foreign currency inflows to banking system, and then commercial banks will sell foreign currency to
enterprises to meet their demand of importing materials and goods. In fact, however, it’s quite different
thus affecting the development of this market.

4)  The foreign exchange inspection in non-bank institutions has not been seriously implemented so far,

resulting in the disregard of law and regulations, somewhat affecting other sectors.

2. Descriptions of financial and enterprise sector reforms in the period of 2000-2005
in Viet Nam

(1) Financial system reforms: Financial system reforms are aiming at exploiting internal as well as external
resources in order to implement the objectives of socio-economic development in the new period of the 5-
year pian from 2001 to 2003, It is important to improve the market oriented financial system under the state
management, esbecially to establish and develop financial intermediations so as to effectively mobilize
capital for the development of productions and businesses in the economy, thereby improving the nationat
fiscal policies. Here are some of the main ideas of financial system reforms:

1) Enhancing the legal framework on the issuance of companies’ stocks and bonds to pave the way for
the development of Viet Nam financial market and to mobilize long-term capital for investment in the
cconomy. At the same time, it is important to launch other long-term capital mobilizing instruments to
balance the capital sources such as gbvernmgnt bonds, project bonds, ... Viet Nam stock markets, i.e.
Hochiminh City and Hanoi Stock Trading Centers, are going to be upgraded by the end of the year 2000.
In the initial period of bperations,_however, the markets are still in primary scale, low trading volumes.
In additions, primary securities issued by companies are very modest and underdeveloped; people have
not yet totally believed in the stocks and bonds issued by these companies; there are only several companies
planning to issue these kinds of instruments.

- 2)  Continuing to develop financial intermediation system such as insurance companies, leasing companies,
commercial bank systém, and financial companies, thus giving the markets competitiveness and
effectiveness in exploiting resources for the Socio-ec_onomic development, and facititating the objectives
of macro-economic stability, economic growth, and industrialization and modernization in the economy.

3) Strehgthening the state.management in financial mechanism towards every forms and sectors in the
economy, especially creating c':ormprehensive and equally competitive legal environment for financial
_managemént in state-owned enterprises, general corporations, and private sectors in compliance with

their operational characters.

(2) Banking system reforms: )

+ . Reforms on the State Bank system: the State Bank system will continue to carry out their functions of
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a central bank such as setting up management mechanism and policies, managing, inspecting and

supervising the business activitics of commercial banks. Bellows are the stages to be taken:

- Going on promulgating the guidance document for the implementation of the 2 laws (Law on State
Bank, and Law on Credit Institutions); setting up monetary- credit- interest rate policies; improving
the effectiveness of monetary policy by developing monetary policy instruments in order to gain the
monetary stability, inflation constrain, and o build up a legal environment for mobilizing and leading
activities in the economy of the commercial banks; summing up the operattons of banking system,
establishing other forms of commercial banks in conformity with the Law on Credit Institutions to
effectively use the capital resources for lending purposes.

- Renovating and enhancing the roles of monetary policy instruments such as required reserves, re-
discount, exchange rate, interest rate policies, especially the open market operations. In the coming
time, the open market operations will be a very important channel to realize 50 to 70% money supply
into the economy. ' |

- . Consolidating and completing the organization and operatio.ns of commercial banks, supplementing
credit and interest rate mechanism, creaﬁng a comprehensive legal environment for commeréiai banks’
operations; concentrating on the inspection and supervision activities because in this pe_:riod, commercial
bank system are growing up rapidly, with estimated annual av'crage credit growt_h of 18%, capital
resources increase 25%, contributing to the econoﬁlic stability (estimated GDP at 7.5 per year).

- Consolidating the commercial bank Systcm, people credit fund system, and setting up regulations
on paid-in capital as follows: '

State-owned commercial banks S ‘ + 2000bil - 3000bil ddng ‘

Urban joint-stock commercial banks - 100bil - 200bil dong
Rural joint-stock banks: : : 15-50 billion dong
Joint-venture Banks, foreign banks’ branches 1 20-30 milli_on uUsSb
Local people credit .funds : 300 million dong

- Bfoadening the banking operations in accordance with the integrﬁtion and development tendency
of regional and international developed commercial banks.

- Modernizing and widening the payment system to cnsure a rapid and efficient capital movements;

~ extending the sphere of banking operations to oﬁtlying and remote a.reas as well as to regional and
international markets.

+  Reforms on state-owned commercial bank system: Statc-oﬁfned commercial bank system will continue
to be enhanced under the project approved by the Government. The reforming process will be taken in
the following basic stages: | '

- Establishing resources to cover the overdue debts and to ensure the solvency of state-owned

commercial banks; extending credit to effective projects, especially rural .agricultural credits; ehhancing
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the capital mobilization and lending in the economy.

- Restructuring state-owned commercial banks; focusing on recovering bad debts, liquidating collateral
properties through the Property Disposal Company; emphasizing the internal inspection throughout
the state-owned commercial banks’ operations; raising capital, contributing to economic investment
and development.

- Differentiating the policy-ioans and commercial loans by setting up policy banks with main functions
of: granting preferential credit to the poor, extending credit to students and other state sponsored
projects to support mountainous and islandish areas, Khome and to overcome consequences of serious
natural storms, floods....

-~ Widening banking operatioﬁs, strengthening the trend of development and integration into modern
regional and international banking system; promoting the development of payment system to ensure
of efficient and rapid éapital circulation, making banking services accessible in remote and outlying
areas in the country as well as modern regional and international markets.

+  Reforms on joint-stock commercial bank system: Keeping on consolidating the operations of joint-
stock commercial banks in order to ensure the safety in banking operations. Paid-in capital should be
accumulated in a larger scale, credit quality should be improved to obtain reputation and make use of
new technology to be capable of fair competition to meet the requirements of economic development in
the coming years. |
- Consolidating, feorgani_zing and restructuring joint-stock cummcréial banks; improving operational
. quality; _

- . Preventing potential collapse of weak banks, avoiding turmeil, reducing the number of inefficient
banks with bad financial situation as sfipulated in relevant legal document.

- Strengthening inspection and off-site supervision towards every operations of banks, especiaily

paying attention to stock possession, capital security in joint-stock commercial banks.

(3) Reforms on foreign exchange market: Foreign exchange markets have been step by step improved
_ and developed. Legal framework is initiated by the Government Decree on féreign exchange control towards
" banks, insti_tutioﬁs and indi\.{iduals in the economy, ensuring the principles of using only VND in every
transactions as lendihg, pa&ment, and other transactions in the territory; services supplied to foreign partners
are allowed to be executed in foreign currencies; foreign currency inflows of individuals and institutions
may be sold to banks at exchange rates of the markets. In additions, commercial banks as well as State
. ‘Bank actively ‘so'lcl,and bought foreign currencies in the interbank market, cai'ried out SWAP, time deposit
transactions énd_ 6th_¢_:r investment in $0merint'ernatiqnal financial institutions.
.- The reform proccsS will be taken as follows:

- -... Emphasizing economic solutions in dealing with foreign exchange controls, minimizing inefficient
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administrative solutions.

- Trying to make VND convertible, restricting foreign currency circulation in the territory, and finally
giving up the use of foreign currency in the territory.

- Completing and developing the regular operations of foreign exchange interbank market in terms
of trading volumes, scale, and number of participants,...

- Formulating and conducting exchange rate policies in a more flexible manner, giving close reflection
of supply-and-demand relations; determining official exchange rates based on the combinations of

currency basket, supply-and-demand in the foreign exchange markets, and foreign exchange fluctuations

in the international markets.

(4) Reforms on state-owned enterprises (SOE): the objectives of the reforms: Keeping on the
reorganization, renovation and development of SOE in the period of 2000-2005 to raiée the socio-economic
efficiency and competitiveness of SOEs 50 as td prove -the their leading economic roles in the economy;
contributing to macro-economic stabilization ensuri.ng main balances of the economy, playing a core role
in speeding up the economic growth and developing the material producmg mdustry, hlgh-tcchnology
mdustry to carry out the modernization and industrialization cause in the economy; gmng strength to
SOEs, and in co-ordmatmn with other factors of state economic sector, to show their key roles in the
socialism oriented multi-sectors eéonomy; continuing the possessive structure renovations to motivate the

- management and capitél mobili:z:itiqn in the society, reasonabl.y adjusting SOEs’ structure; stép by step
developing fair competition environment between economic éectors and defining the state possession
representatives in SOEs based on dlfferenUatlon between the nghts of possessors and these of institutions,
mdmduals using state properties to do their business; eliminating adn‘umstratwc intervention in SOEs in
the fields of doing business; accelerating the SOEs privatization process to reach the projected target of
only 2000 SOE:s available in the year of 2005, while implementing the program of enterprise hire..... on
the basis of o
1)  Scale and schedule of SOE reforms in 2000-2002 period:

Implementing solutions focusing on 'organizatioﬁ and ﬁnancial problemé, .f'o'nnulating appropriate
policies to facilitate the reorganization of SOE and provide them »{rith latitude in doing business. Based
on the restructure of inefficient SOBs and principles, requirements for establishment of new SO, this
reform stage is scheduled to restructure about 2000 existing SOEs. This reform is tended to raise average
paid in capital level from 18 bil to 30 bil VND in a SOE. In the period of 2003-2005, the govémment
shall promulgate legal regulations on the master plan for SOE restructure which results in eﬂ_icient SOE
system capable of facing comipetition in domestic, regional and international niarkets Large and medium
corporations shall be reorganized to be capable of competing domest:ca]ly and mtemanonaliy, facnhtanng

capital centralization and accumulation of these corporations in the modernization and mdusmalnzatxon
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period, aiming at:

- ensuring the key role of SOE in the national economy;

making SOE system to be effective tool for the government to regulate the economy along with
socialism orientation;
© - ensuring the real power of SOE system in social policy and the political and social stability;

- building up a great portion of SOEs’ contribution to the external economic activities (import-
export);

- - developing SOEs’ key role in contributing to the Government revenues.

Schedule of SQEs reforms:

No. Items ' ' ' year 2000 year 2003

1. SOEs reform schedule 5,280 : 3,000

2. Number of reorganized SOE _ _ 2,280

ofw: - cquitized; sold, hired, contracted out 1,498

- merged 380

- dissolved o : 368

_ - shifted to administrative en.terprises ' . _ _ 43

3. Number of employees worki'ﬁg in redrganized enterprises ' 429,095
4. Total outstanding loans of SOEs to be reorganized 21,165 bil dong '

5. Projected enterprise scale - : 18bildong 27 bil dong

Sources: SOE Renovation Commitiee

2} Employees of the SOE are ehtitled to take 50% of the value of assets and profits derived from the total
assets of these enterprises that have already paid up all the banks’ loans.

3) State general corporations are entitled to decide investment for B-group projects, monopolistic
enterprises have aright to décide investment for C-group projects and also take full responsibility for the
'pfojccts‘ eﬂicienéy. _

4) SOEs are allowed to recruit, dismiss and pay wages to employees; SOEs that have suffered from
losses for 2 years due to their sﬁbjective reasons must face the reshuffle in their board of management;
their financial situation must be éﬁnually audited.

'i"hé aone—mentioned reforms are very important during the process of SOE reforms. It’s also an essential
~ factor and can help SOEs meet necessary requirements of running the business activities in compeﬁtive
markets, bring the existing strength of SOEs into full eﬂ“eét and provide réquisitcs for reforms imblemented

in other sectors.
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(5) Reforms on privale enterprise sector: The government has a policy to encourage all economic sectors
to invest in production and trading to promote socio-cconomic development and job creation in the following
forms:

1) Establishing legal framework to regulate operations of private enterprises such as Law on Enterprises
promulgated in 1999 or other legal document in order to create comprehensive business environment for
this economic sector, protecting their legitimate interests in doing business; _

2) Properly conducting and thoroughly materializing tax policies, corporate finance management policies,
credit policies, and state management to encourage and to help this economic sector to do their business
legally and efficiently, significantly contributing to annual budget revenues.

However, there still remains some problems such as issuance of legal document providing guidance
for law implementation is often behind schedule, and not synchronous; many enterprises are. in inefficiency,

even losses or fraud.

These problems have gradually been solved by the govemmént issuance of Law on Entérprises réplaciﬁg

the former out-of-dated laws, as details:

building up favorabie legal environment, especially private enterprise financial ma'nag.ement
mechanism, to encourage'tl_le self-control of enterprises, to develop internal .capability, and to exploit
resources for production ahd business. _ | 7
S adjustmg [hlS economic sector’s busmess operations in compliance with laws and state’s polnc:es

on finance, credit taxes that are equally applied to other economic sectors.

3. Assessment on risks related to projects of reforming financial sector and
enterprise sector in the 2000-2005 period

(D Small banks may find difficulties in investment, capital balances, risk elimination as well as capital
demand fulfillment during dong their business due to severe 'competition in the markets,.especially when
they integrate into regional and international markets. It’s suggested that small comuuercial banks should

_ merge in 50 as to increase their scale by accumuiating paid-in capital, thus strengthening their competitiveness
to firmly and stably exist in the markets. However, r;ccnf forecast has shown that a nﬁfnber of joiﬁt-étock
commercial banks are likely to face difﬁ.(.:ultiés in implementing this strategy be_éausé it is ;éally.tough for
most of the joint-stock comme.rcial_bzinks whose paid-in capital are sinall_er than 200 bil ddng or even
beiow 3bil dong (in some rural joint-stock commercial banks) to increase &ék paid-in capital. On the other
hand, having suffered from overdue debts at above (0% of the total credit outstanding, rural jﬁint-stock
commercial banks may find difficulties in financial balancing and even fall in bankruptcy.

To deal with these problems, State Bank of Viet Nam plan to keep on restructuring joint-stock Commei‘cial

banks by merging, taking over in order to ensure the safety of businesses and competition in the markets,
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reguiating the increases in paid-in capital of joint-stock commercial banks.

(2y Risks in investment activities: along with the financial and banking system reforms as well as monetary
market renovation, it’s impossible for foreign exchange markets and enterprise reforms to avoid risks such
as: facing fierce competition or being unable to compete in the markets, losses. Besides, international
integration tendency also results in competitive disadvantages. Losses due to incomplcte markets and
inefficient business in the economy may heavily affect financial institutions as well as enterprises in the

national economy and international markets.

{3) Abundance of labor force in the enterprise restructure process: the fact has proven that SOEs restructure
process has brou ght unemployment to a portion of efnployees (number of people working in SOEs accounted
for 5% of the total national labor force as the most updated data). A survey conducted by the Ministry of
Labor, Invalid and Social Affairs showed that there rhay be some 450 thousand of employees being out-of-
work, details as follows:;

About 100 thousand people de jure registered in the employee list of SOEs but de facto out-of-work

have to find jobs outside their enterprises.

75 thousand employees of 357 SOEs planned to be dissolved in the 2000-2002 period will be out-

of-work. 7

- Abéut 200 thousand employeeﬁ of the total 2000 full State’s capital enterprises may be re.rnained
after restructuring. However, they'arc still facing the potehtial of being cut off with a view to facilitating
efficiency anﬂ high productivity in these enterprises, especiaﬂy in the case of applying new technology
to improve their conipefitiveness in the markets.

- To solve this problem, Government have the guidance to the Ministry of Labor, Invalid and Social
Affairs of the following solutions:

- Training under-40-year-old 'pcople with appropriate careers to provide them with job finding chances.

- Allocating a proper pottion of budget, which estimated to be 5000 bil dong, to subsidize for sack

~ employees, pensions...
- Encouraging investing to labor in'te'ns_ive projects by tax reduction and exemption, preferred interést

rates, post-investment subsidy...
. (4) 1Itis important to take into consideration potentially bankrupt enterprises during the process of banking
and financial sector reforms because these enterprises with their huge unpaid debts and low paid-in capital

may cause great burden on banking system and the economy.

(5) Financial market may face losses and turmoil if the government and related competent authorities do not

399



regularly and strictly manage and supervise the market. In additions, the feasibility and implementation of
state policies are likely to be spoilt by sophisticated corruption resulting in unstable general socio-economic
reforms in the national economy,

To deal with these problems, the government decides to enhance the management mechanism by
promulgating legal document on fines imposed upon administrative violations in the fields of accounting

and statistics, banking operations, supervisions, taxation, customs...

(6) Risks in credit activities and inadequate mechanism on allocating and using risk provision funds amplify
the credit outstanding of enterprises as well as burden of bad debts on commercial banks. Data show that
SOE reforming procéss will have to deal with 21000 bil dong credit outstanding of 2280 SOEs of which

banking credit cutstanding is about 7300 bil ddng, accounting for 34 percent.
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F-—2

Coordination of the Reforms of the Financial System and
the Business Sector

(In Particular, State-Owned Enterprises)

Le Quoc Ly

Ministry of Planning and Investment

1. Evaluation of how the reform steps in different sectors of the financial system
(including State Bank of Viet Nam, state commercial banks, joint-stock
commercial banks, state-owned enterprises, private enterprises, securities
market, foreign exchange market), influence (and are influenced by) the progfess
of reforms of other sectors.

1.1 Itis extremely difficult to analyse and evaluate reform steps on the basis of providing persuading procures
0ﬁ reciprocal effects between different feforms of the financial system and the business sector (including:
state banks state commercial banks, joint-stock commerc:al banks, state-owned enterpnses private
enterpnses securities market, foreign exchange market) influence (and are influenced by) the progess of
reforms of other sectors. Thus the report will hlghllght general information on the fundamental renovations
and mutual influences between the reforms.

In the years 90s, the economy of Viet nam has faced fierce difficulties and big challenges which seemed
to be unable to overcome. Therefore, many business entities have took their efforts and have played an
active role in _ﬁﬁding out solutions; the Party and the State have undertaken all measures in renovating
policy-related decision-making process and rhanagcment mechanism in order to get out of this crisis. Many
initiatives arised from thé grass-root level, for instance, the product-based contract mechanism of agricultural

: produétion in rural northern arcas were accepted and institutionalised into concrete policies and they were
pioneer m local renovation stcps It was the kick-off for further reforms in the fields of finances, bankmg,

enterpnses and socml polices.

1.2 In September 1985, the second stage of the innovation program was approved in the sixth plenary of the
 Ceatral Committee of thé Communist Paﬁy (Session 5), and was further develdped in the sixth Congress in
1986. The.main strategy is aimed to escape from the constraints of the central plaﬁning system. During this
pcﬁod, the renovation focused o._n new policies of “Price - Salé.ry - Monetary”. The Government has tried
to erase the subsidized sy_stetn by applying “salary adjustment policies which based on price was subsidized
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in salary” which was aimed to avoid a significant reduction of the real income. The price reform, @hich
aimed to erase the dual price system, was undertaken. Along with price - salary reforms, measures, which
aimed to innovate monetary policy, were launched. In addition, some solutions, which streamlined to reduce
the direct intervention of the State towards in the ecbnomic activities and to minimise the power of central
planning and of subsidized system, had been taken initial steps. With the reforms, the initial steps of self-
accounting and seif-financing mechanism of enterprises have been applyed together with removement of
the system of “quota-ticket for commodities”. Furthermore, through out replacing the centrally planed
mechanism by the oriented plans, the State has kicked off the development of economic components, by

which, the economy had been raising.

[.3 Measures of reforms for the period 1985 - 1987 included policies and mechanism for erasing the “budget-
subsidy system™ by “compensation for price in salary” (“salary adjustment based on price index in
salary”); Wiping out the “dual-price éystcm"'; monetary reform; circulatibn of new paper money... money
exchange was conducted on the principle of “10Q units for a new one” in conformity with a limitation, and
that, the excess money képt in the State Bank for a lbng time. A part of the monetary reform was aimed at
separating commercial banking frﬁm the State Bank and empowering the State Bank to function as a

- Central Bank. Accordingly, monetary and credit activities had been initially changed, and the two fief -
banking system were established to scpafatc the business fuﬁction of commercial banks from the state

: manageme‘nt of State Bank. Those initial innovations had changed the wéy in definition of the developed
orientation for the econbmy, and had been the founda.tim.l for taking shai)e of monetary market and capital

- market. If there was not changed. fl;om the one-tier banking s'ysteni toward the two - tier banl;ing sYStem,
the interbank monetary market (foreign exchange n{arket and domestic monetary markct) and joint-sfock
commercial banks, joint-venture bﬁnks, foreign banks could not be set up. Through activities, the State
Bank of Viet Nam has summed up a ot of experiences in circulation of currency, readjustment of interest
rates determined in the market, foreign exchange controls, establishment of a legal fori:igh exchange market,
building up liquidation instruments satisfying the demands of state governed-market economy. In monetary
businessis function, Commercial banks have been greatly progresSed. For over 10 years of renovation, 6
state commercial banks, 60 joint-stock commercial bahks, 5 financial conipanies, 19 .représentétive offices
of foreign banks, hundred of rural crcdit funds and co-opcratives,. ... have been established in Viet Nam.
The the banks and credit organisations, which were established, have satisfied cé\pital dem.;md of different
economic sectors for investment of development ot only in cities and towns, but also inrural arcas. And,
{the establishment of the two-tier banking systelﬁ anid the capital market has creatéd essential conditions for

reforming enterprises, especially, state-owned enterprises.’
1.4 Thanks to development of the banking system, which .has pushed up me'dpéning of monetary markets
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(interbank foreign exchange market and domestic monctary market), and constructed a new environment
and an important channel for mobilising capital for economic development. On the basis of strong
development of the banking system and the monetary market, all liquidation instruments, which satisfying
international standards, have made considerated contributions in buifding up the stock market. In July
2000, a centre for stock exchange was opened in Ho Chi Minh City. This was the beginning of a new
channel for mobilising capital, and was the initial for financial liberalisation and integration into the world
economy. Establishment of the stock market was considered as one of factors to speed up the process of
equitization of state-owned enterprises, and also defined new demands required to the banking system
which have to continuously reform in order to supbly financial services better. On the contrary, because of
the enterprise renovation, especially the equitization of state-owned enterprises, preconditioné and securities
~ for establishrﬁent and operation of stock market have been taken shape. Flowingly, for setling dividends in
public to raise capital for development of production, whic was necessary to require the enterprises to

reform themselves and to enhance efficiency of their business continuously.

1.5 Accompanying with the reform of the financial system, there was the innovation of enterprises. Policies
for dcvelopment'of a multi-sectoral econumy have brought forward to establishment of private enterprises,
cnterpnses w1th forcign owned capital, limited liabilities companies, State owned enterprises, ... and speeded
up the ll'IStltuthIl of joint-stock commercnal banks, foreign banks, Jomt-venturc banks, and financial
compamcs. Those organisations have been oper_ated in accordance with not only laws on credit organisations,
but also the Law on En_terpriscs. Thqﬁgh out reorganisation of entérpri_ses following the'D.écision 315/
HDBT, the Decree 388MDBT, and the Order 500/TTg, épproximatc 3000 enterprises ... and other enterprises
in sectors of technology and market had been rﬁerged; And 3500 other enterprises had been dissoluted.

Thus, there have been only 5800 State owned enterprises since June 1998.

1.6 In the process of refonning state-owned enterprises, it have been facing with a lot of serious difficulties
such as lapk_s of capital, arid backward technology. In 5800 state-owned enterprises above mentioned, there
are _3997 enterprises uﬁdcr locality authorities. Most of them are small-sized enterprises with weak financial

" ability, of which the borrowed capital amﬁunied to 85% - 90%. In many enterprises, the borrowed capitals
are usu'all.y fourfold or tenfold 'co'mparec-l Qith their owned capital, and, efficiency and benefit rate are low.
- About 30% _df enterprises axe.suffered losses in capital. Due to the renovation of the banking system, many
enterprises haQé just raised necessary capital for development of the business. For state-owned enterprises,
which had totai debts borrowing from banks (including guaranteed debt) and from other investors and
‘ cxcccded the amount of capltal granted by the State the density of borrowed capitals in total debts to the
* banking syslem was about 53% The total capitals of state-owned enterprises up to 31 December-1997

" were 103, 000 billions Dong, and up to 1998 were 108,000 billions Dong. And, the capitals were mainly
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concentrated in National business corporations (about 70%), of which approximate 80% of the capital
were in fix properties, but most of them were worn and backward, thus, the efficiency of capital were very
low. About 50% of the fix capital were frozen because of losses, non-performing toans and missing property.
Total mature debts and loans of State owned enterprises were too high. Up to 31 December 1997, total
overdue debts of statc-owned enterprises amounted to 128% of total owned capital, of which the short-
ierm debts occupied 64 %, the medium and Iong term debts occupied 29%; foreign debts occupied 12%
(short-term debts: 1.3%). Total mature loans were about 50% of total owned capital, in which the non-

performing loan was 2.5% of total mature loans.

1.7 Together with reform and development of the economy, the capital resourses, which were not longer
concentrated in state-owned cntérpriscs, were released. The amount of capital investment have been raised.
As a natural result, a requirement for'cxchange of capital r.esourses. in the market economy was appeared.
And, together with the banking system’ prompt-integration into the market economy, the financial - monetary
market have been also taken shape. The financial - monetary market has been improving and developing
with reform of the banking system. For recent yé.ars, the reform has been conducted in confermity with
integration into the international financial market, and with ensuring a stable dcvclopfncnt of monetary
system in order to mobilise maximum of available caf)ital investrhent with a view of eéonomic growth, and
macro-econbmié stability. Conducting the reform of economic polices, Viet Nam has mobilised different
capital resources for building national material and technical, sociél and economic infrastructure of the

_ country. Capital resources have been graduailly divcrsifieds, from .w'hich, the éépital raised from banks

occupied about 29 - 30% of total capital investment in'the whole country. -

1.8 The Reforms in the different sectors also had reciprocal impacts and the reform of one sector has been
the foundation for others, and so on. Since rembving the budget-subsidies system, and building up the
multi-sec(orél market cconomy with a system of autonomy in “cost-accountiﬁg”, “self-financing”; and
“self-responsible” in business; as a result, the banking system had been also reformed, and which was
came a precondition for establishment of commercial banks, credit organisat_ions, financial companies, and
monetary market. The financial liberalisation and liquidatioﬂ of state-owned enterprises have b_.l.lﬂt up a
basement of establisment of stock market. In éddition, the bahking system reform, financial liberalisation

and stock market establishment would have pushed the innovation of enterprises, especially state-owned

enterprises.
1.9 Reform stages of differeént components of the financial system (including: state banks, state commercial
banks, joint-stock commercial banks, state-owned enterprises, private enterprises, stock market, foreign

exchange market) not only contributed substantiélly to the prdcess of economic rencvation, but also played
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a key role in speeding up the reform in social policies, also awareness and living standards peoples. It was
obvious that, social-thriving and civilisation have been gradually built up. And, the continuously social-
economic reform and development have been given a push to the financiat systemn and enterprises. Although
the banking system reform has strongly impacted to the development of State owned enterprises, but those
effects to non-state enterprises reform were only a little and not shaped. Including only 6000 state-owned
enterprises in total of over 55000 enterprises {about 11%) and 1.6 millions household businesses, but the
percentage of loans borrowed from the; banking system amounted to 53% of total debts. The rate of bad
loan shows that amount of capitals, which were borrowed by non-state enterprises from banks are not too
high. Otherwise, many state and non_state.enterprises which-had not been able for paying their debts, has
negatively affected to the banking system. Overdue debts have been blocking upon banking activities,
coursing rotation to capital resources, and obstructing an objective to enlarge credit activities of commercial
banks and the credit target of the State Bank of Viet Nam. Event, in 1990, due to extreme amount of
0vérdue debts, the system of joint-stock comrrieréial banks and credit co-operatives had been in crisis and
macroecdnorﬁy was in unstability and which made unbelieving environment of people to the banking
system for the decade 90. In the last half of the Decade of 90, thanhks to applying several necessary
solutions, there were not any bad debts, which could been able to bring about a bahking-crisis, and a
macroeconomic unstability as happene_d in 1990. The bad debts above discribed, espécially the “frozen-
debts” of state-owned éntcrprises have reduced the success of the banking systcrh reform. After the debt
Crisis in 1990, the proportion of bad debts borrowed from the Banking system has been continuously
grow'ing up in the process of renovation (1991 and 1992: 19.7% and 13.7%). The ratio of total credit debs
only touched the minimum in .199.4, but it was back increased in 1995. Especially, the percentage of bad
debts of state-owned enterprises were always higher than the private sector’ one. This proved that, the
business and financial statc.s of state-owned enterprises were strongly serious. For settlement of non-
performing debts, the Government of Vit_at Nam had undertaken solutions such as “frozen-debis”, “erazed
debt”. In the sécond s;tep of debt settlement, total overdﬁe debts of enterprises before 1995, which borrowed
from state-owned banks, accepted as frozen-debts by the Government, were 2233.2 billions Dong, including
1606 billions belonging to fbreién banks, 472 billibns belonging to industrial-trade banks,' 117 billions
belonging to inVcstm_eni and development banks, and 38.2 billions belonging to agriculture and rural
dev’el'o“pment banks. During the step, the State Bank estimated the debts for elimination amounted to
1116.7 billions Dong, occupied half of total bad debts above mentioned.

Many joint-stock coﬁuimrcial banks and. non-state-owned émerprises conducting business inefficiently,
and bé.ing in loses, in crisis or bankruptcy, had been damaging a lot of their capital and property, losing
people’ hearts, aﬁd negati\?ely ﬁffect_ed to eco_nOmic'fefom_x procéss and banking system renovation in
particular. Thbéc coﬂscquenées had fiegatively acted ﬁpc_m the economic reform stéps. In joint-stock

' commerciil banké, the rate of overdue debts in total credit debts were extremely at a high level. Especially,

405



it amounted to 98.21% in several banks. A number of enterprises, which conducting business on the way of

snatching opportunities, breaking laws, for example, companies such as Tamexco, Epco, Minhphung, who

damaged thousands of billions Dong of State.

2. Description of alternative scenarios of reforming the financial sector and
business sector

2.1 Up to January ist 2000, about 5.500 state-owned enterprises were reorganised, including 732 public
state-owned enterprises, from which 1,802 enterprises established by Central éuihodﬁcs, and 3698 enterprises
under local authorities (provinces and cities). Thus, a number of state-owned enterprises was 50% less than
before. Accompanying the reorganisation of state-owned enterprises were the equitation of the_in, up to
now, the number of s(ate-bwned enterprises for equitization, sale, contracting out, and leasing have been
450 critcrprises .(2/3 of the total are local enterprises; 1/3 of them are centra enterprises), including 47
transportation enterprises, 176 trade and tourist enterprises, 209 construction - industrial enterprises, and
23 agriculture - forestry - fishery produced enterprises. This Qas an inipdrtant achievemer.lt. of the re.novatiqn,
through which, many enterprises have gro@ﬁ up and substahtially contributed to Vdevelopment of the
Economy. However, it is necessary to put up the reform toward fewef of number of enterprises, but which
have an ability to play a leading role in all economic fields such as financial potential, efﬁcicncy, production-
scale, commodities... In general, the reorganisation of state-owned e!_ltérprises was not only focused on
administrative formalities, bﬁt also ﬁllly'c‘:o.uccntratcd in efficiency and abitlity of integraﬁon into. the 'wbrld
economy. The professional schemes of enterprises have not yet reached to the their aifning} .also, the structure
of branches was irrational; in a'ddition,lwith numerous state-owned entérpriscs, but they have been in
distributed and overlapped situations in many branches and localities. There have been more than 25% of
enterprises haviﬁg the capital less than 1 billion Dong, and 60% of them having their capital valued less
than 5 billions Dong. Some indicators on enhancing tﬁé efficiency, labour producﬁvity‘... have not been
satisfied the requirements. Therefore, most of enterprises, including National business corporations
established following the Decisions 90/TTg and 91/TTg, have a weakly competitive ability, 'which only
conduct business internally, and have not yet had necessary financial potential and ‘m.zmaged rcap'ability for
external businesses. In fact, the organisations of “Nationall Business Corporation” according to théDecision
No 90 /TTg and No 91 /TTg were only a result of movement of “édminish'ative management board” from
nmunistries to corporations, they were not reflected the natural capital ,concent.rati(_)_n. The present orrg“an_irs.atim
of “National Business Corporaﬁon” should be 'rend§ated following the téndcﬁcy of establishment of “National
Business Corporation” on “volunteer”™. In addition, there are many remains ncéceséa(y for. removement
.during enterprise’s equitization, for example, in equitization of a'pa_tt of an enterprise, the state capital Wgs

handed over to individuals, it inflicts damages of state property, but not raising the economic efficiency.
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The sale, contracting out, and leasing of state-owned enterprises have been reflected a sound tendency.

Among 450 enterprises being equitized, sold, contracted out, and leased since 1992, there have been 250

enterprises being done for 1999.

2.2 By way of dissolution, merger and re-registrar applying to state-owned enterprises (following the Decree
No 388/HDBT on establishment, re-registrar, and dissolution of state-owned enterprises; The Order No
500/TTg of the Pri minister on continuing the reorganisation of state-owned enterprises; The Decree No
28/CP on transformation of state-owned enterprises into a joint-stock company; The Decree No 44/1998/
ND-CP on equitization), up to now, the number of state-owned enterprises has been reduced by more than
30%, from 12000 enterprises to 5000 enterprises, and there have been about 700 thousands redundancies
to get settled through paying approximate 300 billions Dong, included 55% of the total sponsored by state
budget and the remains (43 %) from enterprise’ capital accounted for their business cost. The two categories
of “National Business Corporation” of 90 and 91 had been established on the basis of reorganisation of 250
state-owned enterprises (cbmpanies, manufactures, connected enterprises), including 17 “National Business

' Corpération" of 90, and 74 “National Business Corporation” of 91; Furthermore, issuing the Law on
Enterprises has initially defined the reialions between state bodies and non-state entcrprisés. However, it is
continuousljf needed to remove entanglements of present administrative formalities, first and foremost are
entanglements on the factors of land, credit, and tax to create convenient environmental for more deveiopment
of non-state enterprises. In fact, many legal documents, which is overlapped, or negative to each other,
have cohréed difﬁp.lllltics to non-state entefpﬁses in businesses. However, by establishment of about 500

_thousands ﬁoﬁ-statg enterprises, and reducing a iot of state-owned enterprises, it has marked a great

achievement in the economic reform and enterprise renovation in particular.

2.3 It costed the State over 100 billions Dong for equitization and reorganisation of 450 state-owned
énicrprises. And the total ekpendituré for equitization and diversification in the process of renovation has

. amounted to 500-600 billions Dong, not including capital for redundancy-payment for the period 1992-
1995. The State hﬁs decide.d to conduct the reorganiéation, equitization, assigning, sale, contracting out
and leasing of more than 2600 state-owned eﬁterpris_es for the stage of 2001-2003, of that, 1300 enterprises
for equitization, 300 .ént:crprises for séle, 200 enterprises for contracting out, merger, and leasing, 500

. enterprises for consolidation, and 300 enterprises for dissolution, bankruptcy or transformation into other
- categories. Thus, it will cost 3000 t0 4000 billions Dong, excluding 1200-1500 billions Dong for creating
new jobs for redundancies from state-owned enterprise, which are not reorganised in the period.of 2001-
2005. Those are great expenses that require to cut down other expenditures for attain the target above

mentioned.
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2.4 Accompanying with the renovation of state-owned enterprises, there is a financial system reform and
timely establishment of commercial banks, financial companies and credit organisations. Up to now, through
out the financial system reform, the banking system has been improved in all sectors. In which, state banks
and commercial banks (includiﬁg 6 state commercial banks, 60 joint-stock commercial banks, 5 financial
companies, hundreds of rural credit co-operatives and funds, 19 foreign banks, 4 foreign joint venture
banks, and 40 representative offices of foreign banks... ) have better satisfied the capital requirements for
all economic sectors. In addition, many branches of commercial banks have been rapidly deifcloped. At
present, thete are 4 state commercial banks (Foreign-Commercial Bank of Viet Nam, Industrial-Commercial
Bank of Viet Nam, Investment and Devclqpment Bank of Viet Nam, Agriculture and Rural Development
Bank of Viet Nam), and 236 representative offices and branches of them in provinces and cities (ﬁot
including hundred of bodies under the branches). With only 4 state commercial banks, more than 40000
labourers and hundred of thousands of billions Dong were mobilised. The state commercial banks have
piayéd 5 decisive role in.monetary sector, of which, the capital being mobilised for loaning amounted as to
more than 80% of the total capital undertaken through the banking system. From business on skilled sector,

the banks have diversified their busmcss on credit and monetary sectors.

2.5 In addition to the rapid establishment and development of the commercial banks after 1990; many weak
points have been remained, and they alarmed a bankruptcy danger of joint stock banks. In this situation, to
the demands of the market ecb_nomy, it is needed to renovate thclbanking system, including joint venture
banks. This functions have decided in the' Government’action pro'graths and has been carrying ouf by the
Governor of State Bank of Viet Nam. First of all are restrictions of llccnsmg new joint-stock banks, and
issuing legal regulations to create legal framcwork for operation and self-renovation of credu organisations.
In 1998, escorted the Governmental project (approved by the standing committee of the Politburo) of
reotganisation of joint-stock banks in Ho Chi Minh city was issuing the Decree No 22/1998/ND-CP dated
on October 3, 1998 regulated the legal capitals of credit ofganiéatidns. The .State Bénk of Viet Nam has
ordered commercial banks to increase their chartered capital because they were so low that the banks
would not be able to enlarge their business in other professional sectors and other local'i.ties'. Furthermore,
the settlement of overdue debts through economic and administrative solutions, even criminal sanctions
have been applied to avoid damages to the banks The State has required that jomt-stock commercial
banks, which have to establish a fund of “preventwe measures for risk”, have to maintain a percentage at
a safe level and to conduct services of ensuring bank depos:tcs according to r_egu!anons of State Bank of

Viet Nam (the banking system's fund of preventive measures for risk valued 600 billions Dong) - -
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3. Evaluation of the risks associated with alternative scenarios of reforms

3.1 In fact, the commercial banks, including joint-stock commercial banks, have the same characteristics
such as: owned capital is small; competitive ability is weak, which is not satisfied severely natural law of
the market economy; A large part of the capital is not for banking business. (Usually, the capitals are
mobilised from other professional sectors or temporarily borrowed from shareholders); Estimated benefits
of banks are not stability and which have not contained economic growth and development; High risky
position would have led to danger of bankruptcy; Total debts are not in conformity with the law in force;
Doing businesses on the way of snatching opportunities based on falling off ethics, included cheating in
capital mobilisation and in guarantee for debts; The liquidation power is too low, many banks have only
océubied real estates (most of them are land) immovable into money. Thus, the former establishments of

joint-stock commercial banks have coursed danger of doing business inefficiently and bankruptcy of the

banks.

3.2 The innovation of enterprises has brought a lot of significant results, and built up an enterprise’s system
wﬁich is gradually satisfied with requirement of market mechanism, and made noticeable contribution to
the economy. HbWever, in the renovation process, many enterprises have loosen of their capital, and bearing

_ high value of debts, especially, the debts to banking system. Also, for the non-staie enterprise sector, there
were many enterprises such as Epco, Minh Pﬁung, Tafncxco... conducting business on the way of snétehing
opportunities, Thus, they had brought about serious consequences. For recent years, a rate of bad debts in
total capital of Sﬁte-owned enterpri.ses.is increasing at a high level. At the end of 1997, the rate of bad
debts in total credit debt aniountcd to 12.3%, and to 13.1% in the end of 1998, and t0 13.7% at thé énd of
1999. Because of the bad financial situation of enterprises, a proportion of the bad debts was at a greatly

high level, and directly impacted to the financial position of the banking system.

3.3 In fact, if it could collect 50% of toial bad debts, a missing property of commercial banks would still be
at a high level. In the mean time, financial situation of state banks were more serious. In 1997, a proportion
of bad debts occupied to 12.3% (13.3% according to the Statc Bank” report) of total debts and 128.5% of
total capital. If 50% of bad debts could be collected, so about 65% of total capital of the banking system
would be losen. For the whole Decade 90, total bad debt was always hi_gher than total cabital in state-
owned enterprises. It was such an anxiety financial position, which.was because of non-performing debts
of eﬁterprises, especially of the economic crisis which is so hard for recovering. In private sector, a proportion
of debts in capitals was lower, but this rate of debts in total credits allowed for borrowing was above alarm
fevel (13.5% in 1997). Debt-structure is toward Qorse, because a proportion of short-term debts and

fbrcign-curreﬁcy debts growed up. In 1997, in the overdue debts, the short-term debts occupied to 51.8%,
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foreign-currency debts occupied to 40.7%, meanwhile, only 6.5% were the long-term debts.

34 According to formal reports, the financial state of the banking system in June 1999 was at a relative low
fevel compared with estimations of economic specialists. Especially, several international auditing companies
had confirmed that total loans at an interest rate of 0% would was higher than the value published by the
State. Up to June 30, 1998, a proportion of overdue debts in total credit debts of state banks was only at
9.4%, meanwhile, the propotion in joint- stock commercial banks reached up to 16.6%. Bad-debt situations
of joint-stock banks and joint-venture banks have caused the most considerable hail-biting. In contrary, the
loan safety in branches of foreign banks proved that the Branches had been automatically operated following
market mechanism, which are not impacted from economic, political, and social organisations, and only

foreign companies and joint- venture enterprises have the right to borrow their capital for the reason of

safety.

3.5 To considerate the rate of bad debts in total overdue debts, we founded out a bad situation above mentioﬂcd:

about 58% of total overdue debts of the banking' system had been considered as bad deb’ts, even as non-

- performing debts,' which amouted to 5620 billions Dong. Especially,' this density in state-owned banks was
worse than it happen in join-venture banks. Although, an atﬁduht of credit loans '_was low injoint;venture
banks, but there had been 93% of overdue debts being non-performing. For other considerable point, a
prbp(;irtion of oi"erdue, and noh-pcrfonning débtﬁ in the banks which were supp.lying services in-agriculture
and rural areas were much lower than other banks providing services in foreign‘ecom.)mic relatioﬁs (foreign -
commercial bank), or services for industrial services eﬁtelprises (industrial commercial bi.ll;lk).. .’.]‘hcrcforc,
the pfesentation above discribed indirectly show that the financial state in agriculture and rural areas were
better than urban areas. The ability of the banking system Viet Nam have been in bad position, and easy to
be shaken in difficulties. Capitals mobilised through the 4 state-commercial banks amounted to 80% of
total capital mbbﬂised through the banking system, 'but, in the beginning of 1998, the density of capital.in
their property and in credit debts were 5.3% and 8.9%. ' -

3.6 During the establishment and renovation of public credit funds, several weak points arised ‘as‘ similar as
they happened in tﬁe joint-stock commetcial bank reform. The safety for credit activities continued to
cause anxiety, althought, in different periods, it Wwas not in the same serious Situation. In the beginning of
1990, there were 470 public credit funds, who had been mobilising total capitals equal to 21.7 amiounts of
their owned capital, of which, 90% were short-term capital with the high benefit rate; and 93.8% of total

© capitals for borrowing; thus, 73% of the loans were not.c-?lle'cte'd in time. Consequetitly, since the mid&ﬂé of
11990 to the end, 100% capital for borrowing had becoime overdue loans. As a natural 'l'je'sult, most of the

public credit funds had been'in bank'ruptcy;-'and-.'this was'suchreason, from which, many joint-stock-banks
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were followingly in bankruptcy.

3.7 In the decade of 90, the reorganisation process of public credit funds had been cautiously carrying out
together with issuing laws and regulations for their operation and state management. Up to February 1999,
there were 975 credit funds operating in 53/61 provinces and cities of the country. Although, the danger of
crisis was low, but for the period 1996 - 2000, many negative facts have appeared and harmed to the
financial state. Up to February .1999, in public credit funds, the overdue debts had occupied 4.2% of total
debts, Gap between income and expenditure was higher, about 30% of the credit funds had their income
less than their expenditure. Operation of central and regional credit funds were better, but in many areas,

the overdue debt had reached at a high level.

3.8 For the period 1999 - 2000, the State Bank of Viet Nam had applied solutions for reorganisation of
public crédit funds in accordance with the Law on Credit Organisations, and strengthening their s.upersition,
direction and dealing with in order to minimize frozen-debts and avoid new crisis. Up to March of 2000,

~ the rate of overdue debts in the total credit debts of the credit funds had been 2.1% in the northern mountain
and midland areas, 4.2% in the Red River detail, 1.5% in the former area No 4, 2.8% in the North Central
coast arca, 3.0% in western highland, 2.0% in Soﬁtheast area, and 5.7% in Cuulong Delta area. The density
of overdue debts in total debts had been reduced to 3.88%

39 Duﬁng the enterprise and financial organisation renovation, many risks arised that was because of the
overdue debts were at a highest level in the end of 1999, The Bankihg system’ financial state were slowly
improven in 2000, in the main, it was based on the economic rehabilitation and new initiatives of the
Government. The economy has been rehabilitated since 2000, due to foreign demands has been increasing,
also, the state budget revenues were increased by growing up of the price of oil in 2000; and due to the
GoVemment’policy on “stimulatiﬁg Ithe demands of investment and comsunition”, and the increasing of
citizen’ income, thus led to increasing domestic demands. Because of increase of the demands, sale runs
very smoothly, thus ehtefprises could accumulate capital for not only reproduction, but also payment for
their debts. For settlement débts,Aparticularly frozen debts, the Government have undertaken initiatives
such as'wiping offa debt, and transformation of debt$ in to dividends. So that, rate of those debts in total
debts has been continuously reduced for the last two years. By applying solutions, up to the end of 2000,
Viet Nam has nearly'remove two weak points of the banking system, the first of one was a characteristic of

' easy being affected by domestic and foreign crisis, and the other was the fragile ability in mobilising
savings for investment in efﬁcient projeéts.
In summary, the financial system and e'ntel_'prise reforms have brought a lot of achievements that have

been a pace of development and foundation for other reforms. In which, they had reciprocal affects and
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made each other developed. Enterprise’s reform could not be succesfully without renovation of the banking
system. Incontrary, without innovation of enterprises, it is difficult to get succesful in the banking system
reform. Otherwise, without rencvation of enterpriscs and the banking system, there is not establishment of
the stock market. Incontrary, without establishment of the stock market, it is difficult for enterprises to
mobilise capitals and to be achived in their equitization. However, during the reform, several risks and
failures have also arisen, but, in the main, achievement has been attained. So that, the renovation of the

banking system, financial organisations, and enterprises should have been continuously undertaking.
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A—-1
General Issues on Viet Nam Public Finance in Period 1991-2000

Nguyen Ngoc Tuyen

Ministry of Finance

It is a complicated work to assess Viet Nam public finance in period 1991-2000. It is the initial stage when
Viet Nam economy dramatically transferred to the market economy and economic policies changed quickly
and Jacked stableness. This is because the State has to make new policies as well as to complete former ones
iﬁ order to make them appropriate and consolidate when implementing. Moreover, Viet Nam has just
experienced a long period of economic recession and a lot of social problems need immediately solving that
makes it difficult for the state budget to serve a lot of purposes at the same time. Besides, it is difficult to
collect information and statistics for assessing and analyzing because of inadequate and inconsistent information
system. Some statisticai norms and price systeins are not consistent and changeable. For example, before
1995, some statistical norms were collected and calculated according to the comparative price system in
1989, but since 1995, they have been calculated according to the comparative prices in 1994, Therefore, there
are sﬁortc_:oinjngs and the accuracy is limited. However, the writer has selected and made a system of tables
from some published materials .(altached), including:

Table I: State budget balance 1991-2000 _
Table 2: Revenue from internal sources 1991-2000
. ‘Table ia: Structure of revenue from internal sources 1991-2000
Table 3: State expenditure 1991-2000
* Table 4: State expenditure structure 1991-2000
Table 5: Cumrent expenditure structure 1991-20()()
Table 6: GDP growth 1991-2000 '
Table 7: State capital cxpcndifurc 1991-2000 (comparative price)
~ - Table 8: State capital expenditure structure 1991-2000 (present price)
Table 9: Structure of state capitzil expenditure 1991-2000
- This _rcporf on Viet Nam puiali_c finance in period 1991-2000 consists of following three main parts:
1. Reviewon changes and trends in state revenue and expenditure, present state budget surplus and
- deficit. '
2. Review on changes and trends in state budget: expenditure and financial sources. -
-3 Evaluation on state bu&get deficit possibility and appropriate financial measures for budget deficit

- financing. -
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Part 1 Review on changes and trends in state revenue and expenditure,

present state budget surplus and deficit

Peried 1991-2000 marks fundamental changes of Viet Nam state budget. The assessment on Viet Nam

state budget changes in this period includes following aspects:

1.

State budget balance

Before 1990, Viet Nam economy was in the depression period, there was continuous state budget deficit

and it was financed mostly by the amount of money issued. Because of exceeding issue, the inflation rate

had been rising continuously to three digits (the highest level at 600-700%). The'budget was out-of control.

According to Table 1, since 1991, state revenue and expenditure and budget balance have been settled

down step by step. State budget deficit hasn’t stopped but the deficit rate has been decreased. State budget

situation has been better and seemed to be improved to the end of the 1990s, State budget deficit has been

increasing but with a quite low rate and under control. It was 1.9% of GDP in 1991, increasing to 4.9% of

GDP in .199_3', decreasing gradually in 1995 and 1996 and increasing agéin in 1999 at 4.8%. From that

~ situation, we can have some conclusions;
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« . The deficit level is under control. From the tables, we can see that annual deficit compared to

"~ GDP during the past ten ycafs is not stable but always under 5%. In addition, in thf_: early 1990s, the

State did not seemed to take initiative to control state budget deficit. It arose coﬁlpietely from the
difference between state revenue and expenditure occurring. until the end of each ﬁsﬁal year. However,
until 1999, the deficit level of 4.8% is totally the State’s intention. In 1999, the monetary and
financial crisis in the region and the world affected Viet Nam, making Viet Nam economy dei:rcssed
and there were signals of serious deflation. Economic growth gradually decreased from 9.34% in
1996 to 5.8% in 1998 and seemed to continue decreasing in 1999 (4.8%): Goods were in stock;
consuming price index continuously decreased; credit institutio.ns mobilized a large amount -of
capital from people’s savings but could only give small investment loans that lead to surplus capital
and increasing risks and made commercial banks™ financial situation worse. Ther’_efore, the
Government carried out many “demand stimulating” measutes in order to et‘l_COur:igé economic
growth and development, of which the main measure is to increase the aihoﬁnt of ‘capital for

infrastructure development, especially for building big projects and infrastructures. The Government

. “intentionally made state budget deficit” and considered it as a good measure to encourage social

consumption and production. Therefore, the state budget deficit level of 4.8% is complétely under
the Government’s control. - S B
Budget deficit is mainly used for invesrment'eipendimre, not for current expenditure. This principal

was seriously obeycd' during the 1990s, so that by early 19903, inflation rate was entirely under



control. The inflation rate during the past ten years was always kept at one digit (less than 10%).
v Stopping issuing money for financing budget deficit. Before 1993, budget deficit was mainly
financed by the amount of money issued and externai debt. But from 1993, the Government has
borrowed from both internal (including issuing state bonds, securities ) and external sources to
finance budget deficit instead of issuing money. Due to bids for state bonds, it has brought about

effectiveness and helped to limit negative effects in managing and controlling state budget deficit.

2. Trends in state revenue
The trends and situations of state revenue in period 1991-2000 are reflected in Table 1 and 2. General
-assessment on state revenue in this period includes: '
»  State revenue increased continuously over the years regarding both the amount and the rate.
+  Annual revenue always met demand for current expenditure and was step by step accumalated
for development investment.
= Revenue from internal sources (including import-export duties) accounted for a big proportion
at 95% of total revenue.
+ - Revenue from internal sources was relatively stable and timely met the Government’s expenditure
demand.
"« Taxes and fees are major sources of state revenue.
When assessing. state reveh_ue_situation in period 1991-2000, we must take into account two main factors
that determine the total revenue: the economic developrhent and growth, refoﬁn process of policies relating

to revenue collection (tax laws, fees, state budget law...). -

Economic growth and development

From Table 6 we can see that, from 1991 to 1997, Viet Nam economic development and growth rate
continuously obtained high level (péaked at 9.54% in 1995). The growth rate tended to reduce in 1998
(5.76%) and fell to the loWest level in 1999 (4.8%). The main reason is that the financial and monetary
crisis in thé fegion and the World affected Viet Nam economy and made the growth rate decrease. In the
year 2000, the world céonorﬁy has been recovered and developed, and so has Viet Nam economy. In the
first six months of the year, economic growth rate increased gradually and reached 6.2%. It is forecasted
that the average economic growth rate in the year will be about 6%-6.5% or higher (7%}.

High economic growth rate in the early 1990s is one of the reasons that lead to annual increased state
revenue. State revcnﬁc compared to GDP was 13.8% in 1991, peaked at 24.3% in 1994 and 23.3% in
1995."However, this ratio haé. been decreasing since 1996 and fell to. 17.8.% in 1999.-This can be explained

- as follows: -

_«  Investment efficiency was high at the beginning of the economic transition process because
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advantages were utilized and it was easier for investors 10 improve productivity. Their investment
capital was smaller but they could stiil get higher efficiency, i.e. ICOR index was low. Later, it
was more and more difficult for them to exploit economic advantages. They had to invest more
in science and technology to obtain the same efficiency, i.e. ICOR index must be higher.

«  There are changes in comparative price when calculating GDP. Before 1994, GDP wﬁs
calculated according to comparative price in 1989, but since 1995 it has been calculated according
to comparative price in 1994,

+  The inflation rate or price index was relatively high during period 199£-1995 (17.55% in
1992, 14.4% in 1994 and 12.7% in 19935) but has been falling since 1996 and reached 0.1% in
1999, i.e. consuming goods’ prices almost stayed the same or increased little but GDP calculated
according to fixed price increased continubusly. Thus, in the early 1990s, inflation contributed a
certain amount to the state revenue, which means that price is one of the factors that affect above-

mentioned falling trend.

Reform of policies relating to revenue collection -
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The most important point about policy relating to revenue collection in period 1991-2000 is tax policy
reform. It is divided into two phases: phase I from 1991 to 1995 and phase II from 1996 until now. Some

key pdints in tax policy reform include:

.

The State issued tax laws and ordinances to make it highly legal and easy for iniplemcnting.

There are no exceptions that make it consolidate and equal between takpayers.

Tax policy system has been sinipliﬁe_:d and clarified. The number of tax rates has been
considerably reduced in order to make it easter for.implcmcnting. It is also the objective of tax
reform to increase taxpays, reduce tax rates as well as the list of tax rates. _

»  Tax reform process must be appropriate with tax policy of other countries in the region and the
world and promote the international economic integration process.

+  Mobilizing state budget reveﬁue timely to meet State increasing demand.

«  Preventing tax evasion, state revenue loss a'nd. anti-smuggling.

Besides the tax policy system, other policies such as charges and fees policy, budgetary policy, business
finance policy... have been gradualiy completed that helped to increase state revenue. From Table 2 we
know that annual revenue increased constantly and with relatively high speed. This is mainly due to tax
policy reform. In 1990 and 1991, we issued and started implementing a series of new tax laws: turnover
tax, import-export tax, special consumption tax, and incomie tax... that are ab.plied to ;111 takpays. This
was also the initial stage when we mmed from various éoliccting policies to tax laws collecting policies
that brought about rapidly increasing revenue.

Besides, this was also the stage when some more sources were mobilized into the state budget, especially

land-related sources. There had been dnly agricultural land use tax before, but from 199'1, there have



been other taxes such as land rent charges, land and housing tax, land use transferring tax... coming into
force that hetped to increase State revenue.

Since 1995, the Government has implemented some measures including tax policies to treat equally
between domestic and foreign invested enterprises and encourage enterprises and investors to accumulate
capital for investment. Therefore, investment prioritics, especially tax priorities, have been offered more
widely that make tax revenue compared to GDP reduced. Besides, this is also the stage when Viet Nam
became an ASEAN member and started carrying out CEPT/AFTA agreement so that tax policies has

" been adjusted to be appropriate with this commitment. These are the reasons that make tax revenue has
been reducing relatively althohgh the total amount has been increasing annually.

In short, the state budget was unbalanced and there was annual deficit but the budget situation during

period 1991-2000 was relatively positive. It has been more and more stable and improved.
Part 2 Review on capital budget changes and trends: expenditure and financial sources

In period 1991-2000, the State has implemented many major social and economic reforms. They have
brought about impénant_changés in economic development, international economic iniegration and many
other fields. State expenditure has played an important part in obtaining these results.

Table 3, 4 and 5 show clearly Viet Nam state budget expenditure policy. :

From total state éxpenditure in period 1991—2000, we can have some conclusions as follows:

«  Annual expendithrc has been increasing rapidly.
+  Capital expenditure has been increasing more rapidly than regular/administrative one.
»  Current expenditure has been accounted for a big proportion in total state expenditure.

Table 1 shows that total state expenditure accounted for about 23%-24% of GDP and was always bigger
than total revenue during periéd 1991-1999. Besides, Table 3 shows that annual state expenditure increased
consideraﬁly. It was more than 6 times bigger (mdre than 600%) in 1998 than in 1991. It increased rapidly in
the early 1990s (about 100% in 1992 compared to that in 1991 and about 65% in 1993 compared to that in
1992) and steadily reduced in the late 1990s, ¢specially in 1998 when the expenditure was only 96% compared
to that in 1997. Capital and'curre_n-t expenditures account for a large part in total expenditure.

Capital exbe‘ndimre. Table 3 and 4 show direct capital éxpenditure from state budget; Table 7, 8 and 9
show state capital investment, of which there is also state credit bésides state capital expenditure. Annual
state capital expenditure has accounted for about 6% of GDP. Its characteristics include:

. Annual éxpendi_ture incfeasing rate has been high.
+  The increasing rate of capital expenditure has increased more rapidly than that of current expenditure.
»  State capital expenditure has been rﬁainly used for big infrastructure projects.

The annual increasing rate is relatively high (it was 202% in 1992 compared to that in 1992}. It reduced in
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1993, 1994 and 1995 and tended to increase in the late 1990s. This is because at the beginning of the decade,
capital expenditure policy was under the State’s control. Later, realizing that this didn’t bring about expected
results, the Government decided to change the investment management policy. It didn’t finance projects
directly but financed through credit channels. In 1998, the economy was affected by the monetary and financial
crisis in the region and the world, foreign direct investment decreased seriously and affected economic growth.
Thus, the State implemented investment-promoting policy, especially concentrated on constructing important
and strategic big projects and infrastructure projects such as roads, ports, and bridges Therefore, the increasing
rate of state capital expenditure went up rapidly in 1998 (nearly 10 times bigger compared to that in 1991,
while that of current expenditure was only about 6 times). _

Table 9 shows clearly structure of state capital expenditure, of which expenditure for infrastructure in 1992
and 1993 accounted for only less than 50% of total capital expenditure but in 1997 and 1998, it increased to |
96%-97%. _

Current expenditure. Assessments on current expenditure in period 1991-2000 can be as follows:

+  Current expenditure hAS accounted for a large part ir_l total annual state expendituré.

. Tl.'tc'incrcasing rate of current expenditure has always been lecr than that of state revenue.

+ The incrcasiﬁg rate of current expenditure has always been smaller than that of stafc capital
expenditure. |

*  The State didn’t issue money to meet current expenditure demand.

Statistics on c_ﬁrrent expenditure show that social expenditufc has always accounted for néaﬂy a half of
total expenditure. Moreover, it is the cxpenditure that has the highest increasing raté of all _cﬁrrcnt expenditure
items (it accounted for 41% total current expenditure in 1991 and 44% in 1998)

Expenditures for educatmn and social securities represented for a iarge part in total social expendlturc
These are really the items that have the hlghest increasing rate because many offices haven’t got support from
the state budget any more. For example, education and training activities at state-owned corporations used to
be financed _by the state budget but have now been financed by the corpoi‘ations themselves. Thus, the humbcr
of state bud.gct beneficiaries has been less but expénditurc from the state b.udget has been still increasing, this
means that the increasing rate of social expendlture has been going up considerably.

Although current expenditure for human (expenditure for wages and salaries, social securities and socaal '
services...) has always been improved, it is still low compared to social needs and to other countries in the

region. Therefore, this expenditure will be increased in the future.
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