.
Emerged issués in the development policy of agricultural and rural development:

* The recent rapid and f airly comprehensive development of agriculture, forestry and fishery
play an important factor of the country’s economic sustainability,including food security.

However, practical experiences show that where purely agriculiural based development

5



there more likely to get in to a lot of difficulties. Therefore, in the future, diversilying
agricultural production and rural economy, gradually conducting agricultural and rural
industrialization is the essential way to improve the population living standard. At the
moment, labor effectiveness and production efficiency in farming activities is low, meantime
available and feasible important reserves are not fully explored. For example, rate of
working time of laborers in the rural area in 1998 was 71% and in 1997 was of 73% ! This
may be rationalized not only by shortage of capital, lack of appropriate technology, narrow
market for farm products,but also by regulations and policies (e.g. land use policy, labor
hire policy), the absence from the beginning of the integration between industry and
agricullure (inch:ding rural industl-‘y development). A higher rate of working time of
laborers (more than 77% in Taynguyen,where industrial crops are accelerated and about
809 in Hanoi and Ho Chi Minh City suburbs,where farming is diversified with husbandry
development, that occupies 35-4096 of working time) illustrates a big development potential
of agricultural and rural industry. Diversification of economic development in the rural
areas; diversification of occupation with new appropriate cooperation and integration
forms, both internal the rural areas and between rural and urban areas; widening
production size and enhancing product quality; improving marketing policy for farm and

farm based products are extremely essential factors for development.

Concerning the sustainable development policy, the government is now focusing on poverty
elimination with focal investment onto 1715 poorest communes?. To make it more easier
to s;olve the poverly elimination, one should distinguish (at least) 8 categories: poor
countries, poor regions and poor households. In parallel with duty of reducing absolute
'poverty among the poor households that still make of 17% of total population by using
a number of measures (providing credits, skill enhance training, developing of S&M
enlerprises...) is also a reéponsibility to facilitate the richer household in more freely but
legally doing business. The recently approved “Law on enterprises” by the National
Assembly has demonstrated the efforts in reforming to this direction. No an} way to
enhance the living standard’s of the whole population as well as of the poor households

other than accelerating the country's economic growth in general.

« It is quile clear to see the increasing gap between the regions in development. While the
potential focal economic regions grew with 10-15% in average annually, the remote and in

trouble areas grew just only at very moderate speed: 5-72% or even lower. Another

L~ “Gtatus of Labor-employment in Viet Nam” 1897, 1998 Statistical Publishing House 1998. 1999

2. «1715 Poorest Communes” or 1715 Communes are being in especially serious irouble and. or in the
mountainous and remote areas; The Government of Viet Nam has approved the Decision 135.71998,7QD-
TTg, July 31, 1998 on “The Social-Economic Development Program for the areas of especially serious trouble
and,or areas in the mountainous and remote areas”. To fulfill this Decision, 1715 communes have been se
lected. The List of these 1715 Communes has been submitted {6 the CG Meeting in Paris

December 1998.



considerable issue is the free migration from the north mountainous area to Taynguyen.
Unless an appropriate solution is introduced to speed up the too poor areas and enhancing
the living standard in these areas, it might easily to appear unexpected negative social
issues. While average per capita income in Ho Chi Minh City is more than US$ 1,000 and
in Hanoi about US$ 700, average per capita income in the provinces like Hagiang, Backan
is under US$ 100 only. Therefore, accelerating the poor regions’ development is an objective
demand and poverty elimination is a critical issue. But resolving of this issue should be in
a long period, even very long time period, since the cconomy has a dual development duty:
enhancing population income of such a poor country like Viet Nam and narrowing the
regional development gap. It may be a solution that in the next period of time to facilitate
the poor areas to gradually develop by providing them assistance from the government
and using local labor force. At the same time it needs to introduce appropriate promotion
policies to get more dramatic and synthesized resources for rapid, efficient and sustainable
development in the focal regions. So, poverty elimination is in the focus of the rural
development, but for the focal regions the main task is to make essential policy and to
mobilize all available and potential-feasible resources for development investment. These
focal region may grow with rapid speed,or even extremely rapid speed in order to create
a new economic potential and a new engine for the cconomy as a whole. It is especially
critical important when the economy is being in the stagnated situation like it is now. It
might be acceptable that the development gap between the regions keeps increasing in
some period of time, but it is unacceptable to let poverty (absolute poverty and food
shortage) last all the time in some regions.

'IV. Suitable Industrialization Poliey in the Current Period

For a longtime future, industrialization, modernizalion is of necessity to pushing up the
country, to prevent being further in backward. But industrialization is not so simple when
the mankind is entering the threshold of the 21 century with extremely rapid progresses in
science and technology and the complicated changes in the international and regional market.

There are some issues that need to be emphasized:

» Prudential and correct selection of the industrial development priovity with more attentions
are placed on efficiency and competitiveness under the integration, conditions. Strictly to
perform the AFTA, WTO and Viet Nam-US trade agreement commitment schedule. To
keep following the export promotion policy and consider it a strategy solution, since a
econdmy may only be succeeded in the domestic market when it may be succeeded in the
international market. Tariff barriers (as well as taxation of non-tariff barriers) are
necessary for infant industry proteétion,but it is necessary to dra{v a very clear schedule
for gradually taking them out in order to enhance the economy's effectiveness and

compelitiveness that may help the economy firmly stand on the international integration.
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+ Estimations of the social-economic efficiency in determining the development pace for the
capital intensive industries at the same time with rapid opening labor intensive industries
and the industries that may have domestic, regional and international market should be
done with extreme prudential. It needs a prudential consideration when decideto rehabilitate
inefficient and costly projects such as the Thainguyen Steel Company, Habac Fertilizer
Company as well as to decide too early starting such a capital intensive project like the

Second Qil Refinery Factory.

+ Special assistance to the S&M size enterprises’ development, and encouraging rapid
establishment of the “Centers for S&M size enterprises promotion” should be in focus so
that the S&M size enterprises may receive efficient assistance in all necessary aspects:
policy and regulations, capital and technology, skill training, market seeking and inter-

network integration of all kind: large, medium and small size enterprises.

+ Industrial policy should be united from the beginning with the trade policy,including the
market policy under the integratlion requirement. Technology policy should be emphasized

to enhance the national, industrial and enterprises’ competitiveness.

V. Financial Sector Reform and Capital Creating for Development
Investment

Viet Nam is an economy with fairly moderate economic potential, occupying 5% of total
GDP of ASEANI0, and per capita GDP is only a hall of that of China. Moreover, domestic
saving is low in comparison with all other countries in the region,-is only 20% of GDP, that
made of 5096 of that of China and 4095 of Singapore. This reinforced Viet Nam to accelerate
the capital mobilizing process, both from domestic and from abroad resources to match
development targets. One of the most general solutions is continuing to accelerate the
renovation, conducting the reform process with more clear methodology and ‘schedule,
improving credibility from both, domestic and foreign investors. During the renovation
process it is necessary to pay special attention to the financial sector reform,t hat may have
strong impacts on the macro-economics stabilization, increasing resources for development
investment, creating faverable environment for doing business and conducting production
and enhancing. efficiency and competitiveness of the economy. The reforming process of the
financial sector needs not to bring along with a dangerous “shock” to the economy *,
especially when other economies in the region are already on the recovery road and when
Viet Nam’s economy seems to be in downward at least 1 or 2 or even 3 years unless the
government introduces certain appropriate decisions with outstanding executive. Dealing
with the bad debt of the enterprises,especially the bad debt of the SOEs is perhaps a critical

3- Ir is very important to carry the reform prudentially, not to make change any thing so quickly so that
the economy,especially the enterprises may easily get into troubles.
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point at the moment. Thereafter, auditing the major SOEs has a significant importance for
commanding the actual business and production efficiency and consequently for escaping
from the trap of usecless and unconditional rescuing the longtime loss-making SOEs, that

resulted in a extremely heavy burden for the national finance and government budget.

Vi, Economic Policy Completion for the Next Period

Continuing renovation is the of ficial policy of the Government of Viet Nam,which is clearly
noted in the New Government Action Program?, as well as in the annual plan, including
Plan 1999. To make it clear to facilitate the negotiation process on the assistant condittons,
normally Viet Nam points of view are similar to the donors’ points of view, but not necessarily
in term of pace and schedule during the negotiation process on package assistance with

IMFE, WB and Japanese government.

+ Holding macroeconomics stabilization and enhancing economy's efficiency and
competitiveness during the integration process. Decper investigation should be in need to
determine the directions of enhancing efficiency and competitiveness for each major product
and industry. The significance of the government expenditure and monetary stabilization
policies in holding macroeconomics stabilization should be aware. To respond to the
downward of the foreign capital inflow, especially FDI, it is necessary to put the macro-
economics balances, especially the sensitive indicators like government revenue and

expenditure, trade balance, current account.deficit under strict control.

Consolidating the financialsector,consideringit a determined link in holding macroeconomics
stabilization and enhancing the enterprises’ efficiency. The two law: Law on Banking and
Law on Credit Organizations should be concretized so that their implementation may
provide the transparency for the wﬁole financial and banking system at macro level as

wall as at the enterprises’ level.

Conducting the SOEs (which contribute 2,73 of domestic,beside FDI production) reform,
including enterprise classification, considering this a first important solution. In parallel
with SOEs equitization accelerating (that is especially necessary when 502§ of SOEs is S&
M size enterprises), it is in need to conduct initial auditing the 100 major enterprises. This
may result in providing necessary information for determining the steps of reform and
equitization (may be the enterprises with capital size above VND 10 hillion and revenue
more than VND 80 billion).

» Investing in the social and economic infrastructure,especially transportation irrigation,

4. “New Government Action Program”: The Action Program invented by the newly elected Government
at the 10t Viet Nam National Assembly Congress, held in July 1997. This Action Program has addressed
by PM Phan Van Khai at the First Meeting of the National Assembly held in September 1997.



schools, hospitals, clean water supply, and preparing the development prerequisites are
unceasing and urgent concerns for a long-term development impetus for both public and

private sectors.

+ Accelerating agricultural and rural development, environmental protection, considering
this the first important solution, which provides sustainable development and poverty

climination,included the 1715 poorest communes assistant program.

* Investing in human resource development and resolving the social issues with two important

chains (at the moment) - poverty elimination and job creating,skill training for the youth.

+ Conducting administration reform and encouraging openness and public participation in

the renovation process. Creating the credibility for domestic as well as {oreign enterprises.

V[, The IX Party Congress Preparation

Viet Nam has been active in carrying out research in different aspects toward the IX party
congress planned to be held in the first half of the year 2001. To this end,many works to be
done now contain significance in economic policy aspects not only for the near future, but

also in the long- term (up to the year 2010) policy framework.

At the moments, all industries and all local authorizations actively participate in drafting
the research assignment topics so that in the year 2000 the draft of the Social and Economic
Development Strategy for the period 2001-2010 and the draft of the five-year plan 2001-2005

may be published for public comment.

In the scope of the joint Japan-Viet Nam policy assistance project,it may be suggested to
select some first priority issues among the 14 research sub-topics that are now heing carried

out by the Viet Namese assigned experts to be implemented in the four study teams.

10



Table 1A. Gross Domestic Product - Growth rate

1991 | 1992 | 1593 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999
GDP 60| 86| 81| s8] o5| 93| 82| 58] 45
Agriculture T220 69| aal a4 48l a4] 43| 35| 28
Industry & Construction 771 128 126 13.4] 136 ws| 126] 100] 80
Service T 74| 18| sel 96| o8| 88| 7a| 45| 30
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Table 1B. Gross BDomestic Peoduct - Structure

1993

1991 | 1992 1994 | 1995 | 1996 | 1997 | 1998 | 1999E
GDP B 100.00] 100.00 | 100.00] 100.00] 100.| 100.00| 100.00| 100.00| 100.00
Agriculture 1 4049] 33.94| 2087| 2869| 27.18| 27.96| 25.97| 2595 25.10
Industry & Construction | 23.79| 37.26| 28.90| 20.60| 28.76] 20.73| 32.08| 32.59] 33.00
Service 3512 | 28.80] 41.23| 41.71| 44.06] 42.51] 4215| 41.66| 4190
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Table 2. Balance of Gross Domestic Product at current price (Bill. VND)

1901 | 1992 | 1993 | 1904 | 1995 | 1996 | 1997 | 1908 | 1999E
A.SOURCE 80632 | 11501 | 148867 | 195400 | 249710 | 301876 | 330150 | 388253 | 434000
1. Gross Domestic Product | 76707 | 110535 | 136571 | 178534 | 228891 | 272037 | 313624 | 361468 | 406000
2. Balance of Trade 3925 4516| 12296 16866| 20819 20830 | 25506| 26785| 28000
'''''' Percent of GDP | 5.12| 409 900| 945 910| to97| s14| 741| 690
B. USES 80465 | 114812 | 150730 | 193520 | 24360 | 301771 | 330338 | 388890 | 443000
1. Final Consumption 68959 | 95314 | 116719 | 148037 | 187233 | 225231 | 250584 | 285130 | 321700
Percent of GDP | 89.90] 86.23| 85.46| 82.92| 81.80| 82.79] 70.00| 78.88| 79.24

9. Gross capital formation | 11506] 19408] 34020 | 45483| 62131| 76510| 88754 | 103760 | 121300
Percent of GDP | 1500| 17.64| 2491 25.48| 27.14] 28.14] 28.30| 2871 2988

3. Error 167| 9239| -1872| 1sso| a36] 05| -188] -637| -9000
TOTAL SAVING 11506 | 19198 | 31020| 45483| e2131| 76540 88754/ 103760 | 121300
1. National Saving 7148 | 15021 19852| 30497| 41658 d46806| 63040 76338| sa300
Percent of GDP | 10.10| 13.77| 1454 17.08] 1820| 17.21] 2010| 2112| 2076

9. Foreign-saving Tarss | a217| 14168| 14086 | 20173 20734 | 25714 | 2rae2] 37000
| Percentof GDP | 4.90| 887] 1037| 839| se4| 1093 s20| 759 om

Table 3. Gross Domestic Product per capita at current price (Thous, VND)

1991 | 1992 | 1993 | 1594 | 1995 | 1996 | 1997 | 1998 | 1999E

GDP per capita n3z| 1so6| 1923 2462| 3059 3610] 4088 de31| 5114
Final comsumption 1017] 1313] 1643| 2042| 2s31| 3080 3266 3653| 052
Food per capita(kg) 324.6] 348.7] 359.0] 361.3| 372.8| 387.7| 899.1] 407.9| 403.1
Blectricity(Kwh,/per) | 137| 141] 152 172| 198| ess| 49| 219|307
Export per capita(USD) 3 37 42 56 74 6 120 120 126
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4) Peter Harrold, “Comments on Reform Sequencing and State Asset Management in China” by Zhou
Xiaochuam in P. Harrold et., al., eds., Macroeconomic management in China — Proceedings of a
Conference in Dalian, June 1993, World Bank, 1993,, pl45
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DI, HEEFICE IUBILORE T v -, THLES SHE7 0 - LD
HATHIL, K2 — 1 KUK 2 - 2icibh T, MEGRBHORENR T » 7%
BLTtwaraicillbhs, £ LChEHEETR, CORENRF v 71> B0H{UIL D
BRUKCHITS hi, (B—{HUREDRID

BLEDRF » THTSTIFERISRIEWD LR TRV, FHEETO LR
¥ owTid, NREAEEMND 0% « BRBISEcH Y. BRoLRKELR
SR BIE > TVS, PRBTORREED MBEBCREIFT) <7 oMZEEL iR
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=AY —RUMAEI SO BEA N, Hic, TRETRIOBIHERMEYL, £4
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B4 2EAEH) MEAS K, BENA v v T 4 THEMAEICEF S, ChooF
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REWEIBL S, FOGMEATVWLEER D, LU, Thidd T HHEIET
Hb, ' '

EEA%NSEOEOHA R, 3 PRIV THRL LS 1, BEACEOELEH

5) HELZOFELRB0LDINVWORAHES (Contracts) O—> &, WL EACLEEEE L oM
i a2+ hMdb 5, Performance contracts LSS TW5, World Bank, Bureaucrats in Business, The
Economics and Politics of Government Quwnership, Oxford Univ. Press, 1995, pp.6-7 and ch.3,
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