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EXECUTIVE SUMMARY

Japan’s ODA for Vietnam started as part of its war reparations based on the reparation treaty
signed in 1959. After 13 years of suspension from 1979, Japan resumed its ODA for Vietnam in
1992 prior to other donor countries. Japan has supported social and economic development in

Vietnam, as one of its major bi-lateral development partners.

This year marks the 20th anniversary since Japan’s ODA was resumed and the 40th anniversary of
diplomatic relations between Japan and Vietnam. On this occasion, looking back on the history of
Japan’s ODA for Vietnam, this study was conducted to review and evaluate the roles and
achievements of Japan’s ODA in the development of Vietnam and to develop implications for its

future direction. The target area of this study was the entire nation of Vietnam.

The target sectors or cooperation schemes/categories of this study were: 1) governance, 2)
economic and business institutions, 3) energy and electricity, 4) water supply and sewerage, 5)
transportation, 6) information and telecommunication, 7) education and training, 8) health care,
9) social security, 10) agriculture, livestock and fishery, 11) environmental management, climate
change and solid waste management, 12) forestry and natural environment, 13) disaster
prevention, 14) rural development, 15) urban development, 16) JICA volunteers program, 17)
JICA partnership program, 18) development partners, 19) NGO/NPO, 20) the private sector, and
21) public relations.

This study covered Japan’s ODA to Vietnam within the past 40 years, with a particular focus on

cooperation for the past 20 years after the resumption.
1. Socio-economic Growth in Vietnam and Partnership with the Development Partners

Situated on the Indochina Peninsula in Southeast Asia, the Socialist Republic of Vietnam is
bordered by China to the north, Laos to the northwest; Cambodia to the southwest; and the South
China Sea to the east. The area of the nation is around 330 thousand square kilometers, with a land
mass of about 2,300 km long from north to south and about 600 km wide from east to west. The
estimated total population in 1960 was 35 million and around 88 million in 2011. It is the world’s
13th most populated country globally and the third most populated country among the ASEAN
countries. It is predicted that Vietnam’s population will reach more than 100 million people in the
mid- 2020’s.

After the Paris Peace Accords in January 1973, which aimed to establish peace in Vietnam and an
end to the Vietnam War, Vietnam established diplomatic relations with Japan in September 1973.

The Government of Japan (GOJ) set up the Embassy of Japan in Vietnam in October 1975 to start



policy dialogue. In 1976, North and South Vietnam merged to form the Socialist Republic of

Vietnam.

In August 1977, the then Prime Minister Fukuda Takeo delivered “the Three Principles” of
Japan’s ASEAN Diplomacy, the so-called “Fukuda Doctrine.” In this doctrine, it was clearly
stated that Japan supported the growth of ASEAN member states, particularly in infrastructure
and human resources development—two key pillars that form the foundation of ongoing
development in the ASEAN region. At the same time, Vietnam was expected to play a key role in
the development of the Indochina countries. However, Vietnam faced various internal and
external problems, which worsened its international relations and resulted in the suspension of

ODA s from the Western countries.

During this period, Vietnam promoted its development under the 2" SEDP (5-year
Socio-Economic Development Plan) (1976 — 1980), which set up the long-term goal of becoming
a modernized, industrial socialist state in the next 20 years based on the Soviet Union as a model.
The Government of Vietnam (GOV) promoted nationalization of private companies and
collectivization of agriculture production during this period. The 3™ SEDP (1981 — 1985) and the
4™ SEDP (1986 — 1990) aimed at modernizing the production system and stabilizing

socio-economic conditions.

Although the ODA from foreign countries had been suspended since 1979, GOV’s efforts to
reform their economy through Doi Moi (renovation) produced outputs and outcome in the latter
half of 1980s. During the decade of the 1980s, Vietnam received food aid from the Soviet Union
and China; however, they already started to export rice at the beginning of the 1990s.

In October 1991, the Paris Peace Agreement were signed by Cambodia and 18 other nations. The

international situations had changed for the better for Vietnam.

Japan had resumed its ODA in 1992; and many other international development partners followed
in 1993. In November 1992, Japan and Vietnam signed the E/N for the collaboration in
rehabilitation of basic economic infrastructure. At the same time, JICA started to provide
environmental assistance and humanitarian assistance for Vietnam. As the environmental
assistance, JICA dispatched long-term expert in the forestry sector and provided grant aid to
improve the reforestation equipment in the Central Highlands Region, while also provided grant
aid in the health sector as humanitarian assistance. Japan’s ODA made a first step of resuming

ODA for Vietnam through these assistance, which encouraged the other development partners.

In 1993, the Vietnam Donor Conference in Paris was held with the participation of representatives

from donor countries, international financial institutions, and the UN agencies, where strong
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commitments on policy support and a roadmap for the reform process in Vietnam were shared by

the international development partners’ community.

Under Doi Moi, GOV encouraged private ownership, economic deregulation and foreign
investment; and the Vietnamese economy subsequently achieved strong growth in the 1990s. The
6" SEDP (1996-2000) set the goal for the GDP annual growth rate at 9.0% - 10.0%, which was
eventually achieved. The GDP per capita was doubled during this period.

In parallel with the 7" SEDP (2001 — 2005), the first 10-year SEDS was prepared, which showed
GOV’s long-term vision to become an industrialized country by 2020, through 1) enhancing the
socialist-oriented market economy system, 2) human resources development, and 3) improving

the economic infrastructure in transportation and urban development.

As Vietnam’s version of PRSP, the Comprehensive Poverty Reduction and Growth Strategy
(CPRGS) was prepared, which was the first PRSP produced by an Asian country. Since GOV
believed that without substantial state economic growth, there would be no sustainable poverty
reduction, and the word, “Growth,” was included in the title of the strategy. In CPRGS, priority
was given to infrastructure improvement for economic growth. At the same time, “poverty” was
more widely recognized as one the key cross-cutting development issues, which required a

comprehensive approach from the various sectors.

In 2008, the GDP per capita of Vietnam was more than US$1,000; and the country was able to

join the group of lower middle income countries (Figure-1).
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Figure-1: GDP Per Capita in Vietnam from 1989 — 2011
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As shown in Figure-2, the poverty rate in Vietnam was 58.2%; the rate has drastically decreased
to 14.2% in 2010, which showed their achievement of the CPRGS goal. Besides the

improvement in poverty rate, Vietnam made a progress in the education and health related
indicators in the MDGs.
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(Source: “Vietnam Poverty Analysis” 2011, IFAD)
Figure-2: Poverty Rate in Vietnam from 1993 to 2010

During this period, GOV aggressively promoted opening the economy to foreign trade and
investment, and reforming the government. GOV officially joined ASEAN in 1995 and served as
chair of APEC in 2006 and chair of ASEAN in 2010. Vietnam was elected as a non-permanent

member of the UN Security Council in 2008 for two years.

GOV made a number of regional and multilateral trade agreements, namely, the ASEAN FTA in
1995 (including ASEAN FTAs with Australia, China, India, Japan, the Republic of Korea, and
New Zealand) and a bilateral Trade Agreement with USA in 2000 and with Japan in 2008.
Vietnam became a member of the WTO in 2007. Vietnam has played a key role in the
development of the GMS as well as in the development of the CLMV countries (Cambodia, Laos,

Myanmar, and Vietnam).

During this period, Japan became one of the top FDI countries. At the same time, Japan has
been one of the major trading countries with Vietnam. As mentioned before, Japan had
contributed to the improvement of the business environment in Vietnam through its ODA;
therefore, Japan promoted so-called “trinity contribution,” which means contribution to
Vietnam’s economic growth through the synergy effects of the three key development pillars:
namely, FDI, trading and ODA to Vietnam’s economic growth.

The current 10-year SEDS (2011-2020) provided aspiring goals to keep the GDP annual growth
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rate 7% - 8%, to double the GDP by 2.2 times, and to achieve a GDP per capita US$3,000 —
US$3,200 through further modernization and industrialization, and by participating in the global

economic system.

As mentioned above, Vietnam had made a rapid economic growth and accomplished the goals
of the national development plans since the introduction of Doi Moi in 1986; and especially
since resuming ODA from the foreign countries in 1992; however, at the same time, there were
some negative impacts observed: such as deterioration of the natural environment, increased
income disparities, increased disparities among regions etc. These negative impacts have been
more obvious along with the country socio-economic improvement.

The poverty rate of the urban and rural areas is shown in Figure-3. Although the poverty rates of
the urban and rural areas had been improved, there were still some gaps between the urban and

the rural.
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Figure-3: Poverty Rate in Urban and Rural Areas in Vietnam from 1993 to 2010

When looking at the poverty rates of the provinces, the north-western area had the highest poverty rate
0f 45.7% in Vietnam, followed by the north-eastern area with the poverty rate of 24.3% (VASS, 2008).
Especially, the poverty rate of Lai Chau Province was more than 80% and Dien Bien, Son La, Lao Cai,
and Ha Giang Provinces had the poverty rate of more than 50%. The central highlands area showed the
3" highest poverty rate of 24.1%. There are poverty rate gaps among the ethnic groups observed,

although there have been improvements in all of the ethnic groups.

Besides these disparity between the urban and the rural areas and among the ethnic groups, there
have been some other issues which need to be addressed for further promoting socio-economic
growth in Vietnam; including the problems related to its macro-economic policies: such as its

difficulty in containing inflation; relatively week reliance on its currency etc.



2. Overview of ODA to Vietnam

Figure-4 shows the trends in the total amount of ODA disbursements provided by multilateral

financial institutes and by the OECD-DAC countries to Vietnam from 1975 to 2011.
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Figure-4: Total ODA Disbursement to Vietnam from International Financial Agencies and

DAC Countries in the period from 1975 to 2011 (Disbursement, Unit US$ millions)

Before the 1980s, Vietnam was provided financial assistance mainly by Soviet Union, China and
the Eastern European countries; however, assistance from these countries ended in the late 1980s.
Additionally, as mentioned above, international agencies and DAC countries suspended its ODA
to Vietnam from 1979 to 1993 due to the conflicts in the Indochina Peninsula. From 1993, the
amount of ODA disbursement increased to reach US$ 3,596 million in 2011.

Since 1995, Japan has been the top bilateral donor country; and since 2007, World Bank (IDA)
and Japan have provided the same amount of assistance to Vietnam every year. ADB’s amount of
assistance have remained at 10% of the total ODA amount every year since 1997. Therefore, the
total amount of ODA of these three donor agencies, namely, Japan, World Bank and ADB have
accounted for more than 60% of the total amount of ODA to Vietnam. In 2011, Japan provided
Vietnam with the ODA in the amount of US$ 41,013 million (28.2% of the total), World Bank
with US$ 988 million (27.5%), and ADB with US$ 287 million (8.0%).

The percentage of the cumulative ODA amount by development partners from 1992 to 2011 is
shown in Figure-5. The total cumulative amount of ODA to Vietnam provided by all the
development partners from 1992 to 2011 was 34,195 million USS$, while Japan’s total cumulative
ODA from 1992 to 2011 was 10,258 million US$, which was 30.0% of the total amount of ODA

from all of its development partners.
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3. Japan’s ODA Performance

Japan’s total cumulative ODA to Vietnam from JFY 1992 to JFY2011 amounted to 2,078.3 billion
yen (around US$ 20.3 billion) based on the disbursement amounts for technical assistance and the
commitment amounts for financial assistance (Yen Loan and Grant Aid). Japan’s total cumulative
ODA to Vietnam by development sector and percentages in Japan’s total ODA amount are shown

in Figure-6.
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Note *1) Disbursement amounts were used for technical assistance, while
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Note *2) Poverty Reduction Support Credits (PRSCs) are included in the area
of “Planning and Governance”

(Source: JICA Project Performance Report JFY1993 — JFY2012 and MOFA

ODA Databook JFY1991 — JFY2012)

Figure-6: Japan’s Total ODA Accumulated Amount by Development Sector to
Vietnam from JFY1992 to JFY2011
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Among the development sectors, the transportation sector shows the largest cumulative amount of
858.0 billion yen, which accounted for 41.3% of the total ODA amount from JFY1992 to
JFY2011. Assistance in the amount of 493.9 billion yen (23.8% of the total ODA amount) was
provided to the energy and electric sector and 368.9 billion yen (17.8% of the total) to social
infrastructure. The total amount for these three infrastructure development sectors was 1,720.8
billion yen, which was 82.8 % of Japan’s total cumulative ODA from JFY 1992 to JFY2011.

As for Japan’s ODA performance by region, when Japan’s ODA was resumed, reconstructing the
economic infrastructure in the northern region was given priority because the economic

infrastructure was relatively more developed in the southern region.

After the first stage of reconstruction in the northern area was completed, GOV and GOJ
promoted nationwide development to improve the network between the north and the south and to
address the disparity between the regions. In the middle of 1990s’, GOV requested Japan for the
collaboration in the infrastructure improvement projects in the major cities in the southern and the
central area and/or for networking these major cities: such as Saigon East-West Highway
Construction Project, Da Nang Port Improvement Project, Hai Van Pass Tunnel Construction
Projects. In addition to the large-scale projects, the local infrastructure, including local highways,
bridges, rural agricultural infrastructure, had been improved through yen-loan and grant aid
project: such as Rural Bridge Construction in the Central Region, Small-Scale Pro-poor

Infrastructure Development Project etc.

In the health sector, the three top-referral hospitals, Bach Mai Hospital in Hanoi, Central Hospital
in Hue, Cho Ray Hospital in Ho Chi Min, had been improved as the core hospitals to improve the
national medical service in Vietnam by providing technical assistance and training for the local

peripheral hospitals.

Figure-7 shows the distribution of Japan’s ODA cumulative yen loan (commitment) to Vietnam
from JFY'1992 to JFY2011 according to region. The projects, which covered the target areas in the
multiple regions, were classified as “nationwide” and projects, which connected the northern and

southern regions, were classified as “connecting north-south”.

The Red River Delta Region had the largest percentage at 33.3% followed by the Southeast
Region with a percentage of 22.7%. The projects classified as ‘“nationwide” and “connecting

north-south” had a percentage of more than 10%.
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Figure-7: Japan’s ODA Accumulated Financial Assistance: Yen Loan Amount
(Commitment) by Region to Vietnam from JFY1992 to JFY2011

4. Output and Qutcomes of Japan’s ODA to Socio-Economic Development in Vietnam

Major outputs and outcomes which have contributed to the socio-economic development in

Vietnam by Japan’s ODA are summarized as below based on a sector analysis in this study.

(1) Governance

The enactment of “revised Civil Code”, “Intellectual Property Law”, “Civil Procedure Code”,
“Law on Enterprise Bankruptcy”, “State Compensation Law”, and “Civil Judgment
Execution Code*.

The enactment/revision of “Law on Registration of Immovable Property”, “Administrative
Litigation Law”, “Criminal Procedure Code”, “Law on Organization of People’s Procuracy
Office”, and “Decree on Registration of Secured Transaction” is in process.

Human resources have been developed to implement the enacted laws in Ministry of Justice,
Supreme People’s Court, Supreme People’s Procuracy, Judicial Academy, and Vietnam
National University, Hanoi etc.

Government institutions and officials’ capacity have been developed through the technical
assistance at HCMA, Vietnam Competition Agency, and Ministry of Finance.

Human networking strengthened between Japanese and Vietnamese judicial world.

Institutional and personnel capacity developed and facilities/equipment improved at VTV.

(2) Economic and Business Institutions

— “Study on the Economic Development Policy for the Transition toward a Market-Oriented

Economy (Ishikawa Project)” greatly contributed to the process in which GOV formed their
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basic stance in the latter half of the 1990s.

— The investment environment with effective mechanism improved through the synergy effects
of Japan’s ODA and “Vietnam-Japan Joint Initiative” as an effective platform.

— Through a series of the cooperation projects in the area of industrial statistics, the GSO
successfully completed 1) introduction of survey on major industrial products (MSMIP); ii)
introduction of Index of Industrial Products (IIP), iii) revision of the base year of MSMIP
from 2005 to 2010; iv) revision of the base year of IIP from 2005 to 2010.

— Industrial policies to promote small and medium scale enterprises prepared by the AED in
collaboration with Japanese advisor.

— Institutional and personnel capacity for financial reform developed through technical
assistance at State Bank of Vietnam and Vietnam Development Bank.

— Vietnam-Japan Human Resources Cooperation Centers, established at Hanoi and Ho Chi
Minh, trained around 33,000 people in the business course and around 18,000 in the
Japanese course by the end of March 2013.

— ITSS education at Hanoi University of Technology improved and about 120 students every
year from 2006 educated. The top 20 students of their results of IT and the Japanese
language were entitled to studying in university in Japan.

— Vietnam Japan Center established at Hanoi University of Industry, which was authorized as
the national certificate examination center from the General Department of Vocational
Training. Around 350 technicians are trained annually and the graduates are hired by the

Japanese or foreign companies.
(3) Energy and Electricity

— Six projects to construct electric power plants were implemented including Da Nhim
Hydroelectric Plant Project in the 1960’s and the capacity of 2,925MW power supply were
developed, which account for 10.9% of the national power supply capacity of 26,836MW at
the end of 2011.

- 4,500MW power plants have been constructed in Vietnam, when including those under
construction, which account for 14% of the national capacity of power supply.

— Additionally, transmission and transforming systems improved.

— National Power Development Plans and the Master Plan for Energy Conservation and
Effective Use were prepared.

— Technical and safety standards for electric power industry, that define the minimum quality
level created.

— Sustainable facility and equipment management and operation system strengthened.

— Capacity of the power engineers developed.



(4) Water Supply and Sewerage System

— The water supply amount to the central part of Hanoi City across the Red River in addition to
the supply to the areas surrounding Thang Long industrial park increased. In Thang Long
industrial park, 4,706 m*/day of the water supplied was supplied in 2006, which increased to
29,662 m’/day in 2010.

— It took five days to drain at the time of the heavy floods in Hanoi in 2008. After the Hanoi
Drainage Project was completed, average inundation time was reduced to 0.5 to 1 hour and
depth was only 0.2 to 0.3m for rainfalls of similar intensity.

— Human resources in project management developed through the technical assistance
projects: namely “the Project on Human Resources Development for Water Sector in the
Middle Region on Vietnam”, and “the Project on Capacity Development for Urban Water
Supply in the Central Region”.

— The illegal dumping of solid waste into lakes and rivers has decreased after lake/river

dredging and embankment work.
(5) Transportation

— The Master Plan of Transport Development in the Northern Part of Vietnam, the National
Transport Development Strategy in Vietnam (VITRANSS), the Comprehensive Urban
Development Programme in Hanoi Capital City (HAIDEP), the Sustainable Development of
Transport System in Vietnam (VITRANSS 2) etc. were prepared.

— Following the master plan, Japan has supported Vietnam to develop a total of 3,309km roads
and 287 bridges including the on-going projects, especially, a total of 650km national roads
have been improved, which correspond to about 70% of the total length of Vietnam’s
four-lane national highways.

— Traffic policies and database were created in the areas of road transportation.

— Transportation system in the Red River Delta Region improved. Road traffic on the national
roads in this region substantially increased after project. In the case of the national highway
No.5, road traffic increased 6.8 times from 1993 (before the project) to 2006 (after the
project). In the case of the national highway No.18, road traffic increased 4.1 times from
1995 (before the project) and 2008 (after the project).

— Hai Phong Port had the capacity to handle cargos of around 2.5 million tons in the beginning
of 1990, and after two phases port rehabilitation projects, the port has the capacity of 25
million tons in 2011, which is 10 times bigger than in 1990.

— Physical linkage between the North and the South strengthened through the National
Highway No.l Bridge Rehabilitation Project, North-South Unification Railway Urgent

Rehabilitation Project and Hai Vann Road Tunnel Construction Project etc.
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— Capacity to design, implement, supervise and maintain the public works.
(6) Information and Telecommunication

— Maritime radio communication and satellite telecommunication were available for use in all
ocean areas in Vietnam after the completion of coastal communication projects in both the
north and the south; it was found that communication between ships and the shore and
ship-to-ship had improved.

— The number of maritime facilities assisted by CRS had dramatically increased by more than 10
times from 362 in 2006 to 3,454 in 2007 when COSPAS-SARSAT Local User
Terminal/Mission Control Center at Hai Phong came into full operation.

— Passenger volume, cargo volume, and the number of ships at port had expanded. For example,
cargo volume increased three-fold from 1998 to 2007; and the number of ships increased
four-fold during the same period. The ex-post evaluation concluded that modernization of the
coastal communication system had supported favorable conditions for investment and

development of the maritime sector in Vietnam, besides the port rehabilitation projects.
(7) Education and Training

- Up to 2006, 275 primary schools were built in 25 out of 63 cities/provinces, equivalent to 4%
of the total number of schools in the 24 target cities/provinces.

— The JICA teacher training model developed by “the Project for Strengthening Cluster-based
Teacher Training and School Management” has been introduced byl3 provinces have been
introduced through NGOs, and 36 provinces have received training in lesson studies by Ministry of
Education and Training.

— Human resources developed at the higher education level for industrial development.

— Total number of 394 GOV officers dispatched by JDS.

(8) Health

— Three top referral hospitals, Bach Mai Hospital in Hanoi, Central Hospital in Hue, and Cho
Ray Hospital in Ho Chi Minh improved through human resources development and facility
and equipment improvement.

— The facilities and equipment of the local hospitals, including Hoa Binh General Hospital, Da
Nang City Hospital, National Institute of Pediatrics etc. were improved.

— The maternal and child healthcare services have been improved in the Central Region
through “the Project for Capacity Building for the Dissemination of Community-based
Reproductive Health Promotion Approach”.

— Facilities and capacity to produce measles vaccine were developed. Around 3.3 million dos
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of vaccine were produced annually, which covered 67% of the vaccines necessary for the
nation-wide immunization in 2011. The immunization rate increased from 13.1% in 2001 to
97.7% in 2010. The infection rate of measles decreased from 21.2 per 100,000 population in
2000 to 3.0 per 100,000 population in 2010.

— Capacity of biosafety and examination of highly hazardous infections pathogens improved,
which is expected to produce a large impact on safeguards against emerging diseases such as
SARS and the bird flu, which have plagued Vietnam in recent years.

— Number of trainees in the health sector at the three major hospitals through Japan’s technical

cooperation was more than 100,000 persons.
(9) Agriculture

— Phan Rang Irrigation Project was implemented in the 1960°s and the Phan Ri — Phan Thiet
Irrigation Project is under construction. Furthermore, GOV and GOJ agreed in March of
2013 to implement the project, “Improvement of Irrigation System in Northern Nghe An
Province,” as a Japanese yen loan project, which will extend the irrigated area up to 29,000
ha after the improvement work is completed.

— Can Tho University was founded to lead agricultural development in the Mekong delta area.
After the resuming of Japan’s ODA, "Improvement of Facilities and Equipment of Faculty of
Agriculture, Can Tho University” was implemented. The human resources for the agriculture
sector developed through this university.

— Agriculture, fishery and livestock technology improved and disseminated.

— Model projects to support farmers’ association implemented.

— The plant quarantine system strengthened.
(10) Environment, Climate Change and Solid Waste Management

— Support for revision of Law on Environmental Protection, which will be completed in 2014,
being provided.

— Environment Management (Master) Plan for Protection of Halong Bay was created and
effectively implemented through “the Project on Sustainable Environmental Management of
Halong Bay”.

— Government capacity and human resources developed in water environment protection and
management.

— Sewerage system and water treatment system improved in the major cities

— Since 2010, Japan has been supporting GOV’s efforts to tackle climate change by holding
policy dialogues as well as financial cooperation through the combination of technical

assistance and yen loan for “Support Program to Respond to Climate Change”.
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— Capacity of solid waste disposal administration developed.
— 3R (reduce, reuse and recycle) Initiative Project in Hanoi City was conducted and further

actions will be taken to achieve a future recycle-society in Vietnam.
(11) Forestry, Natural Environment and Disaster Prevention

— Policies and master plans for reforestation and sustainable forest management in the Central
Highlands Region and the Northern Mountain Region were prepared and implemented.

— At the time of resuming Japan’s ODA in 1992, the environmental support through grant aid
of “Improvement of Forestation Equipment in the Central Highlands” was conducted, which
gave a positive influence to other development partners.

— The national percentage of the forestry area was 43.7% in 1943, decreased to 27.2% in 1990;
however, increased 39.5% in 2012.

— Japan contributed to the achievement of GOV’s goals of the reforestation of 5 million ha and
the national percentage of the forestry area of 43% through the combination of grant aid

projects and technical assistance projects.
(12) Rural and Urban Development

— Urban development plans were created and implemented to improve the investment
environment improvement and to make the core cities, such as Hanoi, Ho Chi Minh etc.,
more internationally competitive.

— Rural development plans were created and the pilot projects were conducted to promote rural
industrialization and roadside stations.

— Rural infrastructure, including roads, power supply, water supply, and irrigation, were
improved in 28 provinces in Phase 1, 41 provinces in Phase 2, and 36 provinces in Phase 3

of the Small-Scale Pro-poor Infrastructure Development Project.
(13) JICA Volunteers Program and JICA Partnership Program

— JOCV Program for Vietnam started in 1995 and by July 2013, 345 JOCVs and 129 SVs have
been dispatched.

— While deepening direct exchanges with the Vietnamese people, JOCVs and SVs are working
in the front lines to strengthen the partnership of the two countries.

— A series of dispatched JOCVs to preserve the ancient townscape of Hoi An led to an
increased awareness about environmental conservation and helped promote tourism activities
in Hoi An City and other areas which were implemented in collaboration with grassroots

projects under the JICA Partnership Program.
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5. Japan’s ODA contribution to Socio-economic Growth and Development in Vietnam

There are many factors, which have contributed to the rapid socio-economic growth in Vietnam.
Japan, as one of the leading partners, has discussed, planned, and implemented ODA projects in
response to the needs of the government and the people of Vietnam and in a fashion that the
supports the synergistic effects produced by respective sectors that have produced sustainable

outputs and impact on economic growth and poverty reduction.
(1) Increasing Japan’s Investment to Vietnam

Soon after ODA was resumed in 1992, Japan extended its support for the three pillars in 1)
large-scale infrastructure improvement, ii) the Study on Economic Development Policy in the
Transition Toward a Market-oriented Economy in Vietnam (the so-called “Ishikawa Project”),
and iii) the legal and judicial system development to promote a market economy. In addition to
these three pillars, Japan has extended policy level support to increase investment from Japan by

launching the Japan-Vietnam Joint Initiative (Figure-8).
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Figure-8: Japan’s Direct Investment to Vietnam (Amount and Number of Cases)

Japan’s direct investment amount and cases increased from 1994 to 1997, and declined in 1998
as a result of the Asian Financial Crisis. From 1998 to 2004, the amount and cases increased
gradually. Japanese private funds were expanded when the Japan-Vietnam Investment

Agreement and Japan-Vietnam Joint Initiative started in 2003.

When looking at the regional distribution of the investment amount of the Japanese companies,
the Northern Area has the biggest percentage of 65.2%, followed by the Southern Area of 22.0%
and the Central Area of 12.8%.
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In Figure-8, supposing the investment cases increased after 2005 with the same increasing rate
from 2001 to 2004, the trends of the investment cases are shown with the dotted black line. The
annual increasing rate of the investment cases was 15% from 2001 to 2004, while the increasing
rate from 2004 to 2005 was 75%; the increasing rate increased by 60 points after 2004. The
annual increasing rate of the investment amount was 11% from 2001 to 2004, while the

increasing rate from 2004 to 2005 was 94%; here, the increasing rate increased by 83 points.

In 2004, the first stage of the transportation infrastructure improvement projects in the Red
River Delta Region were completed and the investment environment around Hanoi and Hai
Phong was almost developed. The rapid increase of the direct investment amount and the cases
of Japanese private sector was mainly caused by the Japan-Vietnam Investment Agreement and
by the anti-Japanese movement in China; however, the readiness of the Red River Delta Region,
as above mentioned, and the coordination by the Japan-Vietnam Joint Initiative must have been

provide positive incentives for the Japanese companies.

Japan’s direct investment has continuously increased since 1992, although there were declines
in 1998 and 2008 as a result of the Asian Financial Crisis and the Lehman shock. Japan was the
top foreign direct investor as of 2012 with a cumulative amount of 28.7 billion dollars (Vietnam
General Statistical Office, GSO). Japan’s private sector has also become an important partner of

Vietnam.
(2) Employment Opportunities and Poverty Reduction

The study carried out by the Japan Bank for International Cooperation (JBIC) in 2007 revealed
that development of the transport infrastructure in the Northern Region, including the National
Highway No.5 Improvement Project, boosted the construction of industrial parks and direct
foreign investment, which not only created employment opportunities in the industrial parks, but
also created new businesses in the surrounding areas, offered new markets for local agricultural

products, and led to an increase in the income of local people and reduced poverty.

In 1993, the poverty rate was 58.2%; and the rate has drastically decreased to 14.2% in 2010. In
addition to Vietnam’s own effort as well as private sector investment and the assistance from
other development partners, Japan’s ODA has played an important role in realizing this great

achievement.

Figure-9 shows the distribution of the various resources related to the employment and the
poverty in the 8 areas; including north-west, central highlands, north east, north central coast,

south central coast, Mekong River Delta, Red River Delta and south east.
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Figure-9: Regional Distribution of Resources Related to Employment and Poverty

Among the eight (8) regions, the south east area enjoy the largest distribution of employment
related resources, followed by the Red River Delta area. These two areas were provided with
more than 60% of the total resources. On the contrary, 30% of the poverty distributed to the

north-west area and 15% to the central highlands, north east and north central coast areas.

Figure-10 shows the percentage of the accumulated foreign direct investment cases by 2012 by
area (GSO, 2012). South East area had the biggest percentage of 57.0% with 8,273 cases
followed by Red River Delta area had the second of 27.8% with 4,034 cases. More than half of

the investment cases are still in the South East area.
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Figure-10: Regional Distribution of Resources Related to Employment and Poverty

The unemployment rate 1.5% of South East area was the lowest in 2009 and decreased to 0.57%
in 2012. Red River Delta area had the second lowest rate 2.49% in 2009 and 1.09% in 2012.
Central Highlands and Central Coastal Areas had the rates of more than 5% in 2009, which
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decreased to less than 3% in 2011. The improvement of the unemployment rates between 2010
and 2012 was relatively slow or in negative tendency (GSO). South East area had the lowest
poverty rate 13.5% in 1998, 5.4% in 2004 and 3.4% in 2010. Red River Delta area had the
second lowest rate 28.7% in 1998, which shows that around one third of the population in Red
River Delta area lived a life below the poverty line in 1998. The poverty rate of the Red River
Delta decreased to 12.1% in 2004 and 8.4% in 2010 (VASS).

Following GOV policies, Japan gave priority to Red River Delta Region when they resumed its
ODA; therefore, among the infrastructure rehabilitation projects which were implemented in the
first stage, National Highway No.5 Improvement Project and Hai Phong Port Rehabilitation
Project were included. National Highway No.l Bridge Rehabilitation Project and Hanoi-Ho Chi
Minh City Railway Bridge Rehabilitation Project also contributed to the improvement of the
transportation in the Red River Delta Region. National Highway No.10 Improvement Project,
National Highway No.18 Improvement Project, Cai Lan Port Extension Project, Binh Bridge
Construction Project, and Bai Chai Bridge Construction Project, started in late 1990s, further
improved the modernized transportation system in the Red River Delta Region which

contributed to the expansion of foreign direct investment and the creation of job opportunities.

According to the JBIC study in 2007, which was mentioned above, before the improvement
project, previous National Highway No.5 was obsolete with lots of holes everywhere and with
many small shops built along the highway. The road condition had not been good at all to carry
the electric/electronic equipment or good quality agriculture/fishery products. After the highway
improved, the local people could sell their agriculture/fishery products in Hanoi. The volume
and the contents of the transportation had been changed dramatically. Industrial parks were
constructed, which created lots of job opportunities. At the same time, there were various
business/shops created to serve for the employees of these industrial parks. Additionally, the
access roads from National Highway No.5 enabled the community members to use the bank
services and the bus services, which improved their business opportunities as well as their

access to education and medical services.

Japan’s ODA contributed to the 20 point improvement of the poverty rate of the Red River Delta
Region from 28.7% in 1998 to 8.4% in 2010, through these transportation improvement projects
in that Region.

6. Features and Issues to be Considered of Japan’s ODA to Vietnam

Based on the findings mentioned above, the features of Japan’s ODA to Vietnam and the issues

necessary to be improved are pointed out as follows.
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(1) Effectiveness of Financial Assistance

The accumulated amount of GOV development budget from 2005 to 2011 was 869 trillion VND
(approximately 4.2 trillion yen). The accumulated amount of Japan’s ODA (commitment) from
2005 to 2011 was 0.95 trillion yen, which accounted for 22.9% of the GOV investment amount
(GSO). When looking at the trends of the percentage of GDP of government annual revenue and
expenditure from 1995 to 2012, the balances were in the red except 2004, 2005, 2006, and 2008
(ADB).

The underdevelopment of domestic financial market including the capital market becomes a
factor for GOV to look to external financing as a way of making up its budgetary deficit.
Vietnam’s gross domestic savings rate has grown from less than 20% of GDP in the middle of

1990s to nearly 30% in recent years.

However, the World Bank points out that even if those savings were invested in a very efficient
way, they would probably not be sufficient for Vietnam to become an industrial country within
one generation (World Bank, 2009). While financing sources of the government are expected to
be more diversified as Vietnam advances as a middle-income country, ODA, especially financial
assistance, will remain a major source of funding for the time being considering that the country
is still on the way to developing the financial sector as well as fiscal and financial reforms in

areas such as state-owned enterprises and taxes.
(2) Eftectiveness of Technical Assistance

As mentioned above, the large-scale infrastructure projects with financial assistance are one part of
Japan’s ODA features. Besides the infrastructure improvement, in Vietnam, technical assistance
projects have played key roles to improve the investment environment and to develop the

institutional and the personnel capacity for supporting the country’s economic reform.

Until the 1970s, technical assistance was generally regarded as a necessary element for human
resources development and technology transfer in developing countries. However, criticism of the
effectiveness of technical assistance increased from the 1980s. Many international conferences
regarding the effectiveness of technical assistance was especially held in the late 1980s and early

1990s.

The discussion point was that a technical assistance project was usually conducted i) with
donor-driven approach; ii) with short-term approach and neglecting capacity and institutional

development; iii) with limited capacity development by foreign experts; iv) with project approach
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and without respecting the development plan of partner countries; v) with a PMU created only for
the project; and vi) with giving priority to simple knowledge transfer formal traditional training
methods (lecturing etc.). According to the critiques of technical assistance, these characteristics of
the donors’ approach have significantly reduced aid effectiveness if they are combined with weak
management capacity as well as a negative policy and institutional environment in developing

countries.

In contrast to these donors’ approach to conventional technical assistance, Japan has taken a
different approach. The characteristics of Japan’s ODA approach to the governance in Vietnam
are: 1) “think together” type approach, 2) use of Japanese experience, 3) long-term approach, 4)
institutional support from relevant organizations in Japan, 5) use of existing organizations and
human Resources, 6) emphasis on OJT, 7) integrated approach which combines different schemes,
and 8) taking into account governance in technical cooperation projects in general. When these
factors function well, Japan’s technical cooperation projects have produced significant results,
which offers a totally different picture from TA’s problems discussed in a number of critiques on

technical cooperation given in Chapter 3 of this report.
(3) Public Relations for Vietnam and for Japan

JICA’s Data Collection Survey on Japan’s ODA Impact in Vietnam conducted a questionnaire
survey for university students in Hanoi, Da Nang, and Ho Chi Minh City, bearers of this

country's future, through the Internet.

For the question, “Do Japanese ODA funds have an impact on development of Vietham?” 83
students out of 493 respondents (16.8%) replied, “Very positive impact,” and 333 students
(67.6%) replied, “Positive impact.” Partly because the respondents are students, Japan’s ODA in
the education sector was the most recognized, followed by transportation, urban development
and health care. For the question, “Do Japanese ODA funds promote friendship between the two
countries?” 274 out of 491 respondents (55.8%) responded, “Strongly promote friendship” and
179 students (46.5%) responded, ‘“Promote friendships.” Thus, Japan’s ODA is highly

recognized and appreciated.

A senior official of the Ministry of Planning and Investment said, “Vietnamese people trust
Japan’s technology and have a strong interest in Japan’s ODA, and they can identify which

projects are developed with the support of Japan.”

The friendship created by ODA stakeholders in both countries led to strong support from
Vietnam in the aftermath of the Great East Japan Earthquake. The friendship through ODA,

together with volunteers and the private sector is expected to be strengthened further.
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(4) Well Balanced Collaboration in the Social and the Economic Development

Sharing the belief with Vietnam that “economic growth will lead to poverty reduction,” Japan
has provided assistance to develop economic infrastructure to update and strengthen the law and
judicial system; and to develop institutional and individual capacity in government
administration; which led to attract direct foreign investment and to create employment

opportunities, based on collaboration between the public and private sectors.

Japan also has implemented projects to protect people’s lives, livelihood and living environment
such as facility improvement and human resources development at Cho Ray Hospital (Ho Chi
Minh), Bach Mai Hospital (Hanoi), and Central Hospital (Hue), and facility and equipment
improvement against measles and the avian flu, environmental protection in Halong Bay, etc.
Japan’s ODA contributed to the improvement in education and health/medical services, which

led to the quality improvement of the labors and the working environment.

Thus, the three key development pillars of “ODA, investment, and trade” have been well

balanced to accomplish GOV’s goal of economic growth and poverty reduction.
(5) Comprehensive and Regional Development with Long-term Scope

Japan’s ODA in Vietnam first created a master plan of regional development and sector-wise
development together with GOV and implemented the plan. Thus, GOV understood how each
of development project contribute to the regional and sectoral development and knowledge and
technology exchange/transfer was done during the process of creating and implementing a

master plan.

GOV’s strong sense of ownership of the country development produced very positive
achievement of the goals of these master plans as well as their national development plans.
Japan’s strategy, of creating a regional development master plan first and implementing

projects, was well accepted and utilized by GOV.

In the future, technology transfer in how to review and evaluate the achievements of these
master plans and programs might be needed to learn lessons from the past experiences.
Additionally, instead of making a 5-year or 10-year master plan, as a nation of the middle
income country group, Vietnam need to have a longer-time national development plan with the

vision 2020 or 2025 and concrete scenario and strategies to realize the vision.
(6) Collaboration with Multi-lateral Development Partners

Japan, cooperated with the World Bank and Asian Development Bank as a member of the Three

Banks (later Six Banks) to improve Vietnam’s implementation capacity when ODA resumed in
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1992 and 1993. Japan and these international financial agencies have had good collaboration
and coordination as good development partners to share the responsibilities to support GOV
infrastructure improvement by sub-sector and/or by region to realize the effective and efficient

investment of ODA funds.

Japan’s ODA has its positive points. Between the two governments, policy dialogues and
decision making are to be done. In Vietnam, Japan has had active policy dialogues with utilizing
the occasions such as Japan-Vietnam Joint Initiative etc. As a bilateral development partner,

Japan has tried to invite its own private sector to Vietnam, which has been attractive for GOV.

As multi-lateral development partners, World Bank and ADB play more flexible roles and
conduct bigger scale package of interventions, which have greatly contributed to the

socio-economic development in Vietnam.

GOV, because of their strong sense of ownership of the country development, has played a key

role to coordinate and utilize these ODA from these development partners.

The lessons learnt from the Japan’s ODA experiences in Vietnam gives us good practice of
effective collaboration and coordination between the bilateral development partner and the

multi-lateral development partners.
(7) Partnership for Strengthening Intra- and Inter-State Collaboration

Geographically and diplomatically, Vietnam is an important country for the regional
socio-economic development in Indochina and ASEAN countries. Supporting Vietnam’s
reconstruction and economic growth has been a mission for Japan. Japan’s stance to play an
important role to build peace and stability in Indochina and Southeast Asia has been appreciated
by GOV.

In the near future, Japan and Vietnam need to further enhance their partnership and intra- and
inter-state collaboration and to show the leadership in realizing the peaceful, stable development
of Asia.
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CHAPTER 1: OVERVIEW

1.1 Background

This year marks the 20th anniversary since Japan’s Official Development Assistance (ODA) was

resumed and the 40th anniversary of diplomatic relations between Japan and Vietnam.

Japan’s ODA for Vietnam started as part of its war reparations based on the reparation treaty
signed in 1959. After 13 years of suspension from 1979, Japan resumed its ODA for Vietnam in
1992 prior to other donor countries. Japan has supported social and economic development in

Vietnam, as one of its major bi-lateral development partners.

On this occasion, looking back on the history of Japan’s ODA for Vietnam, “the Data Collection
Survey on Japan’s ODA in the Socialist Republic of Vietnam” was conducted to review and
evaluate the roles and achievements of Japan’s ODA in the development of Vietnam and to

provide suggestions about its future direction.

1.2 Objectives
The objectives of this study are as follows.

(1) To clarify historical changes in Japan’s ODA content and underlying policies and the
perspectives of both countries in terms of sectoral and geographical focus;

(2) To analyze and evaluate the roles and achievements of Japan’s ODA in the social and
economic development of Vietnam.; and

(3) To provide suggestions about the future orientation of Japan’s ODA for Vietnam.

1.3 Target Area

The target area of this study is the entire nation of Vietnam including 5 municipalities and 58
provinces). The six zonal classifications; namely, Northern Mountain Region, Red River Delta
Region, Central Coast Region, Central Highlands Region, Southeast Region, and Mekong River
Delta Region, were adopted in the regional analysis conducted in this study (Table 1-1). This

classification is shown in Figure 1-1 at the end of Chapter 1.



Table 1-1: Classification and Population of the Regions (as of 2011)

Region Regional
(Number of Population L .
Municipalities and | (% of the Total MGG BRI N S DALCE
Provinces) Population
Northern Mountain | 11,290 thousand | Dien Bien, Lai Chau, Lao Cai, Ha Giang, Cao Bang, Yen Bai,
(14 Provinces) persons Tuyen Quang, Bac Kan, Lang Son, Thai Nguyen, Phu Tho,
(12.8%) Son La, Bac Giang, Hoa Binh
Red River Delta 19,999 thousand | Vinh Phuc, Ha Noi City, Bac Ninh, Quang Ninh, Hai Phong
(2 Municipalities persons City, Hai Duong, Hung Yen, Ha Nam, Thai Binh, Nam Dinh,
and 9 Provinces) (22.9%) Ninh Binh
Central Coast 19,047 thousand | Thanh Hoa, Nghe An, Ha Tinh, Quang Binh, Quang Tri, Thua
(1 Municipality and | persons Thien-Hue, Da Nang City, Quang Nam, Quang Ngai, Binh
13 Provinces) (21.7%) Dinh, Phu Yen, Khanh Hoa, Ninh Thuan, Binh Thuan
Central Highlands 5,282 thousand Kon Tum, Gia Lai, Dak Lak, Dak Nong, Lam Dong
(5 Provinces) persons
(6.0%)
Southeast 14,891 thousand | Binh Phuoc, Tay Ninh, Binh Duong, Dong Nai, Ba Ria-Vung
(1 Municipality and | persons Tau, Ho Chi Minh City
5 Provinces) (16.9%)
Mekong River 17,330 thousand | Long An, Dong Thap, An Giang, Tien Giang, Ben Tre, Vinh
Delta persons Long, Can Tho City, Hau Giang, Kien Giang, Tra Vinh, Soc
(1 Municipality and | (19.7%) Trang, Bac Lieu, Ca Mau

12 Provinces)

Total:
5 municipalities
and 58 provinces

87,840 thousand
persons
(100%)

(Source: JETRO)

1.4

Target Sectors and Projects

The target sectors or cooperation schemes/categories of this study are as follows.

(1) Governance (12)  Forestry, Natural Environment
(2)  Economic and Business Institutions (13)  Disaster Prevention
(3)  Energy and Electricity (14)  Rural Development
(4)  Water Supply and Sewerage (15)  Urban Development
(5)  Transportation (16)  JICA Volunteers Program
(6)  Information and Telecommunication (17)  JICA Partnership Program
(7)  Education and Training (18)  Development Partners
(8)  Health (19)  NGO/NPO
(9)  Social Security (20)  Private Sector
(10)  Agriculture, Livestock and Fishery (21)  Public Relations
(11) Environmental Management, Climate
Change, Solid Waste Management




This study covers Japan’s ODA for Vietnam for the past 40 years, with a particular focus on the
cooperation for the past 20 years after ODA was resumed. The list of the ODA projects is given in
Appendix-1.

1.5 Work Flow and Schedule

The study is consists of Phase 4 of the work implemented in Japan and Phase 3 of the field survey

carried out in Vietnam. The tasks and work flow of the study are follows.

1. Phase 1 domestic work in Japan (late June to mid-July 2013)
1-1 Develop a study design and an inception report
1-2 Literature review and interviews, preparation of the 1st field work in Vietnam
1-3 Develop an outline of a publicity video and a brochure
2. Phase 1 Field Work in Vietnam (mid-July — early August, 2013)
2-1 Submission of the inception report and comments from JICA
2-2 Additional information collection
2-3 Photo/video shoot for the publicity video and brochure
3. Phase 2 Domestic Work in Japan (Early August — Mid September, 2013)
3-1 Analysis of information collected in the Phase 1 field work in Vietnam
3-2 Prepare a progress report
3-3 Preparation of the Phase 2 work in Vietnam
3-4 Prepare a draft publicity video and brochure
4. Phase 2 Field Work in Vietnam (mid-September — late September 2013)
4-1 Additional survey
4-2 Explain the progress report to the JICA Vietnam Office and Vietnamese stakeholders
5. Phase 3 Domestic Work in Japan (early October — late October 2013)
5-1 Overall analysis and evaluation based on each sector analysis and crosscutting perspective
5-2 Prepare draft final report
5-3 Preview and revise the publicity video and brochure
6. Phase 3 Field Work in Vietnam (late October 2013)
6-1 Explain the draft final report to the JICA Vietnam Office and Vietnamese stakeholders
6-2 Explanation of the publicity video and brochure
7. Phase 4 Domestic Work in Japan (early November — late November 2013)
7-1 Prepare the final product based on the feedback obtained during the 3rd mission.

1.6 Outputs of the Study
The followings are the outputs (reports) produced by this study.

(1) Inception Report (after Phase 1 Domestic Work)
(2) Progress Report (after Phase 1 Field Work in Vietnam)




(3) Draft Final Report (after Phase 2 Field Work in Vietnam)
(4) Final Report, DVD and Brochure for Public Relations (at the end of this study period)
1.7 Study Team Members

The study team consisted of the following members with their assigned work as shown in Table
1-2.

Table 1-2: Study Team Structure

Work in Charge Name
Team Leader / ODA Analysis and Evaluation Yoko Ishida Ph.D. (IDCJ)
Sub Leader / Economic and Business | Yusuke Hasegawa (IDCJ)
Institutions
Governance Kenji Yamada Ph.D. (ALMEC)
Basic Infrastructure 1 (Energy, Water and | Naoki Hosotani (NIPPON KOEI)
Sewerage)
Basic Infrastructure 2 (Information and | Mimi Sheikh Ph.D. (IDCJ)
Telecommunication)
Basic Infrastructure 3 (Road, Bridge, Railway, | Ken Kumazawa (ALMEC)
Port and Airport)
Social Sector (Education, Health and Social | Atsushi Tsukui (IDCJ)
Security)
Agriculture Shingo Matsuoka Ph.D. (NIPPON KOEI)
Rural and Urban Development Tomoko Abe / Motoko Kaneko (ALMEC)
Environmental Management, Climate Change, | Yoichi Iwai (NIPPON KOEI)
Solid Waste Management, Forestry, Natural
Environment, and Disaster Prevention)
Development Partners, NGOs/NPOs, Private | Ayako Nomoto (IDCJ)
Sector
JICA Volunteers (JOCV/SV), Grassroots | Michiru Yabuta (IDCJ)
Technical Cooperation, PR Activities

Publicity Material Production Ryuichi Izumi (International Development
Journal)

Publicity DVD (Video) by Temjin

Publicity Brochure by Alex

1.8 About the Draft Final Report

The Draft Final Report consists of 17 Chapters including “Chapter 1: Outline of the Study,”
“Chapter 2: Comprehensive Analysis,” and Chapters 3 — 13 of the analysis by development sector,
Japan’s ODA type and the development partner type. Chapters 14 — 17 summarize the overview

and achievements from the cross-cutting viewpoints of analysis. Based on the comments, the draft



will be updated and the Final Report will be prepared in December 2013.
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CHAPTER 2: COMPREHENSIVE ANALYSIS

2.1 Socio-economic Growth in Vietnam

Situated on the Indochina Peninsula in Southeast Asia, the Socialist

Republic of Vietnam is bordered by China to the north, Laos to the
northwest; Cambodia to the southwest; and the South China Sea to

east. The area of the nation is around 330 thousand square

kilometers, with a land mass of about 2,300 km long from north to
south and about 600 km wide from east to west. There are fertile
plains in the Red River Delta with Hanoi City as the center in the
north, Mekong Delta with Ho Chi Minh City as the center in the
south, and along the coastal area from the Red River Delta to Da
Nang City. The northeastern central inland areas of the country

have mountainous and/or highland topography.

The estimated total population in 1960 was 35 million and

Vietnam’s population was around 88 million population in 2011, and it is the world’s 13th most
populated country globally and the third most populated country among the Association of
South-east Asian Nations (ASEAN) countries. It is predicted that Vietnam’s population will reach
more than 100 million people in the mid- 2020’s.

In 1986, GOV made a decision to launch “Doi Moi (Renovation)” to rebuild and reform its
centrally planned economy to a socialist-oriented market economy. Under Doi Moi, GOV has
encouraged private ownership, economic deregulation and foreign investment, and the economy

subsequently achieved strong growth in the 1990s and rapid growth in the 2000s.

Figure 2-1 shows the trends in the nominal gross domestic product (GDP) and the real GDP
annual growth rate from 1989 to 2011.

As shown in Figure 2-1, Vietnam had a GDP annual growth rate of more than 8% from 1992 to
1997. Due to the influence of the Asian Financial Crisis in 1997, the rate decreased around 4%;
however, it increased in the following years and showed a growth rate of more than 8% from 2005
to 2007. In 2008, the so-called “Lehman Shock” negatively influenced the Vietnamese economy;
however, its GDP annual growth rate did not drop to less than 5%. The amount of nominal GDP
was US$ 6,472 million in 1990 and increased to US$ 31,173 million in 2000, which was five
times larger than that of ten years ago. The nominal GDP in 2011 was US$ 123,600 million,
which was 19 times larger than that of 1990.
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Figure 2-1: GDP and GDP Annual Growth Rate of Vietnam from 1985 - 2011

Figure 2-2 shows the per capita GDP trend from 1989 to 2011.
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Figure 2-2: GDP Per Capita in Vietnam from 1989 — 2011

GDP per capita in Vietnam in 1990 was around US$ 100, which continued to increase in the
1990s to US$ 400 in 2000. After 2003, it grew more rapidly; and in 2008, Vietnam joined the

group of the lower middle income countries.



2.2 Historical Review of the Socio-Economic Growth and Development in Vietnam

and the Vietnam-Japan Relationship

2.2.1 From Unification of North and South Vietnam to the Launching of Doi Moi (early
1990s)

After the Paris Peace Accords in January 1973, which aimed to establish peace in Vietnam and an
end to the Vietnam War, Vietnam established diplomatic relations with Japan in September 1973.
GOJ set up the Embassy of Japan in Vietnam in October 1975 to start policy dialogue. In 1976,

North and South Vietnam merged to form the Socialist Republic of Vietnam.

In August 1977, the then Prime Minister Fukuda Takeo delivered “the Three Principles” of
Japan’s ASEAN Diplomacy, the so-called “Fukuda Doctrine.” In this doctrine, it was clearly
stated that Japan supported the growth of ASEAN member states, particularly in infrastructure
and human resources development—two key pillars that form the foundation of ongoing
development in the ASEAN region. At the same time, Vietnam was expected to play a key role in

the development of the Indochina countries.

However, Vietnam faced various internal and external problems in the latter half of 1970s, which
worsened its international relations and then resulted in the suspension of ODAs from the Western

countries.

During this period, Vietnam promoted its development under the 2" 5-year Socio-Economic
Development Plan (SEDP) (1976 to 1980), which set up the long-term goal of becoming a
modernized, industrial socialist state in the next 20 years based on the Soviet Union as a model.
GOV promoted nationalization of private companies and collectivization of agriculture
production during this period. The 3™ SEDP (1981 — 1985) and the 4™ SEDP (1986 — 1990) aimed

at modernizing the production system and stabilizing socio-economic conditions.

Although the ODA from foreign countries had been suspended since 1979, GOV’s efforts to
reform their economy through Doi Moi produced outputs and outcome gradually. During the
decade of the 1980s, Vietnam received food aid from the Soviet Union and China; however, they

started to export rice at the beginning of the 1990s.
2.2.2 From Postwar Reconstruction to a Growing Economy (early 1990s to early 2000s)

In October 1991, the Paris Peace Agreement (the Agreements on a Comprehensive Political
Settlement of the Cambodia Conflict) were signed by Cambodia and 18 other nations. The

international situations had changed for the better for Vietnam.

Japan had resumed its ODA in 1992; and many other international development partners followed



in 1993. In November 1992, Japan and Vietnam signed the exchange of notes (E/N) for the
collaboration in rehabilitation of basic economic infrastructure. At the same time, JICA started to
provide environmental assistance and humanitarian assistance for Vietnam. As the environmental
assistance, JICA dispatched long-term expert in the forestry sector and provided grant aid to
improve the reforestation equipment in the Central Highlands Region, while also provided grant
aid in the health sector as humanitarian assistance. Japan’s ODA made a first step of resuming

ODA for Vietnam through these assistance, which encouraged the other development partners.

In 1993, the Vietnam Donor Conference in Paris was held with the participation of representatives
from donor countries, international financial institutions, and the United Nations (UN) agencies,
where strong commitments on policy support and a roadmap for the reform process in Vietnam

were shared by the international development partners’ community.

Under Doi Moi, GOV encouraged private ownership, economic deregulation and foreign
investment; and the Vietnamese economy subsequently achieved strong growth in the 1990s. The
6™ SEDP (1996-2000) set the goal for the GDP annual growth rate at 9.0% - 10.0%, which was
eventually achieved. The GDP per capita was doubled during this period.

2.2.3 Challenges in Economic Growth and Globalization (early 2000s to late 2000s)

In parallel with the 7" SEDP (2001 — 2005), the first 10-year Socio-Economic Development
Strategy (SEDS) was prepared, which showed GOV’s long-term vision to become an
industrialized country by 2020, through (1) enhancing the socialist-oriented market economy
system, (2) human resources development, and (3) improving the economic infrastructure in

transportation and urban development.

As Vietnam’s version of the PRSP (Poverty Reduction Strategy Paper), the Comprehensive
Poverty Reduction and Growth Strategy (CPRGS) was prepared, which was the first PRSP
produced by an Asian country. Since GOV believed that without substantial state economic
growth, there would be no sustainable poverty reduction, and the word, “Growth,” was included
in the title of the strategy. In CPRGS, priority was given to infrastructure improvement for
economic growth. At the same time, “poverty” was more widely recognized as one the key
cross-cutting development issues, which required a comprehensive approach from the various

sectors.

In 2008, the GDP per capita of Vietnam was more than US$1,000; and the country was able to
join the group of lower middle income countries (GNI per capita: US$ 1,036 — US$ 4,085
calculated using the World Bank Atlas Method).

As shown in Figure 2-3, the poverty rate in Vietnham was 58.2%; the rate has drastically



decreased to 14.2% in 2010, which showed their achievement of the CPRGS goal. Besides the
improvement in poverty rate, Vietnam made a progress in the education and health related

indicators in the Millennium Development Goals (MDGs).

70.0
60.0
50.0
40.0
30.0

20.0

Poverty Rate (%)

10.0

0.0

(Source: “Vietnam Poverty Analysis” 2011, IFAD)
Figure 2-3: Poverty Rate in Vietnam from 1993 to 2010

During this period, GOV aggressively promoted opening the economy to foreign trade and
investment, and reforming the government. GOV officially joined ASEAN in 1995 and served as
chair of Asia-Pacific Economic Cooperation (APEC) in 2006 and chair of ASEAN in 2010.
Vietnam was elected as a non-permanent member of the UN Security Council in 2008 for two

years.

GOV made a number of regional and multilateral trade agreements, namely, the ASEAN Free
Trade Area (FTA) in 1995 (including ASEAN FTAs with Australia, China, India, Japan, the
Republic of Korea, and New Zealand) and a bilateral Trade Agreement with USA in 2000 and
with Japan in 2008. Vietnam became a member of the World Trade Organization (WTO) in 2007.
Vietnam has played a key role in the development of the Greater Mekong Sub-region (GMS) as

well as in the development of the CLMV countries (Cambodia, Laos, Myanmar, and Vietnam).

During this period, Japan became one of the top foreign direct investment (FDI) countries. At
the same time, Japan has been one of the major trading countries with Vietnam. As mentioned
before, Japan had contributed to the improvement of the business environment in Vietnam
through its ODA; therefore, Japan promoted so-called “trinity contribution,” which means
contribution to Vietnam’s economic growth through the synergy effects of the three key

development pillars: namely, FDI, trading and ODA to Vietnam’s economic growth.
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2.2.4 New Stage toward Sustainable Economic Growth (late 2000s to the present)

The current 10-year SEDS (2011-2020) provided aspiring goals to keep the GDP annual growth
rate 7% - 8%, to double the GDP by 2.2 times, and to achieve a GDP per capita US$ 3,000 —
USS$ 3,200 through further modernization and industrialization, and by participating in the global

economic system.

Figure 2-4 shows the trends of industrial GDP percentage from 2001 to 2010 and Figure 2-5
shows the trends of the industrial population percentage from 2007 to 2010.

As shown in Figure 2-4, the agriculture and forestry sector GDP was 19.9% of the total real
GDP in 2001, which was the biggest percentage, followed by the manufacturing sector and the
business sector. In 2002, the manufacturing sector had the biggest percentage of 20.4%. The

percentage of the manufacturing sector had been increasing and it was 25.2% in 2010.
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Figure 2-4: Trends of Industrial GDP Percentage in Real GDP in Vietnam

When looking at the percentage of the industrial population (Figure 2-5), there had been only
limited changes in the period from 2007 to 2010. The agriculture, forestry and fishery sector had
the biggest percentage of population of 49.5% in 2010, followed by the manufacturing sector of

13.5% and the construction sector of 6.3%.
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Figure 2-5: Trends of Industrial Population Percentage in Vietnam

Figure 2-6 shows the trends of the export and import amount in Vietnam. During the period
from 1995 to 2011, the balance had remained in red. Especially, there were big gaps during the
period from 2007 to 2010, with the deficit of more than US$ 10 billion. After GOV promulgated

its new policy to address the inflation and make the economy stable, the situation had been

improved. In 2012, the trading balance became in the black in Vietnam.
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Figure 2-6: Trends of Export and Import Amount in Vietnam

As mentioned above, Vietnam had made a rapid economic growth and accomplished the goals
of the national development plans since the introduction of Doi Moi in 1986; and especially

since resuming ODA from the foreign countries in 1992; however, at the same time, there were
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some negative influences observed: such as deterioration of the natural environment, increased

income disparities, increased disparities among regions etc. These negative influences have been

more obvious along with the country socio-economic improvement.

The trends of the country poverty rate are shown in Figure 2-3 and the trends of the poverty rate

of the urban and rural areas are shown in Figure 2-7. Although the poverty rates of the urban

and rural areas had been improved, there were still some gaps between the urban and the rural.
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Figure 2-7: Poverty Rate in Urban and Rural Areas in Vietnam from 1993 to 2010

When looking at the poverty rates of the provinces (Figure 2-8), the north-western area had the
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Figure 2-8: Poverty
Rate of the Provinces

highest poverty rate of 45.7% in Vietnam, followed by the
north-eastern area with the poverty rate of 24.3% (VASS, 2008).
Especially, the poverty rate of Lai Chau Province was more than
80% and Dien Bien, Son La, Lao Cai, and Ha Giang Provinces
had the poverty rate of more than 50%. The central highlands area
showed the 3™ highest poverty rate of 24.1%. There are poverty
rate gaps among the ethnic groups observed, although there have

been improvements in all of the ethnic groups.

Besides these disparity between the urban and the rural areas and
among the ethnic groups, there have been some other issues
which need to be addressed for further promoting
socio-economic growth in Vietnam; including the problems
related to its macro-economic policies: such as its difficulty in

containing inflation; relatively week reliance on its currency etc.
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2.2.5 Trends in Social Sector Development

Vietnam has achieved various improvements in the social sector, as well, as shown in Table 2-1.

In the education sector, the gross enrollment rate (GER) of the primary education was more than
100% in 1990. In 2011, GER became 106.3% and the net enrollment rate (NER) was 99.3%.
The completion rate of the primary education was more than 100% in 2011. The infant (under

S-year old) mortality rate was 49.9 per 1,000 live birth in 1990 and improved to 21.7 per 1,000

live birth in 2011. The neo-natal mortality rate also improved from 22.4 per 1,000 live birth in

1990 to 11.9 per 1,000 live birth in 2011.

Table 2-1: Trends of Social Sector Indicators in Vietnam

Indicators 1990 1992 1995 2000 2005 2010 2011
;ﬁ:ﬁ‘;ﬂgﬂg&ri‘s)"f 1049 | 1048| 1105| 1083 | 98.7| 1062| 1063
o

gﬁj;&gﬁ;;ate of primary na na na| 1079 980| na | 1063
(1]

if;cjtlfg}l“(‘jjl)“ rate of primary na| na| na| 968| 91.6| 980| 993
0

gggﬁ’gﬂ;"g};‘te of primary na na na|  984| 931 na | 1043
(1]

Gross enrollment rate of

secondary education (%) 359 n.a. n.a. 64.0 77.1 77.2 n.a.

ggjztf:;"(ﬂl/n;em rate of higher 2.8 1.6 2.9 07| 157| 223 244
0

Percentage of population

covered by safe water supply 57.0 61.0 67.0 77.0 86.0 95.0 n.a

services (%)

Immunization rate of measles

(percentage of children ages 88.0 90.0 95.0 97.0 95.0 98.0 96.0

12-23 months) (%)

Hospital beds per 1,000 people 3.8 n.a. n.a. n.a. 2.6 2.2 n.a.

Malnutrition prevalence, 202

weight for age (% of children n.a. n.a. n.a. 30.1 22.7 : n.a.

under-5) (2008)

Maternal mortality ratio 69

(national estimate, per 100,000 n.a n.a n.a n.a n.a (2009) n.a

live births)

?g&alﬁtvyergff{h‘;nder's per 499 | 464| 410| 339| 277 26| 217

?g&alllitvyer&tf{h‘;eonaml per 24| 213| 195 169| 145 123| 119

Life expectancy at birth (years) 65.5 67.3 69.4 71.9 73.7 74.8 75.1

Fertility rate, total (birth per 36 33 27 0 19 18 18

woman)

(Source: World Bank, 2013)
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2.2.6

Progress and Achievement of Millennium Development Goals

GOV has made great effort to achieve the MDGs (Millennium Development Goals) under
CPRGS, the 7" SEDP and its first 10-year SEDS (2001 — 2010) as summarized in Table 2-2.

Table 2-2: MDGs Progress in Vietnam

MDGs Progress and Achievement
MDG 1: Eradicate Extreme | From a poverty rate of 58.1% in 1993, Vietnam successfully reduced
Poverty and Hunger poverty to an estimated rate of 14.5% in 2008. Progress in reducing

malnutrition has also been significant, falling from 41% to 11.7% in
2011.

MDG 2: Achieve Universal
Primary Education

In 2009, the net enrollment rate in primary school was 95.5%, the
primary school completion rate was 88.2% and the literacy rate of
people aged 15-24 years was 97.1%. The difference between boys and
girls in the primary school net enrollment rate was as little as one
percent.

MDG 3: Promote Gender
Equality and Empower
Women

It has been very successful in increasing girls’ participation in
education at primary and secondary levels. The labor force
participation rate is 73% for women, compared to 82% for men.

MDG 4: Reduce Child
Mortality

The infant mortality rate was reduced from 44.4% 1,000 live births in
1990 to 14 in 2011. The under-five mortality rate has also been
reduced considerably, from 58 per 1,000 live births in 1990 to 16 in
2011. The ratio of children under-five who are underweight fell from
25.2% in 2005 to 18.9% in 2009.

MDG 5: Improve Maternal
Health

Maternal mortality has declined considerably over the last two
decades, from 233 per 100,000 live births in 1990 to 69 per 100,000
live births in 2009, with approximately two-thirds of this decrease
related to safer pregnancy.

MDG 6: Combat HIV/AIDS,
Malaria and Other Diseases

Vietnam has made significant improvement in the legal and policy
framework related to HIV in 2012; however, Vietnam is still likely
miss the MDG target of reversing the epidemic.

Impressive progress on prevention and control of malaria shows that
Vietnam has already achieved the MDG target on malaria control.
Vietnam is also acknowledged to have done a good job in controlling
other epidemics such as SARs, HSN1 and HINI.

MDG 7: Ensure
Environmental Sustainability

Forest coverage has increased from 28.8% in 1990 to 39.5% of total
land in 2010. 92% of households had access to safe drinking water in
2011. However, Vietnam is unlikely to achieve MDG 7 by 2015.
Climate change is widening the gap in reaching key targets of the goal.

MDG 8: Develop a Global
Partnership for Development

Vietnam has made major strides in developing global partnerships for
development since 2000, including accessing the WTO, expanded
cooperation with ASEAN, a term as non-permanent member of the
UN Security Council (2008-2009), and involvement in a number of
new free trade agreements.

(Source: UN Vietnam Office Website, 2013)
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Among the MDGs, Vietnam made huge progress in reducing the poverty rate of MDG 1; and in
the areas of education, gender and health, the country improved tremendously. Especially in the
health sector, it was noted that Vietnam had improved its system to prevent communicable
diseases including measles, SARS and birds flu, where Japan’s technical and financial assistance
contributed to both of the technical and physical improvement of the state’s health and research
system. Although various projects/programs have been improved, there needs to be more
improvement to achieve MDG 7, which is related to environmental sustainability and climate

change.
2.3 Overview of ODA to Vietnam

2.3.1 Historical Review of Development Partners’ Assistance to Vietnam

Figure 2-9 shows the trends in the total amount of ODA disbursements provided by multilateral
financial institutes and by the OECD-DAC (Organization for Economic Co-operation and

Development’s Development Assistance Committee) countries to Vietnam from 1975 to 2011.
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(Source: OECD-DAC Website, 2013)
Figure 2-9: Total ODA Disbursement to Vietnam from International Financial Agencies

and DAC Countries in the period from 1975 to 2011 (Disbursement, Unit US$ millions)

Before the 1980s, Vietnam was provided financial assistance mainly by Soviet Union, China and
the Eastern European countries; however, assistance from these countries ended in the late 1980s.
Additionally, as mentioned above, international agencies and DAC countries suspended its ODA
to Vietnam from 1979 to 1993 due to the conflicts in the Indochina Peninsula. From 1993, the
amount of ODA disbursement increased to reach US$ 3,596 million in 2011 (Figure 2-9).

Figure 2-10 shows the trends in the amount of ODA disbursement of the major donors to Vietnam:
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namely, Japan, World Bank (IDA), ADB, France, Korea, Australia, and Germany, which had the
larger amount of ODA disbursement in 2011 (OECD-DAC statistics).
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Figure 2-10: Trends of development partners’ ODA to Vietnam in the period from 1992 to
2011 (Disbursement, Unit: US$ millions)

Since 1995, Japan has been the top bilateral donor country; and since 2007, World Bank (IDA)
and Japan have provided the same amount of assistance to Vietnam every year. ADB’s amount of
assistance has remained at 10% of the total ODA amount every year since 1997. Therefore, the
total amount of ODA of these three donor agencies, namely, Japan, World Bank and ADB have
accounted for more than 60% of the total amount of ODA to Vietnam. In 2011, Japan provided
Vietnam with the ODA in the amount of US$ 41,013 million (28.2% of the total), World Bank
with US$ 988 million (27.5%), and ADB with US$ 287 million (8.0%).

The percentage of the cumulative ODA amount by development partners from 1992 to 2011 is

shown in Figure 2-11.

The total cumulative amount of ODA to Vietnam provided by all the development partners from
1992 to 2011 was US$ 34,195 million, while Japan’s total cumulative ODA from 1992 to 2011
was US$ 10,258 million, which was 30.0% of the total amount of ODA from all of its

development partners.
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Figure 2-11: Percentage of the Accumulated ODA Amount from 1992 to 2011 by

Development Partners (Disbursement)
Figure 2-12 shows the sector distribution of the bilateral development partners’ ODA to Vietnam.

70.2% of Japan’s ODA amount to Vietnam was in economic infrastructure, followed by the 13.0%
in the multi-sector and 9.4% in other social sectors (including water supply). Of the ODA
amounts provided by the USA or Germany, more than 50% was for assistance in education, health

and population.

World Bank prioritized infrastructure improvement, as did Japan, after resuming its assistance to
Vietnam. It has especially contributed to the development of the energy and electric sector. 48%
of the total amount of the financial assistance (loan) committed by the World Bank to GOV from
2008 to 2009 were used to develop the economic infrastructure including transportation,

electricity, telecommunication, urban development and sewerage etc. (WB, 2011).

ADB also committed its assistance to Vietnam with a focus on improving the infrastructure since
2005, because CPRGS stressed the importance of large-scale infrastructure development to
reduce poverty. By 2012, 63% of the total cumulative loan amount disbursed to Vietham by ADB
was for economic infrastructure improvements. In 2007/08, ADB loans disbursed to improve the
economic infrastructure was 83% of the total amount of ADB assistance to Vietnam (ADB,
2012).

Japan, World Bank and ADB have collaborated and contributed to the improvement of the

economic infrastructure since their ODA to Vietnam resumed in 1992 or 1993.
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Figure 2-12: Bilateral Development Partners’ ODA Amount by Sector as of 2011
(Disbursement, Unit: US$ millions)

2.3.2 Donor Coordination

At the beginning of the 1990s, when the ODA from international financial institutes and bilateral
donor countries resumed, GOV had limited experience in working with those donor agencies, due
to their support by the Soviet Union and Eastern European countries for the past couple of
decades. Both parties, the GOV and donor agencies, had faced the problem of a time-consuming
decision-making process by the GOV and a long time period was required to make loan

agreements to disburse funds and to launch projects/programs.

The donor agencies individually coordinated with the GOV initially to request improvement in
the project procurement system; however, in the late 1990, the three financial institutes, namely,
the World Bank, ADB and the Overseas Economic Cooperation Fund (OECF, presently JICA)
called “the Three Banks” organized a joint review and started collaborative coordination with the

GoV to improve the situation.

Later, the financial institutes from France (AFD), Germany (KfW) and Korea (KoreEximbank)
joined the group and they were called “the Six Banks.” The Six Banks conducted consultative
activities to promote infrastructure improvement projects, fund disbursement, coordination of the

ODA process, and setting up of JPPR (Joint Portfolio Performance Review).

There were coordinated arrangements among the various donors including UK (United Kingdom),
USA, Denmark, Australia, in addition to the Six Banks, since the Vietnam Donor Conference held
in Paris in October 1993. Based on the spirit of the Paris Declaration and the Hanoi Core
Statement, which is the localized policy of the Paris Statement, GOV and the donor agencies have

conducted various activities to improve aid effectiveness and project/program implementation in
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socio-economic development in Vietnam.

The Consultative Group (CG) played a key role in donor coordination and an annual meeting has
been held since 1993. The 20™ annual CG meeting was held in December 2012, which was the
last CG meeting in Vietnam. From 2013, a “Development Forum” meeting will be held, inviting a
wider variety of partners including the private sector, which reflects the current and future role

Vietnam is expected fill by the international community.

24 Japan’s ODA Policy and ODA Trend
2.4.1 Country Assistance Policy to Vietnam: Late 1990s — Early 2000s

Priority Areas of Japan’s ODA Policy

The priority areas of Japan’s Country Assistance Policy to Vietnam from the late 1990s to 2004 of

Japanese Fiscal Year (JFY') were as follows.

(1) Institutional strengthening and human resources development, especially to support
Vietnam’s efforts in transition to a market economy

(2) Infrastructure improvement of the electric power supply, transport etc. to expand direct
foreign investment

(3) Agriculture and rural development including agriculture infrastructure improvement,
agriculture technology improvement, rural livelihood improvement etc.

(4) Improvement of education and health services including access to basic education and
quality health services

(5) Environmental management for natural environmental protection, urban environmental

improvement, countermeasures to reduce environmental pollutions, etc.

Japan’s ODA Trend after Resuming ODA in JFY 1992 to JFY2004

When Japan resumed its ODA to Vietnam in 1992, there were no ODA-related offices such as
OECF or JICA in Vietnam. GOV did not have any experience collaborating with Western
countries and limited knowledge of the system or the procedures. Therefore, OECF dispatched an

officer to the Japanese Embassy in Vietnam to start its yen-loan projects and programs.

This OECF officer introduced procedures on how to formulate and implement projects/programs
through yen-loan assistance to GOV, which led to the actual implementation of the large-scale

infrastructure rehabilitation projects including Phu My Thermal Power Plant Project, Pha Lai

! Japanese fiscal year starts on April 1 and ends on March 31.
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Thermal Power Plant Project, Ham Thuan — Da Mi Hydropower Project, National Route 1
Bridges Rehabilitation Project, National Road 5 Rehabilitation Project, North-South Railway
Bridges Emergent Rehabilitation Project, and Hai Phong Port Rehabilitation Project.

All of these infrastructure rehabilitation projects contributed to the postwar reconstruction of
Vietnam. GOV had the strong will to turn the state into an industrialized country by rehabilitating
the basic infrastructure as soon as possible. During this development stage, following GOV’s
development strategy, Japan’s ODA focused on development in the northern region, especially the
Red River Delta area, since the Mekong Delta had been already developed to a certain level by

private investment.

In parallel with the reconstruction and rehabilitation projects, support for the transition to a
market economy, which had been carried out under Doi Moi, was given high priority by both
GOV and Japan. In JFY 1995, the first phase of the Study on Economic Development Policy in the
Transition Toward a Market-oriented Economy in Vietnam (the so-called “Ishikawa Project™)
began, which was followed by the second and the third phases of the study. This Study provided a
platform to study and discuss the transition to a market economy and Vietnamese socio-economic
development and growth by the Vietnamese and Japanese academic and government personnel.
This Study played an important, symbolic role to promote the socialist-oriented market economy

in Vietnam.

In addition to this Study, Japan has provided various technical assistance projects to develop and
strengthen the legal and institutional system to promote market economy since 1996, namely,
Japanese Cooperation to Support the Formulation of Key Government Policies on the Legal

System, and the Study on a Master Plan for Industrial Development in the Hanoi Area.

The development study, “the Study on a Master Plan for Industrial Development in the Hanoi
Area,” conducted through Japan’s technical assistance, created the overall scenario to develop the
high-tech park of “Thang Long Industrial Park” in Hanoi, by improving the surrounding
environment including water supply, sewerage, access roads etc., which, eventually attracted

Japanese private sector investments to Vietnam.

In addition to economic development, Japan provided financial and technical assistance for social
development to improve Vietnamese health and living conditions such as technical assistance for
Cho Ray Hospital; the Reproductive Health Project in Nphe An Province (Phase 1, 2 and
Follow-up), and the Improvement of Environmental Education in Agricultural Science in Can

Tho University.
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Japan’s ODA and Vietnamese Development Needs

During this period, GOV strongly needed to rehabilitate and develop the economic infrastructure
and to double its GDP by increasing direct foreign investment. GOV requested GOJ to assist them
in improving the transport infrastructure t in Hanoi and the neighboring areas in the north.
Reflecting GOV’s request and needs, GOJ provided financial and technical assistance and
collaborated with GOV to rehabilitate the basic infrastructure and the transition to a market

economy.
2.4.2 Country Assistance Plan to Vietnam: JFY2004 — JFY2009

Priority Areas of Japan’s ODA Plan

The priority areas of Japan’s Country Assistance Plan to Vietnam from JFY2004 to JFY2009

were as follows.

(1) Promotion of further economic growth through improvement of medium and small-scale
enterprises, development of the economic infrastructure (transport, energy and electricity,
telecommunication etc.), human resources development, innovation of state-owned
enterprises, etc.

(2) Social sector improvement, from the viewpoints of human security and poverty reduction,
through improvements in education and health, agriculture and rural development, urban
development and improvement in environmental management.

(3) Institutional strengthening and promotion of innovations within the government

administration system.

Japan’s ODA Trend from JFY2004 to JFY2009

During this period, most of the reconstruction and rehabilitation of the basic infrastructure had
been completed. GOV gave priority to regional development, urban development and

environmental improvement.

In the northern region, various regional and urban development projects were started including
the National Route 1 Bypass Project, National Route 3 Road Network Improvement Project,

Hanoi Ring Road No.3 Project, Red River Bridge, etc.

Besides these infrastructure improvements in the northern region, new types of projects/programs

were formulated and implemented by Japan’s ODA based on GOV request.

First is the development of the infrastructure in the southern and the central regions. In the

Mekong Delta, the urban development projects including the Saigon East-West Highway
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Construction Project; Can Tho Bridge Construction Project etc. were launched during this period.
Secondly, to promote the traffic management in urban areas, Japan commenced technical
assistance in institutional and human resources development such as the Project for Traffic Safety
Human Resource Development in Hanoi conducted from JFY2006 to JFY2009. Additionally, to
address regional disparity, more rural development projects were implemented including the

Project on the Villagers Support for Sustainable Forest Management in the Central Highland.

Support to improve the business environment and legal and institutional strengthening had been
continued by Japan’s ODA as explained above. During this period, to promote Japan’s private
sector investments, “Japan-Vietnam Joint Initiative” was launched by GOJ and GOV. This was
not an ODA project, but a policy dialogue and challenges by the governments, the private sectors,

and ODA-related agencies in Japan and Vietnam.

It is also needs to be noted that in the health sector, new projects were implemented such as
Construction of Facilities for Measles Vaccine Production, Strengthening the Capacity of Measles
Vaccine Production, and Capacity Development of the NIHE (National Institute of Hygiene and
Epidemiology) to Control Emerging and Re-emerging Infectious Diseases, which developed and

improved advanced healthcare services in Vietnam.

Japan’s ODA and Vietnamese Development Needs

GOV promoted its socio-economic growth by improving international competitiveness to get out
of the group of the Low Income Countries under the 7" and 8" SEDPs, the 1** SEDS and CPRGS.
When preparing CPRGS, GOJ especially supported GOV'’s strong belief that economic growth
was essential to achieve sustainable poverty reduction; and the GOJ provided large-scale financial
and technical assistance for infrastructure development, institutional improvement and human
resources development. Additionally, GOJ collaborated with GOV to address newly arising issues
such as the increase of traffic-related deaths, environmental pollution, poor sewerage system in

the urban area, etc.
243 Country Assistance Plan to Vietnam: JFY2009 — JFY2012

Priority Areas of Japan’s ODA Plan

The following four areas were the priority areas of Japan’s Country Assistance Plan to Vietnam
from JFY2009 to JFY2012.

(1) Promotion of further economic growth and strengthening international competitiveness;
(2) Social sector improvement and addressing the disparities existing among the regional,

income, gender, ethnic groups
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(3) Environmental protection

(4) Enhancement of the governance system and human resources

Japan’s ODA Trend from JFY2009 to JFY2012

In 2009, Vietnam joined the group of Middle Income Countries and completed its role as the chair

of ASEAN through its stable economic growth over the past 20 years.

From the late 2000s, there have been new projects and programs started in regional development,

environmental protection, climate change, etc.

Based on a strong relationship of mutual trust, GOV requested Japan for technical assistance in
the capacity development of their policy makers and government officers such as the Capacity
Development of National Assembly of Vietnam, the Strengthening Capacity of the Office of the
Government, the Project for Strengthening the Capacity of the Ho Chi Minh National Academy of

Politics and Public Administration in Training Public Leaders and Civil Servants.

In the health sector, the Project on Capacity Development of the Laboratory Network in Vietnam
on Biosafety and Examination of Highly Hazardous Infectious Pathogens, the Project for
Strengthening the Capacity for Measles-Rubella Combined Vaccine Production, and others
contributed greatly to improving the prevention and the diagnosis system in Vietnam and to

saving the lives of the Vietnamese people and improving their health.

Japan’s ODA and Vietnamese Development Needs

After having entered the group of Middle Income Countries and joined WTO, Vietnam was
expected to pursue its new responsibilities within the international community. To cope with these
needs, Vietnam planned to improve the public investment and financial system, to innovate
state-owned enterprises, and to strengthen the economic infrastructure to further industrialization.

GoJ’s ODA was provided to meet these changes and newly-arising needs of the GOV.
244 Country Assistance Plan to Vietnam: After JFY2012

Priority Areas of Japan’s ODA Plan

Focusing on further socio-economic growth in Vietnam, the following three areas were the

priority areas of Japan’s Country Assistance Plan to Vietnam after JFY2012.

(1) Promotion of further economic growth and strengthening of international competitiveness
by improving the market economy system, innovating and enhancing the financial system,
industrial development, human resources development, improving the trunk transport

system, stable electric power supply, energy saving system etc.;
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(2) Countermeasures to vulnerabilities including environmental issues caused by rapid
urbanization and industrialization, natural disasters and climate changes, communicable
diseases, social securities, regional disparities, etc.

(3) Strengthening the governance system and human resources to enhance the capacity of law
enforcement, to secure equity, equality, neutrality and transparency in government

administration and to develop government legal and administrative capacity

Japan’s ODA Trend after JFY2012

Japan’s ODA during this period has just started; it will continue to support GOV’s efforts to
achieve stable socio-economic growth as well as to address newly arising issues due to rapid
economic growth. One of the new areas where Japan has started to collaborate with GOV is the

area of social security. The collaboration in the social security area is outlined as below.

Column 2-1: Japan’s ODA in the Social
Security Area

Japan has started the technical assistance in the
social security area since JFY2006. The major
technical assistance projects were “the Project
to Assist Physical Handicapped People through
Local Rehabilitation and their Empowerment”

and “the Project for the Establishment of

Anti-Trafficking in Persons Hotline in Vietnam,”

Rehabilitation Unit, Cho Lai Hospital

which are outlined as below.

Project for Strengthening Medical Rehabilitation Service in the Southern Area of Vietnam
(JFY2006 —JFY2008)

In JFY2006, JICA started its grass-roots technical cooperation “the Project to Assist Physically
Handicapped People through Local Rehabilitation and their Empowerment (JFY2006 —
JFY2008)” for technology transfer mainly in the rehabilitation of traumatic brain injury (TBI)
and cerebrovascular accident (CVA). This project contributed to the technical improvement of
the physical therapists and the rehabilitation system in Cho Lai Hospital in Ho Chi Minh City.
The staff members of the rehabilitation unit of Cho Lai Hospital learnt that the early
mobilization is important for patients. In the future, the rehabilitation capacity of the local

hospitals needs to be improved based on what was achieved at Cho Lai Hospital.
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Project for the Establishment of Anti-Trafficking in Persons Hotline in Vietnam (JFY2011 —
JFY2014)

JICA dispatched a long-term expert for Advisor
on Anti-trafficking in Persons to Vietnam
Women’s Union from JFY2009 to JFY2011 and
started the technical assistance project of the
Project for the Establishment of Anti-Trafficking
in Persons Hotline in Vietnam in 2012. In order

to establish the proper operation system of the

Hotline, based on the child help-line to protect
children, the project has been collecting Operating Child Help-Line
necessary information related to trafficking in

persons, conducting consultation, and sharing information and collaborating with the

stakeholders.

2.5 Japan’s ODA Performance
2.5.1 Overview

Japan resumed its ODA in 1992. Since 1986, GOV launched Doi Moi, which marked the
beginning of its transition from a centrally planned economy to a socialist-oriented market
economy. Japan has provided financial and technical cooperation in the rehabilitation of the
socio-economic infrastructure, legal and institutional strengthening in a market economy,
improved foreign investment environment, human resources development according to the

development needs in Vietnam based on its experiences and human resources.

Figure 2-13 shows the trend in Japan’s total ODA to Vietnam from JFY 1992 to JFY2011, based
on disbursement amounts for technical assistance and the commitment amounts for financial

assistance (Yen Loan and Grant Aid).
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(Source: JICA Project Performance Report JFY1993 — JFY2012 and MOFA ODA Databook
JFY 1991 - JFY2012)

Figure 2-13: Japan’s total ODA Amount to Vietnam from JFY1992 to JFY2011
(Unit: Million Yen)

Japan’s total cumulative ODA to Vietnam from JFY 1992 to JFY2011 amounted to 2,078.3 billion
yen (around US$ 20.3 billion) based on the disbursement amounts for technical assistance and the

commitment amounts for financial assistance (Yen Loan and Grant Aid).
2.5.2 Trends of Development Sector

Japan’s total cumulative ODA to Vietnam by development sector and percentages in Japan’s total

ODA amount are shown in Figure 2-14.

Among the development sectors, the transportation sector shows the largest cumulative amount of
858.0 billion yen, which accounted for 41.3% of the total ODA amount from JFY1992 to
JFY2011. Assistance in the amount of 493.9 billion yen (23.8% of the total ODA amount) was
provided to the energy and electric sector and 368.9 billion yen (17.8% of the total) to social
infrastructure, including water supply, sewerage, telecommunication, environment, etc.). The
total amount for these three infrastructure development sectors was 1,720.8 billion yen, which

was 82.8 % of Japan’s total cumulative ODA from JFY 1992 to JFY2011.
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Figure 2-14: Japan’s Total ODA Accumulated Amount by Development Sector to
Vietnam from JFY1992 to JFY2011

Figure 2-15 shows the percentages of the development sectors of Japan’s ODA in the periods of
JFY1992 — JFY1995, JEY1996 — JFY2000, JFY2001 — JFY2005, JFY2006 — JFY2010, and
JFY2001.

In all of the periods shown in Figure 2-15, the area of transportation had the biggest percentage.
In JFY2011, the percentage of the ODA amount of the transportation area was 55.7%. The area
of energy had the second largest percentage of 36.1% in the period of JFY1992 — JFY1995;
however its percentage gradually decreased and became 14.1% in JEY2011. The percentages of
the social infrastructure also showed the trends of decreasing. The area of industries and
agriculture, where there are many technical assistance projects included, had the small
percentage of 2.2% in the period of JFY1992 — JFY1995; however, it increased to 8.7% in
JFY2011.
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Figure 2-15: Trends of Percentage of Development Sectors of Japan’s ODA to

Vietnam
253 Trends of Types of Japan’s ODA
(1) Technical Assistance

Figure 2-16 shows the trends in the amount (disbursement) of Japan’s technical assistance from
JFY1992 to JFY2011.

The amount of 9.1 billion yen in the JFY2000 was almost 18 times the amount of 0.5 billion yen
in 1992, which indicates that soon after Japan’s ODA was resumed, technical assistance had been
strongly needed to cope with the Vietnamese needs for institutional strengthening and human
resources development. During the period from JFY2001 to JFY2006, the amount of the technical

assistance ranged between 60 to 90 billion yen.

In JFY2010 and JFY2011, the amount of technical assistance rapidly increased; this was because
various technical assistance projects were started in capacity development in governance,
financial institutions, transport management, and environmental management to address newly
arising issues in socio-economic development in Vietnam for the past two years. Additionally, in
the health sector, technical assistance was provided to develop a biosafety and examination

system for highly hazardous infectious pathogens.
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Figure 2-16: Trends of Japan’s Technical Assistance Amount to Vietnam Period from

JFY1992 to JFY2011 (Disbursement Unit: 100 Million Yen)

Among the development sectors, the governance sector shows the largest cumulative amount
(disbursement) at 23,138 million yen, which accounted for 17.4% of the total ODA cumulative
amount from JFY 1992 to JFY2011 (Figure 2-17). The amount of 22,459 million yen (16.9% of
the total ODA amount) was provided for the industries sector and 15,693 million yen (11.8% of
the total) for transport.
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Figure 2-17: Japan’s ODA Accumulated Technical Cooperation Amount (Disbursement) by
Development Sector to Vietnam from JFY1992 to JFY2011

Figure 2-18 shows the trends in the amount of disbursement by Japan’s technical cooperation

according to development sector from JFY 1992 to JFY2011.
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Figure 2-18: Trends of Japan’s Technical Cooperation Amount by Development Sector to
Vietnam from JFY1992 to JFY2011 (Disbursement Unit: Thousand yen)

In early 1990s, transport and industries sectors had the larger percentage even in the technical
assistance than the governance and social sectors. After JFY1995, the percentage in the
governance sector increased rapidly. The sectors of governance and industries had the larger
percentages, which shows Japan’s ODA support of the GOV’s efforts to industrialize through
infrastructure improvements as well as by institutional strengthening and human resources

development.
(2) Financial Assistance: Grant Aid

Figure 2-19 shows the trends in the amount (commitment) of Japan’s financial assistance: grant

aid from JFY 1992 to JFY2011.

The amount increased rapidly Japan’s ODA was resumed in JFY 1992 to JFY 1995 to cope with
the social infrastructure rehabilitation needs of the GOV including construction of schools, water
supply facilities, hospitals, rural bridges, etc. Following a decreased trend between JFY2001 and
JFY2007, the amount increased again after JFY2008 due to grant aid projects for newly arising

scholarship, custom facilities/equipment, funds for climate change, etc.
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Figure 2-19: Trends of Japan’s Financial Assistance: Grant Aid Amount to Vietnam from
JFY1992 to JFY2011 (Commitment, Unit: 100 Million Yen)

Among the development sectors, the health sector shows the largest cumulative amount
(commitment) of 21,260 million yen, which accounted for 19.7% of the total ODA cumulative
amount from JFY1992 to JFY2011 (Figure 2-20).
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Figure 2-20: Japan’s ODA Accumulated Financial Assistance: Grant Aid Amount
(Commitment) by Development Sector to Vietnam from JFY1992 to JFY2011

The amount of 17,797 million yen (16.5% of the total ODA amount) was provided for social
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infrastructure improvement, 17,174 million yen (15.9% of the total) for education and 14,152
million yen (13.1% of the total) for transport. Funds for non-project type grant aid assistance,
grassroots grant aid projects are included in the area of “others”, which amounted to 23,013

million yen (21.4% of the total).

Figure 2-21 shows the trends in the amount (commitment) of Japan’s financial assistance by grant

aid according to development sector from JFY 1992 to JFY2011.

In the 1990s, more grant aid projects were implemented with the larger inputs in education and
industries. During this period, a series of school construction grant aid projects were implemented.
The health sector showed larger percentages in the late 1990s because of the project to improve
the Back Mai Hospital. In the middle of the 2000s, the health sector had the larger percentage
again because of the projects to improve the Hue Central Hospital, Da Nang Hospital, Hoa Binh
General Hospital and National Institute of Pediatrics.
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Figure 2-21: Trends of Japan’s Financial Assistance: Grant Aid Amount by Development

Sector to Vietnam from JFY1992 to JFY2011 (Commitment, Unit: thousand yen)

(3) Financial Assistance: Yen Loan

Figure 2-22 shows the trend in the amount (commitment) of Japan’s yen loans from JFY 1992 to
JFY2011. The amount in JFY2009 and in JFY2011 were relatively larger, while the amount
provided in other years were between 50 and 100 billion, which were invested in large-scale

infrastructure improvement projects.
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Figure 2-22: Trends of Japan’s Financial Assistance: Yen Loan Amount to Vietnam from
JFY1992 to JFY2011 (Commitment Unit: 100 Million Yen)

Among the development sectors, the transport sector showed the largest cumulative amount
(commitment) of 828 billion yen, which accounted for 45.1% of the total ODA cumulative
amount from 1992 to 2011 (Figure 2-23), followed by the energy sector with 489 billion yen
(26.6% of the total) and the social infrastructure sector with 342 billion yen (18.6% of the total).
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Figure 2-23: Japan’s ODA Accumulated Financial Assistance: Yen Loan Amount
(Commitment) by Development Sector to Vietnam from JFY1992 to JFY2011

34



254 By Region

As mentioned above, Japan’s ODA was resumed, reconstructing the economic infrastructure in
the northern region was given priority because the economic infrastructure was relatively more

developed in the southern region.

After the first stage of reconstruction in the northern area was completed, GOV and GOJ
promoted nationwide development to improve the network between the north and the south and to
address the disparity between the regions. In the middle of 1990s’, GOV requested Japan for the
collaboration in the infrastructure improvement projects in the major cities in the southern and the
central area and/or for networking these major cities: such as Saigon East-West Highway
Construction Project, Da Nang Port Improvement Project, Hai Van Pass Tunnel Construction
Projects. In addition to the large-scale projects, the local infrastructure, including local highways,
bridges, rural agricultural infrastructure, had been improved through yen-loan and grant aid
project: such as Rural Bridge Construction in the Central Region, Small-Scale Pro-poor
Infrastructure Development Project etc. In the health sector, the three top-referral hospitals, Bach
Mai Hospital in Hanoi, Central Hospital in Hue, Cho Ray Hospital in Ho Chi Min, had been
improved as the core hospitals to improve the national medical service in Vietham by providing

technical assistance and training for the local peripheral hospitals.

Figure 2-24 shows the distribution of Japan’s ODA cumulative yen loan (commitment) to
Vietnam from JFY 1992 to JFY2011 according to region. The projects, which covered the target
areas in the multiple regions, were classified as “nationwide” and projects, which connected the

northern and the southern regions, were classified as “connecting north-south”.
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Figure 2-24: Japan’s ODA Accumulated Financial Assistance: Yen Loan Amount
(Commitment) by Region to Vietnam from JFY1992 to JFY2011
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The Red River Delta Region had the largest percentage at 33.3% followed by the Southeast
Region with a percentage of 22.7%. The projects classified as “nationwide” and “connecting

north-south” had a percentage of more than 10%.

2.6 Output and Outcomes of Japan’s ODA to Socio-Economic Development in

Vietnam

Major outputs and outcomes which have contributed to the socio-economic development in

Vietnam by Japan’s ODA are summarized as below based on a sector analysis in this study.
2.6.1 Governance

— The major outputs of Japan’s ODA in the governance sector include the enactment of
“revised Civil Code (2005)”, “Intellectual Property Law (2005)”, “Civil Procedure Code
(2004)”, “Law on Enterprise Bankruptcy (2004)”, “State Compensation Law (2009)”, and
“Civil Judgment Execution Code (2008)*.

— The enactment and revision of “Law on Registration of Immovable Property”,
“Administrative Litigation Law”, “Criminal Procedure Code”, “Law on Organization of
People’s Procuracy Office”, and “Decree on Registration of Secured Transaction” is being
done.

— Human resources developed to implement the enacted laws in Ministry of Justice, Supreme
People’s Court, Supreme People’s Procuracy, Judicial Academy, and Vietnam National
University, Hanoi etc.

— Government institutions and officials’ capacity being developed through the technical
assistance at Ho Chi Minh National Political Academy (HCMA), Vietnam Competition
Agency, Ministry of Finance etc.

— Human networking strengthened between the Japanese and the Vietnamese judicial world.

— Institutional and personnel capacity developed and facilities and equipment improved at the

Vietnam Television (VTV).
2.6.2 Economic and Business Institutions

— “Study on the Economic Development Policy for the Transition toward a Market-Oriented
Economy (Ishikawa Project)” greatly contributed to the process in which GOV formed their
basic stance in the latter half of the 1990s.

— The investment environment with effective mechanism improved through the synergy effects
of Japan’s ODA and “Vietnam-Japan Joint Initiative” as an effective platform.

— Through a series of the cooperation projects in the area of industrial statistics, the General

Statistics Office (GSO) successfully completed i) introduction of survey on major industrial
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products (MSMIP); ii) introduction of index of industrial production (IIP), iii) revision of the
base year of MSMIP from 2005 to 2010; iv) revision of the base year of IIP from 2005 to
2010.

Industrial policies to promote small and medium scale enterprises prepared by the Agency of
enterprise Development (AED) in collaboration with Japanese advisor.

Institutional and personnel capacity for financial reform developed through technical
assistance at State Bank of Vietnam and Vietnam Development Bank.

Vietnam-Japan Human Resources Cooperation Centers, established at Hanoi and Ho Chi
Minh, trained around 33,000 people in the business course and around 18,000 in the
Japanese course by the end of March 2013.

ITSS education at Hanoi University of Technology improved and about 120 students every
year from 2006 educated. The top 20 students of their results of IT and the Japanese
language were entitled to studying in university in Japan.

Japan Vietnam Center established at Hanoi University of Industry, which was authorized as
the national certificate examination center from the General Department of Vocational
Training. Around 350 technicians are trained annually and the graduates are hired by the

Japanese or foreign companies.

2.6.3 Energy and Electricity

Six projects to construct electric power plants were implemented including Da Nhim
Hydroelectric Plant Project in the 1960’s and the capacity of 2,925MW power supply were
developed, which account for 10.9% of the national power supply capacity of 26,836MW at
the end of 2011.

4,500MW power plants have been constructed in Vietnam, when including those under
construction, which account for 14% of the national capacity of power supply.

Additionally, transmission and transforming systems improved.

National Power Development Plans and the Master Plan for Energy Conservation and
Effective Use were prepared.

Technical and safety standards for electric power industry, that define the minimum quality
level created.

Sustainable facility and equipment management and operation system strengthened.

Capacity of the power engineers developed.

2.6.4 Water Supply and Sewerage System

— The water supply amount to the central part of Hanoi City across the Red River in addition to

the supply to the areas surrounding Thang Long industrial park increased. In Thang Long
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industrial park, 4,706 m*/day of the water supplied was supplied in 2006, which increased to
29,662 m*/day in 2010.

— It took five days to drain at the time of the heavy floods in Hanoi in 2008. After the Hanoi
Drainage Project was completed, average inundation time was reduced to 0.5 to 1 hour and
depth was only 0.2 to 0.3m for rainfalls of similar intensity.

— Human resources in project management developed through the technical assistance
projects: namely “the Project on Human Resources Development for Water Sector in the
Middle Region on Vietnam”, and “the Project on Capacity Development for Urban Water
Supply in the Central Region”.

— The illegal dumping of solid waste into lakes and rivers has decreased after lake/river

dredging and embankment work.
2.6.5 Transportation

— The Master Plan of Transport Development in the Northern Part of Vietnam, the National
Transport Development Strategy in Vietnam (VITRANSS), the Comprehensive Urban
Development Programme in Hanoi Capital City (HAIDEP), the Sustainable Development of
Transport System in Vietnam (VITRANSS 2) etc. were prepared.

- Following the master plan, Japan has supported Vietnam to develop a total of 3,309km roads
and 287 bridges including the on-going projects, especially, a total of 650km national roads
have been improved, which correspond to about 70% of the total length of Vietnam’s
four-lane national highways.

- Traffic policies and database were created in the areas of road transportation.

— Transportation system in the Red River Delta Region improved. Road traffic on the national
roads in this region substantially increased after project. In the case of the national highway
No.5, road traffic increased 6.8 times from 1993 (before the project) to 2006 (after the
project). In the case of the national highway No.18, road traffic increased 4.1 times from
1995 (before the project) and 2008 (after the project).

— Hai Phong Port had the capacity to handle cargos of around 2.5 million tons in the beginning
of 1990, and after two phases port rehabilitation projects, the port has the capacity of 25
million tons in 2011, which is 10 times bigger than in 1990.

— Physical linkage between the North and the South strengthened through the National
Highway No.l Bridge Rehabilitation Project, North-South Unification Railway Urgent
Rehabilitation Project and Hai Vann Road Tunnel Construction Project etc.

— Capacity to design, implement, supervise and maintain the public works.
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2.6.6 Information and Telecommunication

Maritime radio communication and satellite telecommunication were available for use in all
ocean areas in Vietnam after the completion of coastal communication projects in both the
north and the south; it was found that communication between ships and the shore and
ship-to-ship had improved.

The number of maritime facilities assisted by the Coastal Radio Station (CRS) had
dramatically increased by more than 10 times from 362 in 2006 to 3,454 in 2007 when
COSPAS-SARSAT Local User Terminal/Mission Control Center at Hai Phong came into full
operation.

Passenger volume, cargo volume, and the number of ships at port had expanded. For example,
cargo volume increased three-fold from 1998 to 2007; and the number of ships increased
four-fold during the same period. The ex-post evaluation concluded that modernization of the
coastal communication system had supported favorable conditions for investment and

development of the maritime sector in Vietnam, besides the port rehabilitation projects.

2.6.7 Education and Training

Up to 2006, 275 primary schools were built in 25 out of 63 cities/provinces, equivalent to 4%
of the total number of schools in the 24 target cities/provinces.

The JICA teacher training model developed by “the Project for Strengthening Cluster-based
Teacher Training and School Management” has been introduced byl3 provinces have been
introduced through NGOs, and 36 provinces have received training in lesson studies by Ministry of
Education and Training.

Human resources developed at the higher education level for industrial development.

Total number of 394 GOV officers dispatched by Japanese Grant Aid for Human Resources
Development Scholarship (JDS).

2.6.8 Health

Three top referral hospitals, Bach Mai Hospital in Hanoi, Central Hospital in Hue, and Cho
Ray Hospital in Ho Chi Minh improved through human resources development and facility
and equipment improvement.

The facilities and equipment of the local hospitals, including Hoa Binh General Hospital, Da
Nang City Hospital, National Institute of Pediatrics etc. were improved.

The maternal and child healthcare services have been improved in the Central Region
through “the Project for Capacity Building for the Dissemination of Community-based
Reproductive Health Promotion Approach”.

Facilities and capacity to produce measles vaccine were developed. Around 3.3 million dos

39



of vaccine were produced annually, which covered 67% of the vaccines necessary for the
nation-wide immunization in 2011. The immunization rate increased from 13.1% in 2001 to
97.7% in 2010. The infection rate of measles decreased from 21.2 per 100,000 population in
2000 to 3.0 per 100,000 population in 2010.

— Capacity of biosafety and examination of highly hazardous infections pathogens improved,
which is expected to produce a large impact on safeguards against emerging diseases such as
SARS and the bird flu, which have plagued Vietnam in recent years.

— Number of trainees in the health sector at the three major hospitals through Japan’s technical

cooperation was more than 100,000 persons.
2.6.9 Agriculture

— Phan Rang Irrigation Project was implemented in the 1960°s and the Phan Ri — Phan Thiet
Irrigation Project is under construction. Furthermore, GOV and GOJ agreed in March of
2013 to implement the project, “Improvement of Irrigation System in Northern Nghe An
Province,” as a Japanese yen loan project, which will extend the irrigated area up to 29,000
ha after the improvement work is completed.

— Can Tho University was founded to lead agricultural development in the Mekong delta area.
After the resuming of Japan’s ODA, "Improvement of Facilities and Equipment of Faculty of
Agriculture, Can Tho University” was implemented. The human resources for the agriculture
sector developed through this university.

— Agriculture, fishery and livestock technology improved and disseminated.

— Model projects to support farmers’ association implemented.

— The plant quarantine system strengthened.
2.6.10 Environment, Climate Change and Solid Waste Management

— Support for revision of Law on Environmental Protection, which will be completed in 2014,
being provided.

- Environment Management (Master) Plan for Protection of Halong Bay was created and
effectively implemented through “the Project on Sustainable Environmental Management of
Halong Bay”.

— Government capacity and human resources developed in water environment protection and
management.

— Sewerage system and water treatment system improved in the major cities

— Since 2010, Japan has been supporting GOV’s efforts to tackle climate change by holding
policy dialogues as well as financial cooperation through the combination of technical

assistance and yen loan for “Support Program to Respond to Climate Change”.
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— Capacity of solid waste disposal administration developed.
— 3R (reduce, reuse and recycle) Initiative Project in Hanoi City was conducted and further

actions will be taken to achieve a future recycle-society in Vietnam.
2.6.11 Forestry, Natural Environment and Disaster Prevention

— Policies and master plans for reforestation and sustainable forest management in the Central
Highlands Region and the Northern Mountain Region were prepared and implemented.

— At the time of resuming Japan’s ODA in 1992, the environmental support through grant aid
of “Improvement of Forestation Equipment in the Central Highlands” was conducted, which
gave a positive influence to other development partners.

— The national percentage of the forestry area was 43.7% in 1943, decreased to 27.2% in 1990;
however, increased 39.5% in 2012.

— Japan contributed to the achievement of GOV’s goals of the reforestation of 5 million ha and
the national percentage of the forestry area of 43% through the combination of grant aid

projects and technical assistance projects.
2.6.12 Rural and Urban Development

— Urban development plans were created and implemented to improve the investment
environment improvement and to make the core cities, such as Hanoi, Ho Chi Minh etc.,
more internationally competitive.

— Rural development plans were created and the pilot projects were conducted to promote rural
industrialization and roadside stations.

— Rural infrastructure, including roads, power supply, water supply, and irrigation, were
improved in 28 provinces in Phase 1, 41 provinces in Phase 2, and 36 provinces in Phase 3

of the Small-Scale Pro-poor Infrastructure Development Project.
2.6.13 JICA Volunteer Program and JICA Partnership Program

— The Japan Overseas Cooperation Volunteer (JOCV) Program for Vietnam started in 1995 and
by July 2013, 345 JOCVs and 129 Senior Volunteers (SVs) have been dispatched.

— While deepening direct exchanges with the Vietnamese people, JOCVs and SVs are working
in the front lines to strengthen the partnership of the two countries.

— A series of dispatched JOCVs to preserve the ancient townscape of Hoi An led to an
increased awareness about environmental conservation and helped promote tourism activities
in Hoi An City and other areas which were implemented in collaboration with grassroots

projects under the JICA Partnership Program.
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2.7 Japan’s ODA contribution to Socio-economic Growth and Development in

Vietnam

In the early 1990s, the basic infrastructure such as roads, railways, power plants and
transmission networks, and water supply and sewage, were not ready for industrialization.
Vietnam was one of the poorest countries in the world at the time. However, within several
years after Doi Moi was introduced, the country doubled its national income in the early 2000s,

and Vietnam joined the group of middle income countries in the late 2000s.

There are many factors, which have contributed to Vietnamese rapid economic growth. Japan,
as one of the leading partners, has discussed, planned, and implemented ODA projects in
response to the needs of the government and the people of Vietnam and in a fashion that the
supports the synergistic effects produced by respective sectors that have produced sustainable

outputs and impact on economic growth and poverty reduction.
2,71 Increasing Japan’s Investment to Vietnam

Soon after ODA was resumed in 1992, Japan extended its support for the three pillars in 1)
large-scale infrastructure improvement, ii) the Study on Economic Development Policy in the
Transition Toward a Market-oriented Economy in Vietnam (the so-called “Ishikawa Project”),
and iii) the legal and judicial system development to promote a market economy. In addition to
these three pillars, Japan has extended policy level support to increase investment from Japan by

launching the Japan-Vietnam Joint Initiative (Figure 2-18).
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Figure 2-25: Japan’s Direct Investment to Vietnam (Amount and Number of Cases)
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Japan’s direct investment amount and cases increased from 1994 to 1997, and declined in 1998
as a result of the Asian Financial Crisis. From 1998 to 2004, the amount and cases increased
relatively slowly. Japanese private funds were expanded after the Japan-Vietnam Investment

Agreement and Japan-Vietnam Joint Initiative started in 2003.

Figure 2-26 shows the regional distribution of the investment amount of the Japanese companies.
The Northern Area has the biggest percentage of 65.2%, followed by the Southern Area of
22.0% and the Central Area of 12.8%.
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Figure 2-26 (=Figure 4-5): Trend of Japan’s direct investment to Vietnam by region

In Figure 2-25, supposing the investment cases increased after 2005 with the same increasing
rate from 2001 to 2004, the trends of the investment cases are shown with the dotted black line.
The annual increasing rate of the investment cases from 2001 to 2004, while the increasing rate
from 2004 to 2005 was 75%; the increasing rate increased by 60 points after 2004. The annual
increasing rate of the investment amount from 2001 to 2004, while the increasing rate from

2004 to 2005 was 94%; here, the increasing rate increased by 83 points.

In 2004, the first stage of the transportation infrastructure improvement projects in the Red
River Delta Region were completed and the investment environment around Hanoi and Hai
Phong was almost developed. The rapid increase of the direct investment amount and the cases
of Japanese private sector was mainly caused by the Japan-Vietnam Investment Agreement and
by the anti-Japanese movement in China; however, the readiness of the Red River Delta Region,
as above mentioned, and the coordination by the Japan-Vietnam Joint Initiative must have been

provide positive incentives for the Japanese companies.

Japan’s direct investment has continuously increased since 1992, although there were declines
in 1998 and 2008 as a result of the Asian Financial Crisis and the Lehman shock. Japan was the
top foreign direct investor as of 2012 with a cumulative amount of 28.7 billion dollars (Vietnam

General Statistical Office, GSO). Japan’s private sector has also become an important partner of
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Vietnam.
2.7.2 Employment Opportunities and Poverty Reduction

The study carried out by the Japan Bank for International Cooperation (JBIC, at the time) in
2007 revealed that development of the transport infrastructure in the Northern Region, including
the National Highway No.5 Improvement Project, boosted the construction of industrial parks
and direct foreign investment, which not only created employment opportunities in the
industrial parks, but also created new businesses in the surrounding areas, offered new markets
for local agricultural products, and led to an increase in the income of local people and reduced

poverty.

In 1993, the poverty rate was 58.15%; and the rate has drastically decreased to 14.2% in 2010
(Figure 2-27). In addition to Vietnam’s own effort as well as private sector investment and the
assistance from other development partners, Japan’s ODA has played an important role in

realizing this great achievement.
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Figure 2-27 (=Figure 2-3): Changes in Poverty Rate in Vietnam

Figure 2-28 shows the distribution of the various resources related to the employment and the
poverty in the 8 areas; including north-west, central highlands, north east, north central coast,

south central coast, Mekong River Delta, Red River Delta and south east.
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Figure 2-28: Regional Distribution of Resources Related to Employment and Poverty

Among the 8 regions, the south east area enjoy the largest distribution of employment related
resources, followed by the Red River Delta area. These two areas were provided with more than
60% of the total resources. On the contrary, 30% of the poverty distributed to the north-west

area and 15% to the central highlands, north east and north central coast areas.

Figure 2-29 shows the percentage of the accumulated foreign direct investment cases by 2012
by area (GSO, 2012). South East area had the biggest percentage of 57.0% with 8,273 cases
followed by Red River Delta area had the second of 27.8% with 4,034 cases. More than half of

the investment cases are still in the South East area.
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Figure 2-29: Regional Distribution of Resources Related to Employment and Poverty

Figure 2-30 shows the trends of the unemployment rates by area from 2009 to 2012; the rate of
2012 is the projected. The unemployment rate 1.5% of South East area was the lowest in 2009
and decreased to 0.57% in 2012. Red River Delta area had the second lowest rate 2.49% in 2009
and 1.09% in 2012. Central Highlands and Central Coastal Areas had the rates of more than 5%
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in 2009, which decreased to less than 3% in 2011. The improvement of the unemployment rates

between 2010 and 2012 was relatively slow or in negative tendency.
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Figure 2-30: Trends of Regional Unemployment Rate (2009 — 2012)

Figure 2-31 shows the trends of the poverty rates by area. South East area had the lowest
poverty rate 13.5% in 1998, 5.4% in 2004 and 3.4% in 2010. Red River Delta area had the
second lowest rate 28.7% in 1998, which shows that around one third of the population in Red

River Delta area lived a life below the poverty line in 1998. The poverty rate of the Red River
Delta decreased to 12.1% in 2004 and 8.4% in 2010.
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Figure 2-31: Trends of Regional Poverty Rate (1998 —2010)

Following GOV policies, Japan gave priority to the Red River Delta Region when they resumed
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its ODA; therefore, among the infrastructure rehabilitation projects which were implemented in
the first stage, National Highway No.5 Improvement Project and Hai Phong Port Rehabilitation
Project were included. National Highway No.1 Bridge Rehabilitation Project and Hanoi-Ho Chi
Minh City Railway Bridge Rehabilitation Project also contributed to the improvement of the
transportation in the Red River Delta Region. National Highway No.10 Improvement Project,
National Highway No.18 Improvement Project, Cai Lan Port Extension Project, Binh Bridge
Construction Project, and Bai Chai Bridge Construction Project, started in late 1990s, further
improved the modernized transportation system in the Red River Delta Region which

contributed to the expansion of foreign direct investment and the creation of job opportunities.

According to the JBIC study in 2007, which was mentioned above, before the improvement
project, previous National Highway No.5 was obsolete with lots of holes everywhere and with
many small shops built along the highway. The road condition had not been good at all to carry
the electric/electronic equipment or good quality agriculture/fishery products. After the highway
improved, the local people could sell their agriculture/fishery products in Hanoi. The volume
and the contents of the transportation had been changed dramatically. Industrial parks were
constructed, which created lots of job opportunities. At the same time, there were various
business/shops created to serve for the employees of these industrial parks. Additionally, the
access roads from National Highway No.5 enabled the community members to use the bank
services and the bus services, which improved their business opportunities as well as their

access to education and medical services.

Japan’s ODA contributed to the 20 point improvement of the poverty rate of the Red River Delta
Region from 28.7% in 1998 to 8.4% in 2010, through these transportation improvement projects
in that Region.

2.8 Features and Issues to be Considered of Japan’s ODA to Vietnam

Based on the findings mentioned above, the features of Japan’s ODA to Vietnam and the issues

necessary to be improved are pointed out as follows.
2.8.1 Effectiveness of Financial Assistance

The accumulated amount of GOV development budget from 2005 to 2011 was 869 trillion VND
(approximately 4.2 trillion yen). The accumulated amount of Japan’s ODA (commitment) from
2005 to 2011 was 0.95 trillion yen, which accounted for 22.9% of the GOV investment amount
(GSO).

Figure 2-32 shows the percentage of GDP of government annual revenue and expenditure from
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1995 to 2012. The balances were in the red except 2004, 2005, 2006, and 2008.

30.0

% of GDP

10.0
5.0

0.0

=@==Revenue (% of GDP) =@==Expenditure (% of GDP)

(Source: ADB)
Figure 2-32: Trends of GOV Revenue and Expenditure (% of GDP)

As mentioned in “Chapter 4: Economic and Business Institutions”, the underdevelopment of
domestic financial market including the capital market becomes a factor for GOV to look to
external financing as a way of making up its budgetary deficit. Vietnam’s gross domestic
savings rate has grown from less than 20% of GDP in the middle of 1990s to nearly 30% in

recent years.

However, the World Bank points out that even if those savings were invested in a very efficient
way, they would probably not be sufficient for Vietnam to become an industrial country within
one generation (World Bank, 2009). While financing sources of the government are expected to
be more diversified as Vietnam advances as a middle-income country, ODA, especially financial
assistance, will remain a major source of funding for the time being considering that the country
is still on the way to developing the financial sector as well as fiscal and financial reforms in

areas such as state-owned enterprises and taxes.
2.8.2 Effectiveness of Technical Assistance

As mentioned above, the large-scale infrastructure projects with financial assistance are one part of
Japan’s ODA features. Besides the infrastructure improvement, in Vietnam, technical assistance
projects have played key roles to improve the investment environment and to develop the

institutional and the personnel capacity for supporting the country’s economic reform.

Until the 1970s, technical assistance was generally regarded as a necessary element for human
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resources development and technology transfer in developing countries. However, criticism of the
effectiveness of technical assistance increased from the 1980s. Many international conferences
regarding the effectiveness of technical assistance was especially held in the late 1980s and early

1990s.

The discussion point was that a technical assistance project was usually conducted i) with
donor-driven approach; ii) with short-term approach and neglecting capacity and institutional
development; iii) with limited capacity development by foreign experts; iv) with project approach
and without respecting the development plan of partner countries; v) with a project management unit
(PMU) created only for the project; and vi) with giving priority to simple knowledge transfer formal
traditional training methods (lecturing etc.). According to the critiques of technical assistance,
these characteristics of the donors’ approach have significantly reduced aid effectiveness if they
are combined with weak management capacity as well as a negative policy and institutional

environment in developing countries.

In contrast to these donors’ approach to conventional technical assistance, Japan has taken a
different approach. The characteristics of Japan’s ODA approach to the governance in Vietnam
are: 1) “Think together” type approach, 2) use of Japanese experience, 3) long-term approach, 4)
institutional support from relevant organizations in Japan, 5) use of existing organizations and
human Resources, 6) emphasis on On-the-Job Training (OJT), 7) integrated approach which
combines different schemes, and 8) taking into account governance in technical cooperation
projects in general. When these factors function well, Japan’s technical cooperation projects have
produced significant results, which offers a totally different picture from TA’s problems discussed

in a number of critiques on technical cooperation given in Chapter 3 of this report.
2.8.3 Public Relations for Vietnam and for Japan

How is the contribution of Japan’s ODA recognized by the people of Vietnam? JICA’s Data
Collection Survey on Japan’s ODA Impact in Vietnam conducted a questionnaire survey for
university students in Hanoi, Da Nang, and Ho Chi Minh City, bearers of this country's future,
through the Internet.

For the question, “Do Japanese ODA funds have an impact on development of Vietham?” 83
students out of 493 respondents (16.8%) replied, “Very positive impact,” and 333 students
(67.6%) replied, “Positive impact.” Partly because the respondents are students, Japan’s ODA in
the education sector was the most recognized, followed by transportation, urban development
and health care. For the question, “Do Japanese ODA funds promote friendship between the two
countries?” 274 out of 491 respondents (55.8%) responded, “Strongly promote friendship” and
179 students (46.5%) responded, ‘“Promote friendships.” Thus, Japan’s ODA is highly
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recognized and appreciated.

. Not sure, 7.9% Not sure, 4.3%
No positive
impact, 0.0% \ Very positive Not useful, 0.8“_/0/ Strongly promote
impact, 16.8% friendship, 55.8%
pact 26.6% Not so much
Not so useful, 2.6%,
positive, 7.7%

Promote /
friendship, 36.5%
Positive impact,

67.5%

Figure 2-33: Answers to the Question Figure 2-34: Answers to the Question to
“Do Japanese ODA funds have an impact “Do Japanese ODA funds promote
on development of Vietnam?” friendship between the two countries?”

(Source: Questionnaire Survey of the JICA Data Collection Survey)

A senior official of the Ministry of Planning and Investment said, “Vietnamese people trust
Japan’s technology and have a strong interest in Japan’s ODA, and they can identify which
projects are developed with the support of Japan.”

The friendship created by ODA stakeholders in both countries led to strong support from
Vietnam in the aftermath of the Great East Japan Earthquake. The friendship through ODA,

together with volunteers and the private sector is expected to be strengthened further.
2.8.4 Well Balanced Collaboration in the Social and the Economic Development

Sharing the belief with Vietnam that “economic growth will lead to poverty reduction,” Japan
has provided assistance to develop economic infrastructure to update and strengthen the law and
judicial system; and to develop institutional and individual capacity in government
administration; which led to attract direct foreign investment and to create employment

opportunities, based on collaboration between the public and private sectors.

Japan also has implemented projects to protect people’s lives, livelihood and living environment
such as facility improvement and human resources development at Cho Ray Hospital (Ho Chi
Minh), Bach Mai Hospital (Hanoi), and Central Hospital (Hue), and facility and equipment
improvement against measles and the avian flu, environmental protection in Halong Bay, etc.
Japan’s ODA contributed to the improvement in education and health/medical services, which

led to the quality improvement of the labors and the working environment.

Thus, the three key development pillars of “ODA, investment, and trade” have been well

balanced to accomplish GOV’s goal of economic growth and poverty reduction.
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2.8.5 Comprehensive and Regional Development with Long-term Scope

Japan’s ODA in Vietnam first created a master plan of regional development and sector-wise
development together with GOV and implemented the plan. Thus, GOV understood how each
of development project contribute to the regional and sectoral development and knowledge and
technology exchange/transfer was done during the process of creating and implementing a

master plan.

GOV’s strong sense of ownership of the country development produced very positive
achievement of the goals of these master plans as well as their national development plans.
Japan’s strategy, of creating a regional development master plan first and implementing

projects, was well accepted and utilized by GOV.

In the future, technology transfer in how to review and evaluate the achievements of these
master plans and programs might be needed to learn lessons from the past experiences.
Additionally, instead of making a 5-year or 10-year master plan, as a nation of the middle
income country group, Vietnam need to have a longer-time national development plan with the

vision 2020 or 2025 and concrete scenario and strategies to realize the vision.
2.8.6 Collaboration with Multi-lateral Development Partners

Japan, cooperated with the World Bank and Asian Development Bank as a member of the Three
Banks (later Six Banks) to improve Vietnam’s implementation capacity when ODA resumed in
1992 and 1993. Japan and these international financial agencies have had good collaboration
and coordination as good development partners to share the responsibilities to support GOV
infrastructure improvement by sub-sector and/or by region to realize the effective and efficient

investment of ODA funds.

Japan’s ODA has its positive points. Between the two governments, policy dialogues and
decision making are to be done. In Vietnam, Japan has had active policy dialogues with utilizing
the occasions such as Japan-Vietnam Joint Initiative etc. As a bilateral development partner,

Japan has tried to invite its own private sector to Vietnam, which has been attractive for GOV.

As multi-lateral development partners, World Bank and ADB play more flexible roles and
conduct bigger scale package of interventions, which have greatly contributed to the

socio-economic development in Vietnam.

GOV, because of their strong sense of ownership of the country development, has played a key

role to coordinate and utilize these ODA from these development partners.

The lessons learnt from the Japan’s ODA experiences in Vietnam gives us good practice of
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effective collaboration and coordination between the bilateral development partner and the

multi-lateral development partners.
2.8.7 Partnership for Strengthening Intra- and Inter-State Collaboration

Geographically and diplomatically, Vietnam is an important country for the regional
socio-economic development in Indochina and ASEAN countries. Supporting Vietnam’s
reconstruction and economic growth has been a mission for Japan. Japan’s stance to play an
important role to build peace and stability in Indochina and Southeast Asia has been appreciated
by GOV.

In the near future, Japan and Vietnam need to further enhance their partnership and intra- and
inter-state collaboration and to show the leadership in realizing the peaceful, stable development
of Asia.
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CHAPTER 3: GOVERNANCE

3.1 20-year Partnership at a Glance in Governance

The 20-year partnership for growth and development in governance in Vietnam is summarized,

along with the historical background and the priority development issues in Table 3-1.

With the introduction of the Doi Moi policy, GOV faced the need for comprehensive systematic
reforms in order to promote the transition to a market economy and integration with the world
economy. In the area of governance, important institutional reforms included reforms in planning
process, public financial management, legal development, public administration, and
anti-corruption activities. As GOV was aware of these needs, the importance of reforms in these
areas has been pointed out in its five year development plan and strategies. In this context, Japan’s
support in the area of governance in Vietnam was mainly legal assistance in the 1990s. When it
comes to the 2000s, Japan’s ODA policy toward Vietnam emphasized governance as a basis for
promoting economic growth, strengthening international competitiveness, improving social and
living fields, reducing disparities, and protecting environment. This resulted in the inclusion of
public administration and financial reforms as a priority area of Japan’s ODA. Entering the 2010s,
Japan’s ODA began to emphasize support for the efforts of GOV and the party to address the
strengthening of administrative functions in addition to legal reforms and public administrative
and financial reforms. This has led to the inclusion of the promotion of popular participation in

public administration as a priority field of Japan’s ODA to Vietnam.

Table 3-1: Summary of the Partnership in Governance Sector Development

5th SEDP 6th SEDP 7th SEDP 8th SEDP 9th SEDP
(1991-1995) (1996-2000) (2001-2005) (2006-2010) (2011-2015)
Background * Paris Peace = Restoration of * Vietnam-US + Formal entry * Prime Minister
Topics Agreements on Vietnam-US Bilateral Trade into WTO (2007) | Dung visits Japan
Cambodia diplomatic Agreement (2000) | * Lehman Crisis (2011)
Conflict(1991) relations (1995) * Signing of (2008)
* Resumption * Formal entry Japan-Vietnam
of Japan’s ODA | into ASEAN Investment
(1992) (1995) Agreement;
= Asian Currency | Japan-Vietnam
Crisis (1997) Joint Initiative
(2003)
Sector After the Doi Moi policy was introduced, GOV embarked | GOV showed significant progress in
Situation on profound and comprehensive institutional reforms in | terms of public financial management
order to promote the transition to a market economy. | and legal development. However,
Reforms needed to cover the following. challenges include the following.
Planning process + Partial progress of reform of
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5th SEDP 6th SEDP 7th SEDP 8th SEDP 9th SEDP
(1991-1995) (1996-2000) (2001-2005) (2006-2010) (2011-2015)
+  Public financial management planning processes
Legal development + Insufficient public financial
Public administrative reforms (PAR) management
Fighting corruption + Inconsistency and weak
enforcement of laws
+ Delays in PAR
+ Ineffective anti-corruption policy
Sector + Develop the + Administrative | < Perfect the | - Finalize the
Priorities in legislative apparatus legal system legal  system
SEDP systems and reform and develop and enhance
accelerate + Renovate and different types the quality of
administrative improve the of markets law
reforms quality of state | * Develop * Develop
* Decentralize officials participants in different forms
the state + Public the market of ownership
management financial economy + Improve  the
Strengthen reform + Perfect business
capacity of performance environment
public servants mechanisms * Develop
+ Anti-corruption market factors
+ Establish the and different
rule of law types of
markets
Direction of + Develop * Develop * Develop the
Japan’s institutions, institutions legal system
ODA essential to essential to * Strengthen
achieve growth achieve administrative
and to growth and to systems
overcome overcome
lifestyle and lifestyle and
social social
challenges challenges
Priority Develop the legal system Develop the + Develop the + Legal system
Issues of legal system legal system and judicial
Japan’s Admim'strz.iti.ve and judicial reform§ .
ODA refoms (civil reforr_n§ . * Administrative
service and + Administrative system
financial and public reforms
reform) financial + Popular
reforms participation
in public
administration
(Source: Prepared by the Study Team)
3.2 Historical Review of Development and Growth in Governance

3.2.1

Overview

After the introduction of Doi Moi, GOV embarked on profound and comprehensive institutional

reforms in order to promote the transition to a market economy. Reforms needed to cover a

broad range of areas such as planning process, public financial management, legal development,




public administrative reforms, and to fight corruption. Although they were extremely difficult
tasks, the government was committed to integrating with the world market and showed a
significant progress in terms of public financial management and legal development. However,
the legacy of a centralized planned economy has remained deep-rooted; and this has delayed
public administrative reforms, created an ineffective anti-corruption policy, and delayed

participatory planning’.
3.2.2 Institutional Transformation for a Socialist-oriented Market Economy

After the introduction of the Doi Moi policy in 1986, GOV needed to start profound and
comprehensive institutional transformation of a socialist-oriented market economy. The

challenges the government has faced were enormous.

Planning Process

¢+ To reform the planning process and adapt them to the needs of a market economy
required a move from directive to strategic planning, and to emphasize its role as a
regulator, facilitator and provider of public goods and to de-emphasize its role as a
direct supplier of goods and services.

¢ The main challenges included the need to introduce mechanisms for broad-based
participation, result orientation, integration of sectoral policies, linkage between
planning and budgeting, pro-poor focus, and reliance on evidence. With the growing
importance of the reforms in the planning processes, the Planning Commission was

upgraded to a ministry, and the MPI was expected to play a major role.

Public Financial Management

¢+ Public financial management needed to be modernized. In relation to expenditures,
this included: (i) to introduce a medium-term perspective into the budget process, and
(i) to link the budget with performance step-by-step to establish a distribution,
management and evaluation structure of the state budget based on output results.

¢ In the area of government revenue, the government needed to reform tax policies to
lower and stabilize tax rates, expand types of taxable items and taxpayers, rationally

regulate incomes and separate social policy from tax policy.

% The following analysis in this section is based on World Bank, Vietnam Development Report 2007:
Aiming High, Joint Donor Report to the Vietnam Consultative Group Meeting, Hanoi, December 14-15,
2006.
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Legal Development

¢+ Needed to develop a legislative system in compliance with a socialist-oriented market
economy. This included: (i) promulgating new laws, including the Commercial Law,
Banking Law, Customs Law, Telecommunications Law, Electrical Law, Construction
Law, the Law on Science and Technology, Water Resources Law among others; and
(il)) amending and supplementing existing laws on tax, investment promotion,
enterprise and private sector development.

¢+ To improve law enforcement after promulgation.

Public Administration Reform

¢  The challenges included: (i) functional reorganization, aimed at focusing the
government on a stewardship role, (ii) decentralization of services, (iii) simplification
and streamlining government procedures, (iv) strengthening employment and pay

policies, and (v) increased accountability.

Fighting Corruption

¢ To pursue anti-corruption policies. Corruption is prevalent at all levels of the

government, although it varies considerably across agencies.

3.2.3 Achievements and the Challenges Ahead

(1) Planning Process

In recent years, the government has made considerable effort to reform the planning processes,
and adapt them to the needs of a market economy. The success of some of the innovations can
be seen in provincial planning that took place over the last few years. In an attempt to roll out
the new approach in the Comprehensive Poverty Reduction and Growth Strategy (CPRGS) to
sub-national levels of government, over 20 provinces have made the attempt to reform the

planning process.

But only partial progress has been achieved thus far. The central planning approach remains
deeply rooted among institutions at all levels, and key principles such as a broad-based
consultation, poverty orientation and the use of reliable indicators on development outcomes are
not yet engrained across all government institutions in Vietnam. The main shortcomings of the
current approach to planning include the lack of a coherent conceptual and regulatory
framework for modern planning, insufficient integration of sectoral policies, weak linkages
between planning and budgeting, the lack of explicit guidelines on consultation in the

preparation of plans, the need to ground the planning processes more firmly on reliable
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statistical data, as opposed to administrative records. Moreover, the weaknesses of the current

planning processes may be amplified by increased decentralization.

(2) Public Financial Management

Strengthening the management of public expenditures has been a priority of GOV over the last
decade. Since the landmark Revised Law on Budget was passed in 2002, enormous progress has
been made in this field. This Law empowered the National Assembly and People’s Councils at
all levels to decide on budget appropriations, and to hold the government accountable for the

use of public resources.
Other important developments include:

+  The move towards increased transparency for all agencies using budget resources,
including SOEs and public investment projects

+  Establishment of SAV as a technically independent unit under the National Assembly

+  QGradual integration of capital and recurrent expenditures through forward-looking budgets

and resource allocation norms

Nevertheless, there are also many challenges ahead. They include the unbalanced composition of
public expenditure, ineffective processes for prioritizing expenditures, shortcomings in the public
financial management information system that results in the poor flow of budgetary information
between government ministries, provinces, donors and the public, the lack of a fully consolidated

budget, ineffective internal auditing, and unstable government revenue.

(3) Legal Development

Over the past two decades, Vietnam has made enormous progress in terms of developing its
legal framework. Instead of the administrative orders and disciplines of the former centrally
planned economy, economic and civil relations have gradually become regulated by law and
market practices. A significant contribution factor of this growth is GOV’s international
commitments such as the USBTA and the accession to the WTO, as well as the signing of
numerous international conventions and agreements. These international commitments have
resulted in the accelerated issuance of the most important legal normative needed in the conduct

of business.

However, GOV still faces many challenges. They include an unsatisfactory current legal
framework for the activities of civil society organizations, complex and inconsistent legal
framework, weak implementation of legal provisions, insufficient dissemination of laws to lower

levels of government, along with clear guidelines on the interpretation, application and
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enforcement, poor quality of legal documents, low levels of confidence in the court because of

weak administrative, insufficient access to justice and low levels of independence of the judiciary.

(4) Public Administration Reform

Since Public Administration Reform (PAR) started to become prominent in the early 90’s
(officially endorsed in 1995), action has been taken to reorganize government functions,

streamline administrative processes and strengthen accountability.

¢+ Service delivery units have been separated from administrative organizations, and have
been allowed to raise fees for some of the services they provide.

¢+ There has been clear progress due to the streamlining of government processes. The
adoption of the OSS model has reduced red tape and enhanced transparency.

¢+ Establishment of E-government is another important mechanism to increase efficiency,
boost transparency and reduce corruption.

¢+ Better policies related to government employment and pay have been developed, with the
aim of providing adequate incentives while keeping the payroll affordable.

¢+ Several measures have been undertaken to increase government accountability.
Administrative courts, introduced in 1996, represent a major effort to protect the right of
citizens and businesses in relation to the administration.

¢+ The promotion of grassroots democracy was another important step towards increased

government accountability at the commune level.

In spite of these developments, there is a consensus among donors that progress in public
administration reforms is very slow overall. The problems include the neglect of service that
should be provided free of charge and overly high pricing in some areas as a result of reforms in
service delivery, partial or incomplete implementation of streamlining administrative procedures,
low quality and fragmentation in the construction of e-government, lack of comprehensive
definition of duties and salary system based on performance, and different implementation of

grassroots democracy initiatives depending on the region.
(5) Fighting Corruption

A strong political will to fight corruption has emerged in recent years. Undue appropriation of
funds has been reduced by the recent progress in increasing transparency in the management of

public expenditures. .

The budget is fully disclosed, as are extra-budgetary accounts.
A single treasury account has been introduced,

International public sector accounting standards have been adopted
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+  Information management systems have been modernized.

However, two recent studies suggest that corruption is prevalent throughout all levels of the
government, although it varies considerably across agencies. The forms of corruption most
commonly mentioned are soliciting bribes by creating obstacles, accepting bribes for favors, and

using public means for personal benefit.
3.24 Donors’ Activities

In response to the needs of Vietnam to achieve its ambitious goals for economic growth and
human development, many donors have assisted the government’s efforts to improve
governance, which was seen as critical for the realization of its goals. The donors’ assistance in
the area of governance have been aimed at addressing the development challenges in planning
processes, public financial management, legal development, public administration reform, and
fighting corruption, described in the previous section. Table 3-2 shows the basic policy and

programs of major donors in the field of governance in Vietnam.

59



09

uondnuood-nuy (¢ ‘A10100s 1A1D) (7 WYSu uewny (|

:SONIAIIOB 9URUIOAOS [[BWS

“100d
oy} JO S)SQIoMUL A} JudsaIdol puB SUONOUNJ 9100 IIOY) ISIOIOXD 0) S[IOUNO0))
s.o1doag pue A[quassy JeuoneN ayj Jo Ajroedes oy Juroueyuo uo 3ursnooy <«

‘SUONMISUL PUB SWIISAS
Surpen [eqo[3 o Anuo s.weN 191A Joj uoneredard
pue ‘sooueury orqnd jo juowdFeuBwW  UONBZI[BIUIIIP

juowdojoao Arejuowrerjiedy @ ‘WI0Jol  dAnenSIUIWPE  SpIomdwely  [e39] B JO
“100d 93 10 swistueyddWw donsn( pue sprengojes [J9] OUBYUD 0} JUQWIYSI[QBIS {S[OAQ] [EDO] PUE [BUOI)BU O} I SIIPOq PO
}o3s Aoy se Areroadsa suwojar erorpn( pue [e39] 03 oddns 1oypany Suipnpour <« S, weN 19IA Jo Suruayduans oy uoddns syosford JaNN
01SN[ 0} SSA0OY PUB MBTJOJINY W ‘[eNU0 3q [[IM Surjew-uolsioap ul uonedionted 101e13
*100d 9} 0} S9IIAIOS puE $3Fpnq JUSWUIIA0T YIM AJ[IqeIUN0dE pue AIAI[dp 991A19s d1jqnd ur spaepuels Y31y Aouasedsuen
orordurr pue uonedronred s opdood osearour 03 swstueyoow Juiziseydwo  « pue Aoeroowop ‘Ajiqeiunodoe ‘A3mba jo sordiound ayy uo
WLIOJOY UONRNSIUIWPY ol[qnd | [INQ 9OUBUIOAOS PIsu [[Im weullp “uowdooasp uewny
Q0UBUIIAOS O1JBIDOWP Ul SBAIR 9109 I ], + | pue yIMoI3 OIWIOUODY IO} S[BOT SnOBIqUE S} 1AW O, daNn
SUOTIMIISU] WIDPOIA,, ¢ YSTH Surury,, ¢, 9OUBUIOAOD),, :SUIPN[OUT SIIOM [BONATRUY  m uondniio) Suonpay <«
100[01J WI0JoY JuoWOSeUBIA [BIOUBUL] J1[qNJ oY} 0} SUIOUBUL] [RUODIPPY M UOIJEWLIOJU] 0) $S900Y Surpuedxy <«
(dINVL) 109[014 UOLIBZIUIOPOIAl UONBNSIUIWPY Xe]  m A1Iqeiunoddy Juruayiduang  «
(Z-ALAN IAd) T 9seyd :Aq WISAS 90UBUIOA0T
-WEUIOIA Ul UOLRZIUIOPOJA [eIoueur] orqnd 1oddng o) pung jsni Jouod-BinjN  m wopow & Suip[ng Joj suonelndse s weuprp oddns o)
31pa1) poddng uononpay A110A0J WEUPRIA m J[qe 2q om [[im weidoxd Anunod ayj ojul AJ[nJ 90UBUIOAOT
:0pN[oul 90UBWINA0S 03 pajefal s3ooloxd 1030 + | Suneidaur £q AjuQ ‘uondniiod Juronpal pue ‘A[IqeIUNOIOE
‘SureansuIe 9OUBUIIA0S Suoueyuo  pue  uopedonaed oA Jumey3uans
pue ‘vondnuoonue ‘Ajjiqejunoode ‘Koudredsuen ore v onewweidoid oy ‘UONJBWILIOJUI 0} $SQ00B Ul SOOUB[RQWII  [BIUSWUEPUN
Jo sreqid oy -yuegq oy} urgim A[[eurojur pue ‘syrediojunod [eIUSWUIOA0TUOU SuIssaIppe spuewop doueuIoAod Juraordur jeyy soziseydwo
pue [BJUOWUIOAO0S UM  Apoorp Suppiom  Aq  ‘00uBUIOA0S  UdYISuonms S102-2107 £391en8 diysioured Anuno)) s yueq PHOA\ YL
0} spope sweuolp poddns 03 st ooAnoslqo juowdooAdp  Suryoreioao '$9101 JO Ajo11eA € Surke[d s1oy30 Auew pue ‘SuOlBIO0SSE
QUL ‘WeURIA Ul 90UBUIIAOS FuruoyiSudns je pouwlre ‘Ooue)SISSE UO-SPUEY Teuorssojoid ‘suoneziueSio AJO100S [IAIO ‘SULI) ‘SUOZNID
pue ‘sdoysyrom ‘suodor Jurpnjour seniande jo 3os opewwerdord e ST SIYL <« SOpNJOUl OS[e WAJSAS 9OUBUIIA0S JY) INq ‘QOUBUIIA0S JO J1ed
s10m Kouaredsuel] pue uondniioo-nuy ™ SIJudWISeUBW )RS , JUSWOTRUBLU 9J€)S, UBY) JOPBOIQ yonu
soniAnoe Surmoyjoy oy) Suruueld s1 ‘WeUIA “Yueq PIOA\ Y} JO JIUN JOUBUIIAOS oY, + | SuIyIOWOS PUIL UT 9ABY dM OJUBUIOAOT, 0) IOJOI M USYM Jyueq PO
swe.agoad AJ1[0g dduB)SISSY dseg uoneziuesiQ

JIUBUIIA0D) JO BIIE I} UI SWERIF0IJ JIURISISSY SI0U0(] :7-€ d[qRL,




19

100[014 Snjq Te1s

ue j10ddns 03 sanIAnOR UO PAsSNO0J Sey IVSN ‘1007 QOUIS

arvsn

weudrA ur 9onderd uondniiod Jo 90UdLINII0
pue sysu aonpar djoy pue uondniiod jo joedwr oyj uo ssoudseme Ay} asieyY <«
puewoqg
uondnuo)-nuy SurudyiSuong - Jwweldold WewdlA [euoreuIu] Adudredsuel]

uondni1od 9oL} 191399 03 JUSWUIIAOL) dAISUOdsal a1ow
' M 10U)a30) Suniom Aq oinssaid Suliq SIOp[OyYdNe)s dIeme puB JAPY <«
pun, 21391e0g uondnioo-NuUY

uondnioo jsurede Y3y pue Kjiqeiunoode ‘Aoudredsuen

Jjoword 03 seapr aaneAsouur 10y uonnadwod ayy ‘vAaneniu] uondniod-nuy
wewdrA oy judwedwr 0} eroydddsu] judwuidaon Yy poddns o «
aAnENIU] UONdNIIOd-NUY WEUIDIA

JUNOJE 0} SIONEW UOISIOdP dU) P[OY O} Pue SAAI] 1oy} Furjodyje sassaoold
Sunyew uoIsIoap ur a3e3ud 0} SUIZNID 9SAWEBUIAI A I0J santunmioddo pasearou]  «
swwreISo1d AI[1qeIunoody pue jusuromodwy weudr A

uonodjord

[e100s pue AJI[Iqe)s druouoddoIdew ‘(Aouaredsuer) pue ssouuado) doUBUIIAOT
Jo saroyds Aorjod oy) ur judwuIoAon) Ay Aq poydope suwuiojor jueoiudlg <«
QWweIS01d U01I)01 ] [BID0S 29 JUSWITRUBIA] OTWOUOIH ‘QOUBUIIAOL) WA

"“A1unods ayy ut yipne pue Aoudredsuen

Jo juawasoxdwr 0) snO0J SH PAYIYS sey qIId ‘800 2OUIS
‘(pa1) poddng

uononpay Aueaod “'5-9) juowadeuew [eoueulj orqnd uo
Ppasnooy ueaq sey yoddns doueuIdA0S S, ‘L00T [HUN
(9819400 uondniroo-nue uo A[jeroadsd)

eIpoWw pue £JjO100S [IAID U0 UONOLNSAI  ‘Aoeroneainq
woly pInsar  sey A)N[IqeIunodde  jo  doueuriofrod
Seom oy AJI[Iqeiunodoe 0) 30ddsar pim eam jnq
‘ssoudArsuodsar pue Aijiqedes jo suie) ur poo3 A[oAne[al
uooq Sey Weuprp jo oduewojed oyl ‘padueyd jou
Sel] WeujolA JO UONENIS JUSWIUIIA0T oY) “[Jomawely siy)
UIYIIAN "QOUBUIOAOS JO SjIomowel) & se (SsoudAisuodsay
‘Anpqenunoody  Aiiqede))  Yvo o sesn ArAd

alda

JuawSeurw
paseq uonisod 0} juowoFeuewr paseq uosidd WOl WSAS uonBNSIUIWPE
ongnd oy Yrys eyl wsAs uonensmuwpe ornqnd paseq Kouojodwod
Jo juowysijqelsd oy uo ue[d wiIojor JuOWUIOA0S Ay sI vare Aoud dyp  «

"(0z0z-1102)
wesdold ISl WI0JOY uonensmuIwpy olqngd jo uoneyudwddwr oy oddng
SOAIJBIIIUI JUSWUIIA0S-0 pue uonezundwod Jurpnjoul ‘UoneZIuIdpow

aanensiumupy (¢ <sreroyjo orqnd jo Ayuenb oyy Suturenar pue Jururer]
(z ‘suonoe pue samseaw uoneyudwdwr JN ¥Yvd (] :swuouodwod a1y <«

RS EINTEI

901A19s 01[qnd JO SSOUIANIYS pue AOUSIOIYS A} JA0IdWI PUB (ODIAIDS [IAIO
ay Jo Aurenb pue ‘Ariqejunodde ‘Aoudredsuen ay) ooUBYUD O :SAANDRAIQO  «
(S002-€002) 1 oseyd
‘werdo1d JASeN WI0JY UonensiuIwpy d1qnd 3y Jo uoneudwadwy ay) 1oddng

woja1 uonensturwpe d1qnd 10y oddns st ooueisisse s, gV JO 2100 YL, N

(0202-1107) weido1d 1sejN YV Jo uonejuowajduut

oy poddns 0y werSord mou e Suruueid mou s1 gQv
"OATIRT)IUT JUSWIUIOA0S-0

SuIpnjour ‘Wd)SAS SANRISIUIWIPE AU} JO UOHRZIUIOPO]N — «
s[eronyyo orgnd

Jo Anpenb oy oaoxdwr o) Sururenar pue Jumuiel] <«

sem

weidoid 1oddng 1 aseyd oy Jo seare wiojar Ajord om ],

‘uorjonpai A110a0d ojqeureIsns pue y3mois

J1Wou09? Y31y JO S[e0T UIM] Y} 9ZI[BAI 0} JOPIO Ul A1JUNOI

oy ur J103a9s orqnd oYy Joj uonepunoj Ae| 0} pauSisop

sem  UOIYyM  WeIS0I1d I9JSB]N  WI0JOY  UOHRHSIUIWPY

onqngd oy jo uonejuowd(dwi Yy papoddns sey gqv

aav




a9

QAISN]OUL J1JOUSQ PUB PIUSYISUINS OI8 ME[ JO O[NLI PUE AJA100S [IALD) :9ARIQ0  «

pue Apros (a0 ‘uonendod oy JI pasdons  A[uo

90UBUIIAO0S [BIO] POOT pue 191008 [IAIO Funjowold  m ued Aunod e Jo Juawdo[oAdp QAISN[OUI PUEB J[qBUIRISNS O[], . 71D
VN oy} pue
SONLIOYINE JUSWUIIA0S 3im on3ofelp pue syndul paseq-dd0udpIAd pue payjijenb
s InqLiuod 03 sOON djoy 03 papudiur st Joddns oy, (JAVIVd)
pun, uone[oe,] AIIqeiunodoy pue uonedionted drqnd Yl ‘AIoe
Surpying Ayoede)) & pue puny juein) € Jo Sunsisuod WSIULYIIW WYIS
juei3 € y3noayy SQON 03 papraoid s1 uoddns ‘[[yvdOD JO 2IMed) MoUBSY  « 'sa139100s uado arowr
‘1Je1s YNO 10J SosInod pajasie) pue juowdo[oAop ‘YIMoIS 10 NIomIwel AIeSSA0oU Oy}
pue diysiejoyos widl-11oys (g ‘pue ‘syjudwerred asaweuldrA pue ysieq apiaold pue oidoad a3 Jo spasu dIseq A} 19W 0} J[qe 2q
) udaMIaq uoresddood juowerjred-ol-judwerfred (] : Joj A[quIAsSy pinoys 10309s orqnd oy jeyy soziseydwd yorgm — A391ens
[euonieN 2y} pue (YNQO) A[QuIassy [eUOnBN U3 JO 2013JO oY) poddng - juowdo[oAsp ysrue( oY) ur papnour are sanuoud asoyfy, .
AIiqeiunosdy pue uonedionted olqnd < ‘Juowadeuew ouRUY Jl[qnd <«
“AjISIoATUN MET KD YUIA IYD OJA PUB ANSIQATU() [BUOTBN WEUIdIA pue /KI9AT[9p
90UQ10G [BID0S JO AWIPLIY WeUWIAI A suonmusur a1y spjoddng < O0IAIOS pUB  OOUBUIOAOS [BO0] ‘UONBZI[BIIUAOY([ <«
[0IesY pue uoneonpy sYSHY uewny  « ‘uondnuoo-nuy <«
'soouraold ¢ oures oyy ur YyJ spoddng ‘syuouodwod
(MVd) wiojoy uonensiuiwpy a1qnd <« 201U} U0 PAIRUID Qe JudwoSeuew  10309s  drqnd
(S10Z-2100 11 VdOD m 9]qeIUN0D0. PUE dANDAYJS 0] sanLioLd o13arens ysiueq AL ¢ VAINVd
SIomowrely A1oje[ngal pue (8397
(¢ ‘vonmmsur d1iqnd Jo A)j1qeIun0ody (g ‘ssaudarsniouy (] :syuouodwo) — «
‘open) Surpnjour AWOU099 PUE IUBUIIAOST JO P[o1) oy} sjeIur
werdoxd oy, ‘y3moI3 oAISn[oul pue 9oueuIdA03 9jowold 0] :9A10[Q0 «
weIidold QOUBUISAOD MON W ‘10 ur werdoid aoueuIono3
"A1qQUIasSy [euonjEN 180K A1y S1q e judwedwr oy Suruuerd st qrySN Quesaid
a1y 1oy sisAJeue Aorjod pue oIeasal 10 19U SuIped] ay) SuIodaq ug 1V S9IpMIS 2ANR[SISOT 10J 9ImuIsu] s WewdlA ul Ajoedeo
S QY3 ISISse pue ‘A[qQUIAsSy [euoneN ay} 03 sap1aoid 11 s201A10s oy} oroxdur plng 03 1107 ul pouels weidord odueUIOA0T ISIY AT, .
‘K1oeded [[e10A0 (S Y T]) S, UoIeaSaY QANR[SIST JO 2JMIISU] oy} UdSuaNs 0 <« ‘Juawdo[oAdp
weI0ld YoIeasdy JANE[SITO] WeuRlA [exmnoriSe pue ‘Furoueuly dInjonnseyur ‘uonsdjold sysu

UOIRZIUIdPOJA swoisny) (11)
pue KJ1INd3S pue Aoudredsuel], (€597 (1) opnjout 109(01d Jo syuouodwod oy <«

Krodoxd emyogqejur ‘ssauoAnodwiod ‘wojor Aoje[ngor

pue [e3o] UYSnoIy) JUSWIUOIIAUD SSAUISNG  PIOUBYUD




€9

U0 pasnooy st JVd 3uasaid oy "I0ISIUIA UL SUIpnjoul suonmysur Aoy
weuarA 03 9d1Ape Aotjod opraoid 03 9661 douls pojuowd(dwur ussq sey JvVid <«
(dV1d) 10lo1g oourysissy uonejuowd[duy £o1j04

1661 Ul Suruurdoq weworA 10j (SIdd)) SSHomawely
Surweidord 10A-¢ S, VAID JO (B JO QImEd) [B)UdD
B UQ0q Sy WEUIIA Ul 90uBUIdA0S Poos jo uonowoid oy,

¢

vain

‘seaJe

Jeanx ur Aprernonaed ‘syoedwr oAne3au si1 0JeSnIw 03 pue UOIRISAIUI JIWOUO0ID
1998213 Jo soniunyioddo oy jo oSejueape 1soq oye} weuldlp djoy o) swry <«
weidord O A\ puokog yL

WRUIAIA
pue elensny uoamidq ondofer SISy uewny [ewdaoy Ay poddns o] @«
(~9007) weidord uonerddoo)) [ed1uydd ], SISy uewny Y],

*SOOUQIJUOD

uondnuod-nue reuoneuriur ur edonted o3 s10303dsur 10y sanrunroddo pue

ruwnje 10J judwdo[oAdp snonunuod jsopow y (¢ ‘uondniiod 9p3oe) 03 Jururen
reuonerado pue onewdy] (g Suturen Aorod [9A9-ySiyg (] :suouodwo) — «

‘0207 03 A391ens uondniiod-nue s Ared ISiunwiwio)) ay) Jo SAANIqo

oy Suntoddns ySnoryy paAdIyoe oq [[IM SIY] "WewAIA ul uondniiod
Ul uonoNpaI & 0) 2InqLIuod 0} st weidord siyy Jo oS jeWIHN YL [BOD  «
¥1-110¢ weidord uondniiod-nuy Ajred ISIUNWWOY) WU A

‘werdord Qg oY) pue ‘weidord uonerodoo)) [ed1uyd9
sySry uewny oy) ‘oeroyoadsu]  Aued  jsiunwwio))
oy ynm werdord Sururen uondniiod-nuy dpnoUl WEUIA
ur 9oueUIoA0S JO BaJe Ay ul sweidord qrysny juedar oy,

*K321008 [IA10 JO JuawdoaAdp
oy pue 9uowdojorop [eroipn( pue [e3o] ‘uowaSeurw
J0p00s  orqnd  ‘quowoSeuew  [eIOUBU}  pUB  OIWIOUOID
SOJRIQUID QJUBUIIAOS, “JIoMowel] (IVSny Q) Jopun

arvsny

‘uonepunoj
zZnuyos d'A oy yum uonerodooo ysnoayy syooford  uononpax
Kroaod 10y Surpuny Aued-piry) Jo uonenSIUIWpPE pue uonnqguysiq <>
‘wergord
Ay JO saAnd3[qo ayy 03 Angryuod jey) spdfoxd 10y woddns feroueury
*90UBUIA0S po0S pue juowdo[ordp
[euoneziuedio ‘1pudd ‘Gunenjead pue Juuoyuow ‘Suruueld se yons
sordoy uo suoneorqnd pue Jururen ‘Furyoeod Juowdoprdg Ayoede)
:y3nouay Joddns
QAI02I (S[9AQ] [edIomunw pue JOLISIP AY) I8 SIOE [BJUSWUIIAOS Se
[[oM SB UONBZIUBSIO SSBW PUB [BJUSWIUIOA0S-UOU) s1ouled Weujarp Yy <
oeorddy «
‘pansse SI s3ss3001d Furyew-uoisioap ul ‘sdnoisd pazijeurdrew jo Jenonted
ur ‘voneindod oy jo uonedionaed oyj -uononpar AuoAsod d|qeureisns pue

"SIy

IIoy) SUISIOIOXO Ul SONNOLJIP 3Ny 298] UJJO OOUI[OIA
oISOWIOP JO SWIOIA Ay pue saniiqesip yum djdood
‘sonIour druyyg oprmuoneu pojuswd(dw Surdq jou e
suone[n3al yons ‘1oromoy ‘uonerndod [8o0] 9y} Jo uorsnjout
oy ynm  sassooord juowdojorop  Arojedroned  9qeud
0} swre YPIYM (OgD) 2oueuIpI) AoBIOOWd(J $}O0ISSBID)
o) se yons 9sIxo Apeane suonengor [eS9] wewdrp uf
*s9s59001d Juotdo[oAsp [e00] JO

Sunoyiuow pue uonejuow[dwr ‘Furuueld oy) ur 9jedronted
0} 9|qe oJe — suoneziueSIo SSeW pue suoneziuesIo
[IUSWIUIOAOS-UOU SB [[OM SB - SIOJOR [BJUSWUIOAOS-TWIS




¥9

(010T-S007) 109l01q wojayf Sumjuey pue
91pa1) 1oddng uononpay A1A0J Y} PUB OIUBUIIAOL) SOPN]IUL IDUBISISSE IAYI0
‘WwoISAS 9)e10303dsur ayp urym Kjroeded
pue suonerado ‘QIrnjonns [euonezIuesIo pIdULUL YSNOoIY) UuoneISIuIupe
oriqnd ur Aoudsedsuen aaoxdwr 0 pue uondniiod SSAIppe 0} WISAS
91e10303dsu] JUdWUIdA0D) Y} Jo Ajroeded oy udyISuans 03 sem wie Y, «
(SIDSOJ) waskg ares03oadsuy oy Jo Ayroede)) ayy Suruayiduang Jo 3o9foid
‘SWA)SAS uonnjosal ndsip paserqun pue d[qenba 03 $sa09. pue sy [839]
pue sme[ Jo a3pajmouy] driqnd asearour 03 pue ‘Arerorpnl ay Jo AjIqeIunodoe
pue Aoudsedsuen ‘oouspuadapur asearour 03 300foxd Suipying Ayoedeses]  «
(1102-9007) 12fo1d (ADANS) Wwawade3ur sjooisseln) pue Judwdo[oAd( [erorpnf
‘uonndaxa juowdpnl [IA10
10} swsAs aaoxdwir pue ‘sisA[eue 839 10J sanioedes uayiduans ‘uoreidaul
JIWIOU0I? [BUOIBUIdIUI JOJ YIomawely [e39] ayj poddns 03 pawre 10ofoxd oy, <«
(L002-1007) (dVHHT) 199[01 wi0§oy [e59]
*A1S QU3 03 Je[IwIs pun, SaARRIU] Arejudweljied & Suipnjour ‘(sieyy
[e100G pUB ‘[BIDIPN[ ‘MBT) SAPIWWO)) A[qUIISSY [BUONEN 221} Jo Joddns

. 90URUIOAO0S 9[qBIUNOII.
pue juoredsueny ojow 0) YNQLIUOD 0} OWI) JWES
o) J& PUB UONISUBI} JIWIOUOID S, WA 9Je}I[108] 0} AOD
oy Jo Kyoedes euonmnsur oy UOYISULLS PUE JUSWUOIIAUD
Korjod ayj aaoxdwr o3 paudisop,, sem Jurwwersord s, v(d

“UOIJBZI[EIUIIP
ysnoiy} ooueurorod Junaoddns jo juowe[e ue pey sy
pue sjuaWIIoA0S  [eroursoid,, yim Sunpom osfe sem VD

‘suonjeziuesio
geys-uou 0} poddns pue wiojor (B39  ‘OOUBUIOAOT
[EIUSWIUONIAUS  ‘A[QUIdSSY  [BUONEN  pue  JIOISIUIA
oQwd S, WewdrA 03 ao1Ape Aorjod papnjour uj ‘JueoIuSIS
sem orjojpiod doueuIonod sy ‘epdn JdAD 6661 AW YV




33 Japan’ s ODA in the Governance Sector
3.3.1 Overview

Japan’s support in the field of governance in Vietnam was mainly legal assistance from 1993 to
2003. In 2004, however, support for public administrative and financial reforms were included
in Japan’s ODA, which resulted in the expansion of governance projects in customs
modernization, tax administration, capacity development of civil servants, ODA management,
and enforcement of competition law, in addition to legal and judicial system reforms. In
mid-2000, the effect of this long-term legal support became visible. The draft of the Revised
Civil Code supported by JICA was passed by the National Assembly in 2005. The Civil
Procedure Code was also approved by the National Assembly in 2004 and came into force in
January 2005. Subsequent support for the Legal and Judicial System Reform Project, which
focused on enforcement of the laws and capacity building at the local level started in 2007 and
has continued to operate until now. Since 2010, in addition to support for legal development and
administrative and financial reforms, promoting public participation in the administrative
decision making process has become a priority area of Japan’s ODA. The support for the
capacity building of the National Assembly and Vietnam Television (VTV) are Japan’s new

areas of assistance in the field of governance in Vietnam.
3.3.2 Support for the Development of Legal Systems (1993-2003)

Since the announcement of the Doi Moi policy in 1986, Vietnam began the transition to a market
economy system and integration into the international community. The government established a
new constitution in 1992 and developed many laws in the 1990s. However, many of the laws that
had been enacted during this period were forced to be revised in a short period of time because of
undeveloped basic legal theory and legislative know-how, as well as thinking that was dependent
on a planned economy. Thus, Japan’s first assistance in the governance field in Vietnam was the
introduction of the Japanese Civil Code and advice to establish a Civil Code by Professor
Morishima at Nagoya University in Japan. The Ministry of Justice of Japan then started to provide
Vietnamese officials with training in Japan under the framework of JICA assistance in 1994.

Legal assistance to Vietnam became an official JICA project in JFY1996.

In the project, “Cooperation in the Legal and Judicial Field in Vietnam , Phase 1 and Phase 2,”
Japanese legal institutions were introduced (the system of legal human resource development,
Code of Civil Procedure, Civil Execution Act, the Law on Registration of Immovable Property,
Code of Criminal Procedure, Intellectual Property Law, Securities and Exchange Law, and

Maritime Law) and professional advice and guidance were provided for issues related to the
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enactment of the Revised Civil Code and Civil Procedure Code. During this process, both the
Japanese and Vietnamese sides learned from each other and accumulated knowledge regarding
the legal systems of partner countries. Thus, the Japanese side was able to grasp the real needs of

the Vietnamese side and examined what Japan would be able to offer Vietnam.

In Phase 2, the purpose of the project became more concrete; and the number of participating
institutions increased to include the Supreme People’s Court (SPC) and the Supreme People’s
Procuracy (SPP) in addition to the Ministry of Justice (MOJ), which was the original member of
the project. Partner organizations in Japan, the Ministry of Justice, the Supreme Court, the Japan
Federation of Bar Associations, and Nagoya University provided institutional support for the

project.
333 Inclusion of Support for Administrative and Financial Reform (2004-2009)

Since 2004, Japan has also supported administrative and financial reforms, in addition to legal
support. According to Japan’s Country Assistance Program for the Socialist Republic of Viet Nam
in 2004, in the development of the legal system, priority for assistance was given to the
compilation of legislation, including the Civil Code and the Code of Civil Procedure that form the
basis for a market economy, assistance for judicial reform, emphasizing transparency in the
judicial system, and assistance for human resource development by enhancing the functions of

institutions for training legal professionals.

Assistance was also provided for the development and dissemination of legal information that is
required in connection with judicial system reforms. In addition to this legal support, the program
added support for administrative reform as a priority area, i.e., priority for assistance to reform the
civil service system and fiscal reform (public expenditure management, including taxation and

the taxation system, and enhancing links between policies and resource allocation mechanism).

As a result, in addition to legal support, Japan’s areas of assistance expanded at once, including
support for enforcement of competition law, assistance for strengthening administrative functions
including ODA management, development policy formulation, capacity development of

government officials, tax and custom administration.

It should be noted that long-term assistance to develop the legal system since JFY1996 had
produced significant results. The project purpose in the “Cooperation in the Legal and Judicial
Field in Vietnam, Phase 3 (JFY2003-2007)”, included 1) enhancing the law drafting capacity of
the legislative staff to ensure that basic civil laws were consistent with the market economy, and
2) to establish the institutional framework to develop high-caliber human resources in the judicial

sector. In order to achieve these objectives, the Project had the following components.
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Component 1: Support for Legislative Revision of the Civil Code and Related Laws

(1) To prepare the final draft of a revised Civil Code consistent with a market economy

(2) To obtain basic knowledge about the legislation of intellectual property and to prepare
drafts of intellectual property regulations consistent with the revised Civil Code

(3) To prepare the final drafts of the Civil Procedure Code and the Law on enterprise
bankruptcy consistent with a market economy

(4) To prepare drafts of other laws related to the Civil Code

Component 2: Support for Strengthening Human Resources in the Judicial Sector

(1) To improve training programs and materials of existing judicial training institutions

(2) To compile standardized judgment documents and court precedents that are accessible to
the legal profession

(3) To obtain knowledge on Japanese laws by students of the Law Faculty of VNU, and to train
lecturers specializing in Japanese laws

The Japanese side, composed of jurists (Civil Code, Code of Civil Procedure, etc.), Ministry of
Justice, Supreme Court, and the Japan Federation of Bar Associations supported the project and
set up joint study groups for each issue such as 1) revised Civil Code, 2) Code of Civil Procedure,
3) legal training, 4) judgment documents and court precedents. On the Vietnamese side, Hanoi
National University joined the project, in addition to the Ministry of Justice, the Supreme People's

Court, and the Supreme People's Procuracy as implementing agencies.

Most of the laws targeted by the project were approved by the National Assembly (NA) and

enacted within the period of the project. They were as follows.

(1) Revised Civil Code: approved by NA on 14™ June, 2005 and came into force on 1% January,
2006;

(2) Intellectual Property Law: approved by NA on 29" November, 2005 and came into force on
1* July, 2006;

(3) Civil Procedure Code: approved by NA on 15" June, 2004 and came into force on 1*
January, 2005;

(4) Law on Enterprise Bankruptcy: approved by NA on 15" June, 2004 and came into force on
15" October, 2004.

In addition, common curricula, text books, manuals etc., which were to be used in the national

judicial school, were produced by the project.

After the end of the legal support project phase 3, “Technical Assistance for Legal and Judicial
System Reform (Phasel: JFY2007-2011)” was implemented which focused on enforcing laws

and regulations and capacity building at the local level. In the legislative field of Vietnam at the

67



time, since the contents of the law were still unclear, contradiction and discrepancy were observed.
In the judicial field, the weak capacity of judges, procurators and lawyers to conduct practical
work was problematic. At the local level, since these judicial officials did not fully understand the
new laws that were created at the central level, an appropriate trial could not be expected. In
addition, the relevant agencies of the central government did not have mechanisms to grasp such
problems at the local level, respond to the problems, reflect those problems in their policy, and to

build capacity at the local level. The new JICA’s project was a response to these local needs.

There were three objectives in the Technical Assistance for the Legal and Judicial System Reform
(Phasel): 1) to accumulate experience to improve adjudication and the execution work of judicial
authorities in Bac Ninh Province (pilot area), 2) to absorb, analyze, and utilize the cumulative
experience by central judicial authorities and unified central lawyers’ organization, and 3) to
improve the capacity of central judicial authorities and the unified lawyers’ organization
concerning supervision over, and/or providing guidance and support to local judicial authorities
and lawyers nationwide. In terms of implementation, JICA dispatched 3 long-term experts, a
procurator, judge, and lawyer, and established working groups both in Japan and in Vietnam for

each activity.

Like this project, the technical assistance projects to support competition law, tax administration
reform, and modernization of customs started during this period, and have continued up to the
present. After the implementation of the development study, “Capacity Building for Enforcement
of Competition Law,” “Technical Cooperation Project for Capacity Building for Enforcement of
Competition Law and Implementation of Competition Policy in Vietnam (JFY2008~2012)” was
implemented in order to establish the operational framework of the Vietnam Competition
Authority (VCA) to effectively enforce the Competition Law and policy. This Project had 2
components 1) to enhance the investigative function of the VCA and 2) promote and disseminate
knowledge about the Competition Law among governments, enterprises, consumers and
academics. The cooperation agency in Japan was the Japan Fair Trade Commission and the

implementation agency in Vietnam was the VCA.

For tax administration reform, the “Project on Tax Administration Reform in Vietnam (Phase 1)”
was implemented between JFY2005 and JFY2008. The objective of this project was to build the
capacity for staff training in the General Department of Taxation and to build the capacity of the
Department to provide appropriate instruction to the local tax office and provincial department of
taxation. For this project, the General Department of Taxation in the Ministry of Finance
established working groups in order to develop an improvement plan on taxpayer service for the
Public Relations and Taxpayer Service Department, to develop a plan and basic study methods on

the tax audit conducted by the Tax Investigation Bureau, and to develop a basic training

68



curriculum and improvement plan on staff training by the Staff Training Center.

To strengthen Customs administration, the “Capacity Building of Master Trainers for
Modernization of Customs Administration Project (2004-2007)” was implemented. The purpose
of the project was to foster master trainers capable of providing practical training in Customs
Valuation, Post Clearance Audit and HS Classification (including chemical analysis) based on
international standards, and acting as instructors in staff training courses. For this project, the
General Department of Vietnam Customs in the Ministry of Finance established a project

steering committee and 3 working groups in order to carry out the following activities.

(1) Prepare an activity plan to develop master trainers capable of teaching Customs officers in
local staff training courses.

(2) Prepare training materials and teaching guidelines, in order to introduce international
standards to regional Customs offices.

(3) Conduct periodic on-the-spot training by the master trainers at selected regional Customs
offices.

(4) Prepare a sustainable training plan that would be implemented after the project is
completed.

3.34 Response to Vietnamese Initiatives as a Middle-income Country (2010-)

Japan’s Country Assistance Program for Viet Nam in 2009, like that of 2004, emphasized
“Administrative and Public Finance Reforms” and “Development of Legal Systems and Judicial
Reforms” as priority areas for Japanese assistance. However, the program in 2009 took it one
step further with a “goal to contribute to achieving highly transparent public administrative and
financial systems, and to strengthening the response to decentralization.” In terms of the
development of legal systems and judicial reforms according to the program, the following areas
of support would be provided in a mutually integrated and coordinated manner in addition to
support for enacting and amending laws such as “support for building and improving systems
necessary for the execution of laws, support for human resource development to improve the
capacity to implement laws at a practical level, including in local areas, and support for improving

dissemination of legal information and access to justice.”

Japan’s Country Assistance Program for Viet Nam revised in 2012, went further in governance
support. The new program emphasized the promotion of public participation in public
administration in addition to previously supported fields such as legal and judicial reform as well
as strengthening administrative functions. In this area, the new assistance program emphasizes
support for the government’s efforts to renew educational and training programs in a situation

where the entire government, including the local government, is required to enhance the capacity
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to formulate and implement policy in the face of increasingly complex development issues.
Assistance is also provided to the Office of Government and Ministry of Planning and Investment
to strengthen policy coordination mechanisms and policy formulation capacity in priority areas.
In terms of institutional reform, the new program stresses the need to improve the environment of
policy formulation and the enforcement of individual civil servants and administrative
organizations. To popular participation in public administration, the program supports “the

government’s efforts to strengthen the institution of national assembly and public broadcasting.”

“Technical Assistance for the Legal and Judicial System Reform (Phasel: JFY2007-2011)” was
an example of Japan’s assistance to build and improve systems necessary to execute laws and
human resource development in order to improve the capacity to implement laws at a practical
level, as well to support improved dissemination of legal information and access to justice. There
were four components in the project, which were 1) improve the capacity in adjudication and the
execution work of judges, procurators, lawyers and judicial officials of the local judiciary and
judicial support subsystem in Bac Ninh Province (pilot area) and to gain experience in improving
this capacity in the pilot area, 2) improve the institutional capacity of central judicial authorities
and the relevant unified central lawyers’ organization to absorb, analyze and use the lessons and
experiences gained from activities in component 1, and 3) prepare drafts (revisions of) legal
normative documents which provide fair and transparent scheme/framework of the subject matter
and/or serve to improve adjudication and execution work as well as the tasks of the judicial
support subsystem, and 4) enhance the institutional capacity to train judicial titles based on the

lessons and experience gained from the activities in component 1, 2, and 3.

The objective of the “Technical Assistance for the Legal and Judicial System Reform (Phase2:
JFY2011-2015)” that followed is to strengthen the organizational and human capacity of central
judicial institutions concerning the content and operation of legal normative documents as well as
works for trial and enforcement. There are two components in this project, which are 1) capacity
building of national central judicial institutions for monitoring, guidance, advice and supervision
of works in the field; and 2) drafting of legal norms documents such as substantive law,

procedural law, and organizational law, which become the basis of appropriate trial.

Several cooperation programs have been started to support educational and training programs
reforms of the government and the party as part of the assistance to strengthen administrative
functions. “Capacity Development Program to Formulate Socioeconomic Development Policy
(JFY2010-2012)” provided participants, who were high-level policy makers and the
director-general level or more in Vietnam, with opportunities to acquire knowledge about Japan’s
administrative system and development experience through a study tour in Japan and seminar in

Vietnam. Another project in this category is the “Development of Implementation Capacity for
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Training of Government Officials at HCMA (JFY2013-2016),” where the objective is to
strengthen the framework to promote the capacity building of the cadre of civil servants in Ho Chi
Minh National Political Academy (HCMA). To this end, the project carries out activities to
strengthen the management capacity of the HCMA to conduct training for state leader candidates,
and to strength the capacity of the NAPA to develop programs for the School of Public Policy. The
groups targeted in the project will be 60-70 HCMA staff, and about 500 HCMA trainees, who

work as leaders of government, party and mass organizations.

Other projects have been implemented to strengthen policy coordination mechanisms and policy
formulation in priority areas, as well as to improve the environment for policy formulation and
execution in administrative institutions. “Capacity Building of the Office of the Government
(JFY2012-2015)” was started to instill OOG officers with professional knowledge and skills to
propose government solutions in their relevant sectors and areas through a study tour conducted
in Japan, seminars in Vietnam, and joint studies on selected issues. “Advisor for Capacity
Strengthening of Development Planning Consultation (JFY2012-2014)” was implemented to
strengthen the capacity of researchers at the Vietnam Academy of Social Sciences (VASS) to

make recommendations on formulating and implementing development plans and strategies.

There are two projects that promote popular participation in public administration. “Training for
Capacity Development of the Office of National Assembly (JFY2010-2013)” was conducted
through a study tour in Japan and a seminar held in Vietnam to introduce the Japanese experience
in this field to the staff of the Office of National Assembly. The other project was the “Capacity
Development Program for Vietnam Television (VTV) (JFY2012-2015)” which targets the
effective use of a broadcasting center constructed by ODA loans as an education infrastructure,
and to enhance the implementation capacity of the VTV staff in public broadcasting know-how
and the production of social enlightenment programs. The components of the program are 1)
training the production and news bureau staff, 2) OJT training of a chief candidate for the VTV

Tokyo Bureau at NHK International, and 3) supporting production of documentaries.

34 Contribution of Japan’s ODA to Governance Development

This section will examine the outcomes of Japan’s ODA projects and their significance for
socio-economic development in Vietnam by focusing on good practices of JICA’s technical
cooperation projects in the field of governance. The “Cooperation in the Legal and Judicial
Field — Phase 1~3”, the “Capacity Building for Enforcement of Competition Law and
Implementation of Competition Policy in Vietnam”, and the “Capacity Building of Master
Trainers for Modernization of Customs Administration Project” are given as case examples of

Japan’s ODA that have made major contributions to governance in Vietnam.
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(1) Outcomes of Japan’s ODA

Enactment of laws and strengthening of their enforcement system

In order to promote the transition to a market economic system and integration into the
international market, GOV developed many laws in the 1990s. However, many laws that had
been enacted during this period were forced to be revised in a short period of time because of
underdeveloped basic legal theory and legislative know-how, as well as thinking that was
dependent on a planned economy. In particular, it was essential for the Government to reform
the legal system and judicial administration system so as to ensure individual property rights
and free economic activities that are prerequisites for market economy. In this situation, JICA’s
legal assistance began in 1996 and contributed to the enactment of the revised Civil Code in
2005. The legal assistance project that aims to support the enactment of related laws and their
implementation as well as human resource development in the area has continued until now.
Table 3-3 shows the achievements of JICA’s legal assistance projects in terms of the enactment

of laws.

Table 3-3: Achievements of JICA’s Legal Assistance Projects: Enactment of Laws

Enactment of Laws Year of Possible Impact
Approval

Revised Civil Code 6/2005 Promotion of market economy
Intellectual Property Law 11/2005 Protection against intellectual property
Civil Procedure Code 6/2004 Promotion of conflict resolution by judicial body
Law on Enterprise Bankruptcy 6/2004 Transparency and optimization of business failures
State Compensation Law 5/2009 Protection of the rights of citizens, as a base of rule of law
Civil Judgment Execution 11/2008 Proper enforcement of the trial and protection of civil rights
Code

(Source: Study Team)

With regard to the strengthening of the enforcement system of laws, the “Capacity Building for
Enforcement of Competition Law and Implementation of Competition Policy in Vietnam” has
produced a visible effect. The project was to establish the operational framework of the Vietnam
Competition Authority (VCA) to effectively enforce the Competition Law and policy. Since the
beginning of the project, the number of VCA’s investigation, an indicator of the level of
investigation skills of VCA, has risen steadily from 0 in 2006 to 45 in 2012. This implies that
the VCA has been strengthening the capacity to enforce the Competition Law in Vietnam
(Figure 3-1).
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Figure 3-1: Statistics of VCA’s Investigation on Unfair Competition Cases

Establishment of a system for human resource development

One of the common features of the three projects is that the Vietnam side established a solid

counterpart system for the project. For example, in the phase 3 of the legal assistance project,

the counterpart system consisted of mid-level executives from related agencies such as the

Ministry of Justice (MOJ), Supreme People’s Court (SPC), Supreme People’s Procuracy (SPP),

Vietnam National University, Hanoi (VNU) and Judicial Academy (JA) for each component of

the project under its project director (Deputy Secretary of MOJ) and the project manager

(Director of International Cooperation Department of MOJ).

Table 3-4: Implementation System of the Legal Assistance Project (Phase 3)

Component Agency in Charge Counterpart

Revised Civil Code MOIJ MOJ (6 staff), SPC (1), Ministry of Science and
Technology (1)

Intellectual Property Law MOJ MOIJ (1)

Civil Procedure Code and Law on SPC SPC (3)

Enterprise Bankruptcy

Laws related to the Civil Code MOJ MOI (6)

Judicial Academy JA JA (5), SPP (2), College for Court Officers (1), Ha
Noi Bar Association (1)

Capacity Building of Prosecutors SPP SPP (6)

Standardization of  judgment SPC SPC (5), and 1 staff from each SPC Civil Court,

documents and compilation of court SPC Criminal Court, SPC Economic Court, SPC

precedents Labor Court

Japanese law course at Vietnam VNU VNU (4)

National University, Hanoi

(Source: Final Evaluation Report on Japanese Technical Cooperation in the Legal and Judicial

Field-Phase 3, JICA, 2006)
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The arrangement of these counterparts was made at the beginning of the project (in phase 1,
only MOJ was a counterpart in the project). The projects of the “Capacity Building for
Enforcement of Competition Law and Implementation of Competition Policy in Vietnam” and
the “Capacity Building of Master Trainers for Modernization of Customs Administration Project”
also established a solid counterpart system in each implementation agency. As a result, the
ability of many staff members who participated as counterparts in the projects, was enhanced,

and many went on to occupy key positions in their own organizations.

Enhancement of project ownership by the Vietnam side

The three projects attempted consciously to respect and enhance the project ownership by
executing agencies in Vietnam. In those projects, Japanese experts have served as mentors. For
example, in the legal assistance project, after the Vietnam side drafted the bills based on
information provided by the Japanese side, the working groups organized in Japan provided
professional and technical comments to improve the drafts. In this way, the project was led by
the Vietnam side including decisions about the theme of the seminars held regularly in the
project. This approach resulted in enhancing ownership of the project by the Vietnam side and
acquiring related knowledge. The Japanese side participated in the forum held by the Vietnam
side to exchange opinions, and discussed Japanese experience and their views. Through these
exchanges of knowledge and experience, the Vietnamese counterparts built their knowledge and

capacity in their respective field.

Establishment of the recognition on the importance of social factors in institution-building

After the Meiji era, Japan introduced Western laws which had different historical, cultural, and
social backgrounds, and implemented those laws while adapting them to the actual situation in
Japan. Japan has also promoted the Westernization of Japanese society. Based on this experience,
JICA’s project adopted an approach that not only conveyed technical information on market
economy law, but also held discussions with lawyers in Vietnam about the kind of social needs
in Western society produced the legal system in each country, whether or not those social needs
exist in Vietnam, and whether will they be useful to Vietnamese society in the future. The
project attempted not just to transplant a foreign law system but to introduce a legal system that
would be received in Vietnamese society’. This attitude of Japanese experts, coupled with the
approach that emphasized ownership of Vietnamese counterparts, won the trust of the Vietham

side.

Promotion of people-to-people exchanges and mutual understanding of relevant organizations in

both countries

3 Akio Morishima, “Houseibishien no rinen to kadai (Idea and Challenges of Legal Assistance)”,
Houritsu no Hiroba, 2001(10), p15
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In the three projects, the cooperation agencies of the Japanese side provided Vietnam
counterpart agencies with a variety of institutional supports. In the competition law-related
projects and the Customs modernization projects, the Japan Fair Trade Commission and the
Department of Custom of the Ministry of Finance provided institutional support respectively for
each counterpart agency of similar functions, i.c., the Vietnam Competition Authority and the
General Department of Customs. In the legal assistance project, the Ministry of Justice of GOJ,
Supreme Court, Japan Federation of Bar Associations, and Nagoya University School of Law
formed study groups for the project to provide technical support to the Ministry of Justice (MOJ),
Supreme People’s Court (SPC), and the Supreme People’s Procuracy (SPP). During long-term
project implementation, people-to-people exchanges continued, promoting mutual
understanding between the both sides, which led to substantial positive effects on each technical

cooperation project.
(2) Contributions of Japan’s ODA to Socio-economic Development

It is difficult to show at this point the impact of Japan’s ODA in governance areas on
socio-economic development in Vietnam. This is because it requires a long time for those
projects to produce clear effects on society and economy in a country. Therefore, in this section,
we will discuss mainly the significance of the three good practices for socio-economic

development in Vietnam.

Protection of the right of people

The transition to a market economy and integration to the world economy introduced by the Doi
Moi policy required fundamental changes in the legal system of Vietnam. Market transactions
assume the establishment of individual rights including the approval of equal trading entities
and their property rights. The international community that Vietnam tried to enter was
dominated by the rules of market economy based on this concept of equal trading entities and
absolute private rights which was not compatible with a socialist planned economy run by
discretionary directives of the state. In addition, the dispute resolution by the court that is
assumed by market economy was incompatible with the method to maintain social order in
which production and consumption were coordinated by the central administration or the party”.
In this context, JICA’s legal assistance attempted to support the fundamental change in the legal
system in Vietnam pressed by the introduction of the Doi Moi, i.e. the reforms of legal and
judicial administration system in order to ensure individual property rights and free economic

activities.

* Akio Morishima, “Betonamu ni okeru houseibi to wagakuni houritsuka no yakuwari (Legal reform in
Vietnam and the role of Japan’s lawyers)” in Jiyuu to Seigi (Liberty and Justice), 1967( July), p16
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Promotion of market economy

The JICA’s legal assistance project put work to amend the Civil Code at the center of legislative
support. This Civil Code defines the basic principles of market economy, as well as specific
issues related to exchange. It is the law to ensure everything from the foundation of market
economy to its operation’. The exchange is a process that actors facing each other lead to a
certain arrangement after negotiating over goods, execute each other what was decided, and
sometimes force the implementation of the agreement. Legally this is referred to as a “contract”,
and thus the Civil Code can be regarded as norms which support smooth operation of exchanges
in the market. Furthermore, the Civil Code defines who can exchange in the market, what can
be exchanged, and the discipline of relations between who exchange and what are exchanged
(property rights). There are many laws beside the Civil Code that directly discipline market
economy, such as the commercial law, trade laws, and the competition law. However, the Civil
Code constitutes contract, legal entity, goods, and property rights, which are the most basic of
market economy. Therefore, the JICA’s legal assistance project can be said to be one that

supported the establishment of a fundamental basis for a market economy promoted by GOV.

Improvement of investment environment

Vietnam attempted to enter the international market through a substantial increase in production
and resulting improvement of people’s living standards by introducing market economy and
foreign capital, and accepting foreign enterprises and technology. It is clear from the above
discussion that the JICA’s legal assistance project was required to enact basic civil and
commercial laws, establish institutions to operate them, and to develop human resources in
order to meet prerequisites for the introduction of foreign investment. In addition, the success of
the “Capacity Building for Enforcement of Competition Law and Implementation of Competition
Policy in Vietnam” was a prerequisite for fair economic activities in the country by supporting
the proper and smooth operation of the Competition Law. The “Capacity Building of Master
Trainers for Modernization of Customs Administration Project”, on the other hand, contributed
to developing a necessary condition for the proper and efficient Customs clearance for
international trade. Thus, each project plays an important role in improving investment climate

in Vietnam.

Provision of the opportunity for fair economic competition

Although deregulation was underway under the Doi Moi policy, economic activities were still

> Eiichi Hoshino, Minpo no Susume (Recommendation of the Civil Code) , Iwanami Shinsho, 2012,
p67-68
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dominated by state-owned enterprises, and the concept of competition was not taken root in
Vietnam. Under these circumstances, the “Capacity Building for Enforcement of Competition
Law and Implementation of Competition Policy in Vietnam” was implemented to promote fair
economic competition by enhancing investigation skills of the VCA, and promoting and
disseminating knowledge about the Competition Law among governments, enterprises,
consumers and academics. The success of this project implies that the VCA has improved its

capacity to promote fair economic competition in the country.

Awakening of legal consciousness in society

Under a planned economy before the Doi Moi, the law did not occupy an important position
because economy was managed by the discretion of the bureaucracy under the party and its
directives. The legacy of wartime legal system was deeply rooted where all matter was
determined in advance by the state and personal interests were subordinated to the interests of
the state and collective. In other words, any level of society had to follow the instructions from
the top. In this context, in the “Capacity Building for Enforcement of Competition Law and
Implementation of Competition Policy in Vietnam”, it was necessary to promote and disseminate
knowledge about the Competition Law among governments, enterprises, consumers and
academics for the effective enforcement of the Law. To this end, in addition to holding the
competition advocacy seminars (total of 21 times) in various areas of Vietnam including Hanoi
and Ho Chi Minh, the Project supported public relations activities through the internet of the
VCA as well as the publications issued by the VCA. This contributed to improving the level of
understanding of Competition Law among enterprises, consumers and academics, and
enhancing their sense of entitlement regarding a fair economic competition. This is shown by
changes in the number of initial investigation by the VCA (number of VCA’s claim acceptance

regarding competition low violation).
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Figure 3-2: Number of VCA’s Claim Acceptance of Competition Law Violation
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3.5 Features of Japan’s ODA in Governance

As mentioned in Chapter 2, criticism of the effectiveness of technical assistance increased from
the 1980s. This criticism of conventional technical assistance, especially the shortcomings of
donors’ technical assistance approach pointed out in the international community can be

summarized as follows.

(1) Donor-driven approach: Many projects have been formulated by donors in which priority
needs of developing countries are unlikely to be reflected.

(2) Short-term Approach/Neglect of Capacity and Institutional Development

(3) Criticism of the long-term foreign experts-counterparts arrangement: The long-term foreign
expert and counterpart arrangement does not contribute to capacity development and

institution building in developing countries.

(4) Problem with the Project Approach: Technical cooperation projects have been implemented
as separate projects where they are not planned and managed in an integrated manner under

the entire development plan of partner countries.

(5) Problem with the Project Management Unit (PMU)

(6) Biased toward formal training methods: Mainstream conventional technical cooperation is
based on formal and mechanical training methods focused on classroom lectures and
memorization.

According to the critics of technical assistance, these characteristics of the donor approach have

significantly reduced aid effectiveness if they are combined with weak management capacity as

well as negative policies and institutional environment of developing countries.

The features of Japan’s technical cooperation in the area of governance, on the other hand, can be
summarized as: (1) “Think Together” type approach, (2) use of Japanese experience, (3)
long-term approach, (4) institutional supports from relevant organizations in Japan, (5) utilization
of existing public organizations and their staff, (6) emphasis on OJT, (7) integrated approach, and
(8) consideration of governance issues in technical cooperation in general. These characteristics
of Japan’s ODA approach to governance in Vietnam provide examples of good practices against

the above criticism.
(1) “Think Together” Type Approach

A typical approach, which is often criticized in the context of the donor-led approach, is one
where a donor tries to apply a model developed in its country to a developing country as is,
ignoring the capacity and institution of the host country. In contrast, some of the Japan’s
governance projects have supported the process of transformation promoted by GOV without

imposing Japanese models. It is an approach that helps the choice of institutions and their
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building and execution done proactively by the government based on relevant information and
dialogue. A typical approach of this type can be seen in the “Cooperation in the Legal and Judicial
Field in Vietnam, Phase 1- 3” (See Column 3-1).

Column 3-1: Capacity Building based on a Joint-thinking Approach: Cooperation in the
Legal and Judicial Field in Vietnam (Phase 1, 2, 3)

Japan has implemented legal assistance in Vietnam since 1996. This effort bore fruit in phase 3.
Most of the laws (Revised Civil Code, Intellectual Property Law, Civil Procedure Code, Law on
Enterprise Bankruptcy, etc.) targeted by the project were approved by the National Assembly and
enacted within the project period. One of the characteristics of this legislative support of JICA is
that the Vietnam counterparts independently drafted each law by referring to information offered
by the Japanese side, followed by comments by Japanese expert groups on the drafts prepared by

the Vietnam side.

This approach was highly appreciated by the Vietnam side saying that they received timely and
high quality comments that were very beneficial to their task of drafting the law. In addition, it is
reported that the capacity of legal thinking by Vietnamese officials significantly improved
through continued discussions that were held in this project. The effect of this project was
significant. For example, the revised Civil Code enacted with the assistance of the project can be
seen as a basic civil law that contributes enormously to the establishment of a modern legal
system, as well as socio-economic development in Vietnam. In addition, the Civil Code also
contributes to an improved business environment in Vietnam, which helps attract foreign

investment to this country.

(2) Utilization of Japanese Experience

The main reason behind Japan’s "Think Together" type approach in governance may be related to
the Japanese experience of introducing western models to Japan during its modernization process.
Instead of adopting the western model as is, Japan imported and studied western models, while
modifying those models that fit the situation in Japan. Japan’s approach to technical cooperation
may reflect this experience of internalizing foreign models. Since the countries of Indochina
have faced challenges similar to the Japanese experience, their expectations of Japanese
assistance is very high. This may be a major reason why Indochinese countries including

Vietnam have requested the Japanese government for assistance in improving their legal system.

Another factor that influences Japan’s approach to governance is Vietnam’s relations with its
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former colonial power. Like Laos and Cambodia, Vietnam has been influenced by French law.
Moreover, the legal system in Vietnam remains under the influence of the socialist system. This
complex background has influenced the legal system in Vietnam, which cannot be avoided in
performing legal assistance in the country. In contrast, Japan’s legal system was influenced by the
French and later German law system during the Meiji era, and it has been under the influence of
American Law after World War II. In this way, Japan has developed its own legal system, where
experts in the common law system and civil law system of each Western country are present in
Japan. It may be the strength of Japan’s legal assistance that can support countries which are

under the influence of either French or German or American legal systems.
(3) Long-term Approach

A long-term approach is also one of the characteristics of Japan's ODA in governance in
Vietnam. This is a sharp contrast to the short-term approach of technical assistance criticized by
many researchers. For example, the technical cooperation project in the legal and judicial field
in Vietnam began in JFY 1996 and continued to JFY2007. After the enactment of basic laws, the
subsequent project, called the “Technical Assistance for the Legal and Judicial System Reform,”
began in JFY2007 to help effectively operate these basic laws. This project is now in the phase
2 stage and it will be continued to JFY2015.

Support for competition law also took a long-term approach. Related projects include “Capacity
Building for Enforcement of Competition Law” (JFY2005-2006), “Capacity Building for
Enforcement of Competition Law and Implementation of Competition Policy in Vietnam”
(JFY2008-2012), “Project for Strengthening Capacity of Consumer Protection Administration”
(JFY2010-2012), and “Project for the Improvement of Legal Framework for Competition Law
and Policy” (JFY2012-2016). In area of support for modernization of Customs, the first technical
cooperation project started in JFY2004; and there are two ongoing projects at present, one is a
grant aid project called “The Project for E-Customs and National Single Window for Customs
Modernization” (JFY2012-2015), and the other is a technical cooperation project called “Project
for Promoting E-Customs in Vietnam” (JFY2012-2015).

In this way, all the technical cooperation projects, which produced significant results in the field
of governance in Vietnam, took a long-term approach. An explanatory factor for their success is
that the same Japanese organizations are involved in the projects for a long period of time, which
provide opportunities to accumulate knowledge about the situation for each sector and relevant
organizations in Vietnam, and enable Japanese cooperation agencies to provide assistance that fit
local needs. This has built a relationship of trust between the organizations in both countries, and

this may have contributed significantly to the success of the projects.
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(4) Institutional Support from Relevant Organizations in Japan

Another feature of Japan’s technical cooperation projects is that long-term experts have a variety
of institutional support from the organizations dispatching them. For cooperation in the legal and
judicial field in Vietnam, the Japanese Ministry of Justice, the Supreme Court, the Japan
Federation of Bar Associations, and Nagoya University School of Law formed joint study groups
for each issue (revised civil code, civil procedure code, legal training program, judgment
document and court precedents) to support long-term experts. The cooperation agencies of other
projects include the Japan Fair Trade Commission for competition law-related projects, the
Ministry of Finance for Customs modernization projects, the National Tax Agency for tax
administration reform projects. These organizations have functions that are similar to the
implementing agencies on the Vietnamese side and they have provided full support for capacity

development of counterpart agencies.

One of the merits to this kind of inter-agency cooperation is that it tends to establish long-term
cooperation between organizations based on mutual benefits. For example, the Ministry of
Finance, Japan can support Japanese enterprises operating in Vietnam by promoting quick and
efficient customs clearance in the Customs modernization projects. In addition to this benefit, it is
possible for implementing agencies to access systematically and continuously the appropriate
know-how and technology of organizations in Japan with similar functions. It is also possible to
have a significant impact through interactions between personnel of various levels, and to respond

flexibly to changes in staff in charge of the project.
Typical technical cooperation projects based on inter-organization cooperation are as follows.

Table 3-5: Institutional Support in JICA’s Projects

e e Period Scheme Cooperation Agency Impleme'nting Agency
JFY) (Japan) (Vietnam)
Cooperation in the Legal and | 1996~ Technical Ministry of Justice, Ministry of Justice
Judicial Field in Vietnam 2007 Cooperation Supreme Court, (MOJ), Supreme
(Phase 1, 2, 3) Project Japan Federation of Bar | People’s Court ,
Associations, Supreme People’s
Nagoya University Procuracy, Vietnam
Federation of Bar
Association
Technical Assistance for the | 2007~ Technical Ministry of Justice, Ministry of Justice
Legal and Judicial System 2015 Cooperation Supreme Court, (MOJ), Supreme
Reform (Phasel, 2) Project Japan Federation of Bar | People’s Court,
Associations, Supreme People’s
Procuracy, Vietnam
Federation of Bar
Association
Capacity Building for 2008~ Technical Japan Fair Trade Vietnam Competition
Enforcement of Competition | 2012 Cooperation Commission Agency
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Erojeean e Period Scheme Cooperation Agency Impleme-nting Agency
JFY) (Japan) (Vietnam)
Law and Implementation of Project
Competition Policy in
Vietnam
Development of 2013~ Technical National Personal Ho Chi Minh National
Implementation Capacity for | 2016 Cooperation Authority Political Academy
Training of Government Project University of Tokyo (HCMA)
Officials at HCMA Waseda University, etc.
Capacity Building of Master | 2004~ Technical Department of Customs, | General Department of
Trainers for Modernization | 2007 Cooperation Ministry of Finance Customs
of Customs Administration Project
Project
Project on Tax 2005~ Technical National Tax Agency General Department of
Administration Reform in 2008 Cooperation Taxation, Ministry of
Vietnam (Phase 1) Project Finance
Project for promoting 2012~ Technical Department of Customs, | General Department of
E-customs in Vietnam 2015 Cooperation Ministry of Finance Vietnam Customs,
Project Ministry of Finance

(Source: JICA’s knowledge site)

(5) Capacity Development of Existing Public Organizations and Their Staff

JICA’s technical cooperation projects have utilized existing public institutions and their staff in order

to build their capacity in implementing the projects. For example, in the “Cooperation in the Legal

and Judicial Field in Vietnam (Phase 1, 2, 3),” working groups were formed for each issue to achieve

the project purpose. The members of each working group consisted of staff from the Ministry of

Justice (MQJ), Supreme People’s Court, Supreme People’s Procuracy and the Vietnam Federation of

Bar Associations. With the advice of Japanese experts and joint study groups in Japan, Vietnamese

working groups drafted the Revised Civil Code, Intellectual Property Law, Civil Procedure Code, and

Law on Enterprise Bankruptcy. This kind of working group was also formed in Competition Law

support projects (See Column 3-2).
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Column 3-2: Use of Existing Organization and its Staff: Capacity Building for
Enforcement of Competition Law and Implementation of Competition Policy in

Vietnam

In the “Capacity Building for Enforcement of Competition Law and Implementation of
Competition Policy in Vietnam”, the Project carried out activities to enhance the
investigative functions of the VCA and to promote and disseminate knowledge about the
Competition Law to governments, enterprises, consumers and academics. For these
activities, VCA established three working groups to work jointly with Japanese experts in the
respective areas of investigation, capacity building and advocacy. These working groups
were formal groups set up as a decision by the Director General of VCA which described the
task of each group, the responsibility of the group leader as well as group members, and
appointed 3 leaders and 13 members. As a result, a solid implementation structure was built

for the Project which did not exist before.

The motivation of these working groups was very high. In order to enhance the investigative
function, these working groups, with the help of JICA’s long-term and short-term experts,
analyzed the present situation, updated investigation skills, made necessary guidelines and
manuals for investigators, improved skills to define the relevant market and implement
market surveys. Based on these activities the working groups prepared and implemented the
training program at the training center for investigators. As for competition advocacy related
activities, the responsible working group reviewed and discussed methods in effective
advocacy, and conducted advocacy activities through seminars, workshops and leaflets, etc.
As a result, the number of VCA’s investigations rose from 0 in 2006 to 45 in 2012. In
competition advocacy, the number of initial investigation increased from 12 in 2006 to 98 in
2011. Thus, the joint work by the working groups and Japanese experts significantly

improved the capacity of VCA in investigation and advocacy.

(6) Emphasis on OJT

One criticism of the traditional technical cooperation approach is its reliance on formal training
in classrooms as a means of acquiring knowledge. Unlike this kind of approach, On-the-Job
Training (OJT) has been an important element of JICA’s technical cooperation projects (See
Column 3-3).
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Column 3-3: Emphasis on OJT: Capacity Building of Master Trainers for
Modernization of Customs Administration Project (2004-2007)

The purpose of the “Capacity Building of Master Trainers for Modernization of Customs
Administration Project (JFY 2004-2007)” was to foster master trainers in the General
Department of Customs in Vietnam, who provide practical training in Customs valuation, post
clearance audit and HS classification (including chemical analysis) based on international
standards, and act as instructors in the staff training courses. To this end, the Project consisted

of the following components.

1) Activity plan is prepared to cultivate master trainers, who can teach customs officers at local
staff training courses.

2) Training materials and teaching guidelines are prepared, in order to introduce international
standards to regional Customs offices.

3) At selected regional Customs offices, periodic on-the-spot training is conducted by the
master trainers.

4) A sustainable training plan is prepared for implementation after completing the Project.

In this way, on-the-spot training was a critical element of this project. Moreover, the emphasis
on OJT was also carried through each individual component. For example, for the first
component, an activity plan was first formulated through consultation of the working group
members and Japanese experts in the training program of the first to the third stages. From the
fourth to ninth stages, the capacity development of the working groups (future master trainers)
was implemented in the form of preparation of on-the-spot training that targeted regional
custom office staff. At this time, the working groups formulated an activity plan for each
training program in which they performed as lecturers. After each on-the-spot training, the
working groups modified the activity plan that reflected their discussion on necessary

improvements and reflections.

Thus the project is the product of “learning by doing” approach to capacity development of
Vietnamese counterparts. It is reported that the capacity of the working groups was
significantly developed through the development of activity plan, experience of instructor at
on-the-spot training, preparation of training materials and teaching guidelines. This resulted in
the dispatch of some members of working groups to neighboring countries to improve their

Customs administration.
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(7) Integrated Approach

There are various assistance schemes used by JICA such as policy advisor, grant aid, Yen loan,
technical cooperation projects, etc. When providing assistance to developing countries, JICA
tends to combine these different forms of assistance in order to achieve a synergistic effect. For
example, in customs modernization, JICA carried out two projects in tandem, one was a grant aid
project called “The Project for E-Customs and National Single Window for Customs
Modernization” (2012~2015),” and the other was a technical cooperation project, “Project for
Promoting E-customs in Vietnam” (2012~2015).” The objective of the grant aid project was to
achieve quick and efficient customs clearance by building an electronic customs systems using
NACCS and CIS technology. The technical cooperation project was designed to facilitate the
objective of the grant aid by improving the environment for VNACCS/VCIS to be run and
maintained smoothly. Thus, this technical cooperation project is regarded as necessary to

enhance the effect of the grand aid project.
(8) Consideration of Governance Issues in Technical Cooperation in General

In addition to direct governance support, one objective of many of the JICA’s technical
cooperation projects is to strengthen the relations between the recipients of services and
government agencies (e.g., relationship between residents and local government), which may

contribute to the improvement of government accountability.

A good example of this type of approach is found in a reproductive health project in Nghe An
province. The main objective of this project was to improve reproductive health services in Nghe
An province. When carrying out various capacity building activities for the province’s
reproductive health and family planning center, the project set up a steering committee at the
provincial, district and commune level, consisting of key stakeholders such as the People’s
Committee, the Ministry of Health, and the Women’s Union. Thus, the project was able not only
to bring out the commitment of key stakeholders in the region, but also to plan and implement
activities in line with the needs of women in the community because the Women’s Union has an

effective network to the community.

As a result, in addition to the capacity development of the reproductive health and family
planning center, the project contributed to the formation of joint operation systems among the
People’s Committee, Ministry of Health and Women’s Union which had not worked out before.
Furthermore, when the capacity of both public administration and community was enhanced, the
relationship between the two improved as their perceptions of each other changed. Thus, although
the primary objective of the project was not to improve governance, the Project indirectly

contributed to improved relations between local government and communities and to the
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establishment of an effective joint operation system of related organizations in the region.

3.6 Lessons Learned and Challenges Ahead

This final section points out lessons learned from an analysis of development challenges in the

area of governance in Vietnam, as well as history, achievement and features of Japan’s ODA.
(1) Importance of establishing a solid counterpart system in partner countries

A common factor of good practices in the area of governance in Vietnam such as the project on
legal development, implementation of competition law, and modernization of customs
administration is the high level of ownership by the Vietnam side from the beginning of the
project, which established a solid counterpart system consisting of mid-level executives for the
project. Thus, the Vietnam side created a mechanism to develop the capacity of counterparts, a
major goal of these projects, which achieved good performance in technical assistance projects.
Therefore, in the formulation of any project, there is a need to assess whether the commitment
of the top leader in the counterpart agency is sufficiently high to ensure the quality and quantity
of counterparts who are involved in the project. This is also a prerequisite in order to make the

best use of the strengths of Japan’s ODA.
(2) Development of the strengths of Japan’s technical cooperation

It is desirable to further enhance the strengths of the technical cooperation of Japan. The
strengths of Japan’s technical cooperation approach include the “Think Together” type approach,
use of Japan’s experience, long-term approach, institutional support, utilization of existing
public organizations and their staff, emphasis on OJT, linkages of various schemes. It is
important to design and implement projects to allow them to take advantage of the strengths of

Japan’s technical cooperation.
(3) Need for systematic review and analysis of the Japan’s experience in the area of governance

The significance of bilateral aid is an exchange of experience and knowledge and its use
between two countries. For example, the main reason why Vietnamese officials requested legal
assistance from Japan is that they want to learn from the Japanese experience which built up one
legal system by fusing the Anglo-Saxon law of the United States and the United Kingdom and
the continental law of France and Germany. They believed that this Japanese experience would
be useful to address the challenges faced by Vietnamese in this field. In recent years, Japan
started to implement projects in the new field of governance support, such as national and local
development policy and planning, capacity development of the National Assembly, capacity

building of the national television. Because these areas are new to Japan’s ODA, it is difficult to
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say whether Japan is designing and implementing these projects based on a clear and systematic
development strategy. One way to enhance the effects of assistance is to analyze the Japanese
experience systematically in the area of governance and to utilize the results for the future of
Japan’s ODA in this field. Many experiences (both success and failure) in Japan must provide a
good reference point for many developing countries, in addition to Vietnam. These pointers
include reconstruction strategy after the war, high economic growth strategy, policy formulation
and implementation process of local governments, methodology of grassroots democracy and

fighting corruption, and others.
(4) Analysis and replication of good practices

There are several good practices in governance support to Vietnam such as legal assistance,
competition law and Customs administration-related projects. It is important to analyze the
success factors and challenges of these cases and to utilize the technical cooperation in the
future. For example, although one of the success factors of legal assistance projects is their
adoption of a long-term approach, the projects must face many challenges in the processes. It is
time to analyze the success factors and challenges of the projects and to utilize the results for
future projects in this field. The challenges must include the need to establish a supply system of
legal experts that will provide a sufficient number of experts continuously and in an institutional

way for future legal support in many developing countries.

(5) Need to review legal support projects and to formulate an assistance strategy for future

projects in this field.

In the context of the above, there is a need to review all legal assistance that has been provided
in other Southeast Asian countries, Mongolia, and the Central Asian countries. This is essential
in order to examine the future vision of Japan’s legal assistance. One of the strengths of Japan’s
legal assistance has been its adoption of the long-term approach, which has contributed to the
capacity development of relevant agencies and human resource development of legal officials in
the country. The problem is the lack of an exit strategy on the Japanese side. It is time to
develop a strategy in light of Japan’s ODA philosophy that address such questions as 1) what is
the objective of assistance in each country, 2) which areas should be the focus of assistance, 3)
how long should this assistances continue. Without such a strategy, there is a concern that
Japan’s legal assistance may lead to interference in domestic affairs as well as the risk of not

being able to stop’.

% These risks and the need to establish an organizational and continuous supply system of legal experts
were pointed out by Professor Akio Morishima, who is the creator of JICA’s legal assistance projects.
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(6) Promotion of South-South Cooperation

The replication of good practices pointed out in (4) should not be limited to Vietnam, but should
be expanded to other countries. For example, in legal assistance, the cooperation between legal
assistance projects between Vietnam and Laos was started by dispatching Vietnamese experts to
Laos for a seminar about criminal law revisions, as well as the acceptance of visits by Laotian
working groups to study the law on criminal procedure in Vietnam. Similar attempts are
possible in competition and Customs related projects. In addition, since the legal assistance has
been carried out in other Southeast Asian countries as well as in Central Asian countries,
cooperation with projects in those countries are also possible. In order to increase the effect of
such cooperation, however, there is a need to develop a strategy that will enable the South-South
cooperation to be carried out systematically and continuously. For that to occur, it is desirable
that the strategy on South-South cooperation is incorporated in the strategy for all legal

assistance mentioned above.
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CHAPTER 4: ECONOMIC AND BUSINESS INSTITUTIONS

4.1 20-year Partnership at a Glance in Economic and Business Institutions

The 20-year partnership for growth and development in economic and business institutions in
Vietnam can be summarized through its historical background and periodic priority development

issues shown in Table 4-1.

In Vietnam, the proportion of industry and construction sector to GDP has doubled over the past
20 years, and its trade and investment significantly expanded. During that period, the main
development agendas of GOV have moved from construction of a framework of market economy
to strengthening of relationship among the regional and international economy, and to
enhancement of competitiveness to respond to the global economy. In parallel with the trend,
Japan’s ODA has also shifted its focus from comprehensive policy support for Vietnam’s
transition to a market-oriented economy in the initial stage, to support for institution building and
human resource development to improve the investment climate, and to that for promotion of
small and medium-sized enterprises (SMEs) and the supporting industry and for development of

particular sectors such as the financial sector.

Table 4-1: Summary of the Partnership in the Sector Development of Economic and
Business Institutions
5th SEDP 6th SEDP 7th SEDP 8th SEDP 9th SEDP
(1991-1995) (1996-2000) (2001-2005) (2006-2010) (2011-2015)
Background | - Paris Peace * Restoration * Vietnam-US * Formal entry * Prime
Topics Agreement on of Bilateral Trade into WTO Minister
Cambodia Vietnam-US Agreement (2007) Dung visits
Conflict(1991) diplomatic (2000) * Lehman Japan (2011)
* Resumption relations * Signing of Crisis (2008)
of Japan’s ODA (1995) Japan-Vietnam
(1992) * Formal Investment
entry into Agreement;
ASEAN Japan-Vietnam
(1995) Joint Initiative
» Asian (2003)
Currency
Crisis (1997)
Sector * Industry & * Industry & * Industry & * Industry & * Industry &
Situation Construction Construction Construction Construction Construction
Sector/GDP: Sector/GDP: Sector/GDP: Sector/GDP: Sector/GDP:
28.8%(1995) 36.7%(2000) 41.5%(2005) 41.6%(2010) 40.8% (2011)
- SOE/GDP: - SOE/GDP: - SOE/GDP: - SOE/GDP: - SOE/GDP:
40.2%(1995) 38.5%(2000) 38.4%(2005) 33.7%(2010) 33.0% (2011)
* Exports per * Exports per * Exports per * Exports per * Exports per
GDP: GDP: GDP: GDP: GDP:
26.3% (1995) 46.5% (2000) | 56.3% (2005) 65.3% (2010) 73.8% (2012)
* First * FDI * Recovery of * Second * Increased
investment decrease due FDI investment investment
boom: US$10.2 | to Asian boom: US$71.7 | projects from
billion licensed | Currency billion Japan
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5th SEDP 6th SEDP 7th SEDP 8th SEDP 9th SEDP
(1991-1995) (1996-2000) (2001-2005) (2006-2010) (2011-2015)
(1996) Crisis licensed(2008);
followed by
sharp decline by
Lehman Crisis
* Common
Investment Law
& Enterprise
Law in force
(2006)
Sector * Economic * The 8th * Rapid * Rapid * Industries
Priorities in | stabilization and | Central development industrial having
SEDP development Committee of | with efficiency, | developmentto | comparative
the competitiveness | improve quality, | advantages
Communist to meet the competitiveness | and strategic
* Industrial Party of requirement of | and significance;
outputs grew Vietnam markets modernization participate in
13.3% per year | adopted a * Industrial the production
(planned for policy for = Industrial outputs grew and
7.5-8.5%) Vietnam to outputs grew 13.9% per year | distribution
* Exports grew | become an 15.9% per year | (planned for network
20.0% per year | industrialized (planned for 15.2-15.5%) worldwide
country by 13.1%) * Exports grew * Industrial
2020. * Exports grew | 17.3% per year outputs
* Industrial 17.5% per year | (planned for growth
outputs grew | (planned for 16.0%) planned for
13.5% per 16.0%) 8-9% per
year (planned year
for 14-15%) * Exports
* Exports growth
grew 21.0% planned for
per year 12-14% per
(planned for year
28.0%)
Direction of | * Support for economic structure | * Human * Promotion of | * Support for
Japan’s reform resource growth and the goal to
ODA * Human resource development development to | enhancement of | emerge from
and institutional building support the competitiveness | the status as a
particularly to promote market economy low-income
market-oriented economic « Institutional country and to
development building become an
-Areas of administration, and industrialized
market economy related and legal nation
institutions that contribute to (targeted for
establishing a new economic 2020).
system
-Technical Vocational Education
and Training
Priority * Macroeconomic support = Start of * Development * Business
Issues of (commodity loan and non-project | industrial of the environment
Japan’s loan) human resource | investment improvement
ODA = Comprehensive policy support | development environment and private
for the transition to a market * Promotion of | sector
economy SME:s and the development
private sector -Economic
* Human systems as the
resource foundation of
development to | the market
support growth | economy
-Reforms in
the financial
sector and
SOEs
-Developing
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5th SEDP 6th SEDP 7th SEDP 8th SEDP 9th SEDP
(1991-1995) | (1996-2000) | (2001-2005) (2006-2010) | (2011-2015)

SMEs
including the
support for
industries
-Nurturing
industrial
personnel

(Source: Prepared by the Study Team)

4.2 Historical Review of Development and Growth in Economic and Business

Institutions

Vietnam has pursued market-oriented economic reforms, while maintaining the socialist system
since introducing the Doi Moi policy in 1986. It has achieved economic growth centered on
foreign investments and exports. In contrast, economic structural reforms such as reforms of
state-owned enterprises, the financial system, and market liberalization, which are closely
related to the development of private sector, still need to be improved despite the progress that
has been observed. The development of the private sector and industry in Vietnam are explained

chronologically in the following three sections.
4.2.1 Construction of a Market Economy Framework: From 1991 to 1995

Although the economy was disordered during the initial years following the introduction of the
Doi Moi policy, the macro-economy began to stabilize around 1989. The government focused
on the development of a basic framework to implement the Doi Moi policy while placing
priority on economic stabilization in the Fifth Five-Year Plan (SEDP) (1991-1995). For
instance, in the constitution enacted in 1992, the non-state sector was recognized as an official
economic sector along with the state sector and the collective sector, which also promoted
foreign investments. Amidst a recovering economy, the mid-term National Congress of the
Communist Party held in 1994 declared that Vietnam had reached a phase where

industrialization and modernization would be pursued (Teramoto, 2012).

The average GDP growth rate during the Five Year Plan was 8.2 percent, which topped the
target value of 5 to 6.5 percent. The annual growth rate of industrial output, when the target rate
was from 7.5 to 8.5 percent, reached 13.3 percent exceeding the GDP growth rate. Export
showed the high average growth rate at 20 percent. The amount of foreign direct investment
received had continued to increase since the Law on Foreign Investment was proclaimed in
1988; and authorized foreign capital of $10.2 billion peaked in 1996 with 372 new licensed

projects, which constituted the first investment boom.

Following Japan’s resumption of its ODA, the Consultative Group Meeting for Vietnam was
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held in Paris in November 1993, and financial assistance from international financial institutions
was resumed. The World Bank started providing the Structural Adjustment Credit (SAC-I) of
US$150 million in October 1994 to assist Vietnam’s market-oriented economic reforms through

stabilization of the macro-economy and structural reform (World Bank, 2011).

4.2.2 Strengthening Relationships in the Asian Region and an International Economy
Oriented Toward Industrialization: From 1996 to 2005

During the period of the Sixth SEDP (1996-2000) and the Seventh SEDP (2001-2005), Vietnam
clearly declared industrialization as its target and was making its entry into the Asian region and
the international economy. At the Eighth National Congress of the Communist Party of Vietnam
held in 1996, Vietnam set its fundamental policy toward becoming an industrial country by
2020. The policy of “industrialization and modernization,” which is still maintained, was
introduced at this time (Teramoto, 2011). In its relationships with other countries, Vietnam
successfully joined ASEAN in July 1995, and in August of that year normalized diplomatic
relations with the U.S. In 2000, it signed the U.S.-Vietnam Trade Agreement.

Meanwhile, this ten-year period can been seen as a gradual recovery process from the huge
economic downturn triggered by the Asian currency crisis in 1997, which affected the economic
and industrial sectors. The Asian currency crisis, which occurred in Thailand, damaged the
economy of Southeast Asian countries. Although the impact was relatively limited for Vietham
due to its minimal involvement in the international economy, the growth rate of its GDP
plunged from above 9 percent in 1996 to 4 percent in 1999. Vietnamese exports, which lost
competitiveness because of the decline in the currency of other countries like Thailand and
Malaysia, also suddenly declined by 0.9 percent in 1998 in contrast to its high growth in the
past.

Foreign investment also dropped in 1999 to one-fourth its peak in 1996. The deterioration of the
external economic environment triggered by the Asian currency crisis was not the only cause in
the downturn of foreign investment. The delay of various economic reforms related to the
investment climate including SOE and financial sector reforms was also responsible. In addition,
foreign companies that advanced into the Vietnamese market during the first investment boom
faced a variety of problems related to administrative procedures in the pursuit of their
businesses (Seki and Ikebe, 2012).

GOV, feeling a sense of crisis, went ahead with the pro-foreign investment policy, enforcing a
revision of the Foreign Investment Law in 2000. In 2001, the 1992-Constitution was amended to
recognize the foreign investment sector from recommended status to an official economic sector.

In addition, incorporation of private companies became easier due to the change to a registration
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system from the previous approval system, thus triggering the incorporation rush. Entering the
2000s, private companies rose to prominence due to the implementation of the market-oriented
economic policy on export and foreign investment, and the economy got back on the track with

growth and expansion (Moribe, 2012).

The performance during the Sixth SEDP (1996-2000) and the Seventh SEDP (2001-2005) is as

follows.

The average GDP growth rate from 1996 to 2000 was 7 percent against the target value of 9 to
10 percent. The annual growth rate of industrial output was 13.5 percent, slightly less than the
target of 14 to 15 percent. The growth in export showed a high annual average of 21 percent, but
it did not reach the target of 28 percent. As for foreign investment, the number of new
investments maintained the same level since 1996, but the total amount of approval was US$2.8
billion, which was slightly under 30 percent of the peak amount in the past. From 2001 to 2005,
the average GDP growth rate was 7.5 percent (equaling the target value of 7.5 percent). The
average growth rate of industrial output was 15.9 percent, and the target value was 13.1 percent.
The average growth rate of exports was 17.5 percent against the target value of 16.0 percent,
indicating a trend toward recovery. The number of new investments licensed in 2005 was 970
cases, which was the double the peak of the first investment boom, and foreign investment was

clearly on a path to expansion.

For other donor support during this period, the World Bank completed the aforementioned
Structural Adjustment Credit (SAC-I) in 2000, but the program didn’t continue after that.
Similarly, the IMF, which had provided Enhanced Structural Adjustment Facility (ESAF) since
1994, tried to pursue structural adjustment, but it ended in 1997 because the talks with GOV did

not reach an agreement.

As described below, “the failure” of economic structural reforms based on conditionality was
recognized as a good lesson by the World Bank and provided an interesting comparative case
study in examining its approach in its support for transitional economy countries against the
policy support conducted by Japan in the same period (See column 4-2). In 2001, the World
Bank started the Poverty Reduction Support Credit (PRSC), a new type of policy financing,

taking into account the lessons learned from the past.
4.2.3 Enhancement of Competitiveness in Response to the Global Economy: From 2006

The period during the Eighth SEDP (2006-2010) and the Ninth SEDP (2011-2015) can be seen
as a period of further industrialization for Vietnam based on the re-accelerated growth of the

2000s. This was especially significant as a period when industrialization in Vietnam faced two
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important turning points in terms of reality and institution.

The institutional change was seen in January 2007 when Vietnam successfully became a
member of WTO. While this brought Vietnam access to the export market and opened the door
to further foreign investment, it was forced to promote domestic industrialization under the
strong pressure of market liberalization. The change in reality was seen when Vietnam joined
the ranks of middle-income countries with a GDP per capita exceeding US$1,000 in 2008 due to
the high growth rate triggered by foreign investment and exports. It can be said that Vietnam has
reached to point where it is required to draw up the next stage of targets and concrete measures

to reach a higher level of industrialization (Teramoto, 2012).

GOV has accelerated system improvements and opening up the market since 2004 along with
stepped up negotiations to join the WTO. The Common Investment Law and the Unified
Enterprise Law enacted in July 2006 were the most important laws for foreign capital
companies. These laws were newly legislated to replace the Foreign Investment Law for foreign
companies and the Law on Domestic Investment Promotion for domestic companies. Due to
these new laws, both domestic Vietnamese and foreign companies came under the same laws on
investment and company form. Along with the improved investment environment, foreign
companies started recognizing the rise of operating costs in the ASEAN countries that preceded
Vietnam and the need to diversify the investment risk in China. As a processing and production
hub of electrical equipment and electronics devices, in addition to their light industry like
clothing and footwear, Vietnam began to be included in the Asian and global production system

organized by multinational companies (Teramoto, 2012).

Meanwhile, GOV began to change the direction of its industrialization. The SEDPs in the past
focused on promoting the heavy chemical industry that dominated the public sectors, along with
the labor-intensive light industry. From the 8" SEDP, however, priority was placed on the high
value-added industry and the support industry that were closely connected to the global
economy, and to invest in resources selectively in the heavy industry. The same direction for

industrialization was implemented by SEDS (2011-2020).

Due to the Lehman Crisis in 2008, the Vietnamese economy slowed down; and exports and
foreign investments were severely affected. The destabilization of the macro-economy brought
by subsequent economic stimulus measures continued. During the term of the 8" SEDP
(2006-2010), the average GDP growth rate remained at 7 percent against the target value of
7.5-8 percent. The annual growth rate of industrial output was 13.9 percent, which was below
the target of 15-15.5 percent. On the other hand, export increased by an average of 17.3 percent

in contrast to a target of 16 percent. As for foreign investment, the number of new approved
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investment projects was 1,557 and the total amount of approval was US$ 71.7 billion in 2008
with the both figures hitting a record high, but the number of approvals after the Lehman Crisis
decreased by half. However, the figures on execution of investment from 2008 to 2012 were
stable at around US$ 10 billion.

Figure 4-1 and Tables 4-2, 4-3 and 4-4 show the transition in performance of the economy and
business fields for the past 20 years. While the ratio of the agriculture sector decreased by half
over the past 20 years, the industry and construction sectors doubled to 41 percent in 2010 from
23 percent in 1990. The ratio of export to GDP made huge increases as well. After 2000, the
number of non-state and foreign enterprises increased significantly. The number of state-owned
enterprises decreased and constituted only 1 percent of the total number of companies in 2010,
but it still accounts for one-third of the GDP and surpasses the combined amount for private and

foreign enterprises
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(Source: General Statistics Office Website)
Figure 4-1: GDP by Economic Sector at Current Prices

Table 4-2: Exports per GDP

Year 1990 1995 2000 2005 2010 2012

Exports (%) 37.4 26.3 46.5 56.3 65.3 73.8

(Source: GSO (2006), The Vietnamese international merchandise trade for twenty years of
renovation (1986 - 2005); GSO (2013), Statistical Yearbook of Vietnam 2012)
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Table 4-3: Number of Acting Enterprises Table 4-4: GDP Structure by Types of

by Type of Enterprise Ownership at Current Prices (%)
| 2000 | 2005 | 2010 2000 2005 2010
Number
Total 42,288| 106,616] 279,360 Total 100.00( 100.00| 100.00
State 5,759 4,086 3,281 By types of ownership
Central 2,067 1,825 1,779 State 38.52| 38.40| 33.74
Local 3,692 2.261 1,502 Non-State 48.2] 45.61 47.54
Non-State 35,004 98,833| 268,831 Collective 8.58| 681 535
Foreign 1,525 3,697 7,248 Private 7.31 8.89 11.33
Household 32.31| 29.91| 30.86
Composition (%) Foreign sector 13.28| 15.99( 18.72

Total 100% 100% 100%|  (Source: GSO, Statistical Yearbook of Vietnam
State 14% 4% 1%[  2005; GSO Website)
Central 5% 2% 1%
Local 9% 2% 1%
Non-State 83% 93% 96%
Foreign 4% 3% 3%

(Source: GSO (2013), Statistical Yearbook of
Vietnam 2005, 2012)

The financial sector has deepened since the 2000s. The percentage of M2 per GDP’ remained
the 20-30% level in the 1990s. The figure rapidly increased after then, exceeding 100% in 2007
(Appendix 3). Vietnam has now come close to the level of Thailand (125%, 2012) and Malaysia
(142%, 2012). The trend shows that the credibility and stability of the banking system have
steadily made progress. However, the progress of capital market such as bond has been slow®,
and there has been concern among experts such as international financial institutions’ about a
potential risk of intensification of the problem on non-performing loans of state-owned

enterprises, which would greatly damage the financial sector.

From the viewpoint of government finance, the underdevelopment of domestic financial market
including the capital market becomes a factor for GOV to look to external financing as a way of
making up its budgetary deficit. As shown in Appendix 3, Vietnam’s gross domestic savings rate

has grown from less than 20% of GDP in the middle of 1990s to nearly 30% in recent years,

7 M2 is a measure of the money supply in an economy, with broad coverage. In the latest definition of the
IMF, Broad Money includes currency in circulation outside depository corporations, deposits in depository
corporations (DCs) (ADB, 2013). M2/GDP is generally used as an indicator to show the extent of financial
deepening.

¥ The outstanding amount of Vietnam’s bond market corresponds to 14.8% of its GDP as of June 2013. The
figure is much lower than that of Malaysia (105.3%), Thailand (75.8%) and the Philippines (37.4%). It is
mostly composed of treasury bonds (about 97% of the total outstanding), which are typically short-term and
small-scale issues.

? For example, IMF, “Vietnam 2012 Article IV Consultation Staff Report” (July 2012).
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approaching the level of the countries like Thailand (28.3%, 2011), Indonesia (36.6%, 2012) and
Malaysia (37.4%, 2012). However, the World Bank points out that even if those savings were
invested in a very efficient way, they would probably not be sufficient for Vietnam to become an
industrial country within one generation (World Bank, 2009). The debt service ratio, which is a
typical indicator for measuring soundness of a country’s international finance, has been around
3% for the past 10 years showing Vietnam’s good condition compared to other major countries
(Figure 4-2). While financing sources of the government are expected to be more diversified as
Vietnam advances as a middle-income country, ODA will remain a major source of funding for
the time being considering that the country is still on the way to developing the financial sector

as well as fiscal and financial reforms in areas such as state-owned enterprises and taxes.
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Note: Debt service ratio is the ratio of debt service payments (principal + interest) of a country
to that country’s goods and services export earnings
(Source: ADB, 2013, “Key Indicators for Asia and the Pacific 2013”)

Figure 4-2: Debt Service Ratio (DSR) of Selected Countries

4.3 Japan’s ODA in the Economic and Business Institution Sector

The transitions in Japan’s ODA over the last 20 years in the economy and business institution
sector can be summarized roughly as: 1) Support human resource development and institutional
building and stabilize the macro-economy to support the transition process to a market economy
(from 1995 to around 2001), 2) Improve the investment climate through institutional building
and reform operations (from around 2002), and 3) Support development of industrial human
resources and promote small and medium-scale enterprises and supporting industries (from
around 2005). These changes and diversification in focus have coincided with the priority issues
and needs of the Vietnamese economy at the time. The transitions in cooperation are described

in the following chronological order.

99



4.3.1 Support of Human Resources Development and Institutional Building, and
Stabilization of the Macro-economy to Support the Transition Process to a Market

Economy: From 1995 to around 2001

Throughout the 1990s, Japan’s aid policy emphasized human resources development and
institutional building that were related to the economic system and infrastructure. The policy is

described below.

Human resource development and institutional building (especially to promote market-oriented

economic development in Vietnam)

For Vietnam to transform into a market economy, human resource development and institutional
building such as the legal, tax and financial systems are urgent issues. Therefore, support will be
rendered in the areas of (a) administration, and market economy related legal institutions that

contribute to establishing a new economic system, and (b) technical vocational education and training.

Japanese assistance at this time centered on “people” and “systems” as the foundation to
establishing and promoting market-oriented economic reforms. In addition to that,
macroeconomic support was implemented to allow a steady transition to a market economy. The
cooperation projects can be classified into the following four groups according to their

respective purposes.

1) Support for comprehensive human resource development and institutional building for the
market-oriented economic reforms

2) Support for the macro-economy through structural reform and economic stabilization

3) Support for developing human resources that conform to the market economy

4) Support for developing individual sub-sectors that support the market economy
Major projects under each purpose are outlined below.

(1) Support for comprehensive human resource development and institutional building for

market-oriented economic reforms

Study on the Economic Development Policy in the Transition toward a Market-oriented
Economy (Development Study, FY1995-2000)

The cooperation was conducted under JICA’s development study scheme from 1995 to provide
a more concrete, strategic proposal for the transition into a market-oriented economy, to help

GOV deal with the various problems and formulate socio-economic development plans in the
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transition to a market-oriented economic system.

Because Dr. Shigeru Ishikawa, an emeritus professor at Hitotsubashi University, served as the
leader, the series of cooperation by this study is known as the “Ishikawa Project.” It is unique in
that the work was implemented within a framework of joint research by Japanese scholars and
Vietnamese policymakers. The entire project was implemented over six years from Phase 1
(FY1995 to 1996) to Phase 2 (from FY 1996 to 1997), follow-up cooperation (from FY 1998 to
1999), and Phase 3 (from FY 1999 to 2000).

Phase 1 was carried out in order to submit opinions from the Japanese side related to the draft of
the sixth SEDP that was being prepared for the 8th National Congress of the Communist Party
of Vietnam at the time. The aim of Phase 2 was to provide analysis and policy proposals on the
new problems that surfaced during the process of implementing the above Five-Year Plan.
Several important study issues including agriculture and rural development, industry and trading
policy, financial and monetary policy, and the state-owned enterprise reform were addressed.
In the follow-up cooperation, complementary studies were carried out. Phase 3 was

implemented with the primary objective of providing advice on the draft of a new SEDP.

This study was central in building the foundations of a market economy model for Vietnam by
supporting its orientation in the early transition process after the Doi Moi policy was introduced,

in conjunction with support for the legal system (refer to Chapter 3).

(2) Support for the macro-economy through economic structural reform and economic

stabilization

Non-Project Grant Aid (Non-Project Grant Aid for Structural Adjustment Support: Sector
Program Grant Aid) (FY 1993, 1995, 1996, 1997, 1998, 2000, 2001)

Soon after Japan resumed its ODA to Vietnam in 1992, the Non-Project Grant Aid was begun in
1993 to help advance economic restructuring, which was a priority issue for GOV. The grant
was provided to help the government import necessary resources to execute the Structural
Adjustment Program implemented by the World Bank and IMF, and which continued until
FY2001.

Economic Reform Support Loan (Loan, FY1999)

Under this loan, 20 billion yen was financed to support the economic reforms of GOV based on
the same ideas as the “New Miyazawa Initiative,” which was a financial assistance scheme to
help the real economy of countries to recover from the Asian currency crisis. It was the first

case of a Japanese loan that attached conditionality, which contained the following three
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conditions: 1) Creation and disclosure of private sector development programs, 2) audits of
large-scale state-owned enterprises, and 3) reduction of non-tariff barriers. They included the
change from an authorization system to a notification system for incorporation of enterprises
with the enactment of the Enterprise Law. This led to the rush to establish private enterprises
after 2000 (The Japan Research Institute, 2003).

(3) Developing human resources that conform to the market economy

Project for Strengthening Training Capability for Technical Workers in  Hanoi Industrial

College (TCP, FY2000-2004)

Although foreign direct investment grew during the first investment boom in the mid-1990s,
there was a high shortage of skilled labor in the machinery field; It was projected that the
demand for labor would expand further with the progress of market-oriented economic reforms
in future. Thus, there was a need to train human resources into skilled labor and to improve

technological levels.

Against this background, this project was executed to improve the training capacity for
mechanical technicians at Hanoi Industrial College (HIC), which was marked as a basic school

for training engineers in the mechanical field in northern Vietnam.

Vocational training courses in the three fields of machine work, metalwork and electronic
control were newly created in this project. Japanese experts were dispatched and training
equipment was granted. Moreover, 23 instructors from Vietnam undertook training in Japan.
According to the project’s terminal evaluation report and the interview with the current top
management of the school, the Japanese style vocational training curriculum was given a high
standing for its technology and practice. There were 230 first graduates from the long-term
training course. The short-term training courses that were created in the project were attended
by 840 mechanical technicians from companies and 460 instructors from 83 other vocational
training organizations, and had an impact outside the project as well. The courses set up by the
project in these three fields were established as the “Vietnam-Japan Center (VJC)”, and
continues to be run to this day. It produces 350 skilled persons a year, and many graduates have
found employment even in companies in the industrial zones in the northern region. In addition,
the college was promoted to Hanoi University of Industry (HaUI) in December 2005 after this
project was completed. JICA has been implementing technical cooperation projects based in
VIC to this date. In other words, long-time cooperation with HaUI started from the success of

this project.

102



Project for Construction of Viet Nam - Japan Human Resources Cooperation Center in Hanoi
City and HCMC (Grant Aid, FY2000)

Vietnam-Japan Human Resources Cooperation Center (Hanoi and HCMC) (Phase 1) (TCP,

FY?2000-2005)

Human resource development due to economic liberalization was ranked as one of the main
issues in the Seventh SEDP. Meanwhile Japan established the “Vietnam-Japan Human
Resources Cooperation Center (VICC)” as part of its ongoing support in human resources
development for Asian economies in transition, and started projects for the Vietnam-Japan
Human Resources Cooperation Center at two places, Hanoi and Ho Chi Min, in Vietnam with
Foreign Trade University (FTU) as a counterpart in 2000. The purpose of this project was that
the VICC would become an important organization to develop necessary human resources for
the market-oriented economic reform of Vietnam, to improve mutual understanding between
Japan and Vietnam, and to strengthen the relationship between them. Three courses, business,
Japanese language and promoting mutual understanding were created. In the business course for
the five years, about 10,000 people studied practical management technology and the experience
of Japanese-style management according to a market economy, with a focus on the fields of
management strategy, production management, personnel management, financial management

and marketing.
(4) Support for developing individual sub-sectors that support the market economy

Study on the Promotion of the Small and Medium Scale Industrial Enterprises (Development
Study, FY1998-1999)

Small and Medium Enterprises Finance Project (Loan, FY1998)

The Study on the Promotion of the Small and Medium-Scale Industrial Enterprises was
implemented to create the SME promotion policy, with a focus on manufacturing. The
importance of promoting SME in Vietnam was pointed out in the “Ishikawa Project” mentioned
above; and GOV also recognized the need to develop a promotion policy and organizational
structure. The study proposed promotion policies for the sub-sectors including the machinery
and parts industry, electricity and electronics industry, and the textile industry, which were the

priority fields of the SEDS at that time.

On the other hand, the SMEs Finance Project offered the two-step loan through the State Bank
of Vietnam and other banks, and provided consulting services in order to develop small and
medium-scale enterprises. Its purpose was to promote small and medium-scale enterprises and

market-oriented economic reforms in Vietnam. The amount supplied to the small and medium
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enterprises greatly exceeded the planned value in this project, and supported recovery from the
Asian Currency Crisis of Vietnam. Moreover, the training provided to the banks through the

consulting services disseminated business technology.

In addition, several study projects were conducted during this period to promote
industrialization by supporting GOV to develop master plans. “The Study on Master Plan of
Industrial Development in the Hanoi Area” presented plans on infrastructure development,
system and institutional development to promote investments, and examined potential sectors to
be promoted, focusing on the development of industrial zones as the center of regional
development. The study concluded that north Thang Long area had the highest potential among
several candidate areas for industrial zones, which later led to the Thang Long Industrial Park
developed by a Japanese firm as the main shareholder. Another example was “The Master Plan
and Feasibility Study on the Hanoi High Tech Park Project”, which included the development of
a master plan to promote high-tech industry (See Column 4-1). In summary, Japan’s approach
and focus of cooperation during this period was in agreement with human resources
development and institutional building to support the transition process to a market economy,
and this answered Vietnam’ s search for direction in development as well as its pursuit for a

stable economy and market-oriented economic reforms.

4.3.2 Start of Active Support for Institutional Building and Operational Improvement

for Better Investment Climate: From around 2002

Japan’s Country Assistance Plan for Vietnam instituted in 2000 followed the support policy in
the 1990s, and human resources development and institutional building were regarded one of
the priority fields to support market-oriented economic reforms. The preparatory work for
making the next Assistance Plan started around 2002 and the plan was published in 2004. In the
new plan, “Growth promotion support” was specified among the basic support policies, and
under “Growth Promotion,” a priority area, each category of economic reform such as
investment environment development, small and medium enterprises and private sector
promotion, transport, electric power, telecommunication, human resource development to
support growth, and SOE reform were included. The priority action items of each field except

the field chiefly related to the infrastructure were as follows.
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e Development of the investment environment

implementation of an FDI strategy; review of investment-related regulations; capacity
enhancement for implementing organizations (including appropriate protection of intellectual
property rights); development of soft infrastructure related to business; and proposals for

industrial policy
e Promotion of SMEs and the private sector

policy planning, managerial guidance, technological improvements, and improvement of access
to funds in policy aspects; and to development of supporting industries, and inter-SME exchange

in business-related aspects
e Human resource development to support growth

Areas that are important or influential in promoting growth (economics and technology, that
contribute to the market economy and enhancement of industrial competitiveness) and to
development of human resources with the knowledge of Japan; human resource development for

those with advanced managerial capabilities
e Economic reforms, including state-owned enterprises reform

Programs to activate reforms of state-owned enterprises

GOV also recognized the importance of foreign investment, and it began to encourage the
policy to promote foreign capital and undertake activities at the beginning of the 2000s due the
drop in foreign investments stemming from the Asian Currency Crisis described in 4.2.3.
However, the amount of investment was far less than the peak level in the middle of the 1990s
despite the increase in the number of new investment projects. Under these circumstances,
Japan included assistance to promote “further growth” in its basic assistance policy. Promoting

growth has since continued to be one of the pillars of Japan’s assistance to the present.

The period from 2003 to 2005 was a time when assistance for institutional building and
operational improvement leading to improvements in the investment climate, the key to
promoting growth, was successively implemented. Moreover, a collaborative effort that played a
major role in improving the investment climate of Vietnam was initiated at that time by the both
countries. Additionally, support for Vietnam’s economic reforms toward a market-oriented
economy was started with participation in the Poverty Reduction Support Credit (PRSC)

explained below.
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(1) Support for institutional building and operational improvement to improve the investment

climate

The cooperation related to institutional building and operational improvement was intensively

begun in the following fields at this time. Many of them were continued afterwards.

1) Cooperation in the field of industrial statistics: from FY 2004

2) Cooperation in the field of intellectual property rights: from FY 2000

3) Cooperation in the field of Customs administration: from FY 2004 (Refer to Chapter 3)
4) Cooperation in the field of tax administration: from FY 2005 (Refer to Chapter 3)

5) Cooperation related to competition law enforcement: from FY 2005 (Refer to Chapter 3)

1) Cooperation in the field of industrial statistics

In this field, the following series of cooperation was implemented until 2012.

Study on the Development of Industrial Statistic in Vietnam (Development Study,

FY2004-2006)
Project for Establishment of New Industrial Statistics in the Socialist Republic of Vietnam (TCP,

FY2006-2008)
Project for Improvement of New Industrial Statistics in Vietnam (TCP, FY2011-2012)

The General Statistics Office of Vietnam (GSO) proceeded to develop economic statistics
recognizing its importance to strengthen the competitive edge of its economy where
internationalization was ongoing. In the report on the “Japan-Vietnam Joint Initiative”
announced in December 2003, it was mentioned that the development of economic statistics
would lead to the improvement of the investment climate of Vietnam, and contribute to
strengthening the competitiveness of Vietnamese economy. “The Study on the Development of
Industrial Statistics” and “The Project for Establishment of New Industrial Statistics” were
conducted in order for Vietnam to develop the Monthly Survey of Major Industrial Products
(MSMIP) and the Index of Industrial Production (IIP). MSMIP and IIP were introduced
formally in 2007 through large-scale trial surveys and the preparatory surveys. In the “Project
for Improvement of New Industrial Statistics in Vietnam," cooperation was conducted to revise
the MSMIP and IIP base year from 2005 to 2010. As a result, the IIP with the new base year was

successfully announced in December 2012.
2) Cooperation in the field of intellectual property rights

The first technical cooperation projects were initiated in 2000 in this field followed by two other

projects.
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Modernization of Industrial Property Administration Project (TCP, FY2000-2003)
Utilization of Intellectual Property Information in Vietnam (TCP, FY2004-2008)

Project for Strengthening the Enforcement of Intellectual Property Rights in Vietnam (TCP,

FY2012-2015)

In Vietnam, intellectual property rights were originally included in the Civil Code legislated in
July 1996. Soon after that, the first expert was dispatched from the Japan Patent Office as a
JICA long-term expert to the National Office of Intellectual Property of Vietnam (NOIP). JICA
experts were constantly dispatched to provide guidance or technical advice on the
mechanization of the work process and examination of applications. In the first half of the 2000s,
the relevant laws on intellectual property rights were being prepared since participation in WTO
was being contemplated and necessitated the strengthening of NOIP’s implementation capacity
as well. This led to the JICA project for “Modernization of Industrial Property Administration,”
where a computer system called “IPAS” (Industrial Property Administration System) was
developed and introduced to improve the efficiency of processing applications in NOIP. The
subsequent project was implemented to further strengthen the administrative efficiency of NOIP,
by developing three computer systems: the property right information search system for NOIP
examiners; the search system for the public, and the electronic application system. According to
an interview with NOIP, IPAS has been utilized for internal processing of property right
applications and is highly appreciated for making the work efficient. The search system for the
public is also used by a wide variety of users, such as applicants, right holders, and agents.
However, a few attempts such as the electronic application system were not able to produce

adequate results (Ex-Post Evaluation Report, 2004).

Following the two projects, “Project for Strengthening the Enforcement of Intellectual Property
Rights in Vietnam” launched in 2012 to enhance the administration of intellectual property
rights by developing the capacity of NOIP officials and other enforcement authorities and to

strengthen coordination among the concerned authorities.

It is recognized that the cooperation in this area has deepened over the years both in content and
coverage, from the establishment of the internal computer system to the system for external

users, to the strengthening of the entire administrative system involving all relevant authorities.
(2) Launching of the Vietnam- Japan Joint Initiative

Various efforts have been made to improve the investment climate of Vietnam by Japan and
Vietnam from the 1990s. One such effort was by a private consultative body, the Vietnam-Japan
Trade and Investment Working Group, which was mainly conducted by the Japanese Business

Association of Vietnam, did not have any practical effect. Moreover, after the Asian Currency
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Crisis, the recovery pace of investment from Japan was slow.

A problem occurred in 2002 when the production of Japanese companies was held up by an
import control measure for parts that was suddenly adopted by GOV. Mr. Norio Hattori, the
Japanese ambassador (at that time) gave a speech that became a preface of the Japan-Vietnam
Joint Initiative at the Consultative Group in December of that year. It was followed by an
agreement to start-up the “Vietnam-Japan Joint Initiative to improve the investment climate”
between Prime Minister Koizumi (at that time) and Prime Minister Khai (at that time) who
visited Japan in April 2003. The purpose of this initiative was to strengthen the competitiveness
of the Vietnamese economy by calling on foreign direct investment, especially from Japan, by

improving the investment climate of Vietnam.

The first action plan of this initiative was prepared in December 2003, and submitted by the
leaders of both countries. The progress of the action plan is monitored every half year since then,
and the achievement status of the evaluation items is confirmed by the evaluation promotion
committee. Moreover, support by Japan’s ODA is conducted for items set in the action plan
through various schemes. The Vietnam-Japan Joint Initiative has continued even after the end of
Phase 1 in 2005; and the Phase 5 just started in July 2013.

The Vietnam-Japan Joint Initiative itself is not an ODA project but a public and private
cooperation framework, with the embassy playing a leading role, and JETRO, JICA, and the

Japan Business Association in Vietnam as the principal members.

On the Vietnam side, ministries concerned participate in the discussion according to the content
of the action plan, with the Ministry of Planning and Investment as the lead organization. JICA’s

engagement in the initiative is as follows.

1) Support for the management of the initiative as a part of the investment climate advisor's
work,

2) Participation in working teams by JICA experts and JICA officials,

3) Support to resolve problems related to the items set in the action plan by ODA.

This initiative, which is a very unique framework in Japan’s ODA all over the world, plays the
role of “a problem detector” to improve the investment climate (JICA/IDCJ, 2012), and an
important ODA platform that adequately responds to needs of enterprises to increase

investment.
(3) Poverty Reduction Support Credit (PRSC) and Participation of Japan

PRSC is a budget support loan newly introduced by the World Bank in May 2001. It is extended
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to support the execution of the Poverty Reduction Strategy based on Poverty Reduction Strategy
Paper (PRSP) and National Development Plan that the recipient country settled on. In the past
Structural Adjustment Credit (SAC), the policy framework which the recipient country had to
aim for was presented by the World Bank and IMF, and loans were granted according to the
achievement status. In case of PRSC, it was a loan to support the strategy formulated by the
recipient country itself, and the policy framework and the target are decided by the recipient

country.

PRSC to Vietnam was initiated in June 2001, and Japan began participating from the third stage
(PRSC3) in 2004 in the form of co-financing. From then on, Japan financed until PRSC10 in
2011 almost continuously. In PRSC, after the policy items based on the pillars of the policy in
the SEDP were set'’ and the achievement levels were confirmed every year, financing for the

following PRSC was decided.

In the discussions to compose the policy package PRSC, Japan participated proactively
especially for such policy items as “improvement of the investment climate”, “public
expenditure management”, “financing and banking sector reform”, “state-owned enterprise
reform”, and “planning process.” Especially, in the area of improving the investment climate,
Japan attempted to promote solutions by taking up a part of the items that had been dug up
through the Vietnam-Japan Joint Initiative. Moreover, it became possible to support reforms
through the PRSC framework for state-owned enterprise reform and the financial sector reform
where no individual cooperation had been provided at that time, though they were listed in the

above-mentioned issues in the Country Assistance Plan for Vietnam.

As shown above, an important approach was started aimed at improving the investment climate
for Japan during this period, which was in agreement with the recognition and the response in
the Seventh SEDP of GOV.

4.3.3 Support for Development of SMEs and Supporting Industry and Industrial

Human Resources Development: From around 2005

Soon after the support started for institutional building and operational improvement in order to
improve the investment climate shown in 4.3.2, the cooperation to develop small and medium
enterprises as well as the support industries, and industrial human resource development were

begun in full swing from the latter half of the 2000s. This cooperation corresponds to the

' From the PRSC 1 to 5, the individual policy items and the indexes were set up under the three pillars:
Transition to a market economy, Social inclusion and environmental durability, and Modernized
governance. From the PRSC 6 to 10, those were set up under the four pillars: Business development,
Social inclusion, Natural resources management, and Modernized governance.
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“promotion of small and medium enterprises and the private sector” and “human resource
development for supporting growth” as priority issues to promote growth in the Country

Assistance Plan instituted in 2004.

In the Country Assistance Plan revised in 2009, the four important priorities shown in 4.3.2
were maintained. The revised plan, however, emphasized “supporting Vietnam to become an
industrialized country departing from a low-income nation”, and expressly announced
“strengthening competitiveness in the global economy” as a priority area that relies on
economic growth as explained below. The change coincided with GOV’s emphasis on

competitiveness in the global economy in the Eighth SEDP (2006 -2010).

Priority Area “Promotion of Economic Growth and Strengthening of International

Competitiveness”

Based on the studies under the “Vietnam-Japan Joint Initiative to Improve Business Environment
with a View to Strengthen Viet Nam’s Competitiveness,” Japan will cooperate in the fields of
business environment improvement and private-sector development, sustainable resource and
energy supplies, and urban development, transportation and communications network

development.

® Business Environment Improvement and Private Sector Development

- Establishment and operation of economic systems for statistics, intellectual property rights,
customs, tax administration and other aspects of the foundation of a market economy

- Reforms in the financial sector and state-owned companies

- Private-sector development, from the perspectives of developing small and medium
enterprises, including supporting industries

- Fostering industrial personnel (engineers, and top managers)

The investment of Japanese enterprises in Vietnam had increased rapidly from around 2006
when the Vietnam-Japan Joint Initiative entered Phase 2, and the development of small and
medium-sized enterprises and the supporting industry, and industrial human resource
development were recognized as pressing issues for those enterprises. Cooperation for
institutional building and operational improvement for improving the investment climate, which
had started in the early 2000s, continued during this period; and a project in the field of
industrial standards and conformance was newly started. Support for individual institutions in

the financial sector was also initiated. The trend of major cooperation is outlined below.
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(1) Support for the development of small and medium scale enterprises and the supporting

industry

Support in this field was implemented as “the program to develop small and medium-sized
enterprises and the supporting industry” by JICA until 2011. Its overall approach was to use
various schemes in various areas such as policy, institutional building and operation,

administrative human resources development, and financing. (Table 4-5).

Japan’s support for SME promotion had started in 1990s as seen in the Study on the Promotion
of the Small and Medium Scale Industrial Enterprises which was conducted based on the result
of the Ishikawa Project. Some of the cooperation during this period originated from such past
efforts. For example, as one of the SME promotion strategies, the Ishikawa Project proposed the
establishment of technical research center to train instructors, which was followed by the
proposal of the Study on the Promotion of the Small and Medium Scale Industrial Enterprises
on the establishment of the SME assistance center. In 2001, GOV stipulated the establishment of
the SME Technical Assistance Center (TAC) in its newly issued Decree No. 90. Based on the
policy developments, Japan agreed to support GOV to establish the TAC in the discussions of
the Vietnam-Japan Joint Initiative, which led to the implementation of the project for

Reinforcement of the SME Technical Assistance Center starting in 2006.

Table 4-5: JICA’s Major Cooperation for SME and Supporting Industries (after 2005)

Approach

Major project (cooperation scheme)

Policy support

Advisor on Small and Medium Enterprise Policy (Advisor)

Policy implementation advisor on SME development (Advisor)

Institutional building | Reinforcement of the SME Technical Assistance Center (TCP)
and strengthening | Project for Strengthening Public Functions for Supporting Small and
implementation Medium Enterprises (TCP)
Advisor for organizing national skill testing system in Vietnam
(Advisor)
Human resource | Promotion of coordination for SMEs support (Training Course)

development of public
sector

Financial support

Small And Medium-Sized Enterprises Finance Project (II) (II1) (Loan)

On-site support to the
private sector

Human Resource Development for Supporting Industries (Senior
Volunteer)

Program for Improving Plant Management of Manufacturers in Hai
Phong (Grass-roots TC)

Note: Though the projects related to the Vietnam-Japan Human Resources Cooperation Center
and Hanoi University of Industry were included in the above-mentioned program, they will be
explained separately as cooperation for the industrial human resource development in this
report.

(Source: Study Team)
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The outlines of the projects as the main cooperation are explained as follows.

Project for Strengthening Public Functions for Supporting Small and Medium Enterprises (TCP,

FY2011-2014)

The development of small and medium enterprises in Vietnam is promoted by the Agency for
Enterprise Development (AED) as the lead organization, based on the decree on Small and
Medium Enterprises instituted in 2001 and partially revised in 2009. Other organizations such as
the Ministry of Science and Technology and local governments like the Hanoi City have also
implemented support for small and medium enterprises on their own. However, these measures
are insufficiently coordinated, and the inefficiency is recognized. Against this background, the
project is to help AED to conduct effective support for small and medium enterprises by
collaborating with the other related agencies and organizations. The project activities include
developing a guidebook on SME support measures through pilot activities and building capacity

to promote business matching between local enterprises and assemblers in the pilot area.
(2) Industrial human resource development

Support for industrial human resource development is divided into the following two groups.
1) the continuation and deepening of the cooperation projects for human resource development
that were initiated in around 2000, and 2) the cooperation to support human resource
development for advanced technology to strengthen the competitiveness in the global economy.
The former group is a series of cooperation projects with Hanoi University of Industry and the
Japan-Vietnam Human Resources Cooperation Center. The latter includes cooperation for Hanoi
University of Science and Technology in the IT sector and for the ASEAN University

Network/Southeast Asia Engineering Education Development Network project.

1) Continuation and deepening of cooperation for human resource development of the skilled

person or management

Project for Human Resource Development of Technicians at Hanoi University of Industry (TCP,

FY2009-2012)

Project for Strengthening TOT Functions at Hanoi University of Industry (TCP, FY2013-2016

Successive cooperation for Hanoi University of Industry, former Hanoi Industrial College, was
begun in 2009 to expand the cooperation range to other faculties for the purpose of establishing
educational training programs corresponding to needs of the industry sector for the Vietnam
Japan Center (VJC) of the university, which was established under the technical cooperation

project conducted until 2005. It introduced a management system based on the PDCA (Plan, Do,
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Check, Act) cycle, and a pilot skill test in the machining field was executed. 5S activity
introduced by the project was adopted by the entire university, and cooperation with the private
organizations was strengthened though short-term training courses and internships at

companies.

The activities on the skill test were executed in cooperation with the JICA adviser on skill test
dispatched to the Ministry of Labor, Invalids and Social Affairs (MOLISA), and the first
national skill test in the CNC machining field was implemented in December 2012 after the
pilot examination. Hanoi University of Industry was authorized as the national certificate
examination center from the General Department of Vocational Training of MOLISA, and

executed this examination by sending examiners (the Project Final Report, 2013).

The new project begun in June 2013 aims at establishing the capacity development program for
instructors in cooperation with other vocational training schools, utilizing the know-how that the

university had acquired from past cooperation projects.

Vietnam-Japan Human Resources Cooperation Center (Phase 2) (TCP, FY2005-2010)

Project for Capacity Development of Business Persons through Vietnam-Japan Human
Resources Cooperation Center (TCP, FY2010-2014)

In the two cooperation projects followed by Phase 1 begun in FY 2000, in addition to the human
resources development to contribute to market-oriented economic reforms that was the basic
purpose from the beginning, the focus was narrowed down according to the industrialization
policy of Vietnam. In other words, the focus was on “high quality human resources development
to strengthening competitiveness” in Phase 2, and “the human resource development of
managers at small and medium enterprises and the supporting industry of Vietnam” in the
succeeding project. In addition, the “Keieijuku (Management school)” was initiated as a new
course for managers who would lead the industry sector in Vietnam. The course has a good
reputation due to its graduates. About 20 future management candidates per batch are fostered

over the long term.

According to the data obtained from VJCC, about 33,000 people attended lectures in the
business course from 2000 to March 2013, about 18,000 people participated in the Japanese
course, and 240,000 people participated in the mutual understanding events''. The management

school has produced 90 graduates.

"' The Vietnam-Japan Human Resources Cooperation Center manages the Japanese course and the
mutual understanding promotion business outside Japan’s support in the post-phase 2 project. The number
of students and participants are the total results from JICA cooperation and the independent business.
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2) Cooperation to support human resource development in advanced technology to strengthen

the competitiveness in the global economy

Higher Education Development Support Project on ICT (Loan, FY2005)

Strengthening the capacity of ITSS education at Hanoi University of Technology (Phase 1-2)
(TCP, FY2006-2012)

As Japanese investment in Vietnam has been rising, and the need for IT professionals who are
able to speak Japanese has been also increased. The cooperation was implemented for model
education corresponding to Information Technology Skill Standard (ITSS) that the Ministry of
Economy, Trade and Industry of Japan systematized and decided. It was planned for the
above-mentioned financial assistance to synchronize with the technical cooperation project. This
pair of projects was called HEDSPI (Higher Education Development Support Project on ICT)

program.

The yen loan provided machines and equipment, books related to IT, Japanese teachers’ salaries,
and the scholarship cost. The technical cooperation included development of the curriculum, the
syllabus and the teaching materials, management of the adult training course, activities for
collaborating with the industry sector, and training in Japan for 38 instructors and personnel
from HUST. HEDSPI accepted about 120 students every year from 2006, and the top 20
students in IT and the Japanese language were entitled to study at a university in Japan. The first
group of graduates of the IT course were judged to be excellent. All members of the first group,
who went to study at Ritsumeikan University or Keio University, completed their course with a
high GPA. In fact, among the first group were those who graduated top of the class at the two
universities. 80 percent of the first group of graduates found employment in Japanese companies,
foreign enterprises or domestic companies, and many of the remainder went on to graduate
schools. University of Aizu started to receive HEDSPI students from the third group. Thanks to
the HEDSPI program, a total of 80 undergraduates went to Japan to study at any of the three
universities. In addition, the program also sent 13 graduate students to master or doctor courses

at Ritsumeikan University or Keio University.

The feature of this cooperation was to foster the human resources with a high degree of
technical knowledge and Japanese language education needed by Japanese enterprises. As a
result, the targeted human resources have been successfully fostered. However, it is also
recognized that there were some problems such as difficulty coordinating the two cooperation
schemes. For example, supplying the IT equipment by the yen loan was delayed and failed to
meet the time that was expected in the curriculum designed for the IT course (Goba, 2012; JICA,
2012).

114



ASEAN University Network/Southeast Asia Engineering Education Development Network
(TCP, FY2002-2017)

ASEAN University Network/Southeast Asia Engineering Education Development Network
(AUN/SEED-Net) is a project that aims to develop human resources in engineering and to
strengthen education and the research capacity of all top universities of the ten ASEAN

countries through a network of member and supporting institutes in Japan.

From 2013, Phase 3 began following Phase 1 (from FY 2002 to 2007) and Phase 2 (from 2007
to 2012). The number of member institutes was 19 universities in Phase 1 and 2, and among
them were two universities from Vietnam: the Hanoi University of Science and Technology and

Ho Chi Minh City University of Technology.

In the nine key engineering fields, various programs have been implemented such as joint
research, the dispatch of Japanese teachers, holding of regional meeting, in conjunction with the
core master and doctoral degree programs within the ASEAN region and Japan for the young
teachers at the member institutes. The AUN/SEED-Net was highly evaluated because it played a
major role in the internationalization of the universities in the ASEAN region where the
exchanges among universities from different countries were rarely seen when the program
started. There were 66 academics in HUST who acquired a Master’s degree in other ASEAN
countries or Japan, and 36 received their PhD in Japan or Singapore until the phase-2 project

was completed.

According to an interview with the HUST, the university budget was inadequate when the
AUN/SEED-Net began, because the opportunities and the resources to train PhD students were
limited after the Soviet Union collapsed. Through this cooperation, young teachers were
provided opportunities to pursue their degree. Moreover, cooperation with the universities of
other ASEAN nations was established by participating in international conferences. As a result,
the education and the research capacity of the university improved, and relations with the
industry sector have deepened. There have been 1,500 master degrees and 100 doctoral degrees

have been granted every year from this university (2010/ 2011) (JICA, 2012).

A lot of HUST graduates are working as engineers in the major manufacturing enterprises such
as Panasonic and Mitsubishi Heavy Industries, while the university has gotten the chance to
learn the technology of the enterprises. For example, Toyota offers a training course in

manufacturing for the faculty and the students.
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(3) Support for institutional building and operational improvement for a better investment

climate

Project on Strengthening the System and Operation on Standards and Conformance (TCP,

FY?2009-2013)

As the world economy is more globalized, Vietnam has been required to work further on
facilitating trade. For instance, the WTO requests member countries to promote policies on
standards and conformance based on the WTO/TBT (Technical Barrier to Trade) agreement. In
the ASEAN region, member countries had agreed that compulsory standards and conformance
assessment for electrical and electronic (EE) equipment would be aligned by 2010. While GOV
was considering the introduction of compulsory certification for 13 electrical and electronic
items in response to the WTO/TBT notification, it was not fully prepared to implement the
system before the project because of the lack of experience and technical infrastructure for their
accreditation and certification. Against this background, the project was initiated to improve the
administrative capacities in accreditation, certification and testing of EE products, thus
enhancing the quality of EE equipment manufactured in Vietnam and abroad as well as assuring
consumer safety. The project was also a product of the proposal made and agreed in the

Vietnam-Japan Economic Partnership Agreement (VJEPA) that came into effect in 2009.

The project was characterized by comprehensive support responding to every stage of the
standard and conformance administration, such as policy planning, development of standards
and regulations, accreditation, certification and testing. It involved the relevant government
organizations corresponding to the respective levels, i.e. the Directorate for Standards,
Metrology and Quality (STAMEQ) as a coordinating organization, the Bureau of Accreditation
(BOA), the Vietnam Certification Center (QUACERT), and the Quality Assurance and Testing
Center (QUATEST). According to an interview with STAMEQ), the project is highly appreciated
for its contribution to the steady enhancement of the administrative capacity of these
organizations through the provision of advanced testing equipment as well as appropriate

technical guidance offered by experienced Japanese experts.
(4) Support for financial sector

As stated above, while Japan participated in the PRSC from 2003 to support Vietnam’s
economic reforms including the financial sector, it began cooperation in the field of financial
administration through the dispatch of experts and technical cooperation projects in the late
2000s. Behind this move was need for Vietnam to conform more to international standards in
financial supervision and entry regulation in preparation for entry to the WTO. GOV was trying

to accelerate the modernization of the financial sector, taking advantage of the approval of the
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banking sector development plan mentioned in the PM Decision 112/2006. In response to this,
developing partners supported the implementation of action plans set in the development plan
based on the technical assistance road map, and tried to avoid duplication in support areas.
Japan’s cooperation has mainly focused on a series of projects aimed at strengthening the
capacity of the State Bank of Vietnam (SBV), which serves as the central bank, and institutional

support for policy lending institutions. The outline of the former is stated below.

Project for Strengthening Capacities of State Bank of Vietnam (TCP, FY2008-2010)
Project for Strengthening Function of Central Bank (TCP, FY2010-2011)

Project for Strengthening Function of Banking Supervision (TCP, FY2010-2012)

Prior to the above series of projects, JICA dispatched a financial policy advisor to SBV from
2006 to 2008. The task of the advisor covered a wide range of SBV’s work in the process of
implementing the banking sector development plan, including support for revising the Law on
State Bank of Vietnam and Law on Credit Institutions, support for policy implementation based
on projections for the macro economy, and support to develop settlement and issue systems.
According to an interview with SBV, Japan is the only country that has ever dispatched
long-term experts to SBV, with the exception of the IMF. The activities of the advisor in liaison
with various sections in SBV greatly contributed to the enhancement of institutional capacity.
As the next step, concentrating resources on particular areas was planned in order to effectively
promote the implementation of the development plan. After considering Japan’s strength and
avoiding duplication with other donors’ support, “Project for Strengthening Capacities of State
Bank of Vietnam” was carried out to promote modernization of the issue and vault operation
and to strengthen banking supervision. This project was succeeded by the “Project for
Strengthening Function of Central Bank™ for the issue and vault operation and “Project for

Strengthening Function of Banking Supervision” for the banking supervision.
(5) Support for formulating industrial policies

It must be stated that Vietnam and Japan have jointly worked on formulating Vietnam’s
industrial policies at a higher level. These supports are not necessarily categorized as a
particular type of Japan’s aid scheme, but rather considered as comprehensive cooperation
involving various resources from the government, academic and private sectors. Cooperation in
this area originated from the Vietnam Japan joint research for industrial development conducted

as part of the Ishikawa project.

From 2008, Japan supported Vietnam in formulating action plans for its master plan for the
supporting industries. The cooperation was in line with the agreed items in the Vietnam Japan

Joint Initiative and the Vietnam Japan Economic Partnership Agreement (VJEPA). The draft
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action plan was developed and submitted by the Japanese side. In 2011, the two countries
started the cooperation in the formulation of Vietnam’s industrialization strategy, followed by
the confirmation of establishing a high level committee to promote the cooperation in the Joint
Statement on the Actions Taken Under Strategic Partnership for Peace and Prosperity in Asia
signed by the prime ministers of the two countries. Under the committee, the working group
co-chaired by Professor Kenichi Ohno of the National Graduate Institute for Policy Studies
(GRIPS) of Japan and Dr. Le Xuan Ba, Director of the Central Institute for Economic
Management (CIEM) under the Ministry of Planning and Investment of Vietnam, led the work
of analyzing and selecting potential industrial sectors. The strategy including 6 priority

industries was endorsed by Prime Minister Nguyen Tan Dung in July 2013.

Column 4-1:  Cooperation for Development of Hoa Lac Hi-Tech Park

Development of Hoa Lac Hi-Tech Park (HHTP) is an ambitious project creating a core city for
science and technology based on collaboration between industry, academia and government. It
is recognized as one of the three cooperation projects agreed on by the prime ministers of
Vietnam and Japan. The project is not just about developing an industrial estate for high-tech
firms. In 1,586 hectares of the total area after completion, the park is expected to contain the
zones for hi-tech industry (550 ha), research and development (229 ha), software park (76 ha),
education and training (108 ha), residential use, and so on. The Financing and Promoting
Technology Corporation (FPT), Vietnam’s major IT company, has already opened the FPT
University in the park. Other prominent educational institutions such as the Vietnam National
University and the Vietnam Academy of Science and Technology plan to move in or around the
park. In September 2012, the ground breaking ceremony of the Vietnam Space Center took
place. The development of the center is supported through Japanese ODA loans. HHTP is
expected to become a city with a population of 220 thousand residents by 2020. In regard to
access to the park located about 30 km west of the city center of Hanoi, a six-lane highway
connecting to Hanoi City was completed in 2010, and construction of urban railway is also

planned.

Back in the 1990s, Japan rendered support for GOV to formulate the master plan of HHTP as
well as the regional development plan including the Hoa Lac area. Although investment in the
park was approved by the government in 1998, subsequent progress remained stagnant. Entering
the 2000s, the government decided to accelerate the development of HHTP as a national project.
While its economy has shown steady growth, the government has come to recognize the

importance of exploring its own path to economic development more strategically in the future,
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as the world economy becomes more globalized. The Global Competitiveness Report shows
that Vietnam still lags behind the ASEAN first member countries in competitive indexes for

science and technology (World Economic Forum, 2013).

At present, there are only 3 Japanese firms among 54 in total accommodated in the HHTP
(JETRO, 2013). Delay in land acquisition is also pointed out. It is increasingly important to
draw up and implement a scenario for preparing an attractive investment environment for
foreign investors including R&D institutions, and for realizing collaborative activities between
industry, academia and government. JICA is currently supporting the development of HHTP
through ODA loans for basic infrastructure of common use sections, and technical cooperation

for formulating an investment invitation strategy for the R&D zone.

Vast Land for Construction of HHTP FPT University

4.4 Contribution of Japan’s ODA to the Development of Economic and Business

Institutions

Contributions of Japan’s ODA to the development of this area in the last 20 years are

summarized as follows:

4.4.1 Support for Forming the Basic Direction in the Transition Process to a Market

Economy

“Study on the Economic Development Policy for the Transition toward a Market-Oriented
Economy (Ishikawa Project)” greatly contributed to the process in which GOV formed their
basic stance in the latter half of the 1990s, when the Doi Moi policy got on the right track and

the government tried to ascertain the direction of the transition to a future market economy.

For examples, it was observed that the project had impacts on government decision-making on

the following issues.
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In regard to Japan’s suggestion to the draft for the sixth SEDP in Phase 1, though the average
rate of growth from 1996 to 2000 was initially planned at 10 to 11 percent, or 11 to 12 percent if
possible, the target on the approved plan resulted in 9 to 10 percent. Moreover, according to Le
Kha Phieu, General Secretary of the Communist Party (at that time) in 1998, the stability of the
agricultural sector was achieved by placing a high emphasis on agriculture in the SEDP as
recommended by the Ishikawa Project (Academic group of Japan side from the Japan —Vietnam
Joint Study, JICA, 2002). In addition, the postal savings system was actually introduced by
GOV after it was proposed as an approach to domestic savings mobilization as a result of the
discussion in the fiscal and monetary group of the phase 1 project (The academics from Japan
side of the Vietnam-Japan Joint Research, JICA, 2002)12.

Table 4-6: Summary of Ishikawa Project (Phases 1 and 2)

Objective

Phase 1: Submit opinions from the Japanese side on the issues relating to the draft documents
about the 6th Five-Year Plan

Phase 2: Analyze and present policy proposals on the new issues relating to the
implementation of the 6th Five-Year Plan

Output

Major proposals submitted to the Vietnam side are as follows:

1) The expected rate of GDP growth may be too ambitious.
2) Increasing the domestic savings ratio shall be important.
3) Insufficient attention be corrected on the urgent need of agricultural development
4) For Vietnam's industrial progress, two-tier development (large and smaller enterprises)
may be desirable.
5) Vietnam's stance for international trade liberalization
i) Policy for AFTA. APEC. WTO
ii)Effective approach to trade liberalization
(Source: Ishikawa and Hara (eds.) (1998))

Though the Ishikawa Project played a role in indicating a basic direction and choices of
economic development for Vietnam, it did not address the details of legal and institutional
reforms. It can be easily imagined, however, that the project had some influence on the basic
ideas and orientation of the policy and measures taken afterwards, because the government
officials actually involved in policy and institutional issues participated (Ministry of Foreign
Affairs, International Development Center of Japan, 2002). Moreover, the project's style of joint
research by the two countries is considered to have improved the effect. The majority of the

Japanese academics were “amateurs” about Vietnam though they were specialists in each field

'2- According to the interim report,“Self-evaluation of the Vietnam-Japan Joint Research,” Thuc MPI Vice
Minister at that time commented that the introduction of the postal savings system in Vietnam was an
achievement of the fiscal and monetary group of the project.

120



of economics. In contrast, there was a tremendous need for learning basic stances toward a
market-oriented economy by the Vietnamese side. The situation made one side need the other
mutually, leading to close discussions between the two sides at every stage of the study, from
policy recommendation to creating mutual trust and friendship (Ministry of Foreign Affairs",
2004).

The World Bank and IMF were promoting the structural adjustment reform at that time, and
they had some conflict with GOV in the negotiations on the assistance. The Ishikawa Project
played a role to ease the friction, and it influenced the aid approach of international

organizations afterwards (Column 4-2).

Column 4-2:  Approach of Ishikawa Project - Testimonies

Among the Japanese academics who had participated in the Ishikawa Project, there were a lot of
prominent scholars in development economics, who were also well-versed in development
experience of Asian countries such as Japan and China. Moreover, these economists were
pioneers of the Japanese development economics that valued the supply side and gradualism,
which differed from the standpoint of the so-called Washington Consensus on reform and
development of the transitional economy (Tran, 2010). Based on an idea that a healthy market
economy would not grow in Vietnam with the laissez-faire approach, a major theme of this
project was how to establish the industries and the systems supporting the market economy
(Ohno, 2000).

As shown above, the structural adjustment loans of World Bank and IMF (SAC-I and ESAF)
that had been provided since 1994, ended by 2000, because they did not agree with GOV on its
continuation. In a report published in 2011 which reviewed past assistance to Vietnam, the
World Bank described that while SAC-I contributed to the structural adjustment process, the
World Bank learned the lesson that the ownership of the country in preparing the development
plans was extremely important for the sustainability of the reforms, accommodating other
donors’ opinion that the policy conditionalities placed uniformly on many countries by the
World Bank’s structural adjustment loans did not meet with the pace of reform, time, priority
issues of recipient countries (World Bank, 2011). These experiences led to the subsequent

Poverty Reduction Support Credit (PRSC).

B Column I-8 from “Experience of the Study on the Support for the Economic Transition and
Development in Vietnam; Ishikawa Project--- Shigeru Ishikawa, a professor emeritus at Hitotsubashi
University”, “White Paper for Official Development Assistance 2004 ", Ministry of Foreign Affairs, 2004.
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The Ishikawa Project attempted to have close contact and dialogues with international
organizations including the World Bank. For instance, the international workshop was held in
Tokyo in March, 1998, invited the representatives of four international organizations and GOV,

and it was a success. Ishikawa describes the project in the self-evaluation report as follows.

“(About the success in the rudimentary development of the market-oriented economic reform of
Vietnam through the Sixth Five-Year Plan), it has to be admitted that the main contributor was
the assistance of the World Bank and IMF. The advice of World Bank and IMF was however,
too radical and inflexible for GOV to follow immediately, often causing friction and
confrontation. The analysis and the proposal of ‘the Vietnam-Japan Joint Research’ were useful

in easing the friction and confrontation.”

Column 4-3: Voice of Counterpart Expert of Ishikawa Project
(Dr. Le Quoc Ly, Vice President of Ho Chi Minh National Academy

of Politics and Public Administration)

Dr. Ly participated in the fiscal and monetary policy group of the Ishikawa Project as one of the
key members of the MPI as counterpart organization on the Vietnamese side. He was involved
in all phases of the project, as an expert in Phase 1 and the leader of research team of the

Vietnamese side in the other phases.

Dr. Ly recalls that the Project was very important and conducted in a timely manner. At that
time, it was critically needed for Vietnam to study policy options it might take in the process of
transforming to a market-oriented economy. The fiscal and monetary policy group examined
policies on fiscal issues and financial sector comprehensively. For the fiscal part, for example,
recommendations were provided on the budget and tax system. Since the Ishikawa Project
undertook Vietnam’s policy responses to the economic environment after the Asian Currency
Crisis as the main agenda, the Vietnamese side learned about not only policy orientation but

also policy management, which was a highly valuable experience.

On the other hand, the Vietnamese side faced a lot of difficulty participating in the Project since
the country had just started an open-door policy toward a market-oriented economy at that time.
The first practical problem was the selection of Vietnamese experts. It was not easy to find
experts who had relevant knowledge on the market economy. In addition, many people felt
anxious about the “transition” because no one was sure what would actually be brought by a
market economy. The joint research of the Project was a step-by-step learning process. Now

after 15 years, “Reform thinking” is rooted in the society.
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Among the Vietnamese officials who were involved in the Ishikawa Project, many were later
promoted to higher positions in the government. Some examples in the fiscal and monetary
policy group include Director and Vice Director of State Bank of Vietnam (SBV), Vice Minister
of Planning and Investment, and Vice Minister of Finance. Dr. Ly, who served as Director
General of the finance and fiscal department of MPI and is now Vice President of Ho Chi Minh
National Academy of Politics and
Public Administration (HCMA), is
another example. This may provide
some evidence that the Ishikawa
Project succeeded in contributing to
the development of human resources to
take the central role in Vietnam’s

policy orientation and management.

(Source: Compiled by the Study

Team based on the interview with Dr.
Le Quoc Ly) Dr. Ly, Vice President of HCMA

4.4.2 Effective Mechanism for Improving the Investment Environment

In order to support GOV to improve its investment environment, “the Vietnam-Japan Joint
Initiative” has played a great role as an effective platform, coupled with the individual projects
for developing institutions or improving implementation that started since 2000. The initiative
can benefit not only Japanese firms but also all foreign investors. As indicated in Figures 4-3
and 4-4, direct investments to Vietnam have drastically increased both from Japanese as well as

all foreign investors since the initiative started.

The investment boom for Japanese firms since the mid-2000s may be the result of multiple
factors such as economic recovery from the Asian Currency Crisis, risk aversion from
concentrated investments into China, progress of legal and institutional development in Vietnam,
manufacturers’ move to establish the regional production system taking advantage of Vietnam’s
entry to WTO, appreciation of the Japanese yen, and other factors. There is little doubt, however,
that the initiative has contributed to encouraging the trend by resolving the individual problems

faced by existing and potential investors cumulatively.
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Figure 4-3: Foreign Direct Investment Licensed Projects
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Figure 4-4: Japan’s Licensed Direct Investment Projects

Table 4-7 shows the issues discussed in the initiative from phases 1 to 4, and the achievement

status of evaluation items set in the action plan for each phase. The same table also indicates

some of the major results achieved in each phase that are recognized to have particularly great

impact, according to literature reviews and interviews.

The achievement ratio exceeded 80% for all phases. It is assumed that the steady

implementation of agreed items has increased the effectiveness of the initiative. In addition, the

initiative may have had a secondary effect of promoting inter-ministerial collaboration in GOV,

since the responsible ministries that are assigned according to the issues in the action plan are
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required to lead the concerned parties, in order to proactively solve the problems.

Table 4-7: Issues, Evaluation, and Achievement of the Vietnam-Japan Joint Initiative

Phase 1(December 2003- November 2005)

Intellectual property protection
Infrastructure

Development of manufacturing industry
ete.

Number
f Rate of
Category o ate o Main achievement
evaluation | achievement
items
Supporting industries * Visa waiver for short-term stay (within 15 days)
Inves?ment policy and law * Reducing the maximum personal income tax rate (from 50 to 40%)
Eaxa;pn o * Abolishing dual pricing in electricity
egal mstitution * Abolishing local content duty for the automobile indust

Custom and logistics 125 85% s Y Y

* Abolishing capital requirements according to the Foreign Investment
Law

* All FDI companies may obtain land use rights with a lump-sum
payment

Phase 2 (July 2006- November 2007)

Legal institution and enforcement
Supporting and manufacturing industries
Infrastructure

Number
f Rate of . .
Category © . .a co Main achievement
evaluation | achievement
items

Investment policy and law * Integrating the mimimum wage for local and foreign enterprises
Taxation * Abolishing the import planning system
Labor o * (Many items on customs and trade related issues)
Custom and logistics 80 94%

Phase 3 (November 2008- December 2010)

Power
Port and road

Number
Category of i R'a te of Main achievement
evaluation | achievement
items

Investment policy and law * Introducing 24-hour custom operations for international land
Taxation transports
Wages and strikes * Improving institutions for intellectual property reights
Customs . * Establishing Japan Desk in MPI
Intellectual property protection
Supporting and manufacturing industries 62 81%

Logistics, custom, telecommunication
Taxation

Retail and food security

Infrastructure development under PPP

Telecommunication
Urban transport
Phase 4 (July 2011- November 2012)
Number
of Rate of . .
Category . R Main achievement
evaluation | achievement
items
Power * Introducing the national skill test system for die machining
Labor * Issuing operational criteria for economic needs test for foregin retail
Macro economy investors
Islupp‘l)l'rmtgnlll:qusmzs f ¢ * Producing report on request items for improving investment
cgalmstitution and enforcement 70 87% environment for infrastructure development under PPP

* Disclosing basic economic indicators on SBV web site

(Source: Prepared by the Study Team)
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Column 4-4: Key factors for the success of the Vietnam-Japan Joint Initiative

The framework of the Vietnam-Japan Joint Initiative is highly evaluated by both GOJ and GOV.
According to an official of the Foreign Investment Agency under the Ministry of Planning and
Investment, the two countries faced some difficulties due to differences in perception in the early
phases, since priority was not given as much on foreign investment within the government.
However, the importance of that is fully recognized now and the result of the initiative have
provided benefits to non-Japanese foreign investors such as Taiwanese and Singaporeans. A
person involved in a Japanese government organization says that such a large number of Japanese

companies would not be investing without the initiative.

Some of the key success factors of the initiative as an effective framework broadly recognized by

the concerned parties are as follows.

(1)  The initiative was started by an agreement between the two countries at a high
government. The agreement between the two prime ministers was a driving force to
ensure the implementation of issues raised in the action plans.

(2)  The initiative stresses the nature of “joint work”, whereby the issues are discussed and
tackled together by both parties.

(3)  Issues to be improved are not only compiled in the action plans, but also monitored
carefully after implementation. In other words, following the PDCA (Plan, Do, Check
and Act) cycle leads to results.

(4)  The Vietnamese side can expect GOJ to provide support through its ODA to implement
the issues in the action plans. Despite the comment that whether ODA is an incentive for
the Vietnamese side to actively work on the action plans depends on the area of the
issues, it is commonly understood that the possibility of receiving financial support (by
ODA) enhances the actual results of the initiative in comparison to the Vietnam
Business Forum (VBF).

(Source: JICA/IDCJ (2012) and the study team)

In addition, from a wider perspective including ODA for infrastructure development, analyzing
the trend of Japanese investment patterns in more detail creates the relationship between the FDI
by Japanese firms and Japan’s ODA, which is suggestive of ODA’s role in the improved

investment environment.

The FDI including Japanese investment in the 1990s was concentrated in the southern part of
Vietnam, which provided a relatively favorable infrastructure, mainly by small and medium

enterprises in the light industry and parts manufacturers in the electric and electronics industry
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for export processing (Figure 4-5). Infrastructure including industrial parks was not developed
adequately in the northern part of the country to attract foreign investment at that time. As stated
in Chapter 2, promoting development of the north was one of the priority issues of gOV, and
Japan responded to the needs by supporting the rehabilitation and upgrading of the
infrastructure in the north with ODA. This effort resulted in the completion of important
infrastructure successively in the 2000s, such as the rehabilitation of National Highway No. 5

and No.18, the rehabilitation of Hai Phong Port, and the expansion of Cai Lan Port.

The Thang Long Industrial Park, whose development was supported by JICA through
preparation of the master plan as well as the development of infrastructure in the neighboring
areas, was achieved by the private firms in 2000. In line with the trends, from the 2000s,
Japanese companies started to concentrate their investment in the north (Figure 4-6). The
investment of major assembly manufacturers in Thang Long Industrial Park triggered the
ensuing investment of parts and component suppliers. As mentioned above in this chapter, the
second investment boom starting from the mid-2000s was the result of multiple factors, but
there is no doubt that the development of infrastructure for production and logistics prompted

the massive investment of export processing companies in the northern part of the country.

On the other hand, the Vietnam-Japan Joint Initiative has supported the increase of Japanese
direct investment since the mid-2000s, by resolving the institutional or procedural problems
faced by Japanese investors, and by creating a more favorable environment for potential
investors. It has been pointed out that the local procurement rate for foreign manufacturers is
still low in Vietnam compared with other ASEAN major countries and that there is still room for
improvement in business institutions and procedures. Vietnam has, however, steadily grown in
its attractiveness as a place of investment for Japanese firms throughout the 2000s, as seen in
the results of the questionnaire survey conducted every year by the Bank for Japan International
Cooperation (JBIC) on recognition of the relative attractiveness to investing countries (Figure
4-7).
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Figure 4-5: Trend of Japan’s Direct Investment in Manufacturing to Vietnam
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Figure 4-7: Trend of Order of High Potential Countries in the Medium Term
Recognized by Japanese Enterprises
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4.4.3 Support for Orienting Policies and Institutions in Individual Areas

Japan has supported GOV to orient its policies and institutions as well as to improve the
implementation process in individual areas related to the investment environment. These
cooperation projects have been conducted due to the Vietnam-Japan Joint Initiative. Much of the
cooperation is involved in improving the work process on the ground, hence it is sometimes
difficult to specify their clear results of particular policies. However, some examples of strong

achievement are as follows.

First, through a series of cooperation projects in the area of industrial statistics, the General

Statistics Office (GSO) successfully completed the following tasks.

- Introduction of Survey on Major Industrial Products (MSMIP)
- Introduction of Index of Industrial Production (IIP)

- Revision of the base year of MSMIP from 2005 to 2010

- Revision of the base year of IIP from 2005 to 2010

These achievements have contributed to improvement in the business environment in the sense
that they enabled a more accurate understanding of industrial production conditions in Vietnam
and a greater comparability with neighboring countries. In fact, Vietnam is one of the few
countries that have already introduced the IIP with the base year 2010 in ASEAN. Japan’s IIP

with the base year 2010 was introduced recently, in June 2013.

According to a senior official of GSO, a feature of Japan’s cooperation is characterized by the
long-term, dedicated work of experts in comparison to relatively short and small-scale projects
conducted by other partners. He attributed the success of the above cooperation on industrial
statistics to the nature of Japanese cooperation. In addition, GSO staff members have been sent
to Japan constantly for training from the mid-1990s, which has greatly contributed to improving

organizational capacity.

Second, in the area of support for development of small and medium enterprises and supporting
industries, Japan dispatched policy advisors, who supported the counterpart organization,
namely the Agency of Enterprise Development (AED), at critical moments in the process to
develop and promote the SME policy. Vietnam’s SME policy originated from Decree No. 90 of
2001 and the predecessor agency of AED was established. The next important step was the
issuance of Decree No. 56 of 2009, which is the foundation of the current SME policy.
According to an interview with the AED officials, Japanese policy advisors supported the
preparation and implementation processes of the Decree, by orienting policy and individual

measures. In addition to the dispatch of advisors, Japan has conducted technical cooperation
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projects to strengthen administrative functions, and dispatch senior volunteers to provide direct
services to SMEs in the supporting industry. In an interview with the AED, it was indicated that
the AED has been trying to follow the “Japanese approach,” which is described as consecutive
steps from developing the framework of individual programs to its implementation. In addition,
it may be pointed out that Japan’s ODA has contributed to a change in the consciousness of the
AED to some extent, since the importance of providing direct support to SMEs appears to be

more understood by AED than in the past.

In contrast to Japan’s cooperation, which focused on improving implementation in on-site work,
other major development partners were concerned with the cooperation aimed at improving the
investment environment comprehensively, as seen in UNIDO’s support to introduce the
company registration system. AED’s view is that both types of cooperation are necessary. Thus,
Japan has contributed to the development of Vietnam’s SME policy is a unique way by

supporting policies from a long-term perspective.
4.4.4 Support for Economic Reforms

Japan (JBIC) started to co-finance with the PRSC program from the PRSC3, and participated
actively in the discussions on policy framework, attaching particular importance to investment
promotion and improvement of the business environment and improvement of public financial
management. Later, priorities were also placed on financial sector reform, SOE reform, and the
planning process. Participation in the PRSC enabled Japan to support Vietnam’s economic
reforms such as SOE reforms, since these issues are not always easy to be put on the table for a
bilateral partner country. As a major lender from PRSC3 to PRSC10, Japan co-financed about
20% of the total amount financed aside from the World Bank (Table 4-8). As Table 4-9 shows,
almost all indicators reached the 2011 targets in the areas of global integration and private sector
development. Improvements were observed though some indicators did not reach the targets in

the areas of the state sector and financial sector reform.
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Table 4-8: PRSC Co-financing Amounts by Partner

Dioner PRSC1* | PRSC2 | PRSC3 | PRSC4 | PRSCS | PRSC6 | FRSC 7 | PRSC 8 | PRSC 9° |FRSC 10°
ADB 64 150 150 15.0 200| 1000 248°
Apstraila’ 77 14.3 115

Canada 58 70 34 9.2 49 45 39 29
Denmark 9.7 33 135 10.0 10.6 120 11.1 111 107 10.7
UE! 197 173 36.0 3459 39.3 39.6 364 318 315 315
EC 19.9 103 124 309 0.7 182 230

Ireland 17 39 11.0 119 14

Germany 78 28 96

Tapan 186 208 215 300 T0.073 410 TBA
Metherlands 134 10.0 16.0 176 310 176 96

Mew Fealand 20 10

Sweden 19

Spam 26 i9 73 119 7.0 81 47
Switzerland ' 3.7 3.8 3.3
DPs subtotal 45 3l 116 120 156 196 155 253 147

Waorld Bank 250 100 100 100 100 175 150 350 150 150
Total 295 131 216 220 256 371 305 503 297 TBA

Note: (1) Unit: US$ Million. (2) Japan’s contribution to PRSC10 was JPY 3.5 billion.
(Source: World Bank, PRSC10 IDA Program Document, 2011)

Table 4-9: PRSC Monitoring Status (2011)

Area Indicator Definition Source B:I.SE-].'L'II.E l_l?‘date SI“T recent Target=
(year) (year) (year)
Pillar I: Business development
Global Merchandise exports as a proportion 61% 61.3% 69.7% Above
wiomal 1. Opemmess totrade | of GDP and merchandise mports as G50 69% T1.5% 81.5% 0%
miegrafion 2 proportion of GDP (2005) (2009) (2010) for both
$2315 $6,550 $6,900 Three fimes
2. FDI Inflows Inflows of FDI (a5 recorded in BoF) BOP (SBV) mullion muillion mullion the baseli ;
(2006) (2007) (2008)
State sactor 3 Slate Beonomuc || Share of stae sector in Gross Stafistical 4% | 359% 351% Below
reform :c;:'mt mE Domestic Product vearbook (G50) 2005) 2007y (2008) 33.3%
4. State mvestments Share of state imvestments in total s . . .
in SOEs as share of | investments, where total is defined St ‘fg‘sm ‘gjgg gci-%% E’fdﬁgj" Below
total investment as state, non-state and FDI ¥ - - e
. . - mred provisioning for possible 28% .
Fmancial sector 5. Quality of loan Req . N . . 222% Less than
- all SBV 6-9% S .
reform portfolio non Perfm'ma.m:e in all outstandmg 8 50% (Feb 2011) 5%
6. Number of banks Banks followmg the qualitative 3
using qualitative critenia (infernational standards) for SBV 0 (Tudy 2011) 5
cnfena for borowers | loan classification ¥
Private sector 7. Proploymentin | 1 mber of paid employees in non- GSO (Armual 404y g illion 3.0 More than
de vate enterpris state enterprises, exchuding En e 3 million Q008) million 5 milli
velopment Fo SERSES | collective enterprises terprse Savey) | 0003) (2008) on
) . 30% .
8. Prvate domestic . - L R 33.9% 36.1% —
imves As a proportion of total imvestment G50 (;00351} @009) Q010) 35.3%

Note: The above four areas all belong to Pillar I (Business development) of the PRSC policy

framework.

(Source: World Bank, PRSC10 IDA Program Document, 2011)
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4.5 Features of Japan’ s ODA and Lessons Learned from Past Collaboration in

Economic and Business Institutions
4.5.1 Presenting a Collaboration Model between the Private Sector and ODA

Japan’s ODA has been carried out in Vietnam in collaboration with the private sector in various
ways. It has developed from a role of guiding investors, to a role of working with the private
sector to improve the investment environment, and to a role of facilitating increased and
efficient private investments (Figure 4-8). ODA’s active investment in infrastructure in the north
part of the country in the late 1990s induced massive private investment by Japanese firms in
the 2000s. Since the mid-2000s, Japan’s ODA has been tackling the problems faced by the
private sector in line with the framework of Vietnam-Japan Joint Initiative. More recently, ODA
tries to sustain active private investments in such areas as infrastructure to effectively address
the development needs of Vietnam. This approach was made possible by utilizing a variety of
Japanese ODA schemes, as well as the strong involvement of GOJ at a higher level such as the

Embassy of Japan in designing and implementing the framework to promote investment.

The change in ODA roles can be a good reference model for Japan and other donor countries or
development organizations when they consider providing assistance for certain developing

countries to improve the investment environment from a long-term perspective.
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Figure 4-8 : Trend of Japan’s FDI and ODA to Vietnam

4.5.2 Taking a Separate Aid Approach to Support Sector Reforms and Individual
Agendas

Since Vietnam is a developing country with a transitional economy, donor countries and
organizations were faced with the major challenge of responding to huge development needs
and promoting economic reforms of Vietnam concurrently. As explained in section 4.4.4, Japan
joined the PRSC3 in 2003 to co-finance Vietnam’s sector reforms, and this marked Japan’s
full-scale start of providing general budget support to developing countries. This decision was
welcomed by GOV and the other PRSC participants including the World Bank, making it
possible for Japan to have other channels of communication with the government, in addition to
the existing one. Meanwhile, the “Vietnam-Japan Joint Initiative” was launched in the same
year as a new bilateral framework, which functioned as an anchor to individual ODA projects.
In this way, Japan characteristically took a separate approach to each of Vietnam’s two agendas.
Given that both approaches appeared as quite new challenges to Japan, the leadership role of the

embassy of Japan assumedly played an important role. In addition, as stated above, Japan
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participated actively in the discussions on the policy framework during the PRSC process, to
make the Vietnam-Japan Joint Initiative more effective. Thus an effective promotion of both
economic reforms and better investment environment was explored with a definite intention.
This type of approach may serve as a useful reference when considering support for countries

with similar needs.
4.5.3 Providing Substantial Support for Work Improvement by Long-term Experts

As is the case with other sectors, a number of counterpart organizations of GOV in this sector
appreciate the work of Japanese experts, who are stationed long term and provide practical
advice based on their deep knowledge and experience, leading to substantial improvement in the
work operation. This form of cooperation is broadly recognized as a salient feature of Japan’s
technical cooperation. In many cases, Japanese experts have constantly been dispatched from
the Japanese ministry or related agencies in their relevant field. The long-term relationship
between the organizations of the two countries has contributed to the establishment of mutual

trust and human relationships at a high level.

Among the technical cooperation projects provided in the economic institution and business
sector, those with a clear objective have tended to produce steady results, such as projects
intending to introduce systems or institutions according to international standards, or trying to
develop computer systems. While this type of cooperation will remain needed, other types of
projects seem to be increasing to a certain degree, as a result of the strengthened capacity of
counterpart organizations. For instance, there are a couple of ongoing projects that focus on
improving the entire policy implementation system involving not only the counterpart
organization, but also a wide range of other related organizations. This kind of project can be
described as relatively difficult, since the result is not always visible. Therefore, how to achieve
in improvement in higher and extensive policy issues, while keeping the counterpart
organization motivated will appear as one of the challenges of Japan’s ODA for Vietnam in the

future.
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