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Overview of Investment Situation and Policy in Viet Nam in the 1990s!

Le Viet Duc

Ministry of Planning and Investment

Investment has been one of the most important factors contributing to the high economic growth of Viet
Nam thfough the period of economic reform, which started from 1989. Primary analyses show that there are
converse trends of investment in the two periods: 1991-1995 and 1996-2000. The most concerned trend is
that the growth rate of investment in the second period has decreased too much in comparison with that of the
previous period. In order to rationalize causes of those treads, this report will examine investments in state
sector, state-owned enterprises (.SOE), private sector and households as well as foreign invested sector during
the 1990s in the following aspects: '

- Investment trends in the above 4 sectors;
- Reviewing investment regimes in those sectors
- Asse'ssing problems and difficulties of current investment policies.
- Discussing some measures to amend investment regime in the next 5 years.

In the following part, we will analyze current policies on investment to see how much they help effectively
allocate investment capitals, which are actually a scarce resource of the counﬁy. Particularly, the paper will
discuss in detail thé ef’ﬁcie_ncy of bublic in.vestmcnt mechanism. Finally, in the annex 2, we will list pieces of

legislation regarding the mechanism and polici_és on investment in the above 4 economic sectors.
Part 1 investment situation and policy

A. Situation and policy of public investment
1. Public investment-t'l"e_nd
Public investment is excised by the Government through 2 sources of fund: Non refund budget capital
and state credit with low rate and favorable conditions. Nén refund budget capital is mainly reserved to
projects on infrastructure construction and human resource development sectors, which are not capable
(0 take a very long time to return capital. State credit is a form of loan with low interest rate and favorable
conditions provided to prioritize projects identified in the state development plan.

The main trends of public investment from 1991-2000:

U Le Viet Duc, Ha Xuan Tu and Le Quoc Ly; Ministry of Planning and lavestment.
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(1y With regards to the non refund state budget capital:

1) Investment from state budget capital during the last 10 year did not enjoy a stable growth. Even
though its value estimated by current prices increased steadily (except a light decrease in 1994), its
value by constant price increased rapidly in 1992, 1993, 1996 and 1997 but had a minus growth in
1994, 2000 or very small growth in 1998,

2) However, in overall, investment from state budget was in a going-up line in the period 1991-
1993 and gradually going down from 1994 till present. On average, the growth rate of investment
from state budget is 21.2% from 1991-1995 and 14.1% from 1996-2000. Thus its share in the total
social investment reduced from a relatively stable ratic of 35% on average in the period 1999-1993
to a stable rate of 21% in the period 1995-2000.

3) Regarding the structure of investment from state budget capital classified by the hierarchy of
administration, the share of capital managed by central authorities increased during the period
1991-1993 from 52.9% to 66 % then reduced to 45.7% in 1998. Convers_el'y, the share of publ.ic
investment from local authorities® budget has increased sharply form 1994 .till now after a heavy
drop during the period 1991-199_3. |

4) Regarding the structure of _Qsing state budget classified by.economic sectors, the years 1994 and
1995 marked a structural change. Before 1994 and 1995, thé réti_o of investment in industry and
c§nstructi0n increased very rapidly while the share of investment in other economic sectors
considerably reduced. On the cohtrary, after _1994.and 1995, the ratio of investment in the first 2
sectors shérply decreased and the proportion of state budget capital invested in agriculture, férestfy,

fishery, irvigation, infrastructure, trade and services has increased very quickly.
There is a clear trend that state budget capital is concentrated to the construction of infrastructure
and human resource development as expected target in order to create necessary conditions for the

development of other economic sectors.

(2) Preferential state credit

1) State credit as weil as other éources of capital did not experience a stable grbwth in the 19905.
However, it has Bccn a source of the most rapid increase. Its growth rate Qas minus 50% iﬁ -1992,
but went up to 200% in 1993 then réduced to 21% in 1994 and even dropped to minus 27.3% iﬁ
1995. In 1996, it again enjoyed an expected growth up to 116.9% but very quickly dropped down to
16.7%. Since 1998, its growth rate has been increasing thanks to the policy of investment promdtion
of the Government. _ _

2) Bcéause of its high growth rate, the share of state érédit provided to enterprises in the total of

social investment increased very quickly: this share increased from 3.2% in 1993 to 10.4% in 1996



and 19.9% in 2000. Thus in the year 2000, the share of this capital is approximately equivalent to
share of public capital and higher than the self-capital of enterprises or FDL

3) Ina general trend, state credit in 1990s was more and more focussed on prioritized projects
identified in plans and economic development programs of the country, especially projects aiming
at developing and enhancing the effectiveness of state owned enterprises (SOEs) in the key sectors
such as irrigation, multi-year crops, agricultural science and technique and infrastructure for
agriculture production. In industrial sector, public investment is allocated with priority to important
sectors such as electricity, cement, steel, fertilizers, petro-chemical and agriculture processing.

4)  Even though the economy has been reformed towards market based economy for many years, it
is recently in a tendency of returning to the old mechanism, i.e. soliciting-giving mechanism,
subsidization of credit as it was in the period of central planning Such a mechanism is actually a
subsidization in terms of credit for non-competitive products and prolongs the lives of ineffective

enterprises.

2. Evolution of public in#esﬁnent policy

Public investment policy has been considerably éhangcd since late 1980s. In 1989, the Government of
Viet Nam reduced sharply the suﬁsidization to SOEs in terms of invéstment; public investment is
concentrated to the development of infrastructure and sbcial welfare. In fact, many enterprises are not
capable to cope with this c'ha'nge and the number of loss making enterprises increased dramatically. It
implies so much pressure that thé Government has to return to fhe regime of credit subsidization to help
enterprises. | '

From 1994 and 1995, the Government reapplied policies of 1989, i.e. prioritizing public investment to
sectors undesired by private enterprises. From 1994 and 19935, the Government’s policy is to reduce
considerably its iqveétment to industry sector and to increase investment in infrastructure, heath care,
educat_idn and other public services.

Apart from the adjustment of public investment structure, the Government issued in 1990s many legal
.docu_.ménts td 'regulate' and enhance the efficicncy of public investment, e.g. the Decree 385/HDBT

: datéd 7/11/1990 of the MiniStéﬁal Coungil issuing the Regulatiohs on Investment and basic construction
édministraﬁon which has been updated by the Decree 177/CP; the Decree 92/CP in 1998 of the
Government regui}ating in detail the process of implementing and managing basic constructions {unded
by.sta.te budget and other public funds; the Decree 52/1999/ND-CP date 08/07/1999 of the Government
on the issuance of the Regulations on Investment and basic construction adrﬁinistration which replaced
the Decree 42/CP is one iﬁlpomnt advance step to renovate the investment and construction regime
‘towards removing institutidnal and .admir'li.strativc obstacles to investment and business activities of

enterprises.
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There are two main points in the Decree 52/CP as follows:

Renovating the regulatory regime on investment: each source of capital is managed by a distinctive
mechanism, e.g. for state budget investment, the Government regulates comprehensively from the
preparation of project, exercise of investment to the operation. For preferential state credit or other
credit sources guaranteed by the Government, enterprises can take the lead in carrying out their investment
but remained under the control of credit organizations to ensure their credibility. In this case, the
Government intervenes in the phrase of making decision on investment, including the approval of the
overall budget for investment, planning, architecture, standards, land and environment.

Extending the rights to enterprises, organizations and individuals in order to encourage them engage

in investment and in parallel, enhancing the Government’s regulation on investment on the basis of legal

documents.

Difficulties occurred from pollcles applled to public investment

Cormptmn and waste in public investment is a phenomenon prevailed in the 1990s. Smce legal and
regulatory mechanisms are not sufficient and clearly shaped in_ the transitional period, they are open for
corruption and waste by a large part'of government officials Who rely on their mandate to make decision
on every stage of investment, from the adoption of project’s proposal till the implementetioh of the
project. From 1993, Viet Nam started to put public investment projects to auction. However, in most

cases, decision is implicitly made beforehand by the Board of auction, so the efficiency of auction is in

fact relatively low.
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Investment policy, which is still weak in many aspects leads te ine.fﬁciehc'y. Many projects, even large
projects, have not been carried out in accordance with procedures stipulated by laws, espeeially in the
period of implementing the Decree 385/HDBT. Criteria for clearing off public investment funds are not
uniform and recording documents (receipts) are arbitrerily used. Therefore many fault-recording
documents have been made to draw public mvestment fund

The spread arid lcvelmg of investment capﬁal has been an emerging problem The 1mplementatlon of
project is relatively slow and the procedures of approving projects, auction and dlsbursemem are very
complic'ated and time consuming. The quality of some public irwestment projects IS etiu very low because
project-designers do not pay attention to the efficiency of projects funded by Government budget. Those
projects are therefore subject to many adjustments and amendments, even in the stage of 1mplementat|0n
which cause a large waste and prolong the duration of projecis. _

In recent years, public investment plans are carried out very slowly and not in tirrle. There is_ often the
phenomenon that * money has to wait for projects“-w_hich is totally converse to previous fact that projects
were approved but no fund available for disbursement. There are some causes of this phenomenon.

Firstly, the assignment of investment plans from budget funds to Ministries and provinces is very slow



so those funds can not be transferred. Secondly, while ministries, agencies and provinces are still looking
for effective projects, banks themselves are also bewildered to work out credit services consistent with
current complicated policy and mechanism. Thirdly, the allocation of investment funds at ministries,
agencies and provinces does not match the list of projects indicated by the Ministry of Planning and

Investment, therefore banks and the Ministry of Finance are not able to disburse funds.

4. Recommendation on public investment policy in Viet Nam

(1} Investment should not be scattered around but concentrated to key projects so that they can be
promptly brought into practice and help enhance the economic efficiency. Once investment budget
funds are allocated to ministries, agencies and provinces, a council, which compose of qualified and
wise experts should be established to examine and select the most necessary projects on the basis of
close scoring and voting.

(2) Priontizing pub_iic investment funds to projects on infrastructure, agriculture, industries associated
to agriculture, health care, education and human resources development.

(3) Promptly amending, completing and improving laws decrees, circulars related to the use ari_d
administration of public investment funds so that investment can be carried out in the most rapid
manner. Main points for immediate actions include among others: improving the process and procedures
of formulating, examining, approving, auctioning and disbursing public investment projects; Binding
public iﬁvestment p.rojects to follow strictly decrees and circulars of the government and other competent

| ministﬁci

(4) Strengthening the supervision and control toward Government agencies in charge of the
implementation and administration 6f public investment projecté in order to prevent corruption, waste

and impediments in the course of implementing projects.

B. Investment situation and policy in state enterprisés
1. General trend of investment in SOEs

(1) Investment ffom self-capital of SOEs has not regularly grew: its growth rates were respectively
60%, 119.3%, 81.3% and 46.3% in 1991, 1993, 1994 and 1997 but dramatically dropped in the
consecutive years, i.e. minus 46.7% in 1992, 9.7% in 1995 and 15.6% in 1998,

2 Generﬁlly, the growth rate of investment from self-capital of SOEs has been slowly decreased. The
average growth rate was 25.2% in 1991-1995 whereas it was only 21.3% in 1996-2000. There are 2
periods wheré the growth rate decreased: the first period was from 1994 after a peak growth in 1993

- (119.3%) énd the second pcriod was 'from 1998 because of the Asian financial crisis.

(3) Despite of unstable growth, the share of self-capital investment of SOEs in the total social investment

has a tendency of inc're.ase in the period 1996-2000 after an unstable change in 1991-19995. This
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share mounted up from 13.8% in 1995 to 18% in 2000.

- (4) Investment of SOEs, classified by sectors has been oriented to intensive investment and renewal of
equipment with a view to enhancing products’ quality so that the productive capacity increases rapidly
with a large number of products satisfying export standards or import substitution.

(5) However, “instant noodle investment” and “short-term investment” are still prevailed in SOEs during
1990s: since enterprises do not have confidence in the stability of Government policy and mechanism,
they invest a large amount of money but intend to draw it quickly, leading to a high proportion of
deprecation cost and profit in the price of product and thus making product less competitive and can
not be sold in the market,

(6) In the context of hard competition, low demand for economic growth, high valuation of Viet Nam
dong, tough compet.ition from imports, SOEs are advocated to invest in capital intensive sectors,

protected sectors and industries producing goods for export within preferential quotas.

2. Evolution of investment policy vis-a-vis SOEs
Since 1991, reforms in SOEs sector have been _faking place very slowly even 'though this sector has
been chronically in diﬁ‘lculty. In the regulatory reform process, the reorganization of SOEs and national
corporations gives a sﬁong effect to the investment of those enterprises. _

(1) Reorganization of SOEs: from 1989, in iﬁlplementing the decrees 3 I5/HDBT and 388/HDBT, the
Instruction 500/’_["1‘ g and Dccis_ioﬁ 90/TT g, the number of SOEs decreased from 12000 in 1990 to
5340 in 8/2000. By reducing the number of enterpr.ises, the seize of enterprises’ self—cdpita_l and
budget funds allocated to them have increased. EnterpriScs have more capital to modernize their
machinery and .cquipment and to producc product of good quality. As a result, enterprises’ profits are
in a rise and they iﬁ turn help increase the self-capital of enterprises.

(2) Establishing national corporations: In implementing the Decisions 90/TTg and 91/TT g dated 7/3/
1994 of the Prime Minister, the.re are currently 18 national corporations functioning under the Decree
91 (s0 called 91 national corporations, administered by the Govémment) and 74 national corporations

" functioning under the Decree 90 ( administered by relevant Mim’stries).. Even though the mécha_n_ism
and policy applied in the establishment of national corporations are still exposed to much inefficiency,
they have contributed considerably to profit- making of those entérprises -The reﬁson is that becaﬁse
of those mechanism and policy, national corporations became lawful monopoly enterprises, especi_ally
in terms of price setting, import-export, controlling tllé'quantity of goods circulated in the market etc.
Thanks to high profit making, SOEs in national corporz_itions have increased considerably their
investment. _

(3) Changes in laws and regulations during the last 10 years have bg:cn'di:écted to enhancing the

autonomy in investment of SOEs. The Law on SOEs issued in 5/1994 alloWing SOE:s to diversify
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their activities in many sectors. The Law on enterprises being in effective from 1/2000 removed 145
types of licenses respectively in 2/2000 and 8/2000 and facilitates business activitics. The Decree 52
issued in 1999 regarding regﬁlations on investment and construction allows SOEs the right to decide
on their own investment projects funded by their self-capital and loans without Government's guarantec
{except projects in Group A). Furthermore, SOEs can autonomously take the lead in all stages of

investment on the basis of observing existing policies and regimes of the Government.

3. Problems and difficulties occurred by investment policy on SOEs

(1) Mechanism and policy related to financial and monetary markets are not uniform. Taxation policy
is not equally imposed between sectors and businesses and oriented to protection and increased budget
revenue. Tax and tariff rates are frc(iuently changed, which put investors in a passive position. Pricing
policy is also exposed to some inappropriateness, leading in one ﬁand to price volatile and on the
other hand to the rhtmopoly of some cntcrp.riscs. As a result, they set very high prices which thus
affects the demands of public and in turn affect the investrent of enterprises.

(2) The functioning of commercial banks is still weak. Because of low expertise and moral degeneration
qf some banking staff, loans are often non-refundable. Financial situation of some commercial banks
became more and more difficult during the 1990s. As a result, in the last 2 years, the Government has
to streﬁgthén the bank'ing system, which irﬁplies some difficulties for investment of SOEs.

3 The process of streamlining SOEs has begn considerably progressive in the 1990 .but there are still
many.difﬁcultics. The number of SOEs is still too many, the model of national corporate is facing
many problems and the process of equitation is too. slow. The most threading thing is the low efficiency
and weak competitiveness of SOES when they are coping with tough competitions from foreign capital

investment enterprises and imported goods.

4 Ptllic}r prbposals io enhance and imprbve the quality of investment in SOEs sector

n Aécélerating SOEs reforms towards putting them in leveled playing field with other economic
corﬁponcms and foreign enterprises. Equitising 48 SOON as possiﬁle enterprises the Government does

" not need to hold 100 shares; giving autonomy, salé, leasing, merging, disbanding or dissolving most
of loss making SOES, except public benefit enterprises:

(2) Cresting incentives to _SOES tc.)._ i:nve.stmen.t intensively and renew their equipment and technology,
enhance manﬁgcmcnt skills df SOEs and.using up existing capacity. It is not necessary to have mass

o ihvésuncnt as it .was in the last few years. _

Q) -.Creating favorable pblicy to exporting enterprises Wthh have enlarged their markets and promised
gféat'potetitial. Similar preferences can be provided in projects of constructing and upgrading

- transportation infrastructure, irrigatién system, electricity networks, shrimp cultivation, multi year
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crops, fruit trees, forestry and agro-forestry and agua products processing.

(4) Encouraging banks to increase their loans to projects of SMEs, light industry and labor intensive
enterprises because those projects and enterprises are more effective than projects and enterprises of
large size.

(5) In the administrative work, the Government should have determining and sanctioning instructions
vis-a-vis officers at Ministries, agencies and provinces who do not follow strictly legislation, especially
the Law on Enterprises and Law on SOEs and try to maintain regulations for their own benefits.

Enhancing the struggle against corruption and professiohal degeneration of baking staff.

C. Investment sithation and policy in private sector
1.  General trend of investment from household and private sector

(1) The growth rate of household and private sector’s investment which was vcry low in the last 10
years dld not keep up with the potential of this sector and opportunities brought about by market
mechanisms and international integration process. While its growth rate were respectively 20.5% and
42% in 1991 and 1992, its average grthh rate was only 9.4% for the next three years, and minus in
the fbllowing 4 years (1996-1999), even dr.o'pp.ed.down to minus 10% in 1998,

@ As the annual growth rate was low, even nﬁhus in many years consecutive, .thc share of .household
aﬁd private sector’s investment in the total social investment redﬁcéd cﬁnsiderably and continuously
during the 9 years of reforms: it fell from 43.4% on 1991 to 20.1% in. 1999, then go up to24.2% in
2000 thanks to the application of the Law on Enterprisés. .

(3) About 90% of investment of private sector was at first from its seif-capital. Howevcf, during the
19905, the proportion of banking loans and oi.her unphysical loaning markets in this inveﬁtment tends
to increase.

(4) The structure of investment in agriculture and rural indusu_'ies has been adjusted towards increasing
the ratio of investment in small and medium prbduclion, exploiting competitive advantages such as
natural resources and abundaﬁt labér forces to produce products that SOEs and foreign invested

enterprises do not want the engage because of small market.

2. Evolution of policies regarding househeld’s investment - . -
(1) Msin poficies to mobilize capital for agricultuse development |
h can be said that the most dramatic reform of the economié renovation process of Viet Nam has
taken place in agriculture sector and stemmed from this sector. Because of the impiemcniation of
many policies advocated to the liberalization of agriéultufe during the 1980s, Viet Nam became a crop
exporting country from 1989. Resolutions of the Communist Partiés, éspecially the 'Resolution 2 and

6 of the VII Section have provided more favorable conditions of agriculture productions, €.g. removing
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multi-prices mechanism in cooperatives, applying a market-based price system, creating an unitfied
market for agriculture capital goods, enhancing the application of science and advanced technology n
agriculture, developing agriculture service etc. The National Assembly also issued many pieces of
legistation on taxation related to agriculture production such as the Law on Agriculture, the Law on
import-export tariffs, Land use tax, Tax on Natural resources etc. This taxation system, which is
formulated in a manner to be ready comprehensible and applicable to peasants, clarify the sums of
taxes that peasants have to contribute to the Government, helping prevent the corruption and abuse of
power by different levels of authorities.

Furthermore, in the 1990s, the Government adopted many types of supporting policies in favor of
agriculture sector and rural areas, such as increasing pubic investment to upgrade rural infrastructure,
provide investment credit to SOEs as a support to agriculture production, liberalizing domestic rice
market, ailowing private sector to compete in getting rice eﬁport quotas and move gradually to open
up the export of rice from 2000. Discrimination between agriculture and other sector has been reduced.
As a result, private investment in agriculture and rural areas tend to increase.

(2) Main policy to mobilize capital for developing non-agriculture private sector:

Since the VI Party’s Congress in 12/1986, non-'a'gricultur'c private sector has been recognized as an
econonﬁé conipohe_nt and allowed to cofnpete in a leveled field with state economic sector. In 4/1992,
the National Assembly passes new Constitution, which acknowiedgcs_privatc ownership of property

_ and capital goods. The confiscation of private property has been prohibited. In 1/1991, the National
Assembly paSscd the laﬁ; in private company, which allowed private sector to engage in most of
€Cconomic activiﬁes. In 6/1993, the National Assémbly amended the Law on foreign investment in

. Viet Nam, a_lloﬁing Vietnamese private enterprises to create joint venture with foreign enterprises.
The Law in encouraging domestic investment has also been adopted in 1994. Those policies have
been obviously giving positive effects to the investment of non-agriculture private sector.

However from 1994, 1995 till end of 1999, many'c.iifﬁcﬁlties occurred in the private sector that
fegulatory policies were not adjusted in time to response to. For example, private enterprises which
were already of small size and limited capital, once developing to a stagnant point had been lacking of
capital, land and physical infrastructure to modernize their production and meet high product’s quality
requirements; the intcntio.n of strengthening the economic role of the Government and establishing
national corporations; and a rapid increaée of corruption, and red tape of state administration vis-a-vis
private enterprises.

In 1/2000, the Law on Ent'et.'prises.ofﬁcially replaced the existing Law on Company and Private
Enterpriscs formulated in 1990, that c_reates more favorable conditions to private sector. The most
strength of the Law on Enterpﬁsés i.s that it eliminates inéquality among investors in establishing new

business, simplify formalities for new business establishment and reinforce the responsibility of investors
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through the mechanism of “registration and verification”. The process of business registration was

simplified and shortened.

Remaining difficulties in the application of policies and mechanism for private investment

Despite a lot of improvements in policies and mechanism for capital mobilization from the private
sector, private investors have been facing difficulties regarding environment for production and trade,
import and export activities, credit terms, market information and transparency. Difficulties facing the
agricultural sector as well as the non-agriculture private sector are normally related to legal framcwork
land use nghts incentives for investment in unfavorable areas, direct access to foreign market for inputs
and outputs.

Generally, the major reason that limits the mobilization of capital from rural population for economic
development can be reflected in 2 ways. Firstly, the ﬁnaﬁcial sysfem is not strong éndugh; investment
environment is not attractive or transparent; the banking system is not well dcveloped.; the organization
of capital mobilization and lending is not diversified enough to meet different requirements of depoéitors;
bank credit reserved for agriculture is limited while credit terms are not favorable for farmers. At the
same time, infrastructure for agriculture and rural deVelopﬁent is under bad conditions.

Non-agrlcuiture private sector faces the same difficulties as in the case of agrtculture and rural

development. The worrymg situation of mvestment in this sector is also atmbuted to the fact that business

4.
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environment is unstable and govemment s policies are not yet supportive or encouragmg to this sector.
There is an idea that the Government has not realized the importance of this sector to future development
of the national economy. _

During 1990s, the.Govemment issued a great number of laws. However, the promulgatidn of Decrees
and Circulars providing guidelines on the implementation of these laws has been slow and not synchronous;
the last Circular may be promulgated at the same time when the revision of law is taking place. Therefore,
private investors do not believe in the stability of the legal system. Each time, they only invest a small
amount of capital and withdraw their investment if it is not rewarding. (.).n the 'othel; hénd, existing

policies are not equal to different economic sectors, and private investors are the victims of this unfair

mechanism.

Recommendations on policies and mechanism governing the mobilization of capital from private
sector and from the community
(1) accelerate the development of the financial sysrém, inéfuding direct finance from long term securities
markets and indirect ﬁnahbe through banks an'd credit érganizations. At the éame time, introduce
more policies and mechamsm that better meet people s need and asplratlon in order to make the best

use of this capital source for the development objecnvc



(2) introduce more effective policies in order to gain people’s belicf in the government’s policy of
developing a multi-sector economy, diversifying the forms of ownership, and creating a fair environment
for trade; eliminate discriminative policies toward private sector and houschold businesscs; climinate
monopoly to ensure free and fair competition among different kinds of businesses. It is necessary to
minimize procedures relating to the registration of businesses, and conduct a number of reforms to
make it more favorable for businesses in terms of credits, prices and taxes, while furthering combat
against corruption and bureaucracy;

(3) the government need to introduce policies to stabilize and and improve people’s income. These
policies include developing rural infrastructure, imposing low taxes and removing some taxes imposed
on farmers, reducing taxes imposed on industries which support agriculture and rural development,
and other policies. to help farmers find an outlet for their products, i.e mérketing, soft loan for farmers

in case they have to store their products when prices decrease...

D. Foreign direct investment, situation and.policies
1. OQutstanding trends in FDI

(1y Fi o.reign direct investment tends ré increase in the period from 1987-1988, when the Law on Foreign
Direct Investment was adopted, until 1995-1996, but then fell sharply since 1996 in terms of both
number and value of projects. The number of projects kept increasing from 153 in 1991 to 412 in
1995, with total registered capital increased from USD 1294 million in 1991 to USD 8640 million in
1996. HoWever; the situation has reversed since 1996. By 2000, foreign direct investment in Viet Nam
has come back to._ 1990 level.

(2) The proportion of féreign direct inveétmeﬁt in the total investment of the whole society increased
rapidly in the period 1991-1995 and decreased in the period 1996-2000. The figure, estimated at
14.7% in 1990; increased to 32.7% in 1995 and then fell steeply to only 15.9 % in 2000.

3) The structure of foreign direct inve&rmerir has been &hanging in a positive way, with higher priority
shifted from the production .of non-tradable goods to the production oftradab!e goods, thereby positively

"+ contribute to'e'con_o_mic growth.

(4) A common tendency in r;?éent yeﬁrs is that the proportion of foreign capital invested in industrial
zones, export and proce;ssing zones, busine&s cooperation contract, and BOT projects has increased
while capital proportion and the number of projects licensed by the Ministry of Planning and Investment

and Provincial Authorities has decreased very fast. -
In addition to some common and positive trends as mentioned above, there have also been some

irrational tendencies rclat_ilig foreign investment, which limit its socio-economic effects:

(D Fore'fgn 'invésrﬁenf has only been focused in areas with favorable conditions or industries which
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2.

show quick return on investment. As a result, there is a lack of capital in areas Viet Nam needs to
develop (such as agricultural processing, aqua-agriculture, manufacturing...) or in areas that face the
problem of unemployment,

{2) The tendency of diversifying sources of investment take slow effects while the proportion of investment
Jfrom ASEAN countries has been increasing. Depending heavily on investment from ASEAN and
Asia, the improvement of technology and management skills takes place at slow pace, and furthermore,
investment flow will go down as soon as these countries suffer from crisis;

(3) Inrecent years, the proportion of small-scale projects and 100% foreign inv_esfed projects has been
increasing, while the proportion of joint venture projects and business cooperation contracts decreasing.
The contributed capital of the Vietnamese side tends to be lower in proportion, Just around 20% in
stead of 30% as before, and mainly in the form of land use nghtb

(4) Despite some positive improvement regarding investment structure, the proportion of investment in
industial production and estates trading still outweigh that in agriculture and infrastructure. By 1998,
industry accounts for 37.6 %, oil and gas 20.4%, estate 17.8%, wﬁile a'griculture 6.1 % and

telecommunications only 4.5 %.

Improvements of policies and mechanism with regard to foreign direct investment in Viet Nam

. (1) Law on Foreign Investment dated 12/1987:
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The Natjonal Assembly adopted the Law on Forelgn Investment in December 1987 in corder to
create a legal environment for foreign investment in Viet Nam. However this first version had many
drawbacks, and had to be revised in 1990. This was because the law was issued in the background that
Viet Nam began its renovation process, the cehtrally planned economy pﬁnciplés was stili epplied,
and a law governing the development of .market economy .'.was not yét in place;

(2) Revised Law on Foreign Investment 1990

In June 1990, the N.ational'Assembly of Viet Nam adopted- the Law on the amendment of and
supplement to the Law on Fereign Investment 1987. These amendments and supplements include: (1)
definition of the roles and responsibilities of the Vietnémese side, (2) more detailed definition of
business cooperatioﬁ contracts, {3) more detailed definition of joint ventures (4) regulations on business
cooperation between Vietnamese private enterprises and their foreign partﬁers. They also provide
more concrete definitions and regulations oﬁ joint ventures.

(3) Revised Law on Foreign Investment 1992
The National Asselﬁbly of Viet Nam revised the Law on Foreign Investment for the second 'tifne in
. December 1992. The amendments and supplements cover the following matters: definition of
Vietnamese side consisting of 1 or more businesses of different ecqno'mic secfors, establishment of

export processing zones (EPZ) and business aeti_vi_ties in EPZ, regulations én- BOT.coﬁ&écts. In



comparison with the first revision, the revised law 1992 is more concrete and focusing in some
definitions. Particularly, it also provides regulations on new types of attracting and contributing
investment capital.

Since 1992, along the course of revising and completing laws and other documents regarding foreign
investment in Viet Nam, regulations on the repatriation of investment capital or profits tends to be
increasingly strict and complicated. As a result, worries have been raised among investors since 1995-
1996, and the number of projects approved went down considerably at the end of 1996,

(4) Law. on Foreign Investment November 1996
On 12th November 1996, the National Assembly adopted the new Law on Foreign Investment by
_ basically amending and supplementing the Law on Foreign Investment 1987 and its two revisions in
1990 and 1992. In addition, the National Assembly has also revised and adopted many important laws
such as Commercial Law, Compaﬁy Law, Law on Private Companies...

New contents of the 1996 Law include: concrete regulations on the areas and fields where foreign
investment is encouraged; areas and fields where foreign investment is restricted; new regulations on
the reduction and exemption of profit tax, for example, profit tax can be exempted for at most 4-8
years; exemption"qf import duties on machinery and transport vehicles specified for investment projects;
reduction and exemption of rents on land, water and sca area used in investment projécts under the
form of BOT, BTO,. BT, investment projects in moutainous, remote.and hard-up areas; regulations on
di-versiﬁ.cation of investment fonns; legalization _c_)f industrial zones; regulations.on the use of Vietnamese
currency by the foreign parties; limitting the use of concensus voting in making decisions through the
Bdard of Management; reducing the time for evaluating and licensing to 60 days...

(5) Re;.’i;c.ed Law on Foreign Investment 200_0 _

In the conditio_n that investment flows have seen continued reduction in recent years, the National
Assembly of Viet Nam has revised the Law on Foreign Investment version 1996. The Government
also issued a Decree dated 31st July 2000, provi.di'ng detailed regulations on the implementation of
this Law. However, there have not been any further guiding. Circulars since then. Thus, investors are

~ still not much interested in investing in Viet Nam. Their traditional worry is that Law is féirly open

and clear, while sub-laws try to limit incentives and make it difficult to implement the Law.

S 3 Difﬁculties and dfawb_acks in policies and mechanism governing foreign direct investment in
Viet Nam _ |

. (1) Planning for the development of FDI sector is slow and less concrete, which leads to many difficulties

_ i_ri evaluating projects, and poor quality of projects. Duc to the fact that a master plan for each region

anc_l_area_.is.no‘t ye_i_in_place, and that the exploration steps do not have enough reliability, many projects

including those for building restaurants and hotels, producing freshwater, audio visual products,

353



354

assembling car and motorbike, washing powder..., have been licensed improperly, which lead to
excessive supply in the overall cconomy. Investment incentives have not yet been institutionalized to
attract foreign investors to such areas as agriculture, forestry, fishery, and infrastructure development
in many big cities or in concentrated industrial zones. Although joint ventures have been more facilitated,
accounting for 50 % of the project number and 60% of the registered capital, this sector has the
highest number of loss-making and bankrupt businesses. Part of the reason is that the existing

mechanism does not stimulate the participation of non-state enterprises in joint ventures.

(2) Policies and legal system are not synchronous, stable, and transparent. Many changes not only

disadvantage investors, but also reverse and cause damage to their business. Ma'ny legal documents
are not issued in time. Some guideline documents issued by ministries, branches and local authorities

tend to tighten and restrict the development of foreign investment. Most of the related documents

have unclear articles. ..

(3) High level of government intervention in the operation of foreign investors: There is too much

overlapping inspection and examination by different Government agencies, causing a lot of troubies
for business actmtlcs ’I‘he cnnunahzanon of economic relanons tends to increase, A pohcy to improve
Vietnamese staff workmg in forelgn investment projects is not yet in place. Corruption is becoming

popular at different levels, causing delays for many foreign invested projects.

Recommendation on policies and mechanism in order to further attract foreign investment

(1) Maintain the balance between maintaining government intervention in the overall economy and

foreign invested sector, and creating a more favorable and atfractive environment for Sforeign investors,
To this end, we need to identify some areas of priority in which foreign investors should be encouraged.
These include some areas of higher comparative advantage in order to promote export, or areas involved
high level of technology. In particular, we should give higher incentives for areas and industries that

have high demand for foreign investment;

(2) Revise the existing legal documents in order to reduce difficulties facing investors. This can be

achieved by: ensuring an attractive and transparent legal environment toge.thc'r with inéént_ivcs of
higher level than those applied to domestic investors; reducing costs and unifying prices for both
domestic and foreign investors; reviewing costs of land use rights, cost and compensation for the
demolition of people and the clcarance of land; introducing ;efonns in the aréas df ﬁhdnce, credit, and
exchange with a view to equalizing foreign investors with domesuc ones;

(3) Diversify forms of foreign mvestment, allowing foreign investors to change from one form to another
helping foreign investors when they are in difﬁculti:s by granting loans, thereby increasing the capital
contribution of the Vietnamese side; cncouraéing private sector to take part in joint ventures with

foreign partners,



Part2 The effectiveness of investment capital

A,

L

Impact of policy and mechanism on the effective allocation of scare resources

Impact of policy and mechanism on the allocation of investment capital in early 1990s

In late 19305 and early 1990s, economic liberalization and the open door policy created a milestone in
the national ideology: multi-sector economy is adopted in the reality, and the motive to enrich oneself is
stimulated in all social groups. Investment policies are greatly cased to allow the participation of all
economic components. Capital mobilized for investment in early 1990s has grown rapidly with
increasingly higher effectiveness.

The liberalized economic mechanism in all industries, together with the devaluation of the Vietnamese
currency in 1988-1992, is a decisive factor to the comprehensive reallocation of all development resources,
including investment capital. In fact, thanks to the new economic mechanism, which includes the removal
of obstacles to investment as mentioned above, exports and other industries---both labor intensive and
capital saving—have made increased profits. This encourages investors to move their capltal to agricuiture,
light industry whu.h are labor intensive and export-or:ented and particularly small scale industry and
handicraft, instead of heavy industry as the case was in 1985-1987.

During this time, there were unprecedented incidences after the unification of our country in 1975.

Laborers moved from cities to the countryside to take part in agriculture production. Capital flows were

transferred from heavy to light industries, from the state to non-state industries, especially to those

mdusmes that support agriculture, service industry and consumer good production. Thus, mvestment

was restructurcd and scarce resources such as capital, land, labor, material were realiocated among
different economic sectors and among secondary industries in each sector in a way that could improve
the effectiveness of trade, production, and of investment capital.

The ICOR index with the deviation of 1 year has decreased from above 3 (in 1986-1089) to less than
3 in 1990, 2..4 in 1991, 1.76 in 1992, and 2.2 in 1993, Therefore, it can be assured that economic and
iﬁveétment policies in late 1980s and early 1990s, has brought good results for the allocation of investment
capital,

Despite the fact that exact statistics on investment by different economic components in different
areas are not 'available, the overview of the natio.n'al economy shows that investment structure in early

1990s was relatively rational. In 1990-1991, the average proportion of investment capital reserved for

_ agriculture production (particulé.rly for export) was 'u'p to 16.4%, while only 42.4% for service and 41.2

% for industrial production.
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Table 1 Investment capital structure (%)

Industries 1990 | 1991 | 1992 | 1993 § 1994 | 1995 | 1996 | 1997
Industrial production and construction 384 440 489 553{ 390 - 330( 411 315
Agriculture, forestry and fishery 17.1 15.7 12.7 8.9 94 12.0 8.5 154
Service and social infrastructure 445 403 384 35.8 516 55.0 50.4 53.1

Source: Ministry of Planning and Investment

2.

Impact of policy and mechanism on the allocation of investment capital in the period from
1993-199%4

In this period, economic policies and mechanism became less responsive to the development of the
production force than the case had been in 1992-1993. In some areas, such as encouragement of foreign
direct investment or private investment, policies and mechanisﬁu even became more tightening. On the
other hand, a great deal of foreign exchange was poured into Viet N am:.mofc income from oil, the lifting

of US financial embargo against Viet Nam, the sharp increase in investment capital from FDI and from

- Vietnamese overseas, the return of international financial aid.

These sources of foreign capital made an important contribution to higher domestic saving and
investment, fostering the economic growth in 1996-1995. HoWever, excessive foreign capital led to the
revaluation of Vietnamese currency, greatly reducing éomparative advantage of sectors that produce
internationally commercialized goods (tradable goods sector). The hegative effect of this economic and

investment mechanism was that both domestic and foreign investors did not dare to put their money to

. vital industries, high-tech industries, or capital intensive inc_iustries. Instead, they turned to invest in the
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production of goods that could oﬁly be domestically rather than internationally. Examples can be fouﬁd
in those areas as estate trading, sales, restaurant service and tourism... In 1996-1997, when .those areas
faced lower demand, investors again turned their money to industries or products still protected by the
State. This process resulted in sharp increase in prices of land and other estates, labor, service, pushing
up production cost. |

Tf\us, investment and economic policies and mechanism after 1994 heiped accelerate the process .of
automatic realiocaﬁon of resources in a less effective way. Ineffective use of investment capital was
reflected not only at the national écon()my’s. level, but aiso at industry and i)roduct levels. At the nationél
economy’s level, our ICOR increased greatly in 1990s, from only 1.76 in 1992 to 5.3. in 1998, fastest
growth in Asia. At industry level, the proportion of investment in agriculture fell deeply after 1991 while
this industry had lowest ICOR and employed the mdst labors. - .

At product level, on the one hand, irrational regulratioir.l and p'olicy distortion led to excessive supply
and low economic efficiency. On the other hand, th.is inefficiency was partly due to misleading decision
in choosing key industries irrelevant to the present development level 6f the economy. Investment was

concentrated on purchasing machines and equipment assembled in other countries, and on"building up



factories and workshops, which led to high production cost and inward development of the economy.
Effects of investment related policies in 1993-1994 period can be rephrased as 3 dangerous tendencies:
increasing exhaustion of domestic capital sources due to the imbalance and ineffectiveness of investment
structure, and stow improvement of people’s income (even decreased income and poorer life for people
in rural areas); the recurrence of subsidized credit funds through .... whereby all industries and branches,
including private and foreign invested enterprises expect preferential capital from the Government; and

lastly, foreign direct investment has seen continuous decreases every year since 1996.

3. Conclusion on the impact of policy and mechanism on investment capital allocation in 1990s
The fact was that Viet Nam saw relatively high growth rates in 1990s and that huge development of
investment capital was the most important factor to this achievement. However, it can be concluded that
policies and mechanism in this period lessened the effectiveness of capital allocation as they turned
- investors to industries that met domestic demand or industries that were still under the protection of the

State and reduced the competitiveness of the overall economy.

B. The role of capital mobilization through Viet Nam Postal Savings Fund
1. The objective of mobsilizing capital through Postal Savings Fund
tl) The objective of postal sgvingg'scrvice |
Based on the need to fhdroughly utilize all domestic sources for socio-economic development, the
- Government issued Decision 215/ 19§8/QD-TTg dated 20/5/1998 a.llov.ving the General Corporation
of Postal and Telecomminic_:aﬁon to provide the posial savings. scﬁice. In May 1999, the General
Debartment of Postal and Telecomminication dec{ded to establish a Postal Savings Fund.

The reality shows that Vietnamese people are hardworking and thrifty, but receive Jow income, and

as a result, rarely keep their money as savings accounts in banks. Moreover, the banking network is

. not widespreéd, espécially‘ in mounta_inous, rural and remote areas. Forms of mobil'izing capital are
not diversiﬁed, and not suitable for low-income population. The mobilization of capital through the
State Treasury is still limited and not on a regular basis.

However, the majority of households keep their money, from several hundred thousands to several
i}'lillions VND, in their pockets. With a mobilization system convenient, flexible and suitable to the
urgent need of pe(')plc., these small sums of money can be utilized for the national economic development.
This is the bas@é for the fonnulatiﬁn of postal savings fund system. In the first 2-3 years, the post and
telecommunication industry can make use of over 500 post offices to ﬁlobilize capital, more effectively

_than anjr baﬁks. In the .future, i't_ can'al_so'extend its service to other post offices in the total of 2760
existing poét ofﬁée_s all over the country. - :

The major objéctive of postal savings service is‘td attract and mobilize idle funds in all social
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groups to be contributed to the state budget for investing in infrastructure and some key national

economic projects, in accordance with the Government's guidelines and Law on Domestic Investment

Encouragement. Another objective is to motivate the saving movement in the society, in order to

stabilize people’s income and lives, while making better use of the post and telecommunication system.

As decided by the Prime Minister, all capital sources mobilized through the postal savings system

will be kept in forms of term savings or demand savings. Presently, the postal savings service includes

2 categories for Vietnamese currency: term savings {3 months, 6 months, 12 months) and instaliment

savings (6 months, 12 months, 18 months and 24 months).

(2)

State management mechanism for postal savings funds

~ 'The Ministry of Finance is responsible for instructing, supervising and examining the tvhole
process: transferring, receiving, using and refunding between the General Corporation of Postal
and Telecommunication and the Development Assistant Fund. The Ministry of Finance will: decide
the interest rate that the Development Assistant Fund has to pay to Genet‘al. Corporation of Postal
and_Telecommunication for using funds; consider the guarantec rate for regular refunding; instruct,
supervise and examine the implementation of accounting regulationé provided for pos.tal savings
service; act as the State administration authority in financial issues for the'pc')stal savings service
provided by the General Corporation of Postal and Telccommumcatlon

The Ministry of Finance shall cooperate wath the M:mstry of Planmng and Investment to work

out and submit to the Government the yearly plan for postal savings fund mobilized by the General

© Corporation of Postal and Telecommunication. The State Bank of Viet Nam is responsible for

supervising and cdntroliing interest tate, the transfer of money, safeguardihg the postal savings
storage system. ' ' _

The General Department of Post and Telecommunication shall carry out the role of state
management for postal s_a#ings service by issuing service providing licenses, setting up rules,
regulati_ons,' and service standards. The General Corporation of Postal and Telecommunication is
responsible for orgatlizing the provision of postal savi.ngs service and ens uting that. mobilized capital

is properly transferred to the Development Assistant Fund.

Mechanism and policies to make effective use of capital mobilized through Postat Savings Fund

" The mechamsm of using mobilized capital: the General Corporatlon of Postal and Teleconnnumcauon

retains part of the mobilized capital for regular repayment (the maximum proportlon is 20% of the

planned mobilized capital). The rest is transferred to Development Assistant Fund, which in turn extends

loans to investment projects in accordance with the orientation of the Government and of the Law on

Encouragement of Domestic Investment The fact indicates that this mechamsm has been applwd flexibly

‘in that the Postal Savings Fund usually retains only enough cash for repayment purpose.



Interest rate: Interest rate for postal savings is decided by the General Corporation of Postal and
Telecommunication based on the average of the interest rate existing on the market, provided that the
planned mobilized fund is ensured.

Interest rate at which the Development Assistant Fund has to pay for using mobilized capital is
decided by the Ministry of Finance based on the State Treasury Bills of the same term. Ministry of
Finance on the last day of every quarter (3 months) pays the General Corporation of Postal and
Telecommunication the interest calculated on the net capital transferred to the Ministry of Finance.

Mechanism for iransferring and refunding of mobilized capital: On the 10th or 25th of every month,
based on the planned amount, the Development Assistant Fund recéives the mobilized capital from
the General Corporation'of Postal and Telecommunication on terms of 1 year, 2 years, 3 years and 5
years. To ensure the security of the whole postal savings system, the Ministry of Finance, the State
Bank of Viet Nam, and the General Corporation of Postal and Telecommunication shall cooperate in
supervising its operation, .

From the beginn.ing of its operation, May 1999, through August 2000, the Postal Savings Fund has
mobilized VND 2211 million, of which VND 1315 million has been transferred to Development
Assistant Fund. This Fund has been operatmg more and more effectwely However, it is currently
difficult to evaluate how eﬂicnen_tly the mobilized capital has been used at the Development Assistant
Fund. This is due to a namber of reasons, particularly the following:

The Postal Savings Fund has only been in operation for 1 year; the mobilized capital is too small to
evaluate its social and e_cc'mc:)mi'c effects. _

Furthermore, this small sum (estimated at VND 1200 million) will be transferred to the Development
Assistant Fund and add to its own capital of VND 7000 million, which will be put to different purposes
without separating mobilized capital and State Budget’s fund. It is thercforé difficult to evaluate the

" mobilized capital alone.

The Development Assistant Fund itself only started its operation at the beginning of 2000. Presently,
it i§ carrying out feasibility study and some trial projects. As a result, it is difficult to evaluate the
Fund's operation. _

However, from what the Postal Savings Fund has achievéd, it can be asserted that this Fund is
necessary and that its ni-obilized ca'pital.has made its contribution to the Government investment and
to the implementation of Governmient’s guidélines on plishing up the demand. Hereby, we will discuss

on the effectiveness of this policy and mechanism.
C. Evaluation of public mvestment pohcles and mechanism

Two major objecuves of pubhc investment are to develop mfrastructure and to formulate a number of

state-owned enterpnscs To evaluate the effects of public investment policies and mechanism, it is impossible
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not to mention its important role to the national economy. The imporiance and constructive effects of
public investment in Viet Nam can be reflected by the following two points:

(1) Public invesiment is the most important for long-term development. To achieve fast and stable
development, and 1o carry out long-term industrialization projects, it is clearly important to invest in
infrastructure including roads, ports, energy, post and telecommunication, wafer-resource system,
land reclamation ... These projects require large initial investment, but have low profitability and late
return. It is, therefore, impossible for other economic components especially private sector, to invest
in these arcas because they are neither interested in nor strong enough to take part in these projects. As
a result, only state sector, with capital mobilized through the state budget and from foreign assistant
sources, can carry out these projects.

The practice in Viet Nam shows that, infrastructure is one of the prime concerns for investors when
they choose to invest in any area. Not only foreign investors but domestic investors also keep away
from underdeveloped areas. Without investment to develop production and improve income, there
will not be enough capital for ir_lfrastructure devélopment as well. This vicious circle constitutes the
fact that dcvelopéd areas become increasingly developed while in areas with degradcd'inf'ré.structure,
economic development is more and more difficult and there is a danger of being lagged behind. Over
the past years, public investment in our cou_nfry has been reserved for the development of infras&ucﬁlrc,
human resource, health care sérvice and education. Therefore, public investment has played a vital
role in creating pre-conditions for the development of other £CoNomic sectors.

(2) Public investment is the prime source of investment for the development ofbasic industries, capital-
intensive industries, or ?hose industries vital to natiohal econ.omic development

As analyzed above, industries that require large amount of capital but have low return on investment
can not be developed without pubiic sources. In fact, the government has mobilized the public
investment sources to develop these industries through State-owned enterprises with a view to remove
Ithe “bottle-neck” in the economy, facilitating the developmenf of other economic sectors.

Although the excessive intervention of the Government in economic activities may, to some extent,
pose negative effects to the developmeht of private sector, public investment has basically been positivé

~ and supportive to the development of other economic sectors in Viet Nam, even the foreign invested
sector. For ex'ample, without inves'tment-in'water. system, electric supply, tr.ansport'ation, post and

: télccommunication (which goes beyond the ability and interest of private sector), private sector can
not have survived nor carried out its business. Without primary industries and capital ihtehsive industries,
there would be a shortage of input, semi-products, lﬁachinery and équipment f(IJrIthe productio.n of the
private sector. |

(3) Public investment in Viet Nam also.plays an imﬁortant part in the develoﬁmenf of agriculture

sector. In fact, the Stablc and fast growth of .econo;nic developmen_t in 1990s was parﬂy due to State’s
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public investment in agriculture.

(4) Pablic investment plays a pivotal role in the development of public services, health care service,
culfure, education, science and technology... It is decisive to enhancing the quality of human resource
for long-term development. It is also important for the reallocation of social production force, reducing
the gaps between the rich and the poor, removing the difference in the level of development.

(5) In difficult economic situation, as the case has been since 1977, public investment has accounted
for an increasingly higher proportion and motivated other economic components to invest. In fact,
public investment has gradually pushed up the investment demand of other economic COMPpOnENnts.

There are some worries thlat the increasing proportion of public investment over the past years may
have negative impécts on the growth of private sector’s investment by reducing credit supply and
raising the cost of capital mobilization by the private sector. However, practical and theoretical
experience from many countries around the world has proved that it is not a cause-and-effect relation.
The impact of public investment on private sector’s investment dépcnds on whether they are suppiements

to or substitutes for each other. The impact would be pos.itive if they are supplements.

The practice in Viet Nam has proved that public investment has been reserved for developing
infrastructure and some primary industries, both of which are necessary for the.development of the
national economy in general and for private sector in particular. Thus, public investment is supplement
to private ihvestment, reducing cost and improving capital efficiency. Generally, growth in public
investment is positive to private sector’s investment in Viet Nam as well as in other developing countries,
cspcci.ally those countries at the same level of development.

In brief, it caﬁ be concluded that the positive effects and importance of public investment, and of
public investment hcchanism are gfcat to the national economy of Viet Nam. It has been proven that:

Public investment mechanism witnessed a great deal of improvement in 1990s and has become
.incrcasin.gly'adaptivc to the requirements of the national economy. Public investment mechanism was
not in place until 1990 when the Government issued Decree 385/HDBT, the first government legal
document regulating the management of investment and primary construction. Since then, a aumber
of legal documents have éome into effect. Up to now, Viet Nam has a relatively complete and
compréhcnsive policy and mechanism for the mobilization and management of public investment,
which is up to international standards and ensuring the effectiveness of public investment.

Many modern and écienriﬁc methods for the management of public investment have been in place
to evaluate and select projects with a view to meeting the practical need, while ensuring the socio-
economic effects. Public investment structure has been adjusted in a way that socio-economic effects

are improved in the long-run and capital efficiency is enhanced through tendering regulations.
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Recommendations

Itis a visible potential that the domestic capital source will increase following the momentum of economic
development. However, the problem of how to mobilize this potential for the course of economic development
used to be relatively thorny. Therefore, in the next S years, it is necessary to conduct a comprehensive renovation
of the mechanism for mobilizing investment capital from all sources. This renovation should be based on
increased economic liberalization and reduction of obstacles caused by cumbersome and bureaucratic
administration, and conducted in a way that participation of all economic sectors is encouraged. New policy
and mechanism should attract capital from all sources, small and large, in order to carry out the indusiriaization
and modernization policy set by the Communist Party.

In addition to full exploitation of capital sources, it is also urgent to renovate the management and personnel
structure to improve the capital efficiency. We are making another step towards the knowledge-based econdmy
and globalization. Therefore, efficiency and effectiveness should be top priorities, as well as basis for any

development process. This is the biggest demand and challenge for Viet Nam at the threshold of 21st century.
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E—2

T4 b FALAEBIIZ2ENREEHOERE
NIt EItE (P 1P) ONMMb

Mmool B A
BERERMRA

4 TR FLEEIL, 186 EORARICBID TRAEA (HE) | HEORRCK DS E
HEMME LTI UAMN S TEEFEADE T T & 2ok, SEMKERE 8 THAITEL A
O%{aZ 5THHDORES. BN ERLEMOBE. BLURAREOBIERES ERAED 5

18735 ﬁ&@u_a FOKS naatE (1991 -19954) kdH-> Tk, GDPHELHRER
&2?(EE.55ﬁﬁ/ﬂﬁ)%Eﬁ?%%‘ﬁﬁﬁﬁameﬁLL%otouwm%%ﬂﬁ
T. 19964 11 QIR BT, 6K 5 A 4EaHE (1996—20004) ARBS N, ZOHFE
Flz %72 > TOEF I T 5 BAENES & LT 1 T N ABUHZ & o TRES MO,

FONSEAR A < 1996 20004 (P 1P :Public Investment Program) | T#H%, 43HENL.
ﬁﬂb;U@@ﬁ%# (UNDP)@T? ﬂw 7Y ARE ARG TAE &ﬁﬁ(mpl)
ﬁ\f’fﬁﬁib 1996¢6H18EIHDe01310n No. 2920/QHQTLJ:U§1‘E®7¥<;§73\ 5NTWD, HiLaHE
DREIIOVTIE 174 T b5 AEH BRI CRMRERBE (B2 72—X) . T4 ThT
Al;bb‘)‘%?"‘ﬁﬁﬁ%ﬁ%ﬁm ﬁ*ﬂZJ (Study OR Econ0m1c Deveiopment Policy in the
Tranmtmn Toward a Market- orlented Economy in Viel Nam) t HREh TS,

AR, Y4 TR FACBIABRORERBORE bR BEMEE, i, ARIBEE
BREAT, [9904ERDEMEL T o —T5 &, RUME T ROKZHRAEBL UL ORTD]
i%&ﬁ?’rfk_jM'C)\?”Tﬁ‘éfgj"—ﬁkéﬁ"é ﬁfﬂﬁ’&ﬁﬁ%@f%é ARRERRIZ Y725 T,
SR 4 T LETBRHCLERRERME (537 x—X) KBYS, U4 LhF LM
ﬁ'l{\@?’fﬁﬁﬁo)mn F19904=F¢0)'74’Il\‘)‘L\k:bh‘é}xﬁB{ﬁ&%%Eﬂ{R Overview of
Investment Situé'_tion and Policy in Viet Nam in the 1990s, Le Viel Duc, Ha Xuan Tu, and
Le Quoc Ly NPII A5B%iito 7, |

r

5

1. J4IZPFAIZBITAEREHOM -
HATRFAOGD PR, 1999FHATHA00EVDN (35MH) DARTHY, HREREMN

RO 1 FRE<T5% (A REE8%. &m%mﬁﬁ74)& G, BREIZLT%
ﬂﬁ&m24®ﬁ$fbéoﬁ_
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(EHHFAY—5)

®1 J4Z+FADGDP HTER)

1993 1894 1963 1996 1997 1998 est. 1999 est.
Consumption 1167 148.0 187.2 2252 250.6 2834 301.7
Investment 34.0 454 62.1 76.4 88.7 t04.8 109.0
Net exports -12.2 -16.8 -20.8 -29.8 -25.5 -26.3 -88
GDP 140.0 178.5 228.8 272.0 3136 361.0 399.9
{in % of GDP)
Consumption 83.3 829 818 82.8 799 78.5 75.4
Investment 4.3 255 27.1 28.1 283 29.0 213
Net exports 8.8 94 9.1 -11.0 -8.1 1.3 232
GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0
{Source: IMF Statistical Appendix and Background Notes, GSO data)

GDPIBILEKREDHEMILIT. YBEFEOUEMSHHL THI2008BHMTHY. WERD

AR FAORBREAXABEERER LS > TN 5. BRBOFETEEMOMKIL. S

RABRBORAICINE, UTOER20EBUTH S,

%2 BRROREFRAMBLL (REGHH)

' (Unit: Trillion VND, %)

1991

1992

: 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000
Total Investment 11.5 19.7 34.1 43.1 68.0 79.3 968 964| 1039 1246
By State Budget 22 7.0 12.5 10.3 135 16.5 20.5] 207 26.0 297
By State Credit i0 0.6 23] 32 30 82 127 14.8 19.0{ - 21.2
By SOE’s own 13 0.5 24 20 94 11.0 133 - 16.1 190 223
By Private Sector 50 7.0 8.0 14.4 200 20,7 - 200 20.5]  21.0 29.0

| By EDI 19] - 4.5 3.8 13.2 220 2271 - 303 243 189 224
FDI (million US$) 214 -394 1,099 1946| 26711 2.646| 3.2501 1.956| 1.563| 1.600
(% of Total) C . a s L .
State Budget 19.5 357 36.8 239 200 208} - 212 2.5 250 238
State Credit 92 32 7.0 - 74 45 10.4 13.1 153 18.3 17.0
SOE’s own 11.2 29 7.0 46 13.8 i4.0 13.7 16.7( 183 179
Private Sector © 434 354 234 334 294 26.2| 207 21.3 202 233
FDI 16.7 228 258 30.6 323 28.6 313 252 18.2 18.0
Total Investment 100.0| 1000} 100.0| 100.0f 100.0 100.0| 100.0] 100.0{ 100.0| 100.0

(Source: MPI)

RIERON, BIHBMOMUTES L CLNBRIL. WEREBEL Tz 7 2HELTHEO
PEROVEDTHS (NIE LT - 0%—W00ERAL%) . M2, WEREEIED 52
RMEOTLANEETHS, MECHFINOHT, BEAEEIFORE( T IBRE -]
ROREE, MOBRCERTOSRENEAD, T4 T bF LRI, SUFEREEIC, HRO
RLMCHEO—RT, RELR (SOEs) ORWERMISLERST 5 ERETEERLE,
LAl SOMMMEILAR. SOEIHT2XEI AL, 5 EEHRBTRRATED >
7R EORSBRSOINT, HDTOYT MYz y MUK Constraint) AEBREL.
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TRAEL T CH D HET R OWMBHAE & R RUMIEAE WS B TAFCBEILTVAZ &
HEFORERMETHS, DOUBMBIIKIC LS MMd S, MAOHE OV hOK
MR & D AR MEN 2O LEF A N2 2 EARITHD . 2 0BT AR SiH
RO SND. M. BUFBMOREITIL, WALHENLES (ODA) AaEha,

~ 5. EREENC LB, EMAEOMALE, REMT EAELE, BEREEES
) DR, BIOWAEEEE (FD 1) AoMmaEns. 1990FERPEHETIEFD [ A%
L. J4EH, ERAZORARENLATLABRTS SN, |9SEUR. 7 U7 SRfEROb
DEBFED I ABAAATOAZEDHD, £HhELTH Ro T, REMFICIR. %
PEHBOBMLERENS<EENTEY., NERRHEDT—5T 4 L/ OBIBOYRAY
EHATOBCENS, 74— RaA RS BOBETHS - &b REBMIC ST 5 &
BOBREOWRIH D, Th, RELY I —TREELET, EESRATEE I kR
BOERF TR LSS/, CORESHIDONTI. 1991 ORAIT85 (BREKO
£E) FICL O HEATAEEIMREIND LS8 TETL S,

VAL FAIIBIIAFD LI, AS EAN%%EJ%fPJE\&:Té'???le‘S*( KETLHREE
BLTWEM, 19TEDT V7 SEEHLUME, #74 T N FARERY S ANEER > TET
B, FEREE (MP 1) OLR—MoEhE, BROBEAEE, TRERCHLEMT Y/ —
L RN AR EREEL HNE T bOAEALTETHY, RENECEMORER
SERERSEESBONE EOTETHB, FD 1. REEMORERQZ AT T
<. WADEALRE, HREBATDIENTE, MATIEA Y b XFNOR L LIIHT
EHTENSG, EHIKETAL, BARBIEHEOMABMRS. BLOREA LT T
DILAFEOENFERBEBET S I ENEENES,

By 5 - HOBBNRIIO VTR, ATARRT— 5 MRS TH D MFARETH B,
BEETICHEREE (MP 1) 95 AFULRKE &£ 31207,

£3 EREII—URRAR (%)

. - 1990 1991 1992 1993 1994 1995 1996 1997
Industry & Construction . 384 . 440 489 553 390 330 4Ll 315
Agriculture, Forestry etc. - 17.1 15.7 12.7 8.9 9.4 12.0 8.5 15.4
Service & Social Infrastructure 445 403 384 358 516 S50 S04 531

(Source: MPI)

BALE TS L 00ERAIE £ T, TESLURRSM RN SAOBREEEI L TERA,
VR, YK At SRS NCHE S LT T RENREIZEO LR E DB &
I DA TH D, |

() - S

1. FD Licttd amERi, (SSTEOREREEMEI MD. S, 06, 92675 5 IRzU6aIs BEMT &
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. REGEAFLOSRIIROMEEDRE A 07 THEE, IREINDD5H5. 00086 AOHIE
T, WREREERRBENSETNTHLSY, HENECHRIELERBATHN,

2. YAZbFARCBIIHRHEREHE (P | P) BRUHEERIRRTFME

2—1 PIPEFROHER
PIPREOEERSIZE—REOP | PEHE (1996 —-20004F) iz2W T, IHBOECF
OMREMBE (ol 3. 4. 1996) [P0 T b F AL EEEOME L i) 1THLLO
T, BEILE, :
P I PAREENAUMOARSEGEIL. PRANADMUENANEIIE . FELEL
(MP 1) OfATHLAERIEERE (SPC) MEBREAZD, %@Eﬁ@%ﬁﬁmw—
RELTRESN TV, TOFEBUTOEED T, BEETFHRERIIEIL TR TH
| 7. . SR S o '
— SPCHMUMFEQENLY Y —EWRLELR— FEERL, BEIER
~ &R TNIZR> TERERTOY 2 FO YR hEHHR
—- SPCHREKONTVAREE - ABO L. RRPEEEHIES |
IOVAF LR BEOEEDTAT s N A NOHS LT EERELTHO, DREN
MO EMWBE o1 754 4 F 4 — IR T OV 7 b ORRRE. OFAT T
Y1 FAOHEORBESOMBEIA TR, S, HEE ORI BV T, B
##% (FD 1) ©AMEY (ODA) IKLBRAZIANSKKILT B, BHELT, ERN
DASBEAFEORETOT £ b OB, Eﬁ?ﬁ%@bf—kﬁbfa%?é x
MRBENB LS i1, S -
5 LERROR, MR, 4 T b ALE BRI - TS AR AREDRE LT
EMOP | PREOUELZERL, TOREOLDOERLBEUND P &45 > F RO
BYRSEIEMUTRBL R, BEIL, 19945 9 H 0w L b AR IERBRE (B
SAF) RIFIZBEL. 1996 19984 % TO 3 » EOBHBRBAPREL. ZOILF 4 L aF
UF4—DVEDELR, TREB. Y4 LNFLEGHE. 1096EERS—hETH5 0
OP | PREICETI95ENLDERERS — b LT, BIE. 5 #EMOT 7 OHERET
MERALEREMEL, TORGMETREERL, £r -3, HRADRHZHETET
Kbt HLIROP [ PIL, HEEHSORFLBERANS, & KF—. BFREEOR
RERARDTOLAERT, 19964 6 AICEHOKE. FIEIIAICHARREET, EC
BN, 00N AS — M EHRMP [ PREI. JIXHEIABROLERS, THRELE
mASMP [ 2Hke LTRIRES. BRI, 725 NI ARk OO FEREIED 50
THD. O3 AMMNBEES S TNE HRASIHES NS TR LS THS,
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2—2 PIP (1996—20004F) F i\ & EMNM
PTP (1996—20004F) 2B ANBEEALMZIEBIOERARE. UTORA4BLIV
#FH5IZLODRT,

&4 BRERES »EMNBICHIIARRELUCRER[AE
1991-1995 % 1996-2000 %
Investment 18.0 100.0 41.0-42.0 100.0
" State 7.3 43.0 156 37.1
FDI 49 27.0 14.0 333
Private 54 30.0 12.4 29.5
Fund Source 18.0 100.0 41,0-42.0 100.0
ODA 2.0 11.1 8.0 19.0
FDI 4.5 247 14.0 333
Domestic 1.5 63.9 210 50.0
Euro Bond - - 1.0
Investment / GDP C19.1% 30.0%
ICOR ' 2.0-2.5 3.0-33

{Source: Government Report to CG, IMF data; Unit: Billion of USS$, 1995)

1996 SR E S 5 n FAEIC BN T, FNETOS nEDOREEZICH~, #MGDP
k%mkéﬁfhb EDDITBAEERATZRBRBAIEL L

RERRE19%1530%

ERAATED,

%@%ﬁﬂmﬁL%bﬁu%(wthu)t@#ﬁ%ﬁoto

£5 SERES HEHE (199%6— mm)wﬁﬁﬁ@&iﬂﬁ&ﬁm(mplﬁﬂ)

~ (Unit: trillion VND at 1995 constant price)

Planned 2000 Likely
S year 19%6 1997 1998 1999 IComsnitted] outcome
Total 460.0 73.0 83.6 76.5 719 88.4 399.5
Domestic resource 232.0 42.5 46.7 44.0 48.5 56.3 2383
External Resource 2215 30.5 36.9 324 294 319 161.2
PIP 173.2 228 28.7 28.1 337 36.0 149.4
Domestic resources 13.2 18.0 15.0 18.6 19.3 '
External resources 9.6 10.7 T 132 152 16.8
State budget fund 96.8 15.2 17.8 16.4 19.5 18.4 §7.3
Of which, ODA ' 44 4.7 53 5.5 5.9
" | State credit ¢ 76.4 7.6 10.9 11.7 14.2 17.6 62.1
Of which, ODA loan . .37 4.3 - 6.0 7.6 9.0
SOE own funds 66.0 10.2 11.4 127 14.2 15.8 64.5
Private domestic 76.5 19.1 17.2 16.2 15.7 214 89.5
investment
FDI 1443 - 209 26.1 19.2 14,1 15.1 95.5
(w2 Ofi S
GDPHAE 910 % 6.7%
IREE 14-15% 12.2%
RREE 455% 4.9%
- 12-13% 7.0%

(Source: MPI comments on PIP, Public Expendnure Review 2000)
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MP T O004EETOHRAS » F B EASIZ RN I~ ﬁﬁﬁ’\ A
TRIRDERE, P 1 PAR—ATHIRDELETH > . 1998FLRE. 727 RRfERICL
AFD I OELIANAKZILERELTWBONGEONS, ., REHMOBERTE M- 720
I, RERGBERANTHE LEADMAEZR LA EAEIND,

&6 PIPOEIS—FHRANRS (1996—2000 FHit)

% of PIP % of Capital Budget Expenditure
Agriculture, Forestry and Aquaculture 18 45
Industry _ 45 : 4
Transport and Communication 26 40
Education and Training : ' 4 10
Cultural, Health, Social affairs, and Sports 6 17
Science, Technology, and Environment - 1 4

(Source: MPI)

T 5 —HRAOKMIL, R6CRINBEBD, WERITET SRENERE S £ 5D,
KATERME - BIEA> 7 78E, B 1UREEMIEELGS, 1 RELATREBLL. &
B LT IHMOBE. ERFEIAROEASNTOSC ENSD 5.

P1POMBIRSR. &7IORSNBEBY, AMFNS . HEE. BLEAILFNY
MR TRAONTI% % ED 5. HAHIRSHIL, BHOMRBEREIC & > TOEBIHES

ERDHIEMS, ﬁﬁ@?”'ﬁ/\?‘/Z’&?E%bﬂﬁ@i?/r?jﬂv-ff —REZEM. TN Z
8:73‘?(?'('35'5

£7 P PORKRISRES ()

Region % of PIP

Northern mountain area 7.6
Red River delta’ - 260
North ceniral .90
Central coastal area 11.7
Central highland 47
South east 'region _ 27.6
Mekong delta 156

{Source: MPI)

2—-3 XMPI P 5 »E#HE (2001-20056) D7 L—LT—2 -
KHAP [ Pid. BEMP LIZXORDEEDSNTHD, 3}5“\_%%3“6@::. ﬁké’\
W{Tﬁﬁﬁwimﬂm REARINTUAN, LHALANS, Kﬁ#f‘ &?ﬁﬁﬁ%ﬁil&lﬂhﬂf

SHE DR 7 L — L= Oid’r}jfﬁﬁéﬂ% EM, 5’7:?‘ %#i‘th"ﬁéh"ﬂléﬁ
BRI FAEOREET L — —AEUTFRET. '
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WIFEETIZGDP E{EMT 5, ZOEDOFARELELE

Hi 4 OREF OF /I

£8 BERMR 0 »FHE

%/ GD Pz
HHIURE . GDPLLEM
BRI (25%—16—171%/GDP)
TRAFERBILL 35%-40-41%
Y—EAw s F—-pK 0%—-42% GDP)

5/ GDP)

FHRT %ELL

(2./3-1,72) EBHHACEM (1. 74—1,73)

CHIFHHEEE 90 FHRMHALL

Actual average annual growth rate

Target average annual growth rate

Indicator 1990-2000 20012010
GDP 76% 7-8 %
Agriculture 42 4
Industry 112 10
Services 72 7
GDP per capita 6.0 - 58
Export carning growth 205 _ 14
Manufactured exports 28.2 18.5
Labor Force 28 24

Note: All values real growth rates {Source: Draft Strategy and World Bank estimates)

ORIz,

MPIAHTa—-ICKDAFLET— &k&@%@5ﬂ¢®ﬁﬁﬁ
mﬁﬁhﬁﬂ t@ﬂ%k&@%@bfﬁ%

(PIP) %

£9 KMShiﬂﬂﬁEthShﬁﬁﬁﬁ&
. {Unit: billion USS$ 1995 / billion US$ 2000)
Sources of fund 1996-2000 % 2001-2005 % Condition
Total mvestment 41.4 100 56-60 104 30 %/GDP
State budget _ 8.7 21 i1.3 20 7% growth / year
Domestic fund 52 13 8 14
ODA 35 8 3-35 6 .
State credit 69 17 9-10 17 9-10% / year
Domestic fund 29 7 4-4.5 8
ODA _ 40 10 5-55
Public investment total 15.6 38 20.5-21.5 37
SOE's own 5.9 14 9-10 17 9-10%/ year
Private enterprises 69 17 15-16 27 15-16%/ year
FDI 13.0 31 10-11 19 8.7% / year
Non-publie investment 258 62 34-37 63
Domestic fund total 209 50 38.5 66
Foreign fund total 20.5 © 50 20.0 34

(Source: Interview with MPI)
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WIEHRBIG D PHI0% I, MIRFEEFHRONMIETH B, METHCDPRERT %

INT L AREZDERYRIELFMTEL D, BREBRIZHENL, ODAZMRIKKEL TS
b, HENELBEEEDTHWAOLAENEBHNS, AERMOBREICLLRELED
BAOBLEAEREZ LTSN, JHICERRT Y ¥ — 28T BEREA D47 4 THRHA
BEEEDND, £/, BELENEORBLAE<FBTEH0EEbNS, YT ML
EBNT, ENFIFREEY 5 ORFEBAEET ML, BIFORMY S & — BRICHT
BID MBRBELORRECRERNCHITE I NE TORNPERNENETRE SN
Ao TRa, WARADRMERIHL T, EEAREFABICHSL > 5T HRI
BEXNLINNBTHS (Providing a level Playing Field) .

y 7 —YORARDHEEL. KOEBNTHS,

£10 £o5—RBERES

: 1996-2000 2001-2005
Agriculture and rural areas 18% 153%

_ Industry . © 45% 45-47%
Transport and communication 26% 14-15%
Culture, Education, Health etc. 11% 13-25%

(Source: MPI)

MP [ ZRHC £ 300 5 —HIORBRIHE, BE 5 » FICHAKERRLEREL TS,
Tibb. BT TEV N~ RA LT IREEREA, MDD ICBE. RELED
ba—%y - AfPys Z—X (HBN) AHORELEHIEHABCHY, HROKE
HIRIERE < — /S~ (PRSP) OEANEGERREINTNAESIIRAS, £k, Z50Lk
HBNAEAORAE. SRICHHETHELHAOKEI T L DA, Ol RRARITD
WTHL KDRBIES Y —TABERBSS, £, B TENMIBT S RER. i
BT CRABMLES, BEHRFENRO L. BRELEDITROAONETHS,

3. P PHEORBIZONWT

3—-1 &ﬁ&ﬁc‘:%ﬁw;&b—iﬂa
RO & RIT72 o NTREAEE O AR, E*ﬁﬁ%’@Decree No. 52/!999/ND CP of JULY

8,wwtinﬁﬁéht,:@&%K§D<&ﬁvaIbh®ﬁ@&£mu.R%MT@?
n—lckhfFbhns, '

WFBCEH (Slate Budget) &'L‘.B’Jmi'ﬁ (State Credlt) ‘hﬁ %ﬁ?m—
= S YIZANY— B&Uﬂﬁ@k&éEAﬁmﬁwﬂﬁfmxxbFJE%%E
— FAVIZANY—EHMABRIB) S REE— ﬂ&ﬁﬁﬁtbf%A )
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— WIS UMMP LTk (9 FET)

— MP Lz O BEBLUMARHORFFEIEKES I, PEEHNSHE. MP 1O
AT TFATEED, TOVLH NOBENE, ESERRAEE &M BUHOM A
. ZO#ENERF (Government) IZIREINDS

- SOV AT I) - ARBIEOWTIEE, B, CEMHIDWTIEMP [ A
L. BROEME T L IZA N —PEESEHICETT 5. (A, B, BLUCHH
ORSMGFEN B S RBEIZ L VK S N5, AREE. EX70V Y FoMgEL
T5)

- MP I ooz y b ERBRICHLEETRERZERT 5.

- PEEAESULEFBITMARNE. FTEOREOBTRE OS2y N ERR
L, ATV b APEREL. ERRROLHOMP [ BRUMOFIZRETS
(2H%D | |

— BELSUITHMARME. £E700) FOERICEL, Y% 0Pl MY AR
W THREETA LU RS L

— BHPERMICEAHEE. WHF. MP 1. BLUMOFAMETS

~ AMBEORE - FTOHEH S, BARMECLE EFETS 275, M LTH
FEBES (DAF) ABET 5T EKABHNRIS .

— ODARSOTHMBROEMP [ 270, EERFOKLEEVRBICBANS, OD

 ARSOXMETIMOF (HEFAEN) BIEY 4 L hFLamhE (SBV - LM
') PHET | - -

AMERHEIL, MP [ AMEBREE->TNSA2, FOVx s hOREKE > TRERES
MBI, ErREHRE S REOEFREARS DS, FERENSEME TOTHE AUR
BTHD., 2L HAEDICHEEANNIHEELL> TS, FOP s hOFMEES.
FOT Yy NOERENEAGENICOERANH D, REARBHENLIBRER>TNS, 4
B x. RREFOSNEELFROJEPRIIOLTOESS U > /OMBLIRD 515
zEms, MUBFROTK. BN EARELSRETS S, HHREOMH ORRESR
. ARBRAFOREREERD S EDED SNERETHBM, TNETR—VTEBHMS
B DEMMAMEREBANTHSLENSS .
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R11 BRAOHERE - REICHIT 5B MMMAGH

" AR | BEIEEEN i 1 2 3 i el e

State Budget|Line Ministries A - T HI ~MOF~ERRE {lin-recoverable)

(ODA) Peoples Commitlee B—MPI ~Line Ministrics TOTe s S

MPL (A%, B C—-MP1 —Peaples Committee MP 1
_ (ODA-MP 1) (O D A ~ B AT

State Credit|Rtk Atk DAFHOBORMERE | (Recoverable)

(ODA) - (DAFS &L W) Beid, MOFDESE |7V 27 F#HE -
V (ODA) #8iBLC|%¥%: DAF
DAFA

Investment of { SOE &5 SOEHE SOEHSE - | RHiECES

SO0Es . _ REESHAED

Investment of |[PEE & PEBH PEAH

PES '

FD1 HEr B =0 ¢

(Source: MPI) '

AMBEICOVTIE, TNETMOFER FORENRRE, RAXBES (BLEE W
EHEFOREMENTEE BIUHRMBET (B 1DV) 8> Tt 200041 A
. BRI RREEES (DAF) ARTAN., ERMRL S K RATRARA S 758
W R ANMAREIFAD AF P B Eicko/k, TRICED, B IDVR.
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Evaluation of Viet Nam’s Financial System

Nguyen Van Tan
State Bénk of Viet Nam

1. Evaluation on reforming steps of various sectors of Viet Nam's financial system
- (including the State Bank, state-owned commercial banks, state-owned
enterprises, private enterprises, stock market, foreign exchange market) which
impacts on and comes under influence of other sectors renovation progréss
in the period of 1995 - 2000:

The relationship among different sectors of financial system is dialectic, dependent and indispensable.
Therefore each activity of one sector impacts én and comes under influence of other sectors. The relationship
in the reforming péri_ocl of various sectors of financial system will be notably analyzed in the following

writing.

(1) Statg Bank’s reform and its impacts on other sectors
7 | Since the Staté Bank’s systcm operated under two-tier banking system model, operating function of the
State Bank has been clearly separated as “ working out policies, conducting state’s management over
monetary , credit and banking activities while cbmmercial banks shall conduct monetary_bperation and
banking services functions”. Up to present, many steps of reforming were conducted in order to renovate
the economy. ' .

1) Reform on the State Bank's activities. The target of reforming thé State Bank’s system is to upgrade
capacity of management and control over monetary and credit activities in order to stabilize national
. monetary sysmﬁ — the decisive factor fdr the macro-stabilization and steady development of the £COnomy.
After the establishment of the state bank under the Ordinance on the State Bank issued in May 1990,
) maliy steps of reforming sevéral activitics such as organization status, inspetoring and monitoring activities,
. qbcr_atién of nione;ary policies... In this writing, only reforming steps that have exercised strong influence

~ on activities of other sectors are sta_tcd as following:
(a) Reformon managir_lg mohetary policies : the orientation of reform on managing monetary. policies
. isto shift from direct monetary.instrum_ents to indirect ones. The. process of renovating monetary
o inst,;um@ntQ notably impacted on operation of commercial banks, activities of enterpriscs-, stock market

and foreign\gxchan'ge market. . -
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- The gradual renovation on interest rate managing mechanism toward intcrest rate
liberalization has significally influenced on the progress of reforming commercial banks and
operation of enterprises because the interest rate is the price of capital and if the price is
appropriate the distribution of capital will be suitable, effective and undistorted . Therefore, it
became a motive that helped to encourage the intermediary role of commercial banks, to
distribute capital over effective places, to stirﬁu!atc the domestic production.

During the shift from the negative interest rate mechanism to the real positive one, the impact was
clearly seen as the operating outcomes of commercial banks becanie profitable instead of many losses.
It created initial fundament for the effective reforms of commercial banks. _

For the enterprises, the shift from the negative interest rate mechanism to the real positive one woke
them up to consider the effectiveness of lending capital in order to be able to pay principais and
interests for commercial banks.

The next step of renovating the real positive interest rate mechanism was to liberate deposit ratcs
and to regulate the cellmgs of lending rates. It helped commercial banks to operate actively and
deposit rates were freely decided basing on the ceiling of lending rates regulated by the Governor of
the State Bank. Although this mechanism did not well originated the equilibrium prices in comfomity
with the market demand and supply and distorted the allocation of capital, it created more flexible
room for the commercial banks to distribute their capltal

The latest step of renovating the real posntwc interest rate mechamsm was to conduct the base

interest rate mechanism applied for VND dcposu rates and SIBOR plus fecs apphed for f'orcngn

: exchange lending rates. It can bc seen as the most 1mpo:tant step in the process of llberatmg interest

rate. The calculation of base mterest rate basing on the best lending rates of commercial banks plus
specific margins proved that under this mechanism interest rates are more actively decided by market
factors in comparison with the previous lending rate ceikiﬂg mechanism. Therefore, the prices of
capital have been tighlly linked to the demand of cnd supply for.capital in the market, to the risk levels
of the each lending activity. This cncouraged the appropnatc movement of capital, created the
fundamental base for pricing other assets in the market, especially for pricing security, and snmulated
the development of secondary market, stock market.
- In short, repovation on interest rate manaiging mechanisin not only created favorable conditions
under which the State Bank controlled monetary policies by indirect instruments, but also "signiﬁcally
impacted on reform of commercial banks, enterpriscs and the develdpment of foreign cxéhangc cnd
stock market.
- Reform on exchange rate managing mechanism : The final target of reform on exchangc
rate managing mechanism is to float exchange rate. The State Bank only i mtervenes in market

to stabilize exchange rate and then foreign exchange market , monetary market.



Firstly, the reform on exchange rate managing mechanism directly impacts on the
development of the market, on the development of exporting enterprises. On the other hand,
the suitable exchange rate managing mechanism helps to restrain imports and to encourage
domestic production. It may not be necessary to recall steps on reforming exchange rate
managing mechanism from fixed exchange rate to current one ( because it has been stated in
special paper No 2-1-7). However, the State Bank was cautious in reforming exchange rate
managing mechanism. The cautiousness played an important role in stabilizing monetary market,
boosting exports, limiting negative impacts caused by the regional financial monetary crisis,
taking part in the establishment and development of the exchange market in general and
interbank market in particﬁlar.

However, there were definite constrains in the current exchange rate managing mechanism
such as the limitation of interbank operation, irregular buying and selling activities, limited
number of participants. Foreign exchange hoarding phenomenon is still popular in the interbank
market...etc. And exchange rate is an important reason among those causing these phenomenons.

- There is a closed sensitive relationship between interest rate and exchange rate—the two
monetary iﬁstruments of the State Bank. Therefore; the more synchronously these instruments
cooperate the better their effectiveness is created. In fact, in the combination of reforming
these 2 instruments there is a limitation caused by the financial monetary crisis and the
productivity of enterprises. The weakness in production of enterprises during the crisis,
especially 1'999', caused a difficulty in harmonious combination between exchange rate and
interest rate management, created the flow 6f capital from domestic currency to foreign
currencies, ihcreased the ratio of dollarization in the economy ( the ratio of foreign exchange
in total liquidity of the economy was up from 19 % in 1995 to roughly 29% in 2000), limited
capacity of controlling monetary policy of the State bank and usage of capital resources of
commercial banks. '

- Reform on other instruments for implementing the monetary policies such as required reserve,
refinancing , the establishment of open markét operations impacted on the operation cost of

" commercial banks. The shiﬁ from regulating the ratio of required reserve for everyday within
a month to regulaﬁng the average ratio of required reserve for a period of holding required
reserve helped commercial banks to be more flexible in managing their usable capital, created
Opporfunities of effective investment. Otherwise, the decrease of the required reserve ratio

from 10 % t0 5 % helped to cut down the opcrafion cost of commercial banks.
- Relating to the impact on activities of commercial banks, the open market operations created high
liqﬁid_ity' of capital for them, then allowed them to utilize their mobilized capital resources. If the

liquidity is not high, commercial banks must keep the ratio of reserve-at a higher level in order to

381



382

guarantee their liquidity. Although the open market operations is one of state bank’s monetary policy
instruments, it is not only dependent on the State bank but also influenced by other factors such as the
development of market instruments, level of liberalizing interest rate, the development of payment
system. Besides, the capital management ability of commercial banks, their evaluation on the important
role of managing capital are very important for speeding up the development of the market.

(b) Reform of inspecting, monitoring activities: the reform of inspecting, monitoring activities has its
significant impact on reform of other sectors in financial system.

In broad meaning,inspecting, monitoring activities are not only on- site inspecting, off-site monitoring
and upgrading officer’s ability, but also regulating criteria of security for commercial banks operation.
Since 1996 a great reform on this field has been conducted, many monitoring regulations have been

. issued:

- - Perfection of these regulation following Decision No 296, 297 in 1999 created the movement

of commercial banks operatior_l toward effective and secure orientation. The regulation on

. issuing security ratios for opéra_tion of credit institutions : minimum security ratio is 8% of

. own capital in total assets including off-balance sheet, forced commerciél banks to have plans

to increase their own capital, to decrease debts. That guaranteed the popular security ratio
from 5 —6 % .up to 8 %.

- Regulation on credit aliows lenders to have a broader access to capital in conformity with
Article 94 of the Ciﬁl Code in order to encourage economic Sectors to lend for develdping
production. Undér this regulation, forms of lending iﬁsurance are not :only clear but ﬁlso tight
for enterprises, enterprises which are lost in production will .be difficalt in accessing to bank’s
capital. It helps to create legal environment for the'effecfive investmént of credit institutions.

- Regulation on off-site monitoring was issued to upgrade off-site moniforing activities, to

- prevent unsecured exposure and to have time for adjustment in order to avoid negative impacts
on security of the system. However, this rcgulaﬁon also helps credit institutions to be more
confident in lending to customers. |

In short, reform on inspecting and mbnitoring: commercial banks activities significally impacted on
the s‘e'curity of the system, on the credit rel.atioinship between commercial banks and enterprises.

. Regulated security ratios will speed up the de\;'élopment of money market, then create high liquid

~instrument in the market, and cncwrage ‘other Scc'tors to deirelop. - : '

(c) Reform on policies'relatihg to the opei'atioh of commercial banks: The State Bank issued several
new policies such as - credit meéhanism; interest rate, lending inéurahce_, scttlcmcﬁt, coritingenc'y
plans, foreign exchange operation..; in ofder to perfecf iegal framework for Ope:.'atic'ms' of commercial
banks. For example, the Decision No.324/QD ~NH1 that was. issued ori 30/9/1998 regulated the
lending objectives applicable to legal entities in _accordance with the Civil Code helped credit institutions
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to be active in widening lending objectives. On 25/8/2000, the State Bank issued Regulation No 284/

QD-NHNNI on lending activity instead of Regulation 324 that limited lending for foreign debt payment

before maturity.

Sector of commercial bank system: The target of reforming commercial bank system is to consolidate

banking system as a steady base for economic development. Thercfore, the reform orients to strengthen

capital mobilization and lending, to conduct security mechanism in operation, to consolidate off-site

monitoring and inspecting activities, to renovate banking management toward more simple procedure in

order to support customers, to widen lending objectives, to perfect and upgrade banking technology for

~ international integration, to apply new services in conformity with domestic economy. Reforming activities

are clearly seen in the following aspects:

*

For the organization and charter of operations, the State Bank issued Charter on organijzation and
operﬁtion of commercial banks to consolidate system and operation of urban and rural stock
commercial banks as well as to add some requirements applicable to foreign banks branches which
operate in Viet Nam in order to create an equal competitive eavironment. Up to presént, banking
system composed of 04 state-owned commercial banks, a Cuulong river delta commercial bank, a
commercial bank for the poor, 23 foreign banks branches, 4 joint venture banks, 51 stock commércial
banks, 01 Central credit Fl_md, 21 regiohal credit funds, _960 local credit funds with bver 60,000

cadres working for commercial bank system. There are branches of state owned commercial banks

_ in provinces, cities, districts, and towns. In particular, the agriculture and rural development bank

has its inter-villages branches, on- road” bank, which creates favorable conditions for customers.
The widening -of credit ihstitutions network suppoﬁs their abﬂity in mobilizing and lending capital,
in alloca.ting capital on time for enterprises, takes part in implementing Goverment’s strategy on
deveioping industrialization in rural areas.

Banking activities were widened, consolidated toward international integration and development

_of advanced commercial banks in the region and all over the world. The Project of settlement

modernization granted by the World Bank (total amount is 48 millions USD) was implemented in

order to upgrade the effectiveness of capital movement. Up to present, the State Bank established

.~ _the Project’s management Board and guided 6 state-owned commercial banks, 2 stock commercial

banks to establish sub-projects in order to receive and conduct banking setttement modernization
following the reform plan on that in 2001 the modern settlement system will be in effect. Initially,
mostly companies, modern corporations in the world, conducted the bidding on the sub-projects of

commercial banks.

- For coﬂsollid_ating banking activitics : The State Bank is setting up project on consclidate the

state-owned commercial banks which have a leading role in commeréia_l banks system in Viet Nam

: cconomy for submitting to the Government. . -
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No List Ratio f’f mobilize.d capital | Ratio of léqding from 'the R;ltig of_ lend.ing from cr‘edit
in total capital state bank in total capital { institutions in tota] capital
| .%
2 | Vietcombank 86% 43% 0.8%
3 | Agricuitural bank 78% 1.5% 1%
4 |Investment bank 80% 17% 6.5%
Data of 31/12/1999

Commerctal banks system from headquarters to branched in provinces, cities perfected and
consolidated operation system, especially taking care of Chairman of the Board of Management
and General Managing Director positions, reinforcing off site monitoring, inspecting all activities
of credit institutions. Credit mechanism was established, interest rate created legal environment for
commercial banks operatioﬁs, many types of possession of commercial banks were built up, and
inspecting and monitoring activities were considered. In this period, commercial banks system
grew ﬁp quickly, the annual average growth of credit was roughly 25 %, total capital was up 35 %
Which helped macroeconomic stabiiization, encouraged the annual average growth rate of GDP at
8.5 %. Parallelly, activities of Peope’s credit fﬁnds system were experimented in order to support
demand for capital in rural areas; this system is being consolidated and developed. Capital
supplementmg in addition to the charter capltal of the state owned commercial banks was conducted
to mcrease their charter capital from 1100 billion VND to 2,200 billion VND; and 70 billion VND
for the urban stock commercial banks, 15 b_11i10n VND for rural stock commercial banks ; 20
millions USD for joint venture and foreign banks. |

For tcstructuriné bad debts : Curréntly commercial banks system is facing many difficulties, so
in the reforming period the State Bank guided credit institutions to concentrate on decreasing overdue
debts under 5 % of total credit oustandings. In fact, the overdue debts were 12.5 % of total credit
outstanding, 7.25 % of total assets, especially some stock commercial banks had overdue debts up
to 40 % of total credit outstandmg The State Bank is guldmg thc reform on ineffective stock
commercial banks by options of w:thdrawmg licenses, setting up requirements of operation,
conditions for merging, buyback in order to reinforce stock commercial banks system.

Since May 1998, the Govemmen.t started solving problems caused by stock commercial banks
and in June 1999 setting up strategy on developing state-owned commercial banks to improve
stabilization of operating environment. Stock commercial banks, which had difficulties, 18 in 51
commercnal banks were in insolvency and great losses, are put in spccnal monitoring mode by the
State Bank in order to solve problems. Up to present, 2 stock commiercial banks were already
closed. In 1999, the State Bank planned to restructure all 51 stock banks by reforming activities,
solving bad debts, supplcmcﬁting charter capital il_licluding the increase in the capital possession

ratio of foreigners to 50 % of banks total own capital . The State Bank is in the process of establishing



Liabilities Management Company to support debt-restructuring activities . Capital of the company
was granted by the Government. The company will sell and buy lending guaranteed by collateral
assets which commercial banks could not liquidate.

For auditing, evaluating international credibility standards: The state owned commercial banks
were internationally audited in 1999, the Government is guiding relating Ministries to submit projects
on solving the frozen debts, charter cépital of the state owned commercial banks was supplemented
in October 1998, the evaluation the state-owned commercial banks at the beginning of 1999 showed
a low ratio of profits , lending activity was not strong, system of on site monitoring and inspecting
was weak. Basing on that evaluation, the State Bank built a general plan on reinforcing the
competitiveness and transparency of the state-owned commercial banks, enhancing internal
management, international integration. This strategy consisted of restructuring, solving and managing
debts, reforming management methods such as: |

- To self control in operation and distribution

- To re-organize managing systém and board of management

- To establish internal controlling board and indepc'ndcnt monitoring board

-~ To decrease costs

- To improve the standardized accounting and information system

- To improve managers and to train staffs |

Establishment of a policy bank: The Government guided to separate policy making function
from operation of commercial banks, then to establish a pblicy bank whose capital is granted by
stai_te’s budget and sphere of action is clearly set up by the Government. In the next period, Government
may establish a bank for exports and a bank for encouraging exports and investment in order to
stimulate exports, investment. Trading activities will be reinforced during the process of restructuring
the state-owned commercial banks.

Process of rcfofming commercial bank system impacted on the reform on enterprises sector as
followings:

_a) State and private enterprises are confident of reforming commercial banks system on operation

network, regulations and policies, advantages and services of commercial banks, access to bank’s

: capital for developing production. Bankin'g services in this time are better than those in the

period of 1990-1995, settlement services well match with customer’s demand for transaction in
trading relation of both banking and enterprise sectors.

by - Issued feéul_atibns were regularly oriented to the market economy, so that state and private

entei'pljises are well encouragéd to effectively Oberate, to access to bank's capital in order to

increase production such as the regulation on lending guarantee under Decree No 178ND-CP

which set up conditions for good enterprises havihg fair credit relationship and profit in the 2
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latest years to borrow without guarantee,

¢)  Various types of commercial banks in term of possession, capital resources, banking technology
helped the competitiveness in the market to be greater, stronger, made the credit market, interest
rate, exchange rate... closed to the equilibrium levels, helped customers to utilize capital for
effective production.

d) Some regulations did not encourage state and private enterprises to operate effectively or
irregularly, to face difficulties in accessing to bank’s capital for widening investment. Some
private enterprises were not credible for borrowing from commercial banks — it is a restrain in the

process of reforming the economy in general and the private sector in'panicular.

Enterprise sector
Reform on state-owned enterprises: Continuing comprehensive reform on the economy toward the
market-oriented economy under the state’s management with the above target which required by the
cconomy; setting up targets, guidelines for stabilizing several sdcip-economi_cal ﬁelds; continuing
establishing necessary premise for industrializétion and modemization, allocating Suitable_ economic
structure, investment, construction, consolidaﬁng socialist prodﬁctive relation with social stabilization.
(a) Reform on General co_rporatioﬁs : under the rcfomﬁng strategy of the Party and Government, from
1995 Government issued bolicies on developing and reinforcing state-owned enterprises such as
Decision No 90/TTg, Decision No 91/TTg signed by the Prime Minister which specified the
.restructuring and establishing state enterpri_sé system, disintegrating group of factories, general
corporations which played an _admiﬁislrativc iﬁtimidation role and cstz{blishéd general cbrporations
within suitable scale for enhancing internal and external coﬁtbetitiveness. Regime of directly managed
ministries was abolished, state’s management and operating management was separated in order to let
the production of general corporations to be more self controlled. The restructuring activities were
the first step in improving ac_cumulaﬁve capacity of general corporaﬁons in the period of industrialization
and modernization.

In the reform, 70 general corpérations were established and these corporations played the leading
role in the economy : power gencfation was 94 %, coal : 97 %, tobacco: 63 %, cement : 5.9. %, paper:
50 % in comparison with the economy. Credit refation of the general corporation model was initially
advantageous, commercial banks concentrated capital resources for lending to production in new
period. However, under this model, there were some limitations such as léndiﬁg capital toa borrowef

- was capped within 15 % of the own capital of credit institution. This limitation impéctcd on lending
activity of credit institutions. This problem must be solved in confonnity with security criteria on

operations of credit institutions and demand for capital of General Corporation' under Decision 90,91.



Output weights of general corporations in total output of the economy:

No. List 1997 (%) 1999 (%)
1 Electricity 90 % 94 %
2 Coal 95 % 97 %
3 Tobacco 59% 63 %
4 Cement 55% 59 %
5 Paper 140 % 50 %

Data source : Enterprise renovation committee

In period of 1998 up to present, on 21/4/1998 Government issued instruction No 20/TTg on
rcsuucmring and reforming state-owned enterprises basing on classification of enterprises and on 26/
5/1999 issued instruction No 15/TT .g on perfecting organization structure of general corporations, re-
organizing corporations, experimenting with establishment of economic group, privatization of state-
owned enterprises, selling and hiring state-owned enterprises. _

_ As the results, 50 % of enterprises was terfninated, self-controlling activities, full respbnsibility and
flexibility of enterprises were upgraded, productivity and competitiveness was enhanced and capacity

of international integration was consolidated.

" Results of restructuring enterprises

No [List . S . 1995 1999

1 State-owned enterprises, of which | 12,000 6000
2 |- merging 3100
"~ 3. |- dissolution ‘ - ' 3350

Data source : Enterprise renovation committee

Reform on policies qreatcd synchronous legal framework toward self controlling of state-owned
entcfpri_scs in opt.tration,_'_wag.cs distribution , remains of profits, accounting in conformity with demand
_and supply forces of the market, smté management orgaﬁizations while administrative organization
do not deeply intervene in state-owned cnterpriscs operation.
. Results in reforming period showed tﬁat the number of enterprises which possess capital bejow 1
billion VND decreased ( 1994 : 50 %; 1998 : 26 % in total number of enterprises) while the number of
jt}hoselhav_ing‘capital above 10 billion VND increased ( 1994 : 15 %; 1998 : 20 %), the average capital
| of enterprises was up from 3.3 billion in 1_994 to 18 billion in 1998, -prdﬁt ratio was 14 %. Those
: _'ad\_fan'tagcd can be seen from such results: ‘
- Sta_t:-ownéd_ enterprises play a leading rble in the economy
- State-owned enterprises is an effective tool to manage the market economy toward socialist

guidelines .
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- State-owned enterprises play a definite role in social policies
- State-owned enterprises account for a great proportion in imports and exports revenues
- State-owned enterprises play an important. role in budget revenues

However, there are following troubles :

Productivity was still not high, profits of some enterprises decreased, some enterprises exposed to
bankruptcy. In 1995, one dong of state’s capltal bore 3.46 dong in turnover and 0.19 dong in profit,
but in 1998 it created only 2.9 dong and 0.14 dong.

Estimated number of enterprises having profit was 50 %, getting losses was 20 % and other were
irregular profitable, sometimes lost

Outstanding debts of enterprises accounted for 124 % of total assets granted by the State

Collecting debts 6f enterprises accounted for 80 % of total assets granted by the State

Working capital of state owned enterprises accounted for 15 % in total demand for capital of
enterprises, the other 85 % was borrowed from banks. Therefore, many enterprises lacked capital for
developing, renovating and reconstructing production, w'aitéd for cabital granted by budget ( in fact
capital granted by budget was small, since 1990 it was only 200 billion donig, in 1998 it was 3000
billion dong). Besides, bond issuance conducted by cﬁterprises was not well implemented, some
enterprises faced difficulties in borrowing capital or co_nsuming products. These factors required the
priority of taxation, interest rate frorﬁ fhe State. wa the :n;umber of state owned chierprises is “5248
with the averagc capital of 18 billion dong, the numbers of enterprises havmg cap:tal below 5 billion
dong accounts for 62.5 % and above 10 billion dong 20 %. Technolog:cal and technical level of
enterprises is backward, capacity of international i integration is weak, producnon line is 10 - 20 years
backward in comparison with intémational standar'd,. invisible éttrition accduhts for 30 - 50 %, in

which 52% comes through reparations, preducts are higher than ones imported by 5 to10 %.

(b Prlvatlzatnon of state owned enterprises: Government issued Decree No 28/CP dated May 07,1997

on transformmg some state-owned enterprises to stock enterprises in order to mobilize and utllxze
capital resources to invest and renovate technology, to develop enterpnses, to consolidate self-

controlling roles and motivate effective production. This Decree allowed small-scale enterprises having

_capital below 10 billion and effective production plan to be priv_'atizéd by issuing shares, to be given

tax priority, to give employees the pi'iority for buying deferred payment shares within 5 years, to be
able to borrow bank’s capital. And then Govemment issued Decree No 25/CP amending somé points
in Decree 28/CP in which decided that entcrpr_ises having over 20 billion dong capiﬁl will be submitted
to Government, enterprises having around 10 - 20 billion are submitted to Min'istries,. Pro?incial
people Committees and reported to relating Ministries, the others are shb_irﬂﬁed to Ministries, Provincial
Peoplé Committees.

Based on Goverment's policies, Ministries, local authorities conducted privatization. Since 1993,



370 enterprises were privatized and after privatization results are good such as: average annual turnover
increased by 25 % ( some increased by 50 %), job creation was up by 10 % , income of employees
increased 20 %, annual profit was up by 26 % and payment for Budget's collection was up by 30 %.

(¢) Contracting out, hiring state owned enterprises : Government issued Decree No 103/1999/ND-CP

dated September 10,1999 on transferring, selling, contracting out production, hiring state owned
enterprises to facilitate staté owned enterprises restructuring activities, to upgrade effectiveness,
competitiveness and job creation of state’s sector, to change management method of enterprises in
order to consolidate owner rights of employees, to utilize invested capital and mobilize potential
| resources fromall economic sectors; to decrease costs and state’s responsibility of management. This
Decree is applicable to enterprises having below 1 billion dong capital, except for state-running farms,
enterprises operating in consulting, designing and inspecting. Government will decide the enterprise
having capital around 1 - 5 bitlion. Up to now Government is taking care of the implementation of
this Decree.
.Process of reforming state-owned enterprises affects to the reform on banking sector
a) - Firstly, the restructure of state-owned enterprises enhanced competition and domestic production,
then created a safe effective credit environment .for commercial banks to be more confident in
investment. Up to now, total credit outstanding of state owned enterprises accounted for 24.5 % of
GDP.
b) State-owned enterprise privatization supplemented financial instruments for the capital market —
it was one of iniportant factors that effected to the estabiishment and development of security
market.

" c) Government issued some policie_s'on supporting enterprises in the period of 1995-1999 such as
allowing lost enterprises to borrow capital, to lend without collated assets, to have priority in lending
interest rate... that influenced and caused in exposure to commercial banks.

d) Reform on state-owned enterprise did not stop written off, rescheduling and blocking debts,
giving priority in investment, exémpﬁng taxation and price subsidiary. Some state-owned General
. Corpdrationé such as Postal and Telecommun.icat.ions, Aviatio.n, Maritime, Cement supplemented
their 6wn capital themselves by 1.5 -2.2 times in comparison with the initial charter capital. It
made credit relaﬁonship with commercial banks more advantégeous. Besides, many other enterprises
have very low charter capitals, their demand for borrowing bank’s capital accounts for 85 %,
especially 95 %, so that it will be very difficult for banks to avoid risks.
¢} Reformon staté~o_wned enterprises left the burden of bad debts on commercial banks. The current
bad debt is roughly 4,650 billion dong while in Viet Nam credit market there are potential risks in
changes of interest rate, cxchange rate policies.

. f)  Organization Schema of state-owned enterprises was not suitably renovated in order to mobilize
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collective forces and motivate the development of enterprises. Especially, distribution activities
could not encourage employees to work causing the tardy growth of production.

Private enterprise sector. Government issued the Law on Private Company, the Law on Stock Company
and other regulations in order to create operation environment, to secure iegal rights of operation. Tax
policies, financial management policies were established in initial step. Credit and state’s management
policies were gradually guided to help this sector to operate legally and effectively and to increase
annual budget’s collection. It is an important reform on private enterprises in the period of 1995-1999.
However, up to present, legal regulations, circulars for guiding the implementation of these 2 Laws are
not synchronous, many enterprises operate ineffectively, some are in fraud or losses. _

In order to continue reforming this sector, Government is reinforcing and perfecting lcgai framework.
And in January 1, 2000 Law on Enterprise was issued to replace the above mentioned 2 Laws. It helped
services operation of private sector to be safer and more effective in conformity with the market economy
trends and laws under the state’s management.

The private enterprise reforming process may exert some impacts on the reforms of other sectors as
follows: | |
{a} Desplte of the huge number of private enterprises (about 16,677 hmnted companies, 7,500 pr:vate

companies so far, and 8,000 companies being established from the 1st January 2000 to September

2000 under the effective of the Law on Enterprises), the fact of inadequate or without working capital

has driven t_thc enterprises into losses or bankruptcy, even banks’ loan fraud resulﬁng in bénks’ loan

‘burdens. This is an important point in the private sector refonning process in last period.

(b} With regards to the restructured effective private enterprises, t..l'le.application'of capiial safety standards
and annual rccapitalizatibn have facilitated the security and effectiveness of the credit markets. It's
easier to access the wide range of banking services. Commercial banks gain their own confidence in
investing to renovate this sector’s business activities. Total credit outstanding of this sector in commerciai
banks have accounted for 20.6 percent df GDFP.

(¢) Policies set up and applied by the banking system without differentiating private economic sector
from public sector have facilitatéd the private sector in getting banks’ credits ih.compliancé with
market economy. . |

(d) Unfinished or unable to recover the bank loans during the private sector reforins made investors
reluctant if not to say not to invest to this sector. This has been a real trouble in the credit markets
recently. In additions, most of the low capital private enterprises \;Grhich found difficult in accessing
bank credits tried to illegally use other enterprises’ capital or to defraud in order to have capital,
causing the mstablllty in the general economic relations.

(¢) In this period, the burdens of unrecovered nonperforming loans by the pnvate ‘sector on state-own

commercial banks are rather significant. The most updated data have shown the total-of 4,650 billion



of dong of these bad loans which were mostly caused by some large illegal uses of banks’ capital
(Minh Phung, Epco, Tameco, Ngoc Thao...). Furthermore, credit markets in Viet Nam still face a lot
of potential risks such as risks on interest rates, foreign exchange rates, and policy instability causing
many difficultics for the banking system.

(f) The private sector is still in modest scale, with low competitiveness and inappropriate reforms. The
low motivations for the development of the private economic sector together with the problems in

distribution mechanism have discouraged employees.

(3) Reforms on the stock market: concerning the establishment of the stock market of Viet Nam, the
Government had promulgated the Decree No. 48/1998/ND-CP on the organization and operations of the
stock market in Viet Nam, regulating the conditions to establish and develop stock trading companies,
brokerage companies, stock custody companies and Stock Trading Centers in Hochiminh City and Hanoi.
Although the Stock Trading Center has been operating since the August 2000, the conditions for proper
operations of this Center are still not synchronous, total trading volumes are very smail with an average of
10 billion pér seséion. On the other hand, the number of primary stocks issued by companies is quite
modest, and they have not been listed in the Stock Trading Center yet. The companies’ stocks and bonds
have not yét gained the full credibility of the private investors so that total trading volumes in the Center are
limited. _ '

In short, in order fo have an efficient stock market in the future, it is essential to reform the financial
system towﬁ_rds the market orientations to mobilize capitals for long term investment in the economy, to
enhance the staté management and conduct on the operations of stock market, as well as to speed up the

state-owned enterprise privatization process.

(4) Foreign exchange markets: the foreign exchange markets have been gradually improﬁed and developed.

The legal frameworks have been established since the promulgation of the government’s decree on foreign

- exchange management and operations a.pplic_d to.banks, institutions and individuals in the economy, ensuring

the principle that all the leﬁdihg, payments, and other transactions in the economy must be executed in Viet
Nam dong. _ ' , _ _ _ .. )

The Government Decree No. 63/ 1998/ND-CP dated 17 August 1998 on foreign exchange management

. and the Circular No. 01/1999/TT-NHNNT7 providing the guidance for the Decree No. 63 provided regulations

- on fpréign exchange transactions of residents and. non-residents in order to encourage institutions, individuals

. to bring foreign currencies to the cconomy. However, after a period of application, there arose some problems

such as: lending on fdre_ign cu&eﬁcies for loan payment before due maturity, surrender regulations, domestic

: ,lehding on foreign currencies... Referring to these broblems, the State Bank has drafted the official letter to

- the Gov_énqn_ent for the" éﬁpm#a} of amending some articles in the Decree No.63; the services supplied to
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foreign partners would be allowed to be executed in foreign currencies, institutions and individuals having

foreign currencies inflows would be permitted to sell to commercial banks at the foreign exchange rates

quoted in the market.

The State Bank allowed commercial banks to enter the foreign exchange transactions including spots,
forwards, and swaps. In additions, commercial banks as well as State Bank actively sold and bought foreign
currencies in the intetbank market, provided regulations on time deposits and carried out their investment
in some international financial institutions. On the other hand, the State Bank promulgated regulations on
foreign currency positions applied to the permitted credit institutions for the foreign exchange trading,
managing the foreign borrowings and repayments of the credit institutions and enterprises including
managing short and long term borrowings, granting guarantees for deferred payments... so as to control the
foreign currencies inflows and outflows the economy, significantly contributing to the Viet Nam balance of
payments improvement. Up to 1999, the.Viet Nam current account balance is getting surplus, annual
export turnovers increase by 15 to 20 percent in the period of | 1995-2000, total export turnover is 11.5
billion USD i m 1999, and estimated to be 12.5 bllhon USD in 2000 remarkably contnbutmg to the monetary
stahlhty and exchange rate managcment in the economy.

The regulations that the exchange rate management should be closed to the interest rate and. credit
mechanism haveé influenced on the capital movements, and thus exerted impacts on éxchan'ge rate
fluctuations. In facf, the State Bank had taken into account the exchange rate movements wheri dcﬁided to
adjust the ceiling infcrcst rates, espécially the effect of interest rate chéngcs on thé shiffs from domestic
currency capital inflows to foreign currency ones. |

The process of foreign exchange management feform_ thay result in some of the following influences on
the reforms of other sectors:

1) The renovation of foreign exchange management to improve the ability of State Bank in controliing
the capital flows thereby facilitating the conduct of monetary policies eﬁcouraged enterprises to get
foreign currency inﬂowé, met the demand on foreign currency to imbdrt rﬁaterials and goods of exporting
companies, strictly controlled the foreign exchange trading in private enterprises, lessened the strain of
foreign currency supply and demand. |

2) Foreign exchange management mechanism applied to exportmg cnterpnses such as surrendering 80%,
and then 50% of their current forengn currencies inflows conmbuted therestto sausfymg foreign currencies
for import demand, raising foreign t:xchange reserves. To some extent, howcver, this surrendcr requlrement
affected the self-control rights in doing business of exporting enterprises, causing certam adverse
movements towards exporting companies, especially in case of exchange rate dcprccxatmn expectatlon

3) Owing to the psychologlcal factors as well as the limited forengn currency supply in commercial
banks, it is still difficult for indivi_duals and private sector to access the foreign exchaﬁge market. of

- commercial banks. Upon the regulations, exporting enterprises are responsible for selling their current
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