solving unemployment. Business has gradually been used to mechanism of repayment based on interest
rate and a more favorable borrowing conditions than that in the market, not depending much on the State
as before, taking responsibility for utilizing capital efficiently, being able to liquidate.

We have established a necessary controt mechanism for the foreign debt activities of the whole economy,
maintaining the borrowing limit and duty of annual liquidation. The debt management is gradualiy
organized, combining the borrowing with utilizing debenture capital and the efficiency of using funds of
the economy.

4.2 The remaining matter of foreign debt management.

Although the legal framework for foreign debt management has been completed step by step, it has
shown some matters recently, as follows: -

Viet Nam has not created borrowing strategy and policy efficiently. In fact, Viet Nam has yet to create
the long- run profit maximizing debt strategy. Viet Nam has not defined its suitable mechanism afl-sized
and systematic borrowing (ODA loans and commercial loans) and guaranteed to pay debenture capital,
avoiding putting burden on state budget. At presént, the policy is focussing on mobilizing and making
full use of capital sources from foreign countries but it hasn’t put the amount of absorbing capital together
with the .capability of payment in the future. The present strategy of managing foreign debt hasn’t
considered the firmness o.f foreign debt m the active rclatibnship of occurrence of macroeconomy and

' .balance of payment. Although the Vietnamese burden is in safe conﬁ.nes, foreign debt of Viet Nam since
1993 are in grace period and liability will iﬁ_crcase in the following years.
The ODA disi)ursement has recently made progress but it is still estimated to be slower than that of
* regional countries by sponsors. The low disbursement causing delay in ODA projects, affecting the
tesult of investment. In addition, it diminishes the favorableness of ODA and the influence on receiving
préstige and movement of capital in Viet Nam. For some projects, tﬁe project considering and deciding
is done without care and economic borrowing condiﬁon and tie-condition, we haven’t taken the initiative
- in choosing lis.t bf projects according to planned target before calling investlﬁent, there is still unplanned
situation of utilizing capital, we haven't defined clearly which projects have to be re-lend and which
projects are sﬁpplied by the state budget. |

Ability of project manager is limited. The staff is equipped with insufficient professional skill and
knowledge léadihg tb.inactivates in mana’gcfnent and pm\;enting hazard of interest rate. Generally, debt
management is still passive.

Mobilized foreign capital is used for too many targets not for an especially prior investment objective.

'Inspection and supervision of impleménting projects are péid little attention and they are not organized
constantiy. This elemént together with insufficient feport and information has caused difficultics for
evaluation debt situation and resuit.of utilizing borrowed capital. It hasn’t set up a co-ordination mechanism

of information between state officers in managing foreign debt.
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Part 2 Securities market development program

The establishment and development of the securities market are the majority of mobilizing capital strategy
as well as accomplishment of the market economy in Viet Nam. In order to carry out the policy of Government
that is: “developing the capital market, attracting the medium and long-term capital sources through banks
and financial companies to meet the demand ofAborrowing for investment, preparing the necessary condition
to set up the securities market suitably Vietnamese condition and orientation of national socio-economic
development...” the Government have done a lot both theoretically and practically to put the securities market
into operation in the year 2000. When researching the progress of the securities market development in Viet
Nam, if is necessary to consider 2 main fields: the policy on organization apparatus, legal framework for

execution of the securities market and the reality of preparing goods for securities market.

A. Organization apparatus and legal framework for securities_market operation
1t has been a major policy of our Party and State to create the required cbnditinns for fhe step-by-step
establishment of the securities markets in Viet Nam, some legal Documents on Securities and Securities
markets _have been issued. _

Decree No.75/CP dated 28 November, 1996 of the Government on establishment of the State Securities
Commission, as an agency under the Government to perform State admﬁiistmtion and organization functions
on securities and sccul;ities markets. :

Decision No. 127/1998/QD-TTg dated 11 July, 1998 of the prime Minister of the Government on -

~ establishment of the Securities Trading Centers in Hanoi and Ho Chi Minh City. .

With the two legal documents, the structure and wofking appafams of SSC and Securities frading centers
step-by-step establishment. From the beginning, SSC tried its best to train, recruit, arrange working dpparatus
by sending its staffs to abroad (Korea, Thailand, US, China...) and opening many training courses on
securities in Viet Nam for commercial banks, insurance companies, enterpriscé in order to Select securities
traders for future operation. '

Besides, SSC are responsible, in'co-ordinati_on with agienci.es concerned, for bdilding initially le'gal
framework on sccurities.issuing and trading in trading cénters. As a result, Decrﬁe No.48/l9§8/_ND-CP
dated 11 July 1998 of the Government on securities and securities markets Circular No ghidé 01/1998
guide Decree No.48/CP on public offering. These new legal documents stimulated fully on public offering,
securities trading, ﬁnan;ial intermediatory, secondary markets...

Securities issued to the public (Decree No.48/CP) shall be in forms of either _ceniﬁcates or book-cntriés,
and either register or bearer. Par value of a share and investment unit shall be 10,000. The minimum pér

value of bonds shall be VND 100,000.

In order to ensure the efficient operatidn for securities market, the Decree stimulated securities issuing,
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trading in Securities trading centers.

An issuer undertaking an initial public offering of its shares shall have to meet the following criteria:
Having an minimum registered capital at VND 10 billion; having been profit making in the last two
consecutive years; having members of the Board of Directors and the Chief Executive Officer with experience
in business management; having prepared a feasible plan to utilize the proceeds obtained from the issuance
of shares; having at least 20 percent of its eql.iity offered to more than 100 investors; having a contract with
an underwriter if the total value of shares to be issued (in par value) exceeds VND 10 billioa.

Decree No. 48/CP issued criteria for information, issuers must comply with the reporting regime as
prescribed by S5C.

Decree No. 48/CP initiaﬂy stimulated a very important finrancial intermediatory, underwriter. An
underwriter of a public offering shall be a securities firm that meets the following criteria: possessing a
licens.e on securities underwriting aétivities; not being an affiliated person of the issuer. The underwriter
shall be entitled to underwrite an issue where the total value. of the securities thereby does not exceed 4
times of the difference between its current assets and current liabilities.

General, Decree No. 48/ 1998/ND-CP shall govern securities public offering, securities trading and

_ infdrmatién and securities market-related businesses in order to protect the lawful interests of investors.
'Although the stimulation on public offering in this decree applied only for those who trade in securities
centers, it also create the required conditions for the starting cstéblishnient and development of the securities

markets in Viet Nam.

B. P_répafatim goods for securities market
In the last stage, Viet Nam has made great effort to create goods and favorable conditi.qns to put the
securities market into operation in the initial period. This is especially shown by the progress of the bond
~ market—an important component element of the securities market, a standard stock for others. Besides,
capitalization is also focuSc(_i on and pushed up. It not only has inflﬁence on improving business but also

promotes and creates long-term goods for the capital market.

1. The bonds market
1.1 The Iegé[ Jramework of the bonds market
- After the 6th National meeting of communist party, especially during 1990s, the state budget
'mar.:agement has had a profound and wholly reforms on both policy and organizétiﬁn apparatus. In
that situation, Treasure System was founded according to the Decision No.07/HDBT dated on J anuary
4th 1990 in order to hand over the duty of managing the state budg_ét ﬁlnd to Ministry of Finance. As
| sooh as the Treasure Systém was established, ihc capital mobilization for the State and for investment

has shown clear changes in .quality. ,
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Stemming from the capital demand for investment, the Government has gradually institutionalized
the capital mobilization by Decree No.72/ND-CP of the Government dated on July 26th 1994 on
regulation of issuing bonds, marking a basis change in the quality of view, acknowledging the mean
and importance of the creating capital strategy. The Decree pointed out 3 kinds of bonds: treasure
bonds, treasure securities, Nationalt contruction bonds. Bonds are traded in the stock market, used in
transferring relationship, inheritance, collateral and mortgage and guaranteed to liquidate on time by
the Government. Bonds holders are guaranteed to enjoy the real interest plus inflation index.

Investors who are permitted to purchase bonds are: Vietnamese who are living in or out of Viet
Nam; foreigners who live and work legally in Viet Nam; Vietnamese enterprises of all fields and
economic sectors (including banks, insurance companies, financial firms, insurance and.investment
funds); foreign invested capital companies operating under Foreign invcstmenf law in Viet Nam and
state bank law was approved by the Ministry of Finance to purchase bonds.

The issue of bonds is carried at under there ways: (1) Difcct issue through the state treasure; (2)
issue thrmigh financial mtermediatory: corhmercial banks, fianance and insurance compénies; 3
issue by auction. _

The Decree No.72/CP of the Government created a primary legal framework for the issue of bonds
with abundant ways of issuing. However, Decree No.72/CP still has much inadequacy, for example
the definition of various kiﬁds of Bonds are poor, it can’t reflect the essence and tarﬁet of issuing. Thé
regulation of issuing and tranéferring mechanism haven't created favorable bdnds trading, the decrée
hasn’t dealed with the way of issuing ihrough brokerage égents in securities market, which is applied |
widely by many Governments. The reg'ulatic.m stimulated the state bank of Viet Nam has -rig'ht to
auction on State bonds isn’t adequate with state bank law and international routine. Transferring
possession of treasure bonds and National contruction bonds carried out through the state treasure
cause difficulties to securities trading in the secondary market. Bonds are traded with limited volume
and short time. That’s why aithoﬁgh'the issuing turnover is high but the actual budget déﬁéit is -still
low. Bonds haven't actually taken the role as a “standard debt™ toll in capital market and curfency
market.

In order to complete the capital mobilization through bonds, the Government issued Decree No.01/
2000/ND-CP dated on January 13th 2000 on rc'g'ulation of bonds issuing repiaéing Decree No.72/
ND-CP. This new decree stimulates relatively conceptions on bond esscﬁce', the responsibility of
relevant authorities in managing bonds m_ark.et.' Especially, the decree creates new wayé of is_suin'g
which are suitable.wilh imternational routine such as: issﬁing puarantee and ﬁu.ctioning bonds though
securities trad'ing center. This is a breakthrough for the develbpment of state bonds market in particular
and for capital markets in general. Moreoyer, the Decree also stimﬁlates some ways of Uahsfcrence,

securities custody and security payment, and making favorable conditions for trading bonds in securities



market. Together with the state budget law and state bank law, Decree No.01/2000/ND-CP has set up
a primary legal framework for the capital mobilization, marking a new base and very important step of
view, acknowledging the mean and importance of creating capital strategy.

But in addition, Decree 01/2000/ ND-CP still has inadequacy with the economic development, for
example, restriction of the outstanding debt rate in response with local National contruction bonds is
still low (as it has to be adjusted to the state budget law). It is aiso conflicts with the Decree No.63/
1998/ND-CP of the Government on managing foreign currency...In order to stimulate actually the
development of the bonds market, it is necessary to improve the legal essence, including publishing,
trading and liquidating; if necessary we can adjust legal document concerned to the bonds market in
order to make it suitable with the new situation.

In addition, for mobilizing the financial source from the social economy and concentrating on
building constructions for human beings, the National asoembly standing committee passed the
ordinance on Government bonds replocing that improved by National Committee on November 25th
1993 in these basic following points:

"~ - Inorder to mobilize the financial source from society for investment in national key projects

and other essential projects serving for human beings, the Government issued Government

- bonds. The bondholdcrs are both Vietnamese individuals and orgamzatlon who are working in
or outside; foreigner and foreign orgamzatlons living and working legally in Viet Nam.

- The Government guarantee the money value purchasmg Government bonds with the real
interest not less than 15% per year after mﬂatlon The 5- year Govemment bonds is issued in
umdentlﬁed ceruﬁcatlon and the state ObjeCthCS (m the year 2000, Govemment bonds are

' 1ssued to moblhze capxtal for agnculture and rural economic development, espec:ally for these
areas facing economic difficulties). |

- Govemrnent bonds are penmtted to transfer inheritance and mortgage.

 The renewed ordinance on Government bonds overcame the restriction of that issued on November

-~ 25th 2000, reducing inflation hazard, organizing methodically and synchronously the professional
“skills of issuing; inyestofs from mobilized capital are clearly defined. The amount received from
Government bonds_issuing are smnll but we can mobilize capital source in cash from citizens to invest
in some key projeds and realize the wise policy of the Government in mobilizing the long term capital
for economic development '
- 1.2 The situation and result of cap:ml mobilization by issuing state bonds
The state bonds market afer issuing Decree No.72/CP

.- Treasure bonds: Puning the decree No. 72 of the Government into action, national treasure
has issued 1 year fnatur_ity treasure bonds including Bonds pre-printed denomination without

par value 'and bonds without pre-printed denomination with par value; since April 19935, issued
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3 year-medium bonds since 1994 and 2 year bonds from September 10th 1996. This stage
marked an important step in the process of reforming and completing the capital mobilization
mechanism through the State treasure. The debt mechanism has gradually changcd from short-
term (o medium term that lengthened and improves the efficiency of utilizing the state capital.
Moreover, the issue of various bonds such as: registed bonds and unregisted bonds; bonds
with and without par value; which are freely convertible throughout the country has drawn
great attention of consumers and created a material premise to set up the capital market in Viet
Nam. A fairly successful result of the issue proved the ability of mébilizing medium- term
capital in the economic for the state budget and investment.

National contructiont bonds: Ministry of Finance co-ordinate with Ministries and industries
concerned for building projects and mobilizing capital under the cover of construction bonds
such as Ho Chi Minh city bonds, Hoang Thach cement bdnds, A"nh Son and_ Phuc Son cement
bonds. Thanks to this way of capital mobilizing , many projects were compléted attribuﬁng to
economic development for the past few years.

The treasure bonds auctioning market: the Ministry.of Finance has collaborated with the
state bank of Viet Nam to auction treasure bonds to meet the paying demand of the state

budget (with the maturity: 6 months, 9 months, 12 months). Investors participating in auctioning

treasure bonds are commercial banks, financial firms, insurance companies and social insurance

funds...

The result of auctioning treasure bonds

Batches Auctioned bonds volume (billion) | Auctioned bonds price (billion)

Year

1995 04 . 2436 Co22
1996 19 1,026.4 949.0
1997 37 2,917.5 _ 2,637.3
1998 46 . 2,602.7 2,3314
1999 46 3,001.6 _ 2,772.1
Total 152 :
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The total issuing and liquidating turnover of all state bonds from 1991 to the end of 1999 was

announced in appendix No.l

The state bonds market dfter issuing Decree No.01/CP of the Government

The implementation of Decree No.01/2000/ND-CP of the Government, in the year 2000, the Ministry

of Finance organized the auctioning of treasure bonds through the state bank. Up to April 15th 2000,

thirteen batches were auctiohed, gained 2,136 billion Dong for the state budget. Since March Ist

2000, the Ministry of Finance has retained 2-year bonds through the Treasure System with the interest

rate of 7% per year; the turnover was l,369'.b'illion VND rcckonihg to Apﬁl 30th 2000. By now, we

have held 2 auctioning batches in Ho Chi Minh securities trading center. The first one was held on



July 26th 2000 with the mobilized capital of 300 billion VND and 5 year maturity with the interest
rate of 6.5% per year. The second one was held on August 15th 2000 with the same amount of
mobilized capital and 5 year maturity with the interest rate of 6.6% per year. In the near future, the
state treasure will collaborate with State Securities Commission to take a new way of issuing that is
underwriting. This is the first success of mobilizing fong term capital with the procedure suitable with
international routine.

The ordinance on issuing Government bonds dated on April 4th 1999 regulated the interest rate of
bonds is 10% per year. If the inflation comes over 42% after 5 years, the Government will adjust the
interest rate to ensure the real interest is 1.5% per year. If the inflation after 5 years equal to or lower
than 42.5%, the investors will enjoy the interest rate about 50%. After 2 months, capital mobilization
reached 4,496 billion, equal to 112.4% as we planed.

1.3 Appreciation of the result |
- Achievements
Diverse form of bonds has created standard commodity and interest in order to establish and
develop capital market and help the state bank conduct currency ‘market. After ten years,
implémentation of bonds issue has shown considerable progress, at first, there is only treasury

credit bill retailed via the Stafe_Treasury with very short maturit.y (3 months, 6 months in 1991),

now Govcrnmcﬁt bonds with longer maturity and diversified, modern forms of issue such as

auctiocning through the stock trading c.emer. Bonds issuing is step by step close to the world’s issue
technoldgy. Interest rate of Treasury bond and credit bili is listed in the interest rate of currency

deposits and loans and has annually decreased.

The 'averagé interest rate of treasury bonds
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- Backwards
Government bonds have short maturity, mainly | or 2 years, no bonds with 5 years maturity.
Thus, The usage of capital becomes passive due to balance of payment. Repurchasing and resaling
bond on the secondary market is not encouraged with this present issue style. Government bonds
have not yet been standardized so it can’t be listed on the securities market. _
There are not many kinds of bonds. Modern form of bonds such as discounted bonds and called
bonds have not issued so we can’t make the usage of capital potential in our society. The technology

for issuing brmds has not fully done, mainly retail. The certain scheme for bonds issue has not built.

Capitalization of state-owned enterprises in the period of 1990-2000

First- time suggestion on capitalization of state-owned enterprises was in the Decision of the second
meeting of the 4th Central Committee (11/1971): “capitalizing some state-owned enterprises into joint-
stock companies and founding sotne new as experiment and have tight guideliné, and draw experiment

before expanding enterprise equitization™. After 8-year implementation, the process of equitization can

be divided into 2 main stages:
- Exper:menml stage ( 1992-1 995)

The Decision No.202/CT dated on June 8th 1992 of the Chairman of Mlmstry Council on equ:ta.zmg
some state-owned enterprises into Jomt-stock companies and the Instmcnon Ne. 84/'1'1" gon March 4th
1993 of the Prime Minister was aimed to encourage the process of equitization, At this period, the
capitalization took place very slowly. Up to May 1996, there were oniy. 5 join-stock c'orripanies in the
whole country: Transportation Agent Coporate (1993), REE company (1993); HlepAn footwear compay '
(1994); Export Processmg Company (1995) and Animal food Processmg Company (1995) Some
reasons for the slow speed of capltallzauon. Ministries and relevant Agencies had no detail and timely
guldelmc on capitalization, regulations of capltalrzauon were not really attracnve eqmtazatlon policies
on economic management; equitazation policy was not synchronous with other law documents on
economic management. Thus, enterprises met difficulties in equitazing. In addition, managers, staffs
and other classes had less confidence in equitaization pcliéy of the state.

- Expanding stage (after 1996) .

On May 7th 1996, the Govemment promulgatcd Decree No. 28/CP of the Government i order to
encourage the proce‘;s of restructunng the state-owned enterprlses step by step accomphsh legal
framework, and speed up the process of capltahzatmn The Decree. No 28/ND-CP of the Government
on movmg state-owned enterpnses to joint-stock companies. This new Decree has surmounted some
shortcomings of Decision No.202/CT ar_rd created favorable condr_tnons for enterprises capitalization.
Under the regulations of Decree No;_28, joint-stock companies have sril_l maintained positiv?: side of

management, reduced negative aspects and adopted with the market mechanism. Rights of labors



(shareholders) come together with rights of the company, the implementation of equitazation has
changed the ownership from state iato shareholders. All these things make workers themselves really
own compan.ies. So, companies can exploit and mobilize every source of capital in the society to
invest in production... The recent achievements of 17 equitized enterprises have clearly shown out
posilive aspects of equitization, In detail, capital: 45% rise at average; turnover: 57%, profit: 70%,
income of labors increases 20%.

However, after a short time of implementation, Decree NO.ZSIND;CP of the Government shown
many unsuitable regulations which needs improvin:;, such as: rights of state-owned enterprises equitized
to become joint-stock companies; rights of labors, especially low-income labors, the management of
state joint-stock companies. In addition to, the jurisdiction over equitization of entérprises are not
clear and specific, equitization procedure is so complex... with above difficulties, from May 1996 to
the middle 1998 (3 years), there are only 25 equitized enterbrises, much Iower than the plan.

With new determination in the implementation of equitization, on April 21st 1998, the Prime Minister
promulgated Instruction No 20/ 1998/0T—'['Tg on arranging and renovating state-owned enterprises.
Accordingly, state-owned enterprises are divided into 3 groups: 100% state-owned enterprises equitized
enferprises and enterprises that have prolonged losses. The instruction.No.ZO/ 1998/CP-TTg of the
Prime Minister required Ministries, provinces and general companies 91 to select at least 20% of
business without IOO% State capiial to equitization. Besides, the Government promulgated Decree
No0.44/1998/ND-CP dated_ on May 7th 1998 of the Government replacing Decree N0.28/I ND-CP.
Decree No.44 includes many positi\}e and expanding regulations with some drawbacks of Decree
N0.28 such as: the problém of evaluating business’ ability, jurisdiction over business evaluation and
rights of labors. Decree No.44 is gpprcéiated to have many good points such as: process of simplifying
equitazation procedures, social welfare for labors. After Decree No.44 of the Government came into
force, Ministries and relevant agencies have had guideline documents to create a relatively synchronous
legal framework on equitization of state-owned enterprise. With this new policy, in 1998, 86 state-
owned enterpﬁseé were equitizec_l (out of 150 enterprises had registered(, raising the total number of
joint-stock companies up to 116 business from 1992 to 1998.

In order to implement actively the arrangement and equitization of state-owned enterprises, on
August 3rd 1998, the.Prime Minister promulgated Deciston No.117/QD-TTg on the Assistant Fund.
The main goal of the fund is to use financial methods to deal policies for labor and support state-

owned enterpri_s;és to overcome financial problems before and aftér implementing equitization. In
| addition to, on June 25th 1999, the Prime Minister also promulgated Decision No 145/1999/QD-TTg
on saling shares to foréign investors on an experimental basic. Up to the end of 1998, the total number
of joini-stock_ cﬁmpanies has been 250,'rai.sing the number of enterprises, which has changed their

ownership up to 370.
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So, the establish of two new commodities Government bonds and state-owned enterprises’share
has created favorable and important conditions for Viet Nam securitics market coming into operation...

The establish of the securities market is indispensable, supports and encourages the economic
development on the basic of clearing and expanding every capital source and meeting the need of
capital for investment and development. With cfforts and cooperation between Ministries and agencies
concerned, on July 20th 2000, the HoChiMinh city securities market was officially opened and come
into operation. In spite of its small size of transaction, the establishment of the HoChiMinh city
securities trading center has marked imitatively successes in the implementation of our Government
policy: “speed up social investment, increasing both accruement and domestic investment through the
state budget, enterprises and citizens. Developing currency and capital market, establishing the securities

market” (Document of the 8th National Congress).
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E—1
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 through the period of economic reform, which started from [989. 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 trends, 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;

- RcvieWing investment regimes in those sectors

- Assessing problems and difficulties of current investment policies.

- Discussing some méasures to amend investment regime in the next 5 years.

In the follo.wing part.,. we will analyze current policics on investment to see how much they help effectively
allocate investment capitals, which are actually a scarce resource of the country, Particularly, the paper will
discuss in detail the efﬁcienéy of public investment mechanism. Finally, in the annex 2, we will list pieces of

legislation regarding the mechanism and policies on investment in the above 4 econormic sectors.
Part 1 Investment situation and policy

. A, Situation and policy of public investment
1. . Public investment treﬁd
Public investment is excised by the Govéfnment through Z sources of fund: Non refund budget capital
‘and state credit with low _rétc and favorﬁblc conditions. Non refund budget capital is mainly reserved to
projects on infrastructure construction and human resource development sectors, which are not capable
to take a very long time to .retum capital. State credit is a form of loan with low interest rate and favorable
- conditions provided to'prioritize projecfs identified in the state development plan.

The main trends of public investment from 1991-2000:

' Le Viet Duc, Ha Xuan Tu and Le Quoc Ly, Ministry of Planning and Investment.
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(1) 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 graduatly 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, Conversely, the share of public
investment from local authorities’ budget has increased sharply form 1994 till now after a heavy
drop during the penod 1961-1993,

4) Regarding the structure of using state budget classified by economic sectors, the years 1994 and
1995 marked a structural change. Before 1994 and 1995, th_e ratio of investment in irtdustry and
construction increased very rapidly while the share of investment in other eco'nomic sectors
considerably reduced On the contrary, after 1994 and 1995, the catio of investment in the first 2
sectors sharply decreased and the propomon of state budget capltal mvested in agriculture, forestry,

fishery, irrigation, mfrasu-ucture, trade and services has increased very qmckly.
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 econormic sectors.

(2) Preferential state credit

1) State credit as well as other sources of capltal did not experrence a stable growth in thc 19903
However, it has been a source of the most rapid increase. Its growth rate was minus 50% in 1992,
but went up to 200% in 1993 then reduced to 21% in 1994 and even dropped o rrlinus 27.3% in
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 incteasing thanks to the policy of i investment promotlon
of the Government.

2) Because of its high growth rate, the share of state credit provided to.enterprises in:the_ totel of

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

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 atlocated with priority to important
sectors such as electricity, cement, steel, fertilizers, petro-chemical and agriculture processing.

4) Evén 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.

Evolution of public investment policy

Pubtic investment policy has been'considerably changed since late 1980s. In 1989, the Government of
Viet Nam reduced sharply the subsidization to SOEs in terms of investment; public investment is
concéntﬁted to the de.vcloi)r.nent of infr_aslmcture and social welfare. In fact, many enterprises are not

capable to cope with this change and the number of loss making e'nterprises increased dramatically. It

implies so much pressure that tl_u:'Governmcnt has o return to the regime of credit subsidization to help

enterprises. - _
From 1994 and 1995, the Govemfne_:nt reapplied poiicics of 1989,.i.c. prioritizing public investment to
sectors undesired by private enterprises. From 1994 and 1995, the Government’s policy is to reduce

considerably its investment to industry sector and to increase investment in infrastructure, heath care,

~ education and other public services. '

Apart from the adjustment of public investment st:'ucfure, the Government issued in 1990s many legal
documents to regulate and enhance the efficiency of public investment, e.g. the Decree 385/HDBT

dated 7/1 1/ 1990 of the Ministerial Council i lssumg the Regulations on Investment and basic construction

' admlmstratlon which has been updated by the Decree 177/CP; the Decree 92/CP in 1998 of the

Government regulating in detail the process of 1mplemennng and managing basic constructions funded
by state budget and other publlc funds; the Dccree 52/1999/ND-CP date 08/07/1999 of the Government
on the issuance of the Regulatlons on Investment and basic construction administration which replaced
the Decree 42/CP is one 1mportanl advance step to renovate the investment and construction regime

towards removing institutional and administrative 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, ¢.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

bl
b
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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 cn'gage
in investment and in paraliel, enha.ncing the Government’s r.egulation on investment on the basis of legal

documents.

Difficulties occurred from policies applied to public investment

Corruption and waste in public investment is a phenomenon prevailed in the 1990s. Since legal and

regulatory mechanisms are not sufficient and clearly shapéd in the transitional period, they are open for

cormption.and waste by a large part of government officials who rely on their mandate to make decision
on every stage of investment, fron‘.l the adop'tion of project’s proposal till the implementation of the
project. From 1993, Viét Nam started to put public in.vcstment projects td auction. However, in most |
cases, decisioﬁ is implicitly made beforehand by'the Board of auction, so the efficiency of auc_tion isin
fact relatively low. ' | _

Investment policy, which is still weak in many éspects leads to inefficiency. Many projects, even large
proj'ects, have not been carried out in accordance with procedures stipulated by laﬁvs, especiﬂly in the
period of implementing the Decree 385/HDBT. Criteria for clearing off publié investment funds are not
uniform and recording documents (receipts) are arbitrarily used. Therefore many fault-recording
documents have been made to draw public investment fund. _

The spread and leveling of investment capital has been an emerging problem. The implementation of
project is relatively slow and the procedures of approving projects, auctiqn and disburscmen_t are very
complicated and time consuming. The quality of some public investment pfojects is still very loﬁr because
project-designers do not pay attention to the efficiency of projects funded by Government budget. Those
projects are thcréfore subject to many adjustments and amendments, even in thé stage of implementation,
which cause a large waste and prolong the duration of projects.

In recent years, public investment plans are carried ﬁut very slowly and not in timc. There is often the
phenomenon that “ money has to wait for projecté” which is totally converse fo prév_ious fact that projects
were approved but no fund available for disbursement. There are some causes of this'phenonienon.

Firstly, the assignment of investment plalis from budget funds to Ministries and provincés is ve.r}': 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 poticy 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) Prioritizing public investment funds to projects on infrastructure, agriculture, industries associated
to agriculture, health care, education and human resources development. -

(3) Promptly amending, co:ﬁpleting and improving laws decrees, circulars related to the use and
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 investment projects to follow strictly decrees and circulars of the government and other competent

. ministries. ' |
- (4) Strengtheﬁing the supervision and control toward Government agenéies in charge of the
implementation and administration of public investment projects in order to prevent corruption, waste

and impediments in the course of implementing projects.

B. Investment situation and policy ih state etiterprises
1. General trend of iﬂvestment in SOEs |
(D Investment from 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
conseéutiw_a years, i.e. ﬁﬁnus 46.7% in 1992, -9.7% in 1995 and 15.6% in 1998.
(2) Gencrallj, the growth rate of investment from self-capita.l of SOEs has been slowly decreased. The
' .avérage grthh rate was 25.2% in .1991—1995 whereas it was only 21.3% in 1996-2000. There are 2
_ peribds where the growth rate decreased: the first period was from 1994 after a peak growth in 1993
" {119.3%) and the second period was from 1998 because of the Asian financial crisis.
(3) Despite of unstable gt'dwm, the share of self-capital imréstmenl of SOEs in the total social investment
has a tendency of incrc.as.c in the period 1996-2000 after ar 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 competition 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, refoﬁns in SOEs sector have been taking place very slowly even though this sector has
been chrdnically in difficulty. In the regulatory reform process, the reorganization of SOEs and national
corporations gives a strong effect to the investment of those enterprises.

(1) Reorganization of SOEs: from 1989, in implémenting the decrees 315/HDBT and 388/HDBT, the
Instruction 500/TTg and Decision 90/TTg, the number of SOEs decreased from 12000 in 1990 to
5340 in 8/2000. By reducing the number of enterprises, the seize of ente;-prises’ Self-cﬁpifal and
budget funds allocated to them have increased. Enterprises ha\.f_e more capitﬁl to modt:r‘.nizc their

- machinery and equipment and to produée product of good quality. As a result, entefpdses’ profits are
in a rise and they in turn help increase the self-capital of enterprises.

{2) Establishing nat.ional corporations: In implementing the Decisions 90/TTg and 91/TTg dated 7/3/
1994 of the Prime Minister, there are currently 18 national corporations fu'ﬁctioning under the Decree.
91 (so called 91 national corporations, administered by the Government) and 74 national corporations
functioning ﬁndér the Decree 90 ( administered by relevant Ministries). Even though the mechanism
and policy applied in the establishment of national corporations are still. cxpcged to much inefficiency,
they have contributed considerably to profit- making of those enterprises. The reason is that because
of those mechanism and policy, nationa! corporations became lawful monof)bly enterprises, cépcciaily
in terms of price setting, import-export, controliing the ﬁuantity of goods circulated in the market etc;
Thanks to high profit making, SOEs in national cbrporations have increased considcfably their
investment. | _

(3) Changes in laws and regulations during the last .10 years have been dircc_tcd_ to enhancing the

autonomy in investment of SOEs. The Law on SOEs issued in 5/1.994 allowing SOEs td diversify
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their activities in many sectors. The Law on enterprises being in effective from 1/2000 removed 143
types of licenses respectively in 2/2000 and 8/2000 and facilitates business activities. The Decree 52
issued in 1999 regarding regulations on investment ard construction allows SOEs the right to decide
on their own investment projects funded by their self-capital and loans without Government'’s guarantee
{except projects in Group A). Furthermore, SOEs can autonomously take the lead in all stages of

investment on the basis of cbserving existing policies and regimes of the Governmeat.

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 frequently changed, which put investors in a passive position. Pricing
policy is also exposed to some inappropriateness, leading in one hand to price volatile and on the
other hand to the monopoly of some enterprises. As a result, they set very high prices which thus
affects the demands of public and in turn affect the investment of enterprises.

(2) The functioning of commercial banks is still weak. Because of low expertise and moral degeneration
of 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 strengthen the baﬁkjng éystem, whiéh implies some difficulties for investment of SOEs.

'(3) The process of streamlining SOEs has been considerglbly prbgressive in.the 1990 but there are still
many difficulties. The number of SOEs is still too many, the modél of national corporate is facing

_ many problems and the proéess of equitation is too slow. Thé most threading thing is the low efficiency
and weak competitiveness of SOEs when théy are coping with tough competitions from foreign capital

investment enterprises and imported goods.

4. - Policy proposals to enhénce and improve the quality. of investment in SOEs sector
.(1) Accelerating SOEs reforms towards putting them in leveled playing field with other economic
_ components and fbreign enterprises. Equitising as soon as possible enterprises the Government does
not ne.ed to hold 100 shares; giving ailtondmy, sale, leasing, merging, disbanding or dissolving most
of loss making SOEs, éicept public benefit enterprises.
(2) Cresting incemivés to SOEs to investment intensively and renew their equipment and technology,
enhance management skills of SOEs and using up existing capacity. It is not necessary to have mass
.'  investment as it was in the last few years.
(3) Creating favbrable policy to exporﬁng enterprises _which have enlarged their markets and promised
great potential. Similar prcf_er_e'nces' can-be provided in projects of com.trﬁcting and upgrading

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

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

(5) Inthe administrative work, the Government should have determining and sanctioning instructions
vis-3-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.

Enhancihg the struggle against corruption and professional degeneration of baking staff.’

C. Investment situation and policy in private sector
1. General trend of investment l‘rom'_household and private sector ,

(1} The growth rate of household and private sector’s investméht which was very low in the last 10
years did not keep up with the potential of this sector and opporfunities brdught about by market
mechanisms and international integration process. While its growth rate were respectively 20.5% and
42% in 1991 and 1992, its average growth rate was only 9.4% for the next three years, and ﬁﬂnus in
the foilowiﬁg 4 years (19961999), even dropped down to minus 10% in 1998,

(2) As the annual growth rate was. low, even minus in many years consecutive, the share of household
and pri\}atc sector’s investment in the total social investment reduccd considerably and continﬁously
during the 9 years of reforras: it fell from 43. 4% on 1991 to 20 1% in 1999 then goupto24.2% in
2000 thanks to the apphcatlon of the Law on Entcrpnses _

3 About 90% of investment of private sector was at first from its self-capital. quever, during the
1990, the proportion of banking loans and other unphysical loaning markets in this investment tends
to Increase.

(4) The structure of investment in agriculture and rural industries has been adjusted towards increasing
the ratio of investment in small and medium production, exploiting cofnpetitive advantages such as
natural resources aﬂd abundant labor forces to produce products that SOEs and foreigﬁ invested

enterprises do not want the engage because of small market.

2. Evolution of policies regarding houschold’s investment

(1) Main policies to mobilize capital for _griculfure development

It can be said that the most dramatic reform of the economic renovation process of Viet Nam has
taken place in agriculture sector and stemmed from this sector. Because of the 1mplr:mcntat10n of
many policies advocated to the hberahzatl_on of agnculture during the 1980s, Viet Nam became a crop
exporting country from 1989, Resolutions of the Communist Parties, especiailj' the .Rés.ol.ution 2 and

6 of the VII Section have provided more favorable conditions of agriculture productions, e.g. remdving
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muiti-prices mechanism in cooperatives, applying a market-based price system, creating an unified
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
legislation 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 (o 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 supperting policies in favor of
.agriculturc sector and rural areas, such as increasing pubic investment to upgrade rural intrastructure,
provide investment credit to SOEs as a support to agriculture production, liberalizing domestic rice
market, allowing private sector to compete in getting rice export 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 investmer_l.t in agriculture and rural arcas 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-agriculture private sector has been recognized as an
economic component and ailowéd to compete in a leveled field with state economic sector. In 4/ 1992,
the National Assembly passes new Constitution, which acknowledges private ownership of property
and capital goods. The confiscation of private property has been hrohibited. In 1/1991, the National
Assembly passed the law in private company, which allowed private sector to engage in most of
economic activities. In 6/1993, the National Assembly amended the Law on foreign investment in
Viet Nam, allowing Vietnarﬁese private enteiprises to ¢reate joint venture with foreign enterprises.
The Law ih 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 difficulties occurred in the private scctor that
regulatory 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
cépital, land and physical infrastructu_re to modernize their production and meet high product’s quality
requirements; the intention of strengthening the economic role of the Government and establishing

~ national corporations; and a rapid increase of corruption, and red tape of state administration vis-a-vis
private enterprises. - _

In 1/2000, the Law on Enterprises ofﬁcially replacéd the existing Law on Company and Private

: Entérpﬁses formulated in 1990, that creates more favorable conditions to private sector. The most
: Strength of the Law on Enterprises is that it elii_‘ninates inequality 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.

3. Remaining difficuities 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 normalty related to lcgal'framcwbrk,
land use rights, incentives for investment in unfavorable areas, direct access to foreign market fbr inputs

- and outputs.
Generally, the major reason that limits the mobilization of capital from rural population for economic
. deve!'opmem can be reflected in 2 ways. Firstly, the financial system is not strong enough; investment
environment is not attractive or transparent; the banking system is not well developed; the organization
of capital mobilization and lending is not diversified enough to meet different réquirements of depositors;
bank credit reserved for agriculture is limited while credit terms are not favorable for farmers.. At the
same time, infrasﬁ-ucture for agricﬁlture and rural development is under bad conditions.

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

* development. The worrying situation of investment in this sector is also attributed to the fact that business
environment is unstable and goverhment’s policies are not yet supportive or encouraging to fhis sector.
There is an idea that the Government has not reaiized the importance of this sector to future development
of the national economy.

During 1990s, the Government issued a great ﬁumber of laws. However, the promulgation of Decrees
and Circulars providing guidclincs 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 stﬁbility of the legai system. Each tinig, they bnly invest a small
amount of capital and withdraw their investment if it is not rewarding. On the other hand, existing

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

mechanism.

4. Recommendations on policiés and mechanism governing the mobilization of capithl from private
sector and from the community

{1) accelerate the development of the financial systc_erﬁ, including direct finance from long term securities

" markets and indirect finance through banks and credit ofganizarions. At the same ﬁme, introduce

more policies and mechanism that bénér meet people’s need and aspiration in order to make the best

use of this capital source for the development objective;
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(2) introduce more effective policies in order to gain people’s belief 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 household businesscs; eliminate
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 govemment 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 marketing, soft loan for farmers

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

D. Foreign direct investment, situation and policies
I. Outstanding trends in FDI
| (1) Foreign direct investment tends to 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 am_i value of projecis. Thc nhfnbcr 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 ir

: '19.96. However, the sihiatibh th|5 reversed since 1996. By 2000, foreign direct investment in Viet Nam
has come back to 1990 level.

(2) The proportion of foreign direct investment in the total investment of the whole society increased
rapidly in fhe period 1991 -1.995 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.

N (3) The structure of foreign direct investment has been changing in a positive way, with higher priority
shiﬁed from the production of non-tradable goods to the production of iradable goods, thereby positively
contribute to economic groﬁ'th. ' -

(4) A common tendency in recent years is that the proporiion of. foreigﬁ capital invested in industrial

E zo'nés, export and processing zones, business cooperation contract, and BOT projects has increased
while capital propdrtion 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 relating foreign investment, which limit its socio-economic effects:

(1) Foreign investment has only been focuséd in areas with favorable conditions or industries which
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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;

(é) The tendency of diversifving sources af investment take slow effects while the proportion of investment
Jrom ASEAN countries has been increasing. Depending heavily on investment from ASEAN and
Asia, the improvement of technology and management skills takes place at siow pace, and furthermore,
investmen.t flow will go down as soon as these countries suffer from crisis; - |

(3) Inrecent years, the proportion of smalbsﬁale projects and 100% foreign invested projects has been
increasing, while the proportion of joint venture projects an@i business cooperation contracts decreasing.
The contributed capital of the Vietnamese side tends to be lower in proporﬁon, just around 20% in
stead of 30% as before, and mainly in the form of land use rights;

(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 1948,

industry accounts for 37.6 %, oil and .gas 20.4%, estate 17.8%, while agriculture 6.1 % and

telecommunications only 4.5 %.

2. Improvements of policies and mechanism with regard to”roreign direct investment in Viet Nam
(1) Law on Foreign Investment dated 12/1987: _
" The National Assembly adopted the Law on For.cign Investment in Decembcf 1987 in 6rdcr to
crcatc.é legal environment for foreign investment in. Viet Nam. However, this first .\g'cr'.s.ion 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 centrally planned c'c'.onon-ly priﬁtiples was still appiied,
and a law governing the development of market economy was not 9et in place; |
(2) Revised Law on Foreign Investment 1990
In June 1990, the National Assembly of Viet Nam adopted the Law on the amendment of and
| supplement to the Law on Foreign Investment 1987. These amendments and supblements include: (1)
definition of the roles and réspdrisibilitics of the Vietuamése side, (2) more détﬁi_led definition of
business cooperation contracts, (3) more detailed definition of joint ventures (4) reguiations on business
cooperation between Vietnamese private enterprises and their foreign pa.nners'. They also provide
more concrete deﬂniﬁons and regulations on joint ventures.
{3} Revised Law on Foreign Investment 1992:
The National Assembly of Viet Nam revised the Law on Foreign Investment for the second time in
December 1992. The amendments and supplements cover the following matters: déﬁnition of
Vietnamese side consistiﬁg of 1 or more businesses of different economic sectors, establishment of

export processing zones (EPZ) and business actiQities in EPZ, régulationé' on BOT cbntracts. In
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comparison with the first revision, the revised law t992 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 capitat 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 thé 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, Company Law, Law on Private Companies...

New conteﬁts 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 of import duties on machinery and transport vehicles speciﬁcd for investment projects;
reduction and exemption of renfs on land, water and sea area used in investment projects under the
form of BOT, BTO, BT} investment projects in moutainous, remote and hard-up arcas; regulations on
diversification of investment forms; legalization of industrial zones; regulations on the use of Vietnamese

: curréﬁcy by the foreign i)anies; limitting the_uée of concensus voting in making decisions through the
Board of Management; reduéing the time for evaluating and liccnSing to 60 days...

(5) Revised Law on Foreign Investment 2000

In the condition 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, providing detailed regulations on the implementation of
this Law. However, there have not been any further guiding Circulars since then. Thus, investors are
still not mtich interested in investing in Viet Nam. Their traditional worry is that Law is fairly open

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

3. Difficulties and drawbacks in policies and mechanism governing foreign direct investment in
~ Viet Nam _

(0 ﬁldrming for the development of FDI sector is slow and less concrete, which leads to many difficulties

in evqtuati'ng projects, and pbor qualfty of projects. Due to the fact that a master plan for each region

- and area is not yet in place, .and that the explorétion steps do not have enough reliability, many projects

including those for building restaurants and.hoteis, prodﬁcing freshwater, audio visual products,
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assembling car and motorbike, washing powder..., have been licensed improperly, which lead to
excessive supply in the overall economy. Investment incentives have not yet been institutionalized to
atiract 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 stimutate 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. Many legal documents

are not issued in time. Some guideline documents issued by ministries, branchies 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 troubles

for business activities. The criminalization of economic relations tends to increase. A policy to improve

- Vietnamese staff working in foreign investment projects is not yet in place. Corruption is becoming

popular at different levcl_.s, causing delays for mny 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

Sforeign invested sector, and creating a more favbfable and attractive environment for foreign investors.
To this end, we need to identify some areas of priority in which foreign investors'should. be eﬁccumged.
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 ényironment together with incentives of
higher level than those applicd to domestic investors; reducing costs énd uni'fying. prices for both
domestic and foreign investors; reviewing costs of léhd use rights, cost'a.nd éoxﬁpensation for the
demolition of people and the cleﬁrance of land; introducirig reforms in the areas.of ﬁnance, credit, and

exchange with a view to equalizing foreign investors with domestic ones;

(3) Diversify forms of foreign investment, allowing foreign investors to change from one form to another;

helping foreign investors when they are in difficulties by granting loans, thereby increasing the capitai
contribution of the Vietnamese side; encouraging private sector to take part in joint ventures with

foreign partners.



Part2 The effectiveness of investment capital

A.

L

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

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

In late 1980s and early 1990s, economic liberalization and the open door policy created a milestone in
the national ideolégy: multi-sector economy is adopted in the reality, and the motive to enrich oneself is

stimulated in all social groups. Investment policies are greatly eased 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 capital to agriculnure,
light industry which are labor ihte;nsive and export-oriented, and particularly small scale industry and
handicraft, instead of heav.).r industry as the case was in 1985-1987.

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

Laborérs moved from'citics_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

" industries that support agriculture, service industry and consumer good production. Thus, investment

~ was restructured, and scarce resources' such as capital, land, labor, material were reallocated among

d.iﬂ'erent economic sectors and among secondary industries in each sector in a way that could improve
the.eﬁectivenes's. of trade, production, and of investment capital. |

The ICOR index with the_deviation 6f 1 year has decrease_d from above 3 (in 1986-1089) to less than
3in 1990,2.4 in 1991, 1.76 in 1992, and 2.2 in 1993. Therefore, it can be assured that economic and
investment policies in late 1980s and early 1990s, has brought good results for the allocation of investment
capital.

Déspite the fact that exact statistics .(_m investment by different economic componeﬁts in different
areas are not available, the overview of the national economy shows that investment structure in early
1990s was relatively rational. Iﬁ 19.90-1991., the average proportion of investment capital reserved for
agriéulture ptodﬁction (particularly for export) was 'up 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 preduction and construction 3841 440| 489 553 390 33.0( 41.1 315
Agriculture, forestry and fishery 17.1 157 127 89 9.4 12.0 85 15.4
Service and social infrastructure 445 4031 384 358 516 55.0| 504 531

Source: Ministry of Planning and Investment

2.

Tmpact of policy and mechanism on the allocation of investment capital in the period from
1993-1994

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 mechanism even became more tightening. On the
other hand, a great deal of foreign exchange was poured into Viet Nam: more income from oil, the ﬁﬂiﬁg

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.
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These sources of foreign capital made an important contribution to higher doméstic_: saving and
investment, fostering the economic growth in 1990-1995. However, excessive fofeign capital led to the
revaluation of Vietnamese curfcncy, greatly reducing compa‘ra.ti'vc advantage of sectors that produce
internationally commercialized goods (tradable goods sector). The negative effect of this economic 5nd
investment mechahism was thaf both domestic and foreign investors did not daré to put'their money to
vital industries, high-tech iﬁdustrics, or capital intensive induStr_ies. Ihstead, they turned to invest in the |
production of goods that could only be domestically rather than intematioﬁally. Exampies can be found
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 prodﬁcts étill profected by the
State. This process resulted in sharp increase in prices of land and other estates, labor, service, pushing
up production cost.

Thus, investment and economic policies and mechanism after 1994 helped accelerate the process of
automatic reallocation of resources in a less effective way. Ineffective use of investmeht capital was
reflected not only at the national economy’s level, but al's_o at industry and product levels. At the national
economy’s level, our ICOR increased greatly in 1990s, from only 1.76 in 1992_.td 53in 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 most labors. _ ' _

At product level, on the one hand, irrational regﬁlaﬁon aﬁd policy distortion led to éxcesslive supply
and low economic efficiency. On the other hand, this inefficiency was partly due to nﬁsleading decision
in choosing key industries irrelevant to the present develbpﬁlént level of the eco.nomy..lnvestment 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 refated 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 slow 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 relatiilely 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
policigs and mechanism in this period lessened the effectiveness of capital allqcation as they turned
investots 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 Sa.vings Fﬁnd
1. The objective of mobilizing capital through Postal Savings Fund
(1) The objective of postal sa.vin'gs service

Based on the need to moroughly'ut_ilizg .all domestic sources for socio-economic development, the
Govc_rnmcnt.issucd Decision 215/ l998/QD-T'1"g dated 20/5/1998 allowing the General Corporation
of Postal and Teleconimihication to provide the postal savings service. In May 1999, the General
Department of Postal and Telecomminication decided to establish a Postal Savings Fund.

The reélity shows that Vietnamese people are hardworking and thrifty, but receive low income, and
as a result, rarely keep their money as savings accounts in banks. Moreover, the banking network is

- not w.idc;sprcad,'éspccial]y in mountainous, rural and remote areas. Forms of mobilizing capital are
not diversified, and not s.u'itablel for low-income pdpulation. The mobilization of capital through the
State Treasury is still limited and not on a regular basis. _

However, the majority of houséholds keep their money, from several hundred thousaqu to several
millions VND, in their pockets. With a mobilization system convenient, flexible and suitable to the
urgent need of pcbplc, these small sums of money can be utilized for the national economic development.
This is the basis for the formulation of postal s.ivi_n_gs fund system. In the first 2-3 years, the post and
telecormndnication industry can make 'ﬁse of over 500 post offices to mobilize capital, more effectively
than any b;inks. In the futﬁre, it can also extend its service to other post offices in the total of 2760
existing post offices all over the country.

The major objéctive of postal savingé service is to 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 installment

savihgs {6 months, 12 months, |8 months and 24 months).

- (2) State management mechanism for postal savings funds

2.

- The Ministry of Finance is responsible for instméting, supervising and examining the whole
process: transferﬁng, receiving, using and refunding between the Geheral Corporation of Postal
and Telecommunication and the Development Assijstant Fund. The Ministry' of Finance will: decide

* the interest rate thﬁt the Development Assistant Fund has to pay to Gencral Corporation of Postal
aﬁd Telecofnmunication for using funds; consider the guarantee rate for regular refunding; instruct,
supervise and examine the implementation of accounting regulations provided for postal savings
service; act as the State administration authority in ﬁnancizil issues for the postal savings service
provided by the General Coxporatlon of Postal and Tclecommumcatwn _

- The Mmlstry of Finance shail cooperate wnh the Mlmstry of Plannmg and [nvestment to work
out and submit to the Government the yearly plan for postal savings fund moblllzcd by the General
Corporation of Postal ahd Telecommunication. The State Bank of Viet Nam is responsible for
supervising and ébntrﬁlling interest rate, the transfer of money, éafeguarding the postal s.avings
storage system.

- The General Department of Post and Telecommunication shall carry ouf the fole of state
management for postal savings service by issuing service providing licenses, setting up rules,
regulations, and service standards. The General Corporation of Postal and Telecommunication is
responsible for organizing the provision of postal savings service and cnsuring that mobilized capital

is properly transferred to the Development Assistant Fund.

Mechanism and pohcnes to make effectwe use of capital mobilized thmugh Pnstal Savmgs Fund
The mechanism of using mobzhzed capital: the General Corporation of Postal and Telecommumcanon

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

- planned mobilized capital). The rest is transferred to Development Assistant Fund, which in turn extends
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loans to investment proj ects in acc'ordance with the orientation of the Govemment and of the Law on
Encouragement of Domestic Investment The fact indicates that this mechanism has been applied flexlbly

in that the Postal Savmgs Fund usually retains only encugh cash for repayment purpose.



Interest rate: Interest rate for postal savings is decided by the General Corporation of Postal and
Telecommaunication based on the average of the intcrest 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 transferring and refunding of mobilized capital: On the 10th or 25th of every month,
based on the planned amount, the Development Assistant Fund receives 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 beginning of its operation, May 1999, through August 2000, the Postal Savings Fund has
mobilized VIND 2211 million, of which VND 1315 million has been transferred to Development
Assistant Fimc_l. This Fund has been operating more and more effectively. However, it is currently
difficult to evaluate hqw efficiently the mobilized capital has been used at the Development Assistant
Fund. This is due to. a number of reasons, particularly the followin.g:

The Postal Savings Fund has 6nly been in operation for 1 year, the mobilized capital is too small to

~ evaluate its social and economic effects.

Furthcmore, thisrsmall 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 therefore difficult to evaluate the
mobilized capital alone. _ _

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

However, from what the Postal Savings Fund has achieved, it can be asserted that this Fund is
necessary and that its mobilized capital has made its contribution to the Government investment and
to the implementation of Government’s guidelines on pushing up the demand. Hereby, we will discuss

on the effectiveness of this pblicy and mechanism.
C. Evaluation o_f public investment policies and mechanism

.. Two major objectives of public investment are to develop infrastructure and to formulate a number of

state-owned enterprises. 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 importance and constructive effects of
public investment in Viet Nam can be reflected by the following two points:

(1) Public investment is the most important for long-term development. To achieve fast and stable

" development, and to carry out long-term industrialization projects, it is clearly important to invest in

infrastructure including roads, ports, energy, post and telecommunication, water-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 areas 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, infrastruémre is one of the prime concerns for investors when
they choose to invest in any area. Not only forcigﬁ investors but domestic investors also keep away
from underdeveloped areas. Without investment to develop production and improve income, there
will not be enoﬁgh capital for infrastructure development as well. This vicious circle constimtcé the

| fact that developed areas become increasingly devéloped whil_e in areas with degraded infrastructure,
economic development is more and more difficult and there is a danger of bei.ng lagged behind. Over
the past years, public investment in our country has been reserved for the development of infrastructure,
human resource, health care service and education. Therefore, public investment has played a vital
role in creating pre-conditions for the devélopment of other €Cconomic sectérs.

(2) Public investment is the prime source of investment Jfor the developmeni of basic industries, capital-
intensive industries, or those mdusmes vital to national economic develapment

- As analyzed above, industries that require large amount of capital but have low return on investment

can not be developed without public sources. In fact, the government has mobilized the public
investment sources to develop these industries through State-owned enterprises with a vnew to remove
the “bottle neck” in the economy, facilitating the development of other economic sectors

Although the excessive intervention of the Government in economic activities may, to some extent,
pose negative effects to the developmcnt of private sector public investment has bas:cally been posmvc
and supportive to the development of other economic sectors in Viet Nam, even the fore:gn invested
sector. For example, without investment in water system, electric supply, transportation, post and

- telecommunication (which goes bcydnd the ability and interest of private sector), private sector can
not have survived nor carried out its business. Without primary industries and capital intensive indﬁsnies,
there would be a shortagé of input, semi-products, machinery and equipment for the prpddction'of the
private sector. _ _

(3) Public investment in Wér Nam also plays an importdnt part in the development bf agriculture

sector. In fact, the stable and fast growth of economic development in 1990s was paﬁly due 1o State’s
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public investment in agriculture.

{4) Public investment plays a pivotal role in the development of public services, health care service,
culture, 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
Sfor 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 components.

There are some worties that the increasing proportion of public investment over the past years may
have negative impacts on the growth of private sector’s investmént 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 sectdr’s investment depends on whether they are supplements
to or substitutes for each other. The impact would be positive 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 privaté investment, 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,

" gspecially those countrics at the same level of development.

In brief, it can be concluded that the positive effects and importance of public investment, and of
public investment mechanism are great 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
increasingly adaptive 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 invést_ment and primary construction. Since then, a number
of le.gal documents have come into effect. Up fo now, Viet Nam has a relatively complete and
cdmprehensivé policy and mechanism for the mobilization and management of public investment,
which is up to international standards and ehsﬁring the effectiveness of public investment.

Many modern and scientific méthods for the management of ﬁublic investment have been in place
to evaluate and select p'rojects with a view to meeting the practical need, while ensuring the socio-

' ec@nomic effects. Public investment structure has been adjusted in a way that secio-economic effects

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

It is 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 5 years, it is necessary to conduct a comprehensive renovation
of the mecharism 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 industrialization
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 economy
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.

358



65¢

Table 2 - Value, structure and growth rates of investment resources

Investment resources 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Total (biit dong. current pricesj. 6747 11526 19755 34167 43100 68048 79367 . 96870 96400 | 103900 124600 147480
.| Investment from state budget 2237 2246 7045 12558 10300 13575 16544 205707 20700 26000 29700 34280

State credit = .~ 300 1060 - = 636 2391 3200 3064 8280 12700 148007 19000 21200 25000

Investment of SOEs - 420 1300 574 . 2418 - 2000 9409 11070 13300F . 16100 19000 22300 25000

Investment of private sector . 2800 3000 7000 8000 14400 20000 20773 20000 20500 21000 29000 35000

‘Foreign direct investment - 990 1920 4500| - 8800 13200 22000 227001 30300 24300| 18900 22400 28200

Structure % - . 100 100 100 100|100 100 100| . 100 100 100 100 100

Investment from state budget 33.16 19.4% 35.66|. 36.75 2390 19.95 20.84 21.23 21.47 25.02 23.84 23.24

State credit . 445 920 322|.. 7.00 7.42 4.50 1043 13.11 1535 18.29 17.01 16.95

Investment of SOEs 622 11.28 281 7.08 4.64 13.83 1395 1373 1670 18.29 17.90 16.95

Investment of private sector 41.501° " 4338 3543 2341 334] 29.39 26.17 20.65 21.27 20.21 23.27 23.73

Foreign direct investment 14.67 16.66 22.78 25.76 30.63 32.33 28.60 31.28 25.21 18.19 17.98 19.12

Growth rates. prices of 1995 .

Total of investment 256 498]. 51.2; 9.1 157 13.3 12.5 -34 1.9 14.8

Investment from state budget 11.7 11.9 416 70.9 -13.8 11.8 3i.2 24.8 52 187 9.35

State credit -50.0 200.0 21.0 2730 1169| 58.8 16.7 21.3 6.8

Investment of SOEs 60.6 -46.7 1193 813 9.7 251 46.3 15.6 I1.6 12.35

Investment of private sector 20.5 42.0 "7l 17.7 4.6 -1.1 -4 .4 98 -3.2 322

Foreign direct investment -11.1 1314(. 1165 49.7 333 14.3 38 -23.0 -26.5 134

Source: Ministry of Planning and Invesiment (MPT)

Table 3 Role of foreign direct investment in total investment

- Realized foreign direct investment (million USD) 214 394 1099 1946 2671 2646 3250 1956 1563 1600

- Exchange rate (VND / USD) 7400 110000 11000 10980 11027 11300 12300 13900 14000 14200

- Total inves. of whole society (mil usd) 1558 1976 3106 3925 6171 7024 7876 6935 7421 BT75

Source: Ministry of Planning and Investment (MPI)
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Table 4 Foreign direct investment incentives in selected Asian Countries, April 1997

Viet Nam China Thailand Philippines
Profit t 10% 15% 20% 20%
rolit tax 15% 20% - - [25% 25%
Tax holidays 2-4 years 2 years 3-8 years 6-10 years
. Equipment, raw materials, kits, Equipment, raw materials, kits, Equipment, raw materials for ] .
Import duty exemption commodities o Jities - o comsttuction All kinds of raw materials

Table 5 Evolution of FDI in Viet Nam (number of projeéts and millions of USD)

Indicators 88-90 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000
213|153 195 273} 371 412 368 331 275 230
Registred capital 1582] 1294| 2036| 2652| 4071| 6616| 8640| 4654| 3897] 1567 1600
Legal capital : 1272| . 859| 1553 1728 2099 3311 3096 2221| 1795
| Contribution of Viet Nam to legal capital 265 212 215 367 551 878 655 321 626

Number of projects

Number of projects disolved 6 37 48 34 58] 56 52 80 95
Capital value of project disovied 24 293 402 791, 217 477 1023 352 2428 564
Expired projects -2 1 3 3 1 2 3 3 3 1
Expired capital _ 0.25 1.00| 1394 1550 0.13 0.50, 74.60 082 19.09 1.00
Number of projects supplemenied capital 1 6 10 51 73 122 134 132 133
Capital value of projects supplemented capital 0.3 7.9 49 222 504 1247 684 1146 875 641 600
Projects in implementation . _ 72| 83 142 215 314 362{ 334 3221 . 275
Eifective investment capital : 959 1468| 2315 3671| 4233] 6570f 7666| 4397 3897
Disbursed invesiment capital 214 394 1099 1946} 2671 2646 3250] 2189 1933 2000
Disbursed legal capital : 196 366 . 845| 1297 1606 1489 1373 545 251
46 66 220(. 271 428 393 288 143 73

Legal capital disbursed by Viet Nam * .
Legal capital disbursed by foreign partners : 144 300 625 1026 1178 . 1096 1085 402 178
Foreign capital in Viet Nam - ..168 328 879 1675 2243 - 2253 2562 20621 1758 1800
Turnover - 151 224 485 1023} . 1852 25831 . 3851 3910 4600 5500
Budget contribution - R 128 195 263] 315 3171 271 260
Exports of foreign invested enterprises . 52 112 2571 352 440 786 1790 1983 2577 3250
Imports of foreign invested enterprises ' : ' 1458 2043 3197 2668 3398 4000
Employmient in foreign invested enterprises (by thousand people) ' 270 296 327
" Source: Economy and forecast review, MPL, 10-11/2000. -
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Changes in Domestic Investment Activities and Appraisal
of the Vietnamese Public Investment Plan

Masahisa Koyama

The Japan Economic Research Institute

As a consequence of the adoption of the “Doimoi” (reform) policy at the 1986 party convention, the
Vietnamese economy set out upon the road to a market economy, while retaining a socialist foundation. This
opened the door for foreign direct investment, attracted by such factors as the reform policy and access to a
max;ket of almost 80 million people, abundant sﬁpplies of diligent, low-wage workers, and the potential of
local reserves of natural resources. It has also resulted in the economy taking off, as evidenced in the 8.2%
annual growth rate in GDP (target gfomh rate: 5.5-6.5%) witnessed ih the 5th 5-year plan (1991-1995).

| Based on this success, parliémcnt approved the 6th S-year plan (1996-2000) in November 1996. As part of
the execution of the 6th 5-year plan, the Vietnamese govermment established the 19962000 “Public Investment
Program” (PiP) asa taﬁgible indicator of domestic investment. This program was designed with the technical
assistancc.of the World Bank and United Nations DeQelopment Programme (UNDP),.and was approved by
the Prime Minister in June 18, 1996 in the form of Decree No. 2020/QHQT. For expansive details of PIE, the
| reader is referred to K. Mori, “Study c;n Economic Development Poliéy m the Transition Toward a Mﬁrket—
'prig_hted Economy in _Vict_Na.m.” _ |
~ This report focuses on domestic investment, and partiéularly the Public Investment Program, as these are
keys to futﬁre ccclmo'mic growth in Viet Nam. In addition to reviewing Viet Nam'’s economic performance in
the 19905, we draw on all available data in evaluating the forthcorﬁing 7th economic plan and the place of
_phblic investment within it. In aqthdﬁné this report, extensive use was made of Le Viet Duc, Ha Xuan Tu and
Le. Quoc Ly at MPI, “lO\.o'en'.'iew of Investment Situeﬁiqri and Policy in Viet Nam in the 1990s,” one of a series
of reports consigned to the Vietnamese govemrﬁt_:nt as pért of thc.tﬁird phase study on development policy for

market econorhy transition assistance in Viet Nam.
1. Trends in investment activities in Viet Nam
~ In 1999, fhe Vietnamese .GDP'_was around the VND 400 trillion (more than JPY 3 trillion) mark, of which

consumption_ made up a sizeable 75% (68% in personal consuinption and 7% in government sector

consumption), overall investment 27% and net exports a deficit of 2%.
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Table 1 Viet Nam: GDP, by expenditure category at current prices, 1993-89

1993 1594 1995 1996 1997 1998 est. 1999 est.

Consumption 116.7 148.0 187.2 2252 2506 2834 301.7
Investment 34.0 454 - 621 764 88.7 104.8 109.0
Net exports 422 <168 208 298 255 263 -8.8
Gbp 140.0 178.5 228.8 2720 3136 361.0 3999
{% of GDP) o

Consumption 833 829 . 81.8 82.8 79.9 78.5 754
Investment 243 25.5 27.1 28.1 28.3 29.0 27.3
Net exports -3.8 9.4 9.1 -11.0 -8.1 -13 22
GDP - .. : . 100.0 100.0 100.0 100.0 ~100.0 1000 . 1000

(Source: IMF “Statistical Appendix and Background Notes™, and GSO data)

The ratio of total investment to the Vietnamese GDP has been on the rise since 1993, at which point it
accounted for 24% of the GDP. This was a key factor in the growth of the Vietnamese econohly throughout
the 1990s. Table 2 details the make-up of total investment according to prochrcmeht source, based on data

supplied by the Ministry of Flanning and Investment (MP1). -

Table 2 Trends and structure of investmentin current prices . . ..
' _ S __ (Unit: Trillion VND, %)
1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000

Total investment T 115 19.7| - 34.1] . 43.1] 680 793 968| 96.4| 1039| 1246
By state budget 2.2 70! 125 10.3 13.5 16.5] - 20.5] 207 260 297
By siate credit 10| ~06] 23 320 30} 0 82 127 148} 190 - 212
By SOEs 131 - 05 2.4 20 941 - 11.0] 133 16.1] - 190f 223
By private sector 5.0 7.0 8.0 14.4 20.0 20.7 200 20.5 210 29.0
By FDI - . 19 4.5 88| 132 220| 2271 - 303| ~243| " 189] 224
FDI { m USD) 214 394] 1L,099) 1,946| 2671 2,646| 3250| 1956| 1,563| 1,600
{% of Total) :

State budget ~19.5] 357] 368|239 200{ 20.8] 21.2]  21.5] 250] - 238
State credit 9.2 32 70 74 4.5 104| 131} 153 18.3] - 170
SOEs 112 - 29 7.0 4.6] - 13.8 14.0] -~ 13.7] 167 18.3 17.9
Private sector 434| 354| 234| 334|  294( - 262 207 213  202] - 233
FDI . 16.7; 22.81 25.8] 30.6] 32.3| - 286] 313 252 18.2] ~ 18.0

Total investment 100.0| 100.0| 1000 1000 1000] 1000| 100.0| 1000 1000} 100.0
(Source: MPI) - : : I

One feature of total investment in Viet Nam is that the refative share of investment attributable to thé state
budget and state credit rose throughout the 1990s (from 30% in. 1991 to 40% in 2000). The im‘:l"_eas.e in
investment funded by state credit in the latter half of the 1990s is particularly clear. This statistic u'ndc_rlies. the
fact that state credit has been used as an instrument to facilitate t.hé 'policy-based fundi:ig of items such as key
industries and social infrastructure, within the constraints of fiscal expenditure. Fl'DlT.l.tht.‘: Iatter half of the

1980s, the Vietnamese government changed its political tack, reducing capital investment subsidies to state-
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owned enterprises (SOEs) as part of a move to enhance fiscal accountability. Howéver, the recent rise in state
credit gives the distinct impression of assistance to SOEs having being transtferred from subsidies to credit
from state-owned commercial banks. The soft budget constraint of old would appear to be very much alive,
and méking its presence felt in the pressing problem of burgeoning debt in the financial structure of state-
owned commercial banks furnishing the loans, in the form of non-performing loans. Unlike government
subsidies, state loans operate around the principle of target projects being subject to redeemability appraisal
prior to project initiation, and banks must learn to abide with this doctrine. Note that “state budget” investment
includes all official developmeht assistance (ODA).
~ Private sector investment comprises self-financing on the part of SOEs, private sector investment (including
individual businesses and agriculturalists) and foreign direct investment (FDI). In the mid-1990s, FDI was
the main driving force in the private sector, but more recently, SOE self-financing has come to make up the
backbone of pnvate mvestment This is partly due to FDI falling off from 1998 under the effects of the Asian
currcncy cn513, whlch has resulted in the relatwe impact of FDI bemg dummshed There is a heavy welghtmg
of small-scale regional and agncultural producers within the private sector. The risk associated with such
operators due to a general lack of collateral and marketing skills, and also the relative inaccessibility of
formal financial services to such concerns, are reasons for the lack of vitality in private sector investment.
Additionally, the handling of private sectof investment previously placéd it at s disadvantage over SOE
investment in terms of the loan conditions placed on it. This imbalance in the financial system is being
progressively corrected by way of measures such as political decree no. 178 of Decémbéf 1999 (involving a
change in collateral polieY).: R ‘ o l

' FDI into Viet Nam is predominaritly from within Asia, and centers around ASEAN countries. Since the
Asian currency crisis of 1997; ho'wevér_, the stance of investors toward Viet Nam has become increasingly
wary. According to an MPI report: inifcstlrient‘ targeted at export-bound production based around industrial
estates and export producuon zones has increased in recent years, and there has been a drain on efforts to
maximize mvestment efﬁcucncy and aim for short-term irivestment returns. FDI provides a means not simply
fcr the pnvate sector to benefit from fundmg, but to lmport advanced foreign hardwa:c and expertise, and
also enhancé management skills. In this sense, it is in the mterests of Viet Nam to umprove domestic investment
conditions by way of such measures as slrearnlmmg investment approval procedures and expanding investment
incentives, in order to encourage further FDIL '

While limited data makes analysis difficult, a breakdown of investment capital by sector is presented in

Table 3, based on data sourced from MPL
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Table 3 Investment capitai structure, by sector (%)

1990 1991 1992 1993 1994 1995 1996 1997
Industry & construction 384 44.0 489 55.3 39.0 33.0 411 315
Agriculture, forestry, etc. 17.1 15.7 12.7 89 %4 120 85 15.4
Service & social infrastructure 45 403 384 35.8 516 550 504 53.1

(Source: MPI)

Throughout the first half of the 1990s, at a time when Viet Nam maintained a high gIthh rate, investment
in industry and construction was dominant. The second half of the 1990s then saw a shift in the investment

focus toward the service sector and social infrastructure.

Note: -

1. Legal regulation of FDI commenced with the enactment of the Foreign [nvcﬁlment Law in 1987. This was then revised
variously in 1990, 1992 and 1996 to enhance transparency and i mcrease investment incentives through such means as
promoting particular sectors and offering tax breaks. More reoently, the latest revision in June 2000 included such provisions
as encouragement of export-promotional jnvestment, although no direct effort has been made to address the issue of

investment recoverability.
2. The Vietnamese public investment program and the state of program realization

2-1. The background behind the enactment of the PIP _ _

“An outline and appraisal of Viet Nam’s Public Investment Plan pubhshcd in Developmcnt Ass:stance
Research (Vol. 3/4, 1996) under the direction of the former OECF, detalls the developmental process of
PIP as well as the 1st PIP (1996—2000) Thc following is based largely on this article. - -

Prior to the enactment of PIP, there was no med:um- or long-term all-encompassing public investment
plan, and the State Planning Committee (SPC)—the fog‘erunner of the MPI—was responsible for setting
out the public investment plan on an annual b.asis,. as part of _fhe prpé_ess .ot.' ._pla_t.min_g th-e_ budget. The
methodology employed in this opérat_ed On a year-to-year basis, according to the fqlidwing moéedme:

+ The SPC would write a report détailing the key sectors for that fiscal year and d_istﬁbute_it to all
ministries. _ | _ o _ |

+ All ministries would use that report to make up a list of investment 'projects for that year.

+ The SPC would coqrdinate with the various ministries in fomﬁng an impartial inv_estm_ent budget
and distribute it to all ministries. | |

This system was founded on the accumulation of all the project lists .from the various ministries and was
fraught with various problems, including i) a lack.of project prioritization and conéideration for ongoing
prbjects based on an expansive, long-term pefspective, and ii) problems in cbpiﬁg with u.rgent‘projects._

Additionally, in dealings with other countries, the Vietnamese gbvernnient found itself being asked to
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provide an account of the domestic public investment plan and prioritized ranking of investment projects,
as part of increasing capital receipts resulting from FDI and public assistance (ODA).

At the same time, the World Bank was impressing upon Viet Nam the need for a medium- to long-term
PIP as part of efforts to reform its fiscal and budgetary system. Monetary assistance from UNDP and the
Dutch government was used to fund technical assistance to aid in the enactment of a public investment
plan. In providing the Vietnamese government with economic structure adjustment funding (ESAF) in

~ September 1994, the World Bank enforced the condition that a public investment plan be put in place for
the three years from 1996 to 1998. Based on this, at the start of 1995 the Vietnamese government started
work on the enactment of its first 5-year PIP, to commence in 1996. The objective of the plan was 5-year
macrbeconomié growth predictions and estimation of the level of investment necessary to achieve that
growtﬁ, with investment being distributed across individual sectors and regions, based on consideration of
" means of capiiai procurement. The first PIP benefited from technical assistance from the World Bank and
went through a process of: incorporiting the Qarious opinions of all donors and affiliated institutions. It was
~ approved .t-)y the prime m'irii.s.ter m June 1996 and by parliament tﬁat November, before finally being enacted.
The second PIP, which is to start in 2001, underwent the same developmental process and benefited from
similar assistance. It was prepared with thé'cooperation:of relevant ministries (headed by the MPI),
government orgﬁniz_a_tions and regional authorities, and is on the agenda for approval by parliament and

also at the 9th party congress this March.

2-2. Planning and evalu#tion of pérfonﬁance of the first PIP (1996-2000)
Levels of investment and fund procurement plans as laid out in the first PIP (1996-2000), as well as

predicted performance, are presented in Tables 4 and 5.

Table 4 Investment and fund procurement in the 5-year economic development plan

1991-1995 % 1996-2000 %

Investment : 18.0 100.0 41.0-42.0 100.0
State - 7.3 - 430 156 S 371
FDI 49 27.0 14.0 333

- Private 54 30.0 12.4 295

Fund Scurce 18.0 100.0 41.0-42.0 100.0

ODA 20 11.1 8.0 19.0
- FDI 45 247 14.0 333
. Domestic 115 63.9 21.0 50.0

Euro bond - - 1.0
~ Investment / GDP 19.1% 30.0%

ICOR 20-2.5 3.0-33

" (Sources; Government Report to CG, IMF data; Unit: Billion of USD, 1995)

As éompared to investment performance over the 5 years leading up to the first 5-year PIP (starting in
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1996), the size of investment relative to the GDP was forecast to jump up from 19% to 30%, with foreign

direct investment predicted to increase sharply. This met with criticisms of the project being overly ambitious.

Table 5 Ongmal targets and estimations of actual performanoe of the first 5- year
| economic development plan (1996-2000)
{Unit: trillion VDN at 1995 constant price)

Planned 2000 Likely

: 5 year 1996 - 1997 1998 % committed| outcome
Total 460.0 73.0 83.6 76.5 719 38.4 399.5
Domestic resources 2320 425 467 440 48.5 56.5 238.3
External resources -] 22758 30.5 36.9 324 . 294 319 - 161.2
PIP 173.2 22.8 28.7 28.1 33.7 3.0 149.4
Domestic resources 13.2 18.0 15.0 18.6 S 193 ‘
External resources -. 9.6 107 132 | . 152 16.8 .
State budget funding 96.8 k5.2 17.8 16.4 19.5 184 87.3
Component of ODA - - 4.4 47 53 | .55 ;.59 DL
State credit - 76.4 1.6 10.9 11.7 14.2 17.6 62.1
Of which, ODA loan - o 37 43 60 | 76 90 | - :
SOE self-funding : 66.0 10.2 11.4 127 | 14.2 15.8 64.5
Private domestic 765 | 191 172 | 162 | 157 | 214 | 895
investment - - . ; Sy . . I S S
FDI ' 144 3 209 26.1 19.2 4.1 15.1 958.5
(Macéro indices) ) : _ : C
GDP growth rate . 9-10% ‘ _ ' . .  6.7%
Industry production 14-15% B 12.2%
Agricuitural production 4,5-5% . S 4.9%
Services 12-13% R 7.0%

(Sources: MPI comments on PIP, Public Expenditure Review 2000)
According to the predicted performance. of the 5-year investment plan up to 2000—as d_ctei‘mined by the
. MPI—total investment amounted to 87% of the figure predicted in the original plan, and PIP 86% of the
original figure. The principal reason for the target figure not heving been achieved is that FDI fell off
sharply from 1998 under the effects of the Asian currency crisis. It is worth noting that while investment in

the public sector was weak, growth in private sector investment exceeded pr'edictibhs'."

Table 6 The estimated sectoral allocation of PIP (1996-2000)

_ : % of PIP " % of Capital budget expenditure
Agriculture, forestry and aquaculture o 18 : .45
Industry .45 B
Transport and communications _ 26 .40
Education and training = _ 4 S0
Cultural, health, social affairs, and sports 6 ' R ¥
Science, technology, and environment . 1 i} 4

(Source: MPI)
Table 6 presents a sectoral breakdown of 1nvestmcnt from whtch 1t is plaln that mdustry accounts for
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almost hatf of investment, followed by investment in transport and communications, with primary industry
in third place. It is also evident that investment in primary industry and social infrastructure relies heavily
on capital budget expenditure, '

Table 7 dctails' the regional breakdown of PIP, from which it is evident that the Red River delta, south
cast region and Mekong delta account for around 70% of all investment. Data on the regional breakdown
of investment is a primary source of information to the government in stipulating regional policy, and is

vital in gauging the balance of investment from year to year and prioritizing policies.

Table7 The es_timated allocation of investment, by region

Region % of PIP

Northern mountain area 7.6
Red River delta _ 26.0
North central 9.0
Central coastal area 11.7
Ceatral hlghland 4.7

' Soulh east region 276
Mekong delta , 156

(Source: MPI)

2-3. The_ ffamework for thé second 5-year PIP (2001--2605)

MPI is cur;ent}y workjng on ﬁoalizing the second PIP, and no detailed information on the original act
tabled for appr:oval by pz.lr_l'iament a-n_d”a.i_the party congress this March is available. None the _le;s's, it is
being laid out in accord with the economic framework of the next 10-year socio-economic deveiopment
strategy, details of which are as follows

. Doublc the GDP by 2010, and to this end, aim for an annual economic growth rate of 7% or h1gher
. Scale of investment: expand out to 30% of the GDP

+ Scale of exports double the ratio of exports to the GDP

+ Reduce the scale of agncultura! productlon (from 25% to 16—17% of the GDP)

. Increase the scale of industry production (from _35% to 4041 % of the GDP)

« Expand _thc service scctor.(from 40% to 42% of the GDP)

« Reduce the-pmportion of regional jobs (from 2/3 to 1/2 of the overall population) and concentrate

- the population in the cities (from 1/4 to 1/3)
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Table 8 Macroeconomic goais for 2001-2010, and a comparison with the 1990s

Actual average annual growth rate

Indicator Targeted average annual growth rate
1990-2000 2001-2010
GDP 1.6 % 7-8%
Agriculture 4.2 4
Industry 11.2 10
Services 72 7
GDP per capita 6.0 5.8
Export earning growth 205 14
Manufactured exports 28.2 18.5
Labor force .28 24

Note: All values real growth rates (Sources: Draft Strategy and World Bank estimnates)

The following is a comparison of the second 5-year PIP to the first 5-year PIP, based on data gleamed in

interviews with MPL.

Table 9 Next five-year PIP (propqéed)

(Unit: billion USD 1993 / billion USD 2000}

Source of funding 1996-2000 % 2001-2005 % Condition
Total investment 41.4 100 56-60 100 I %/GDP
Siate budget 8.7 21 115 20 7% growth / year

Pomestic fund 52 13 8 14 ' :

ODA 35 8 335 6
State credit 69 17 9-10 17 9-10% / year
 Domestic fund 29 7 445 8 o

- ODA : 4.0 10 555 9
Public investment total 15.6 38 20.5-21.5 37
SOE self-funded 59 14 9-10 17 9-10%/ year
Private enterprises 6.9 17 15-16 27 15-16%/ year -
FDI1 13.0 31 10-11 19 8.7% / year
Non-public investment 258 - 62 34-37 63
Domestic fund total 209 50 385 66
Foreign fund total 20.5 50 20.0 34

{Source: Interview with MPI)

As with the first PIP, the second PIP assumes total investment totalihg 30% of the GDP. This level of

investment would appear to strike a balance with the expected GDP growth rate of 7%. ODA is predicted

to regress as the economy gi'ows, while it seems reasonable to expect domestic funds to rise. The second

PIP predicts rapid growth in investment from private companies as compared to public investment, the

achievement of which depends on new incentives for private sector investment. A slowdown in the reform

of SOEs is also expected to have a significant effect in this respect. The degree of momentum that private

sector economic activities get up will be deterrnined by the efforts of the Vietnamese government to promote
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the private sector and also by the level of improvement in existing constraints on management and fund
availability. The key to the furtherance of domestic and foreign private companies is the provision of a
level playing field with SOEs.

The breakdown of sectoral investment is as follows.

Table 10 Investment allocation, by sector (2001-2005)

1996-2000 2001-2005

Agricuiture and rural areas 18% - 15%

Industry 45% 4547%
Transport and communications o 260% 14-15%
Culture, education, heaith, etc. . 11% 23-25%

{Source: MPI)

MPI documents on the sectoral breakdown of investment suggest a marked shift from the past 5 years.
Notably, investment in hard infrastructur_e such as transport will be curtailed, and investment in “human
basic needs” (HBN) such as education and health services will be doubled. Here, the marks of the doctrines

“of the World Bénk poverty reduction strateéic paper (PRSP) are plain to see. Investment in the HBN sector
will be heavily dependent on government funding and be largely incompatibie with conventional loans, in
which sense strict monitoring of the disposal of funds and investment effectiveness will be required.
Additionally, pridrity should be given to investment in agriculture and industry, due to these sectors having
a rclati\lfcly.high standing, having the potential to create jobs and being associated with high investment

efficiency.
3. OQutstanding issues in PP

3-1. Mechanism of deciding and making investments
Preparation and execution of the investment plan, and construction management regulations are as
stipulated in Decree No. 52/1999/ND-CP of July 8, 1999 approved by the prime minister. The planning
. and execution of the invé_stment plan as stipulated in the decree are roughly as detailed below.
| Siat_é budget and state credit disposal plannihg and follow-up:
« Line ministry and regional people’s committees make up initial investment project plans
- Line ministry and regfonal governments confer on the general investment plan for the upcoming
' f'mancial. year |
. Inveétmént plans are sent to MPI (by September)
« MPI :integrates thein&cstmeﬁt plans of other ministries/agencies and regional governments, and

works within budget constraints to determine the necessity and priority of projects in consultation
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- with ministries and regional governments, based on MPL initiatives. The results of this process are

then presented to the government.

The government decides on iters of project category A, and MPT on items of project categories B
and C, and instructs the line ministry and relevant regional government as to the execution of the
investment. (The class:ﬁcauon of projects according to categories A, B and C is based on the sector
in which the mvestment is to be made and the size of investment. Category A status is a reflection
of national project standmg ) ‘ o

MPI issues an annual budget to bodles executing investment.

Mlmstnes/agencms and regional governments issued with budgetary mformauon select investment
projects within the bounds of the allotted budget, stipulate an investment pr()]ect list, and submit
the list to MP1 and MOF for investment item registration (by the end of February).

Government ministries and regional governments must manage annual investment projects in line
with their project lists |

Thc Prime Minister’s Office, MPI and MOF all have a say in the management of budgct -funded

: mvestment

.Thc system of appraisal and exccution of state loans is basncally the same as for the budget, except

* that the Development Assxstancc Fund (DAF) acts as a credit mstltutlon in managing mvcstment

MPI assumes the role of prime liaison for ODA fundmg and executes investment with the approval

- of the Prlmc Minister’s Office. Responsﬂ:ﬂnty for disposal of funds is shared by MOF (non-

femunerative items) and the State Bank of Viet Nam (SBV: state crgdit).

MPI acts as an intermediary in coordinating the Public Investment Plan, but the mandate for project

determination lies with a range of different bodies, according to the project type. Additionally, the detéﬁnining

body and executing body are separate entities. As a result, the process from plan determination to execution

is a complex one, and it takes time for consensus to be reached. One reason for delays in investment

execution is that there are physical limits to the project appraisal, management and other capabilities of

staff. In the future, there will be an increasing demand for pre-evaluation of investment itéms and post-

execution monitoring of investment effectiveness, for which purpose it is of vital urgency that spécialists'

be nurtured and skills generally enhanced. The transferral of i_nvesmierit dctemﬁnation to the regiohs.should

be pursued in order to enhance the efficiency of public investment execution, but for this to occur, regional

specialists must be nurtured and inter-compatibie regional administration achieved.
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Table 11

Organizations in charge of investment plan determination and execution

Sr{:. l:::ien;f lnveit:il:::::rplan Determining body Executing body Remarks
Line Ministries A—PM’s Office N .
People’s Committee | B—MPL - Register investment item | 5 o verable)
State budget - with MOF . .
MPI (coordination, |C-—MPI . N project appraisal:
(ODA) allocation) (ODA—PM’s - Line Ministrics MPI
(ODA — MPI) Office) - People’s Committee

State credit

Same as above
(coordinating with

Same as above

Policy-based credit
institutions such as DAF

(Recoverable)

-| project appraisal

(ODA) DAF and other Funds made available to DAF | and credit
bodies) by MOF and SBV (ODA) analysis: DAF
: Principally self-
Investment on funded
the part of The SOE in question | The SOE in question | The SOE in question, Restrictions apply
o 1o the farget of

SOEs
: investment

Invéétmem on A
the part of PEs

The PE in question | The PE in question | The PE in question

The investor in

The investor in
question '

question - {The investor in question

(Source: MPI)

In the past, the Bank for Investment and Development of Viet Nam (BIDV, in charge of investment in
priority industries and mountainous and other disadvantaged regions) and Investment Assistance Fund of
the Investment Devcfopment Bureau (under the control of the. MOF) had control of state credit, but in

- January 2000, the Development Assistance Fund (DAF) was set up, and made the principal vehicle for
- “state credit to.indus&y devélop"rncnt and redeemable social infrastructure development projects. As a result,
- BIDV has been restricted to operating as a simple commercial baiik. The DAF managing board is made up
of rcprescntatwcs of the Prlme Minister’s Office, the Mmlstry of Finance, the Ministry of Planning and
Investment and the State Bank of Vlet Nam at the deputy mlmstcr/govemor level, and forms the executive
~ decision- -making body for the fund. Daily operations are Ieft in the hands of the board of directors. In
theory, loan appralsal is at the sole discretion of the fund (exccpt for category A items), although it is
unclear whether this is the case m-pracnce. In order to firm up the management of DAF, credit analysis, risk
managenlent and other specialist skills should be enhanced at the personnel level, and autonomy guaranteed,
~the actuahzanon of which w;ll be reflected in the future performance of the fund. Moral hazard is also a
* concern, as policy-based loans by way of fiscal assistance are expected, through such measures as debts
being covered_by fiscal decree. '
+ Other ouistanding issues identified in “Viet Nam 2010 — Entering the 21st Century”, authored by a
Vietnamese assistance donor group (made up of orgaﬁizations including the World Bank, UNDP and

ADB), are as follows.
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3-2. Prioritization of investment
In order to enhance investment efficiency and in turn bump up productivity, it is vital that investment be
prioritized by way of pre-investment cost benefit evaluation. In addition, factors such as environmental
impact statements (environmental assessment) and evaluation of the external economic effect of investment,
should be taken into consideration. In order to maintain the balance between supply and demand in the '
service industry and avoid investment redundancy, region- and sector-wise demand and investment needs
must be documented. By way of carrying out such accurate pre-investment assessment, it is possible to

reduce the various transaction costs associated with investment.

3-3. Coordination of the long-term plan with annual plans
In stipulating and executihg the next 5-year PIP, MPI must carry out an annual investment review and a
mid-term investment review half way through the 5-year term, in order for companblhty to be mamtamed
between the 5-year long-term plan and cach annual investment plan. Changes in the econonuc landscapc
can alter the urgency of investment projects, and developmg a flexible investment framework incorporating

regular inspection of investment plans and adjustmént of project priority can be expected to contribute to

investment efficiency.

3-4. Estimation of the maintenance cost of investment
On completioh of investment projects, annual mainténancé costs must be provided in order to sustain tﬁe
long-term viability of the project asscts. For this purpose, assessment of recurrent costs commensurate vi_ith
the original investment must be made. At present, MOF has sole jurisdiction over such funding; but ideally

it should coordinate with MPI and MOF. Re-investment in unusable assets must be recognized as being the

source of large-scale fund loss.

3-5. The promotion of private sector investment

Domestic investment is a vital element of future Vietnamese economic gruwth Specxﬁcally, investment
in the public sector acts directly to raise the standard of socnal welfarc in Vlet Nam, and infrastructure
development both enhances pnvate sector investment efficiency and catalyzes investment. In order for
public investment to be effective, fiscal regulations must be upheld, specialism nurtured, investment planning/
execution procedures streamlined and inves.tment efﬁciency' enhanced. In order for phblic credit to be
effective, on the other hand, it is essential that financial robustness be maintained by way of prudently
assessing loan redeemability. Further improvement in the capabilities of the investment system and those

running the system is needed.
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