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SOCIALIST REPUBLIC OF VIETNAM:
FOURTH POVERTY REDUCTION SUPPORT CREDIT

Credit and Program Summary

Borrower: The Socialist Republic of Vietnam.

Amount: SDR 66.2 million (US$ 100.0 million equivalent).

Terms: Standard IDA terms: 40-year maturity with a 10-year grace period.
Description: A fourth Poverty Reduction Support Credit (PRSC 4) for the

implementation of Vietham's Comprehensive Poverty Reduction and
Growth Strategy (CPRGS), approved in May 2002 and expanded in
December 2003.

Benefits: The present operation provides further support to Vietnam's reform
program. The current cycle of PRSCs is a vehicle for the World Bank,
and the donor community more broadly, to stay engaged with a client
that has delivered an outstanding performance in terms of economic
growth and poverty reduction. The proposed credit strengthens the
reform program on several fronts:

It promotes greater competition and faster integration with the world
economy. The credit supports actions aimed at gaining accession to
the World Trade Organization (WTO), measures to accelerate the
divestiture of state-owned enterprises (SOES) in non-strategic
sectors, the adoption of a more determined approach to banking
reform, and the introduction of regulatory bodies for infrastructure
Services. Overdl, these measures should lead to increased
efficiency, rapid economic growth and job creation.

The proposed credit also promotes human development and
environmental protection. It supports improvementsin the quality of
education, especidly in poor areas. The credit also endorses
measures aimed at protecting and developing forests, which sustain
the livelihoods of many poor households. And it includes the
adoption of a better regulatory framework in relation to the
environment. These actions should contribute to keeping
development inclusive and sustainable.

The introduction of modern planning methods, geared towards
attaining development outcomes, is also supported by this credit.
Other measures aimed at enhancing transparency and improving
governance include increased disclosure for all state budget entities,
strengthened accountability through the independence of the State
Audit, an effort to increase the effectiveness of anti-corruption
actions, and better information systems, especialy in relation to
poverty measurement and targeting.



Risks:

Disbur sement:

Co-financing:

Project 1D number:

At the same time, Vietnam faces important risks that the proposed credit
alone may not be able to mitigate:

The government’ s ambitious objectives in terms of economic growth
could conflict with its efforts to increase transparency and contain
the growth of contingent liabilities. There could be considerable
pressure to expand commercial and policy loans for infrastructure
development, especidly at local levels. This could reduce the
overall quality of lending, thus undermining the banking reform
agenda and resulting in substantial contingent liabilities for the
government in the medium-term. Meanwhile, the full benefits from
WTO accession will accrue only if complementary reforms are
undertaken in areas such as trade logistics, tax policy and
administration, and the investment climate.

The dynamics created by rapid economic growth in a context of
economic transition could make development less inclusive and
compromise environmental sustainability. Policies in headth and
education aim at channeling more resources to the poor and
improving the quality of the services delivered. However, some key
programs are under-funded. The incentives given to service
providers to charge fees have not been matched by sufficient
accountability on the delivery of basic servicesto be provided at low
or no fee. Regarding sustainability, an increasingly sophisticated
legidation till needs to trandate into effective administrative,
economic and information tools to protect the environment.

Finally, there is a fiduciary risk associated with the proposed credit.
While there has been considerable progress on strengthening the
management of public expenditures and enhancing budget
transparency, the management of state assets and liabilities remains
weak. Rapidly emerging and fast-growing provincial investment
funds could contribute to the development of infrastructure at the
local level, but their limited transparency and accountability are a
matter of concern. The government is also taking important steps
towards more effective anti-corruption policies, but in a rapidly
growing economy the opportunities for graft could outpace
improvements in anti-corruption policies, at least for some time.

The credit will be disbursed upon declaration of effectiveness.

Numerous bilateral and multilateral donors have expressed their support
to the PRSC processin Vietnam. Eleven of them have participated in the
preparation of this credit, and have been actively involved in the policy
areas where they are stronger. Subject to confirmation, the following
donors intend to contribute resources to the PRSC 4 operation through
grant finance or parallel lending: the Asian Development Bank, Canada,
Denmark, the European Commission, France, Ireland, Japan, the
Netherlands, Spain, Sweden and the United Kingdom.

P086360



INTERNATIONAL DEVELOPMENT ASSOCIATION

PROPOSED CREDIT
TO THE SOCIALIST REPUBLIC OF VIETNAM
FOR
A FOURTH POVERTY REDUCTION SUPPORT OPERATION

INTRODUCTION

1 Progress in the implementation of Vietham’s ambitious reform agenda remains
satisfactory, in terms of both the measur es adopted and the development outcomes attained.
Year after year, arange of policies are enacted to complete the transition to a market economy,
foster human development, and strengthen governance. Moreover, there has been a clear
acceleration of economic reforms since the beginning of the current planning cycle (2001-2006).
In recent years, the Gross Domestic Product (GDP) has been growing by more than seven percent
annually, and exports by roughly 20 percent. The poverty rate declined from 53 percent in 1993
to 37 percent in 1998 and 29 percent in 2002. Preliminary figures for 2004 indicate the
continuation of thistrend. Vietnam is also on a solid path to attain the Millennium Devel opment
Goals (MDGs). These achievements are taking place in a context of prudent macroeconomic
policy, with afiscal deficit in the order of two percent of GDP and moderate inflation rates. The
ratio of external debt to GDP ison adeclining trend as well.

2. Several mechanisms currently at play, from integration with the world economy to
decentralization, are bound to accelerate the reform process even further. Integration with
the world economy has been used to “lock-in" changes behind the border. Joining the ASEAN
Free Trade Area (AFTA) and signing the Bilateral Trade Agreement with the US were important
milestones in this process. Accession to WTO, which could happen by the end of 2005, will have
an even stronger effect, because of its far-reaching implications, from lower trade barriers for
goods to competition in services to the adoption of an array of laws and regulations. The
preparation of the five-year Socio-Economic Development Plan (SEDP) 2006-2010 is also
providing an opportunity to articulate the future reform agenda across sectors and provinces.
While progress is bound to be uneven, the recent decision to move away from a “command and
control” approach towards a plan focused on devel opment outcomes, incorporating the principles
of the CPRGS, bears much promise. Decentralization is aso allowing more reform-oriented
provinces to experiment in new directions. The success of Ho Chi Minh City (HCMC) and its
neighboring provinces at attracting Foreign Direct Investment (FDI), and the boldness of Danang
in using state-owned land to support private sector development, are worth mentioning in this
respect. These efforts are likely to be emulated by other provinces.

3. The proposed credit supports reforms across the structural, social and institutional
areas, with an emphasis on SOEs and state-owned commercial banks (SOCBs). Sow
progress in the reform of SOEs and SOCBs has been consistently identified as one of the weak
points of the reform program of Vietnam. A large number of SOEs has been divested already,
and much has been accomplished in terms of laying the technical foundations of modern banking.



But SOCBs are commercially-oriented only to a certain extent and the full separation of their
management and supervision has yet to be accomplished. In this context, the share of non-
performing loans (NPLs) remains high as a fraction of total credit, and is growing as a fraction of
GDP. While the problem remains manageable for now, the proposed credit supports more
decisive actions to acknowledge the extent of NPLs, and complete the reform of the banking
system during the next few years. It also supports a major reduction in the number of sectors
where state intervention is justified, which should lead to a further acceleration of the divestiture
process, including now large SOESs.

4, Other important prior actions supported by the proposed credit concern the
transparency of public finance and the fight against corruption. Vietnam has been
implementing a comprehensive reform of public financial management, which is now bearing
fruit. For the first time, the entire budget is being disclosed. The proposed credit also includes
measures aimed at increasing transparency in the budget, extra-budgetary accounts, public
investment projects and SOEs. In parallel, Vietnam has started moving away from a punitive
approach to corruption to one based on strengthened government systems and reduced discretion
by government officials. The ongoing generalization of the One-Stop Shop (OSS) model for
administrative services, the planned modernization of customs, and the foreseen strengthening of
public procurement, are illustrations of thistrend. A comprehensive diagnostic of corruption and
its modalities is being completed, and its findings will be publicly disclosed. An anti-corruption
action plan has been set up under the proposed credit. In envisions the introduction of more
effective whistle-blowing mechanisms and the establishment of a database of assets of top civil
servants and their families.

5. By focusing on transparency and laying the grounds for more decisve banking
reform, the proposed credit addresses some of the main concernsraised by the Board. The
government has implemented many policy actions going in the right direction, albeit not as
strongly as might have been desirable. And there is indeed a risk associated with partial
implementation.  The divestiture of SOEs could continue at a relatively slow pace, a level
playing field could fail to be secured, and banking credit could still be alocated to projects of
dubious merits. The opportunities for embezzlement created by rapid growth could more than
offset the strengthening in government systems, and lead to increased corruption. However, the
rapid integration with the world economy creates a strong incentive for the government to tackle
these problems, and in particular to address the weaknesses of the banking system, before the
implicit fiscal burden becomes too large. The top leadership of the country appears to be strongly
committed to the fight against corruption, which is one of the main areas of popular discontent.
An increasingly coordinated policy dialogue between donors and government, especially around
the preparation of PRSC operations, is aso contributing to the mitigation of risks, as it alows
focusing attention on the laggard areas of the program.

. ECONOMIC GROWTH AND POVERTY REDUCTION

6. The performance of the Viethamese economy remains remar kably strong, in spite of
recurrent adver se shocks. In recent months, these shocks included a serious outbreak of avian
influenza, severe floods and droughts, a sharp rise in the price of key imported commodities, and
the introduction of market barriers in textiles, garments and other export products. In spite of
those adverse conditions, GDP growth remained above seven percent for the third consecutive



year, and indeed accelerated to attain 7.7 percent in 2004 (see Table 1). As a result, the
improvement in living conditions has been widespread. Preliminary figures from the Vietnam
Household Living Standards Survey (VHLSS) 2004 indicate a substantial decline in the poverty
headcount since 2002, the year of the last survey. While it is still too early to report a poverty
rate with confidence, thereis a clear expectation to see sustained progress towards the attainment
of the Vietnam Development Goals (V DGs) and other key development outcomes.

TABLE 1: KEY ECONOMIC INDICATORS

Indicator 2000 2001 2002 2003 2004
Real GDP (annual percentage change) 55 6.9 7.0 7.2 7.7
Industrial output 15.7 14.6 145 16.1 16.0
Inflation (percent, by year end) -0.5 0.7 4.0 29 95
Nominal depreciation (percent, by year end) 35 39 20 16 15
Credit to the economy (percent change) 38.1 21.4 22.2 284 41.6
General government budget (percent of GDP)
Total revenues and grants 20.5 21.4 22.7 231 234
Total expenditure (including interest) 22.6 24.2 24.1 25.1 24.8
Current expenditure 15.9 15.9 15.7 16.8 16.5
Capital expenditure 6.7 8.3 84 8.3 8.3
Fiscal balance -2.0 -2.8 -14 -2.0 -1.4
Current account balance (in US$ billion) 0.6 0.7 -04 -1.8 -1.8
Current account balance (in percent of GDP) 21 20 -1.1 -4.7 -4.0
Export growth (nominal, percent change) 25.2 4.0 11.2 20.8 28.9
Imports growth (nominal, percent change) 34.5 23 221 27.8 26.1
Total external debt (USS$ hillion) 12.8 12.6 133 15.8 17.4
Total external debt (percent of GDP) 41.1 38.7 38.0 40.6 38.5
Debt serviceratio (percent of exports) 7.6 6.8 6.0 34 2.6
Reserves, including gold (US$ billion) 3.0 34 3.7 5.6 6.3
Reserves (in weeks of imports) 10.9 10.0 8.6 10.3 99

Source: General Statistics Office (GSO), Ministry of Finance (MOF), International Monetary Fund (IMF)
and World Bank Staff estimates.

7. The resilience of the economy to adverse shocks is partly a reflection of prudent
economic management. The avian influenza outbreak in the first quarter of 2004 resulted in a
sharp setback to the poultry sector, whereby nearly 17 percent of birds had to be culled. The



tourism sector was aso threatened, as potentia visitors altered plans in the wake of the disease.
Floods and droughts further compounded the problems for the agricultural sector. Animmediate
effect of the avian influenza and adverse weather conditions was arise in food prices. This shock
was further fuelled by an increase in international prices of key imports such as ail, fertilizer,
cement and steel. Inflation soared from three percent year-on-year in January 2004, to over ten
percent in September. However, calls to resort to administrative price controls were not
followed. Budgetary policy remained prudent, and owing in part to high oil prices the budget
deficit actually fell to 1.4 percent of GDP in 2004, below the targeted level of 2.2 percent.
Monthly increases in consumer prices are now much closer to the levels of previous years. But
the considerable turbulence experienced in recent months should raise awareness on the need for
a coherent framework to guide macroeconomic policy decisions.

8. Credit growth accelerated to 42 percent in 2004, mainly after the inflationary peak. The
main concern from faster credit growth relates to the quality of lending, given that project
screening by banks remains weak. In the 12 months to November, credit from joint-stock banks
(JSBs) had risen 51 percent, while that from SOCBs had expanded by 37 percent. The higher
growth rate of commercia bank credit coincided with a deceleration in policy lending which may
have resulted from stricter regulations. The on-lending of domestically raised resources by the
Development Assistance Fund (DAF) decelerated from 45 percent in 2003 to 22 percent in 2004.
Money supply growth stood at 30 percent in 2004 compared with 25 percent in 2003. Asin recent
years, there was no monetization of the fiscal deficit in 2004. Foreign exchange reserves are
estimated to have remained roughly stable at around nine to ten weeks of imports. The current
account deficit narrowed from 4.7 percent of GDP in 2003 to about four percent. This prudent
macroeconomic stance, aided by arecovery of the agricultural sector, isleading to adeclinein the
inflation rate, which is expected to reach 6.5 percent in 2005.

9. The strong economic performance of the Viethamese economy also reflects the
increasing strength and buoyancy of the private sector. Exports of garments faced stricter
quotas in the US market, while shrimp exports were slapped with anti-dumping tariffs. These
shocks came at a time where the expiration of the Multi-Fiber Agreement (MFA) gave an
advantage to competitors of Vietnam who are already members of the WTO. Confronted with
uncertain market conditions, exporters have looked to diversify into the European Union (EU)
and Japanese markets, with some initial success. This trend should be aided by recent garment
guota removals in the EU and better food safety standards in Vietnam. Overall, helped by high
oil prices, exports grew by 29 percent in 2004, reaching 57 percent of GDP. Exports of textiles
and garments continued to expand, abeit a a lower rate, in spite of the expiration of the MFA.
While the number of SOEs is steadily declining, an additional 35,000 new businesses were
registered in 2004, representing a year-on-year increase of 26 percent in number and 24 percent in
registered capital. Private sector industrial production rose 23 percent in 2004, compared with 12
percent for the state sector. FDI commitments reached a seven-year high of US$ 4.2 billion in
2004, or nearly ten percent of GDP.10. Broad-based growth isleading to an improvement in
living standards for most population groups, with strong indications of a continuing declinein
poverty. Estimates combining data from the VHLSS 2002 with trends in the growth of provincial
economic activity, suggest that the poverty headcount ratio could have fallen to around 26 percent
in 2004 compared with 29 percent in 2002. Early, but promising indications from the analysis of
the VHLSS 2004 also point to a sustained decline in poverty (see Figure 1). Severa consistency
checks are still necessary before a final figure for the poverty headcount can be announced, most
likely in June, 2005. By that time, an assessment of progress towards the VDGs and other key
devel opment outcomes will be available as well.



FIGURE 1: TRENDSIN POVERTY
(Percent of the population below the poverty line)

—— 1 USD per day

100 - —oe— 2 USD per day
90 -
80 -
70 -
60 -
50 -
40 -
30 -
20 -
10

0 \

Q > © Qo) O Q N a9 $o) X ) o
) ) %) ) *) Q N\
RGN SN N R M S M P S

—e&— Basic needs consumption basket

Percent

Source: GSO and World Bank Staff estimates.

11. Other readily-available indicators suggest that considerable progress is being made
on human development. Administrative data on school enrollment shows that the number of
children in primary education isroughly stable, in spite of arapid declinein the size of population
cohorts. The picture is dightly more complex in the case of infant mortality, as different survey
instruments lead to different estimates. But the declining trend is consistent across sources.
Based on census and inter-census data, the infant mortality rate fell from 44.4 per 1000 life births
in 1990 to 36.7 in 1998. According to the Demographic and Heath Survey, it fell from 28 in
1997 to 18 in 2000. These figures need to be interpreted with caution, as even the omission of a
few deaths could bias the results. The latest official estimate is 26 deaths per 1000 life births.
More precise estimates might not be available until the next population census, planned for 2009.
Still, even taking into account very large measurement errors, the hypothesis that infant mortality
rates declined very rapidly cannot be rejected.

12. Whether ethnic minorities have benefited from economic growth as other
population groupsdid isunclear at thispoint. Similarly, it will be important to assess whether
progress towards the attainment of the VDGs and other socia indicators can aso be seen among
the poorest population quintile. Other areas of concern relate to the vulnerability of those barely
above the poverty line, as well as the potentialy widening gap in living standards between the
booming regions in the deltas and coastal areas compared to the much less dynamic uplands.
Finally, there could be groups of emerging poor as aresult of the changesin Vietnam’s economic
structure. They might include rural households who lost their land due to adverse shocks and, in
a context of massive rural-urban migrant, city dwellers lacking proper registration, hence access
to some key socia services.



1. THE REFORM PROGRAM

13. The reform agenda of Vietnam is guided by a series of strategic plans and
documents, including the CPRGS, the 2001-2006 SEDP and the Ten-Year Socio-Economic
Development Strategy. The CPRGS, approved in 2002, represented a sharp improvement from
earlier planning documents based on a*command and control” view of the economy. Rather than
spelling out detailed sector-by-sector production targets, the CPRGS focused on development
outcomes such as poverty reduction and other VDGs. Empirical evidence and a broad
consultation process were used to identify the policies best suited to attaining those devel opment
outcomes. Efforts were also made to “cost” these policies and to align resources towards their
attainment. A set of monitoring indicators was devel oped to monitor progress in implementation.
The CPRGS was “expanded” in December 2003 so as to better address policies related to large-
scale infrastructure. Broadly speaking, the reform agenda in the CPRGS is structured around
three main pillars: completing the transition to a market economy, ensuring social inclusion and
environmental sustainability, and building modern governance.

14. Other important policy developments have influenced this reform agenda recently,
and are bound to accelerate the pace of change in the coming years. After several years of
hesitation and delays, by mid-2003 the government decided to aim for a rapid accession to the
WTO. In late 2003, a new anti-corruption strategy started to emerge, with the emphasis shifting
from punitive measures to increased transparency and the strengthening of the systems through
which the government operates. The year 2004 saw the coming into effect of the new Budget
Law, which makes the National Assembly and People's Councils at al levels responsible for
resource appropriations. And in late 2004 the decision was made to integrate the CPRGS
approach into the preparation of the 2006-2010 SEDP.

15. The turning-point WTO offer discussed in Geneva in June 2004 paved the way for
the critical phase of bilateral market access negotiations currently under way. In WTO
terminology, the June 2004 offer moved Vietnam from “draft elements of a working party report”
to afull “draft report”, discussed in December 2004. The reforms addressed in this process are
sweeping, as they range from reductions in tariff and non-tariff barriers to increased competition
in services to comprehensive changes in laws and regulations. Vietnam's latest offers, circulated
in April, include commitments to cut tariffs to an average of about 18 percent (four percentage
points below the previous offer), with industria tariffs around 17 percent and agricultura tariffs
bound at 25 percent on average. In services, the offer provides some access in 10 sectors or 92
sub-sectors.  Vietnam dropped an earlier request for a phased-in implementation of the Sanitary
and Phyto-Sanitary (SPS) agreement, and pledged to comply with it from the date of accession.
The process received a major boost with the successful completion of bilateral negotiations with
the EU in October. Thus far bilateral negotiations have been finalized with six trading partners.
An ambitious but still attainable target would be to wrap up the membership negotiations by the
time of the Hong Kong Ministerial Conference, in December 2005. Meanwhile, in the regional
context, Vietnam has steadily met its targets for trade liberalization under the AFTA agreement.
Average tariffs under this schedule are expected to fall to 2.2 percent by 2006 compared with 6.6
percent in 2003.

16. A more systemic anti-corruption approach is gradually taking root, as opposed to
punitive, ex-post measures. After many years of reluctance, a corruption diagnostic assessment
is currently being undertaken with the participation of local academics and technical assistance
from foreign experts. Theresearch is based on an internationally recognized methodology, where



three separate surveys cover households, enterprises and public officias, to alow for
triangulation of responses. Preliminary findings are being discussed and a full report will be
disclosed in the coming months.

17. The Government Inspectorate (Gl) has been appointed as the leading agency for the
preparation of anew anti-corruption strategy. A key element in this strategy is an Anti-corruption
Law, to be passed by the National Assembly in October 2005. Supplemented by the anti-
corruption articles in the penal code, the draft law includes stronger accountability requirements
for heads of agencies, the monitoring of assets of senior government officials and their families,
and the introduction of a more effective whistle-blowing mechanism. In parallel, the Ministry of
Home Affairs (MOHA) is setting up incognito spot-checks across government offices. The
government and the Party have also asked the media to apply a more proactive approach in
detecting and reporting on corruption issues. Thisis at a time when the number of mass media
has increased considerably. For instance, 77 newspapers are currently accessible online through
the internet.

18. There is strong progress in public financial management, and in 2005 the entire
State Budget Plan was disclosed for the first time, including an aggregate amount for defense
expenditure. The State Budget Law, which became effective in 2004, was a cornerstone in this
process. In November 2004, the trend was reinforced by the Prime Minister's Decision 192,
which mandates that details of budgets at al levels of government be published within a
stipulated time period. Importantly, the Decision introduces financia transparency in capital
projects that use state budget resources. Allocation of funds to such projects must be based on
approved investment plans, and details of the bidding process need to be made publicly available.
Decision 192 also covers the disclosure of information on the financial situation of SOEs. The
recently completed Public Expenditure Review-Integrated Fiduciary Assessment (PER-IFA),
jointly prepared by the government and the World Bank, charts the way for further reformsin this
area. A related development is the transformation of the State Audit of Vietnam (SAV) into an
independent institution reporting the National Assembly, rather than to the government. The
Auditor Genera will be appointed and dismissed by the National Assembly and the audit reports
will be made public. The State Bank of Vietnam (SBV) will also be subject to annual auditing
and the disclosure of the audit reports.

19. Recognizing the merits of the CPRGS approach the government has decided to
integrate it in the formulation of the next five-year plan. This welcome step could result in
the modernization of the planning process at all levels. In September 2004, the Prime Minister
issued Directive 33/2004/CT-Ttg, on the SEDP, specifically requiring that it address the VDGs,
thereby motivating a more outcome-focused plan. The Directive also states that the anayses used
to underpin the plan should make use of international methods and standards. This would be
particularly relevant for poverty measurement and the targeting of assistance. The method
currently used to measure poverty in Vietham has provided considerable discretion to local
authorities, who have sometimes manipulated it to exaggerate progress. The use of internationa
methods and standards also opens up the possibility of addressing more openly sensitive issues,
such as ethnicity and migration, which received more attention in the CPRGS than in previous
plans and strategies. Last but not least, the Directive proposes that the preparation of the SEDP
emulate some of the participatory approaches to planning that characterized the CPRGS. Sectors
and provinces have been explicitly instructed to take into account the comments and opinions
voiced by research ingtitutions, universities, non-governmental organizations (NGOs), and social
groups, with specia attention to the business community. While fully moving away of the
command approach will take time, a more strategic approach to planning should emerge from this
integration.



20. Progress has not been so rapid regarding the transformation of SOEs. The
elimination of direct subsidies, increased competition in product markets and, to a certain extent,
the hardening of the budget constraint, are exerting pressure on SOEs to become more
competitive. Admittedly, data should be interpreted with caution, as information systems remain
particularly weak in this area. But with this caveat in mind, about three quarters of the SOEs
reported profits while the rest either broke even or recorded losses. The most recent average
return on equity was estimated at 7.3 percent, although it would be lower if the opportunity cost
of land was fully taken into account (see Table 2). The divestiture process, while proceeding at a
faster pace than before, has failed to meet the ambitious targets of the SOE restructuring plans of
2002. The aim of those plans was to equitize, sell, or liquidate around 2400 SOEs over a three-
year period. The combined figure for 2003 and 2004 was 1091, which reflects a very substantial
acceleration in the process, but suggests that the target will not be met. Ownership
transformation also seems to be associated with more substantive restructuring at present, as
reflected in the operation the social safety net for redundant SOE workers. While only 1,147
SOE workers were laid-off and assisted by the safety net in 2002, the figure increased to 18,445
in 2003 and to 43,466 in 2004.

TABLE 2: FINANCIAL PERFORMANCE OF SOESBY INDUSTRY

Sector No. of SOEs | Gross Profit Return on Return on Y ear of
reviewed Margin (%) Assets (%) Equity (%) review

Seafood 3 3.4 14 7.4 2001
Ports 2 23.2 4.3 5.8 2001
Textiles 7 10.3 4.0 5.7 2001
Rubber 7 29 8.3 9.9 2001
Sugar 4 15 -2.6 -17.5 2002
Paper 4 13.2 18 35 2002
Stedl 4 7.1 31 6.0 2002
Cement 6 27.4 13.9 22.5 2002
Food 5 113 4.0 14.3 2002

Source:  Drawn from reports produced for MOF by Ernst & Young, Grant Thornton, KPMG and
PriceWaterhouse Coopers, under the project on Operational Reviews of SOES.

21. However, the agenda for SOE reform is evolving, so asto facilitate the divestiture or
restructuring of large enterprises. Decision 155/2004/QD-TTg reduced the list of sectors in
which full state control is justified. 100 percent state ownership is now stipulated only for
strategic sectors such as explosives, national defense, printing of banknotes, the national
electricity grid, the rail network, and major ports. A decree was approved to convert large
groupings of SOEs, currently organized under the form of Genera Corporations (GCs), into
holding companies. The holding company model had been recommended by a series of
operational reviews and promises to improve corporate governance of the GCs. Key changes
were also introduced in the equitization process, whereby valuations must be conducted by
outside agencies, the ability of strategic investors and other outsiders to buy shares has been



extended, and the shares themselves are to be sold through auctions. The impact of these changes
is already visible. Decision 155, for example, has paved the way for equitization of electricity
generation units, an area previously deemed strategic. A hydropower plant was equitized through
auctionin March 2005. An action plan for the equitization of another seven power plants has also
been approved. Vinamilk, aleading agro-products company, successfully auctioned shares on the
HCMC securities exchange. Nearly all the shares auctioned were bought by foreigners.

22. Several initiatives are currently under way to strengthen the capacity of MOF to
exercise the State' s shareholdersrights.  They include the monitoring of SOE performance, the
effective operation of the Debts and Assets Trading Company (DATC) and the creation of a State
Capital Investment Corporation (SCIC). These initiatives, if carried through in a way that makes
them complementary, bear considerable promise to strengthen the performance of the state sector
in Vietnam. This would require reallocating state capital through the SCIC towards profitable
SOEs, based on performance indicators (including stock market valuation in the future),
narrowing the scope of state ownership to afew, truly strategic sectors, and divesting state capital
in smaller and non- strategic SOEs. The DATC would then be instrumental in handling SOEs in
need of major restructuring or liquidation.

23. Much has been done at the technical level to strengthen Vietnam’s SOCBSs, but they
remain weaker than is openly acknowledged. The improved payments system, the
development of accounting rules aligned with International Accounting Standards (IAS),
enhanced procedures for the collection and sharing of credit information, an enabling lega
framework for modern financial products and services, and the implementation of risk-based
prudential supervision of banks are all encouraging. But assessments based on IAS audits of
SOCBs suggest that their combined NPLs represent around 19 percent of their combined loans
and 12 percent of their combined assets. These NPLs amount to roughly 15 percent of total credit
to the economy, or eight percent of GDP. Assessments based on IAS audits also suggest that the
overall quality of the SOCB portfolio is not improving. Given the rapidly increasing ratio of
credit to GDP, fiscal liabilities might be growing. Despite the re-channeling of directed credit
through the DAF, SOCBs are till too open to implicit pressures for non-commercial or
politically-preferred lending, especialy in provincial branches. Moreover, the resolution of NPLs
requires decisions about the future of the delinquent SOEs, which the SOCBs are in no position to
make. Despite little progress in their ability to allocate credit to worthy projects, SOCBs have
received about VND 10.9 trillion in capital injections.

24, A new resolve to tackle banking sector issuesis noticeable; it is expected to lead to
the adoption of an ambitious reform roadmap for the next SEDP. The highest levels of
government seem by now to fully realize the challenges posed to SOCBs by the rapid global
integration of Vietnam, and in particular by the commitments made in the context of WTO
accession. At the instruction of the Prime Minister, the SBV prepared a far-reaching submission
of itsinput for the SEDP. Thisinput has aso been considered as the basis for the banking reform
agenda by the Politburo. It includes the equitization of all SOCBs, and the issuance of new laws
for the SBV and Credit Institutions based on WTO requirements and Basel core principles. The
input for the SEDP envisions the transformation of the SBV into a modern central bank charged
with the conduct of market-based monetary policy and financial sector supervision. There will
also be a clearer separation of SOCB management and supervision functions of the SBV, and a
strengthening of the commercial orientation of the SOCBs. The new laws for the SBV and Credit
Institutions are scheduled to be passed in 2008.

25. Meanwhile, an effort isunder way to produce more reliable data on the situation of
SOEs and SOCBs. After many years reporting alow share of NPLs in banking credit, by relying



on Vietnamese Accounting Standards (VAS), in April 2005 the SBV ingructed al banks to
reclassify their loans based on IAS. A first estimate for SOCBs has already been prepared by
SBV. Staff had access to this estimate, and concur that it provides a much more accurate picture
on NPLs. In parald, MOF has launched an assessment of the fiscal risks associated with SOES,
SOCBs and DAF, to gain a better understanding of the potentia costs for the budget. Efforts by
SBV to estimate the stock of NPLs, while very important, are only a first step. A reliable
assessment of the financial hedth of the debtors (including state-owned enterprises) is also
needed to estimate the share of the NPLs that could be recovered. MOF is in an excellent
position to conduct such assessment, using the financia statements of SOEs and tax
administration records on items such as profitability and interest coverage. It can also value the
assets held by delinquent SOEs, including in particular their land.

26. Direct budget support is needed to implement this ambitious reform program.
Policy measures supported by the PRSC process, such as the safety net for redundant SOE
workers, the restructuring of SOCBs or the creation of provincial Health Care Funds for the Poor
(HCFPs) involve additional spending. Admittedly, total government revenue is increasing. For
2005 it is projected at US$ 11.3 billion, compared to 10.5 billion in 2004. But total budget
expenditure, including the on-lending of Official Development Assistance (ODA) and debt
amortizations, is increasing ever faster. It attained US$ 13.3 billion in 2004. It is expected to
climb to 15.2 billion in 2005, pushing financing needs up from 1.5 billion to 2.1 hillion. Given
the revenue brought forward from 2004, and projections on domestic borrowing, the external
financing needs for 2005 (including grants) can be estimated at US$ 1.4 billion.

V. PROGRESS UNDER THE PRSC PROCESS

27. The implementation of the ambitious reform agenda spelled out in CPRGS and
other strategies and plans has been supported through three PRSC operations so far. The
proposed credit is the fourth one in the series. PRSC 1, a two-tranche operation for US$ 250
million, was approved by the Board in June 2001, based on an Interim Poverty Reduction
Strategy Paper (I-PRSP). The focus of PRSC 1 was mainly on the structural reform agenda, with
policies articulated around five main areas: liberalizing trade, reforming SOEs, strengthening the
banking sector, creating an enabling environment for the private sector, and improving
management and transparency in public finances. PRSC 2, a one-tranche operation for US$ 100
million, was approved by the Board in June 2003, based on the CPRGS. Under PRSC 2, the range
of economic reforms supported by the international community was considerably broadened. In
addition to the mainly structural reforms covered by PRSC 1, this second credit included various
policy actions aimed at keeping development inclusive and building modern governance.
Measures related to education and health sectors, environmental sustainability, land management,
legal development and public financial management, were al part of PRSC 2. PRSC 3 was a
one-tranche operation for US$ 100 million too. It was approved by the Board in June 2004, and
had the same broad coverage as PRSC 2.
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TABLE 3: DEVELOPMENT OUTCOMESAND THE REFORM PROGRAM

Pillar I: Transition to a M arket Economy

Sector

Originally expected as of 2006

In 2001

Latest Available

Trade integration

Ratio of exportsto GDP is 55 percent

Share of manufactured productsin
total exportsis 70 percent

Share of private sector exportsin
non-oil exportsis 85 percent

All QRs have been removed

Modern customs procedures arein
place

Vietnam becomes a member of the
WTO

47 percent

37 percent

56 percent

QRs on many products

Customs procedures are burdensome

Slow progressin WTO negotiations

57 percent

56 percent

71 percent

QRs only on sugar and petroleum

Modernization project in preparation.
Revised Customs Law submitted.

Substantial progress towards accession

SOE reform

There are about 2,100 SOEs

The share of bank credit going to
SOEsisless than 25 percent

High proportion of profitable SOEs
Most non-performing inter-enterprise
debts resolved

Data on performance of SOES
available annually

5,334 SOEs

42 percent

High proportion of unprofitable
SOEs

Large volume of non-performing
inter-enterprise debts

Data about SOE sector is sketchy

4,200 SOEs. Transformation extended to
large SOEs

35 percent

Operational reviews reveal better than
expected performance
Limited progress

Starting implementation of performance
monitoring
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TABLE 3: DEVELOPMENT OUTCOMES AND THE REFORM PROGRAM (CONTINUED)

Pillar I: Transition to a M arket Economy

Sector

Originally expected as of 2006

In 2001

Latest Available

Financial sector reform

Banksin full compliance with
banking regulations

Low estimated NPL ratio in banking
system

SBV focused on supervision and
regulation

Sound regulation of policy lending

No commercial bank in full
compliance

NPLs represent 15 percent of credit

Conflicting SBV responsibilities as
owner and regulator

Policy lending still done through
SOCBs

Consolidation of JSBs

Limited progress

Limited progress

Policy lending shifted to DAF and the
Vietnam Bank for Socia Policies (VBSP)
under stricter regulation

Private sector Private investment is equal to 20 14 percent 16 percent
development percent of GDP
Around five million people are 0.5 million 2.5 million
employed in the formal private sector
A level playing field secured with Discrimination on access to land, New land law improves access to land
same regulations for al firms taxes and public contracts
Infrastructure Free entry in telecommunication and | State monopoly in Telecommunication sector open to

IT services

Improved infrastructure provision
and operations

Rational pricing policies for
infrastructure services

telecommunication and I T-services

Provision of infrastructure services
often inefficient

Infrastructure services are expensive

competition

Better infrastructure. New Electricity Law to
improve regulatory framework

Gradual convergence to regional prices
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TABLE 3: DEVELOPMENT OUTCOMESAND THE REFORM PROGRAM (CONTINUED)

Pillar 11: Social Inclusion and Environmental Sustainability

Sector

Originally expected as of 2006

In 2001

Latest Available

Education

Net primary school enrollment rate
attains 98 percent

School quality has improved,
especialy in poor areas

Net lower secondary school

88 percent (in 1998)

School quality is uneven and low in
poor areas

90 percent

Fundamental School Quality Level (FSQL)
standards under i mplementation

enrollment rate attains 80 percent 62 percent (in 1998) 72 percent
Health Infant mortality rate per is 30/1000 37/1000 (in 1998) 26/1000
Under five mortality rate is 36/1000 | 48/1000 (in 1998) 35/1000

Effective mechanisms to reduce out-
of-pocket payments by the poor

A public health approach isin place
to tackle the HIV-AIDS epidemic

Out-of-pocket payments deter use of
health services

No appropriate framework to prevent
HIV-AIDS spreading

Creation of the HCFPs with full central
government share of funding

HIV/AIDS strategy adopted and initial steps
taken towards implementation

Saocial protection

A financially viable social insurance
system

Expansion of mandatory system and
voluntary scheme for informal sector

Unsustainable formulafor pension
benefits, especialy in public sector

4.5 million workers covered

Limited progress

5.8 million workers covered

Land and forests

All land allocated with all upland
alocated to locals and ethnic
communities

A functioning land market isin place
and land tenure has been secured

Forest cover expands to 38 percent

Not all land allocated especialy in
urban and upland areas

10 percent of rural households with
leased land (in 1998)

35 percent

Land-use right certificates (LUCs) allocated
(in percent): agriculture 90, forest 25, rural
residential 75, urban residential 40

15 percent

New forest law passed, but limited progress.
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TABLE 3: DEVELOPMENT OUTCOMESAND THE REFORM PROGRAM (CONTINUED)

Pillar 11: Social Inclusion and Environmental Sustainability

Sector Originally expected as of 2006 In 2001 Latest Available
Water Increased population accessto water | 41 and 17 percent with clean water 53 percent (in 2003) and 25 percent (in 2002)
and sanitation services and latrines (in 1998) respectively
Integrated river basin planning and Inefficient irrigation and limited River basin decree being drafted; new decree
participation of irrigation users participation of users for greater participation of water users
Environment No further degradation of highly bio- . :
diverse forests and wetlands Degradation Pilot programs on wetlands
Departments of Natural Resources and
A framework in place to assess Environmental |mpact Assessments Environment (DONRES) established in all
environmental impact of projects are uncommon provinces for environmental review of
projects
Mechanismsin place to handle waste | Urban pollution is unchecked and Polluter pays principle introduced for waste
discharge and pollution offenders affects the poor water discharges
All newly issued or re-issued LUCs Low percentage of LUCsissued in Progress on newly issued LUCs but no re-
Gender are in the name of both spouses the name of both spouses issuance of old LUCs
Pillar 111: Modern Governance
Sector Originally expected as of 2006 In 2001 Latest Available

Planning process

Planning towards devel opment goals

A number of provinces and sectors
have pro-poor socio-economic plans

Substantially improved integration of
the Public Investment Program (PIP)
with budget

Planning focused on production
targets but CPRGS under preparation

Planning is not well-geared towards
pro-poor goals

PIP isacompilation of projects with
little links to budget

CPRGS approach to be incorporated in SEDP
(2006-2010)

Provincial CPRGS “roll-out” underway in 20
provinces.

Criteriato prepare, appraise and implement
public investment projects being strengthened
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TABLE 3: DEVELOPMENT OUTCOMESAND THE REFORM PROGRAM (CONTINUED)

Pillar 111: Modern Gover nance

Sector

Originally expected as of 2006

In 2001

Latest Available

Public financial
management

A publicly-disclosed medium-term
fiscal framework is used

Operation and maintenance costs are
fully taken into account

Annual publication of detailed and
accurate budget data at all levels

Sustainable public debt ratios, with
assessment of contingent liabilities

Budget preparation is based on a
short-term perspective

Little integration of capital and
recurrent expenditures

Partial budget data available, at
central and commune levels only

Limited knowledge of contingent
liabilities

Public financial management reform program
under way. MTEFs piloted in 4 sectors.

Ban on public investment projects without
proper funding

Full disclosure of the central budget
aggregate categories

Assessment of contingent liabilities launched
Debt ratios at sustainable levels

Financial accountability

Accounting norms in accordance
with international practice

Accounting practices differ from
inter national standards

Convergenceto international standards

Legal development

A legal system based on the rule of
law and promoting development

Limited legal transparency

Publication of legal documentsin Official
Gazette

Public administration
reform

Progress towards the simplification
of administrative procedures

Cumbersome procedures and murky
payments

OSS model adopted in 63 provinces, but
quality needs attention

Anti- corruption

Reduced corruption as rated by
independent monitors

Perception of widespread corruption

Comprehensive diagnostic study on
corruption being completed

Information availability

Reliable, publicly available economic
and socia data

Limited statistical development and
data difficult to access

Law for data quality and access adopted
Poverty measurement improved
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28. In addition to providing resources to the budget, PRSC operations have served as
an effective coordination device, supported by an increasingly large number of donors. The
Steering Committee for PRSCs is led by the Deputy Prime Minister in charge of economic
reforms, and brings together representatives from 24 line ministries and government agencies.
On the donor side, PRSC operations have been co-financed by severa bilateral and multilateral
agencies, either through grants or through parallel lending. More importantly, the process saw a
transition in the role of co-financiers, from providers of finance to partners substantially engaged
in the preparation of the operations and the policy dialogue with government. This diadogue is
organized by policy areas, in which donors engage selectively, based on their interests and
technical capacity on the ground. The number of donors participating in this process has
increased from four in PRSC 1 to seven in PRSC 3 to 11 in the current operation. As many as 15
bilateral and multilateral donors could co-finance PRSC 5. All donors who seriously consider the
possibility to partner up in this process are invited to participate in the preparation of PRSC
operations, even if they cannot commit to co-finance them in the short term.

29. Progress under the PRSC process can be measured against the development
objectives spelled out in the CPRGS and other plans and strategies of the government.
Unfortunately, a comprehensive system of indicators to monitor and evaluate the impact of
economic reforms was not yet in place at the beginning of the PRSC process. The focus varied
across government plans and strategies, and the definition of goals and targets was not always
precise, or totally pertinent. This is not surprising at a time when the “command and control”
view of the economy was more entrenched, and the statistical system was only starting to
develop. In spite of these limitations, based on the CPRGS and other planning documents of the
government it is possible to compile a set of development objectives covering the three main
areas of the reform program. Because of the five-year planning cycle of Vietnam, most of those
objectives were spelled out for the year 2006 (see Table 3).

30. While progress across policy areas is uneven, much has been accomplished under
the first three PRSC operations. Given how comprehensive the reform agenda of Vietnam is,
some areas are bound to see faster change than others. The overal balance is also affected by
differences in the quality and frequency of the available indicators. However, substantive
progress has occurred in the structural, the social and the governance pillars of the reform agenda,
making it difficult to identify any of them as a systematic laggard. On the other hand, it appears
that the speed a which progress is made towards the attainment development outcomes within
each of these pillars crucialy depends on the political will to implement the reforms. The
contrast between rapid progress in the integration with the world economy on the one hand, and
the reform of SOEs and SOCBs on the other hand, is revealing in this respect. But to a certain
extent, this contrast also reflects a strategy, whereby the integration with the world economy is
used as a mechanism to “lock-in” the reforms, and gradually create the incentive for changes in
areas where the inertiais stronger. Because of the wide-ranging commitments implied, accession
to the WTO is bound to strengthen the reform incentives even further.

31. The assessment of the triggers spelled out at the time of PRSC 3 points towards
base-case lending. The 15 triggers chosen for the preparation of PRSC 4 were evenly distributed
across the structurd, social and governance areas of the reform program (see Table 4). These
triggers should not be interpreted as conditions, and their evaluation involves an element of
judgment, in the spirit of a“bottom-line” assessment. Meeting all the triggers would have opened
the way for high-case lending. Progress across most triggers but no backtracking across any of
them is associated with base-case lending. A serious reversal in any of the triggers would have
led to the low-case scenario, effectively implying that the next operation in the cycle is suspended
until reforms regain momentum.
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TABLE 4: TRIGGERSFOR PRSC 4

Pillar |: Transition to a Market Economy

Sector Triggers Assessment
Trade integration I ssue regulations on import licensing in a transparent manner s
in accordance with WTO requirements
State-owned enterprise Revise key decrees to establish alegal framework for the HS
reform equitization of large SOEs and GCs
Financial sector Require a comprehensive evaluation of SOCBs and a plan S
reform for NPL resolution as pre-conditions to issuance of equity or
equity-like instruments
Private sector Draft new (unified) Enterprise and Investment Laws in s
development accordance with the Guiding Concepts and Principles dated
April 26, 2004
Infrastructure Submit for approval by the National Assembly the
L . 0 ;e HS
Electricity Law which includes provision for aregulatory
agency for the sector
Pillar I1: Social Inclusion and Environmental Sustainability
Sector Triggers Assessment
Education Finalize a Primary Teacher Profile to be used as the standard HS
for career development and compensation purposes
Health Prepare a draft strategy to implement an effective and S
sustainable National Tuberculosis Program
Land I ssue a decree on the restructuring of State Forestry s
Enterprises (SFEs), including transfer of under-used land to
households, communities and the private sector
Water Submit for approval a decree on integrated river basin
A . N PS
management, laying out the policy and institutional
arrangements to support it
Environmental Submit for approval by the National Assembly the S
sustainability Amendment to the Law on Environmental Protection
Pillar 111: Modern Gover nance
Sector Triggers Assessment
Planning processes Expand the implementation of the MTEF pilot to the health s
sector for better coordination of capital and recurrent
expenditures
Public financial Improve the evaluation of the socio-economic returns of PS
management public investment projects
Legal development Approve aLegal System Development Strategy (LSDS) PS
based on the Legal Needs Assessment (LNA)
Anti-corruption I ssue a decree supporting community participation in s
investment projects leading to increased disclosure and
participation
Information availability Submission for approval of revised criteriato measure s

poverty and to target the poor more in line with common
international practices
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32. The fact that a vast mgjority of the triggers was met does not mean that progress in the
reform agenda was satisfactory across the board. Triggers are defined in a precise way, to reduce
the extent of subjectivity in their assessment. For instance, in the SOE reform area, key decrees
to support the equitization of large companies and GCs were revised, which explains the rating of
this trigger as highly satisfactory. But it should not be inferred that the overall progress in SOE
reform is highly satisfactory. In fact, thisis one of the policy areas that have been lagging behind
expectations. With this caveat in mind, the fact that three of the triggers can be rated as highly
satisfactory, and nine others as satisfactory, can be seen as an indication that Vietham continues
implementing its reform agenda across the structural, socia and institutiona pillars, albeit at
varying paces within each of them.

V. THE PROPOSED CREDIT

33. A considerable number of meaningful policy measures have been adopted over the
previous twelve months, across all policy areas. Similarly, severa follow up measures are
envisioned, or are aready under preparation, for the year under the next operation. In other cases,
improvements in some of the key development outcomes of the reform program can be used as a
benchmark to asses the progress accomplished.

34. While policy measures and development outcomes under PRSC 4 can be documented in
detail, their exhaustive description would make this Program Document too long. Instead, an
exhaustive list is provided under the form of an overview of policy actions, organized according
to the three pillars of the CPRGS (see Table 5). In practice, all of the items under the PRSC 4
column of this overview table represent prior actions, in the sense that they have aready been
accomplished. But only a criticaly important subset of them, highlighted in bold characters in
the overview table, is detailed in the Development Credit Agreement (DCA). Such critical subset
is reproduced, using the same language as in the DCA, in the Policy Matrix (see Appendix 2).
This section briefly describes the joint expected contribution of the prior actions by sector, rather
than detailing the individual content and nature of each action.

A. Transition to a Market Economy

35. Strong progress on multilateral and bilateral negotiations has boosted the chances
of WTO accession by end-2005. Key milestones in this process have been the discussion of a
full Draft Working Party Report in December 2004, and the conclusion of a bilateral agreement
with the EU. Vietnam has also agreed to comply with the sometimes controversial Trade-related
aspects of intellectual property (TRIPs) and trade-related investment measures (TRIMS)
agreements upon accession. A magjor chalenge that Vietnam faces in meeting commitments
relates to the very wide ranging legal amendments. The determination to fulfill these
requirements is reflected in the unprecedented number of laws the National Assembly has on its
agenda. Some of these laws have been brought forward in order to be completed before
December 2005, crucial ones being the new enterprise law and the common investment law. In
addition, a law on international treaties establishes the prevalence of the international treaties to
which Vietnam is a party, including WTO agreements, over domestic legidation in case the two
arein conflict.
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TABLE 5. OVERVIEW OF PoLICY ACTIONSUNDER PRSC 4 AND 5

Pillar |: Transition to a market economy

Sector Actions undertaken under PRSC 4 Actionsforeseen under PRSC 5
Trade Make strong progressin the multilateral and Issue new Intellectual Property Law in
integration bilateral negotiations towards WTO accession. accor dance with WTO requirements.

I ssue regulations on import licensing in accordance Eliminate quantitative restrictions on importsin
with WTO requirements. accordance with WTO requirements.
Eliminate 80 percent export requirements on Adopt an action plan for SPS, food safety and
foreign direct investments. agricultural health.
Establish a national SPS notification body and
Enquiry Point with clear terms of reference.
Issue Customs Law for electronic environment,
self-assessment, risk management and post audits.
SOE reform I ssue a much narrower list of sectorswhere 100 Classify SOEs by performancein accordance
percent state ownership isto be retained. with Decision 271 and publish theresults.
Strengthen the mechanisms for the equitization Implement plans for the restructuring of selected
of SOEs, including the auctioning of shares. large SOEs.
Adjust SOE restructuring plansin line with the Conduct |AS audits on 10 large SOEs.
narrower list for 100 percent state ownership.
Equitize a number of large SOEs with substantive Establish a State Capital Investment Corporation
participation of outside investors. with appropriate operational framework.
Introduce holding company model allowing GCsto
exercise control over their affiliated SOEs.
Financial Announce the separ ation of the SOCB I ssue a comprehensive roadmap for the reform
sector reform management and supervision functions of SBV. of the banking sector.

I ssue regulations on loan classification based on
IAS, applying to all SOCBs.

Produce an estimate of the current stock of NPLsin
SOCBS, based on IAS.

Adopt credit manuals, internal audit committees
and loan computerization in all SOCBs.

Submit a decree establishing an anti-money
laundering regime.

Enact a regulatory framework for the operation and
supervision of microfinance institutions.

Complete the Basel Core Principles self-assessment
to identify weaknesses in banking supervision.

Complete the preparations for the equitization of
Mekong Housing Bank, with a strategic investor.

Issue plan for the equitization of Vietcombank,
allowing the participation of a strategic investor.

Make progress on provisioning for NPLs based on
their IAS classification.

Submit a Securities Law to support the
development of capital markets.

Improve disclosure requirements for unlisted
securities and companies listed in the stock market.
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TABLE 5: OVERVIEW OF PoLICY ACTIONSUNDER PRSC 4 AND 5 (CONTINUED)

Pillar I: Transition to a market economy

Sector Actions undertaken under PRSC 4 Actionsforeseen under PRSC 5
Private sector I ssue a new Competition Law limiting the Issue a Unified Enterprise Law leading to equal
dominant market position of SOESs. treatment for firmsregardless of owner ship.
Issue an Investment Law applicable equally to
domestic and foreign investors.
Establish an independent competition authority to
address restrictive commercial practices.
Infrastructure Issue Electricity Law allowing the equitization Formulate appropriate regulatory framework
of EVN subsidiaries and creating a regulator. for provincial infrastructure funds.
Create aregulatory framework for network Establish aregulator for electricity, responsible for
interconnection in telecoms. guidance on prices, licenses and market organization,
Reduce traffic accidents by 15 percent through an Pilot a Medium-Term Expenditure Framework in
integrated set of preventive measures. the transport sector.
Pillar I1: Inclusive and sustainable development
Sector Actionsundertaken under PRSC 4 Actionsforeseen under PRSC 5
Education Evaluate 7 percent of all teachersbased on new Issue regulationsfor inclusive education for
Primary Teacher Profilefor career development. children with disabilities.
Audit all primary schools nationwide against Pilot the MTEF to prepare the education sector
Fundamental School Quality Levels (FSQLS). budget.
Open the tertiary education level to private sector Make strong progress in upgrading schools in poor
participation. areasto FSQLs.
Introduce rolling medium-term provincial plans for
education nationwide.
Health Issue an action plan for tubercul osis prevention, Strengthen regulations for the management of
accounting for its interaction with HIV/AIDS. provincial HCFPs.
Strengthen the regulation and pricing of Pilot a MTEF addressing the under-funding of key
pharmaceuticals. programs.
Social Issue a Social Insurance Law making the system
protection financially viable and extending its coverage.

Revise the design, components and procedures of
National Targeted Program on Poverty Reduction.
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TABLE 5: OVERVIEW OF PoLICY ACTIONS UNDER PRSC 4 AND 5 (CONTINUED)

Pillar I1: Inclusive and sustainable development

Sector Actions undertaken under PRSC 4 Actionsforeseen under PRSC 5
Land and I ssue a new law on Forest Protection and Set up provincial land registration officesin
forests Development. compliance with the 2003 Land L aw.
Improve the implementation of the Land Law, Pilot aMTEF for agriculture and rura
focusing on land registration and land val uation. development.
Issue SFE decree, including the transfer of land to Issue the National Forest Strategy for 2006-2020.
households, communities and the private sector.
Water Assign institutional responsibilitiesto implement
National Rural Water and Sanitation strategy.
Issue the National Water Resources Strategy.
Submit the Natural Disaster Mitigation Strategy.
I ssue decree on integrated river basin management,
laying out policy and institutional arrangements.
Strengthen price management mechanism for the
financial sustainability of water supply companies.
Environment Submit the amended L aw on Environmental Develop economic, administrative and
Protection, jointly with implementation decree. information toolsfor environmental protection.
Issue directive to strengthen the management of Pilot strategic environmental assessments for
solid waste in urban and industrial zones. selected sectors.
I ssue implementing guidelines for Clean
Development Mechanism under Kyoto protocol.
Gender Complete the planning manual for ministries and
provinces including mainstreaming of gender.
Pillar I11: M odern governance
Sector Actions undertaken under PRSC 4 Actionsforeseen under PRSC 5
Planning Integrate the CPRGS approach in the I ssue SEDP based on broad consultation, with a
processes preparation of the next SEDP. poverty focus and appropriate monitoring tools.

Scale up the CPRGS roll out process to a more
determined effort to improve provincial planning.

Enhance the decentralization of public investment
decisions to lower government levels.

Initiate assessment of social and economic impacts
of WTO accession, identifying counter-measures.

Improve the evaluation of the socio-economic
returns of public investment projects.
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TABLE 5: OVERVIEW OF PoLICY ACTIONS UNDER PRSC 4 AND 5 (CONTINUED)

Pillar 111: Modern gover nance
Sector Actionsundertaken under PRSC 4 Actionsforeseen under PRSC 5
Public I ssue regulationsto improve financial disclosure Require all ministriesand provincesto prepare
financial for all state budget entities, including SOEs. forwar d-looking budgetsin support of SEDP.
management ) _ _ ) ) _
Launch an assessment of the fiscal risks Monitor service delivery, introduce user feedback
associated with SOEs, SOCBs and DAF. and cap salariesin units under Decree 10.
Approve a public expenditure review leading to Reformulate norms for budget allocation to
better integration of capital and recurrent budgets. provinces taking into account poverty rates.
Facilitate community participation and supervision Start adopting International Public Sector
inlocal investment projects. Accounting Standards for cash basis
Unify the management of foreign debt and reckon
all government guarantees on it.
Review and streamline checks and approval
procedures for government expenditures.
Financial Transform SAV into an independent specialized Issue all relevant accounting and auditing standards
accountability agency established by the National Assembly. consistent with international practice
Legal Establish the prevalence of treaties, including WTO Require stakeholders consultation and condition the
development agreements, over national legidation. effectiveness of legal documents on publication.
Approve a strategy on the improvement and
development of the legal system.
Public Better align civil service pay to the market I ssue action plansfor simplification and greater
administration alternatives of government employees. transparency of administrative procedures.
Anti- Establish a framework toincreasethe Issue Anti-Corruption Law including
corruption effectiveness of anti-corruption actions. denunciations and monitoring of assets.
Make public the results of a pilot diagnosis of Complete and make public a diagnosis of corruption
corruption and its modalities in seven cities. its modalities.
Publish public tenders, list of bidders, and awards Issue Procurement Ordinance focused on publicity
for large projects in the procurement bulletin. and addressing bidders' complaints.
Information Strengthen the criteria used to measure poverty
availability and to target the poor.
Note: The actions highlighted in bold in the PRSC 4 column are documented in the DCA. For

convenience they are reproduced, using the same language asin the DCA, in Appendix 2.
The actions highlighted in bold in the PRSC 5 column are triggers for the preparation of
the next operation. They are reproduced in Appendix 3.
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36. Vietnam has committed to comply with the WTQO’s SPS agreement from the date of
accession. As part of the commitment, a national SPS notification body and Enquiry Point has
been established to facilitate communication both between Vietnam and outsiders and among
Vietnamese agencies involved in SPS. The Ministry of Agriculture and Rural Development
(MARD) has been appointed the focal agency in this process. An action plan is also being
developed that goes beyond the shorter-run WTO requirement. This plan will address SPS, food
safety, and agricultural health issues in the medium-term. Its aim is to facilitate the exploitation
of new export opportunities in agriculture and fisheries, as well as to protect Vietham from cross-
border disease-related and pests-related threatsin these areas.

37. A new law will reorient Customs towards a philosophy of trade facilitation rather
than control. The present law bases customs processing on physical inspection of goods and the
lodgement of manual documents. The law submitted to the National Assembly in May 2005 will
introduce an electronic environment for interactions between traders and customs. It will
engender self-assessment by traders of their liabilities to customs. Customs will move towards a
system of risk management that minimizes physical inspections, and relies more on post-
clearance verifications and audits.

38. The way for equitization of large SOEs has been cleared, and a few of those
equitizations have already taken place. Until recently the reform of large SOES, including
GCs, had focused on making them more competitive rather than equitizing them. In March 2004,
the Prime Minister signaled a policy change and directed legal revisions to permit the equitization
of large SOEs. The promulgation of Decision 155 is key in this regard. The earlier Decision
58/2002/QD-TTg had stipulated that in many industries and sectors where SOEs operate, state
share holding was to remain at 100 percent. The list is now much shorter and, arguably, is
restricted to sectors that are truly strategic. In addition the list of activities where at least 50
percent state ownership is to be maintained has been shortened. Under Decision 58, this latter
restriction had served to limit the numbers of shares that could be sold to outsiders in
equitizations.

39. The significance of Decision 155 extends beyond the equitization of large SOEs. In 2003
every line ministry, government agency, province and GC drew up an equitization list defined
according to the criteria in Decision 58. These were the so-called 104 restructuring plans that
were approved by the Prime Minister, to serve as the basis for the equitization process over the
following three years. The necessary revision of all these plansin light of Decision 155 will lead
to the divestiture of many more SOEs, including large ones. A preliminary count indicates that
736 SOEs would have to be added to the 2400 that had been singled out for equitization, sale or
liquidation in the so-called 104 restructuring plans. Also SOEs whose equitization has already
been approved are being examined again as the proportion of sharesto be sold may now increase.

40. Key changes were introduced to the procedures guiding the equitization of SOEs.
Decree 187/2004/ND-CP defines the responsibilities of SOE managers in financial settlement,
and stipulates the transfer of assets and debts not included in enterprise valuation to the DATC.
The decree mandates the employment of outside agencies to carry out valuations, and makes land
valuation consistent with the new Land Law. It extends the ability of strategic investors and other
outsiders to buy shares, and links share prices to market value determined by auctions. The
decree aso provides clearer guidelines on how sales proceeds are to be used: for severance
benefits, to support retraining, and for the remainder to be transferred to MOF-.

41. The conversion of GCs into Holding Companies should greatly strengthen their
management. As defined in Decree 153/2004/2004/ND-CP a Holding Company in Vietnam is
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not a large entity involved in a wide variety of industries. Converting into a Holding Company
rather involves the corporatization of entities whose activities are largely restricted to one sector.
The GC structure of Vietnam is unique. GCs do not control the SOEs in their clusters through
ownership of equity in the manner that conventional limited liability companies own their
subsidiaries. This has resulted in the performance of GCs being sub-optimal in terms of their
ability to drive sector growth and competitiveness. Decree 153 is designed so that a “mother” GC
can exercise appropriate management control over its “children” companies. In the future, this
rationalization of the structure should make it easier to equitize whole GCs, including their
children companies.

42. The announced separation of SBV’'s management of SOCBs from its supervision
functions. This announcement is based on the inputs prepared by for the preparation of the. The
SBV submission is currently under consideration by the Politburo, which is expected to endorse
most if not all of it. Through a separate document, the government has confirmed the non-
controversial aspects of this submission. They include the development of new laws on SBV and
Credit Institutions, to be passed in 2008 based on WTO requirements and Basel core principles.
This document also envisages the transformation of the SBV into a modern central bank, charged
with the conduct of market-based monetary policy and financial sector supervision. The
commercia orientation and autonomy of SOCBs is another key objective of the reform. The
equitization of all SOCBs s seen as an important step in that direction.

43. A new regulation on asset classification and loan-loss provisioning for banks follows
good international practices. The regulation includes a mandatory classification of debt based
on repayment status into five categories, with associated specific provisioning ratios. Banks will
also have to apply a qualitative risk-based classification of debts using internal credit rating
systems which need to be approved by SBV. Initidly banks will have the option to defer the
gualitative risk-based classification, but they must have implemented it after three years. The
regul ation represents a significant improvement over the use of VAS and will enhance the overall
evaluation of asset quality in the banks, as well as ensure appropriate provisioning for potential
losses. All banks will have to produce their first reports based on the new classification by June
2005, and submit the corresponding NPL resolution plans shortly after. Staff have had accessto a
preliminary estimate of NPLs based on the new regulation, and can confirm that it leads to
plausible figures overall, much in line with independent IAS audits of the SOCBs.

44, A new framework for the regulation and supervision of microfinance institutions
(MFIs) has been developed. Decree 28/2005/ND-CP will be implemented by the SBV and it
represents a significant step forward in improving their governance. Thus far there has not been
any formal regulation in this area despite the existence of a wide variety of organizations that
provide financial services. Decree 28 defines MFIs and will provide for the licensing and
supervision of the ingtitutions based on specific criteria in areas such as capital, corporate
governance, and business plans. It allows the MFIs to expand operations on a uniform basis
across the country and will allow for the provison of a range of basic financial services,
depending on the type of license granted. The supervision of the MFIsis not as strict asfor banks
as the ingtitutions are much smaller in scale and therefore should not have to contend with the
relatively complex regulations that apply to banks.

45, The Electricity Law passed by the National Assembly in November 2004 will
facilitate the restructuring of the power sector, including the separation of generation,
transmission and distribution. It will also alow for greater diversity of ownership and financing
of power sector assets, as well as create the conditions for greater competition in the power sector
generation and supply markets in the longer term. The law foresees the establishment of an
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electricity regulator to ensure more transparent oversight of existing operators and new operators,
aswell as evaluate electricity tariffs, investment, quality of service and operation.

B. Social Inclusion and Environmental Sustainability

46. In education, concern for quality has taken centre stage as strategies to improve
access and equity are being implemented. A standards-based approach is being employed to
upgrade quality. FSQL standards for primary schools have been adopted nationwide. They refer
to physical infrastructure, teaching staff, school organization and management, socia
participation in education, educational activities and quality, and expected educational outcomes.
A survey covering all districts has been conducted to audit the current situation relative to the
standards. Typicaly, it is schools in poorer zones that fall far short. To ensure equity, poorer
zones have been given priority in upgrading quality.

47. Low teaching skills and content knowledge are major constraints for enhancing student
achievement, as demonstrated by a recent study of academic performance at the end of the
primary school cycle. These constraints are being addressed through the introduction of a clear
teacher profile as an assessment tool to improve teaching competencies, to guide professional
development, and to set up aremuneration-related grading system. The teacher profile consists of
three dimensions (attitudes, knowledge and pedagogical skill) defined through four levels of
competency (beginning, regular, senior and lead). The profile has been refined through
stakeholder consultation and a trial application with 2,200 teachers. By now 25,000 primary
school teachers (or 7 percent of the total) have been eval uated against the new profile.

48. Recent legal changes will promote and safeguard poor people's access to forest land
and forest resources as a source of livelihood. State Forestry Enterprises (SFEs) currently
control 40 percent of the 11 million hectares of land classified as forested, which are often located
in the poorest parts of the country. SFEs generaly have contracted-out all forest management
activities to local households. But because tenure security is weak and arrangements lack clarity,
the local population benefits only marginally from forestry activities. A clear separation between
the public service provision role of SFEs and their business activities is needed to improve the
well-being of those whose livelihoods depend on forest land and to enhance conservation.
Decree 200/2004/ND-CP on the restructuring of SFEs provides criteria for their transformation
into either commercially viable wood businesses or effective public service entities, in particular,
for forest protection. In the process, LUCs for remaining under-used land and scattered forest
land will be transferred to households, communities and other users, including private sector
enterprises.

49, The revised Law on Forest Protection and Development approved by the Nationa
Assembly in November 2004, provides the overall framework for the move towards more social
and community-based forestry. For the first time, it recognizes the forest use right of households,
communities and other sectors as well as their ownership of plantation forest. It provides a
framework for the multiple-use of the vast areas of protection forest in the uplands, and
exploitation rights in these areas, which could lead to new management systems combining
protection with production. The law provides terms and condition for the leasing of production
forest to economic units including farm households and proposes to assign an economic value to
each forest production area as the basis for its alocation or lease. In paralel, key stakeholders
have also started the consultation process to revise the Forest Sector Strategy, which is expected
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to produce a long-term broad positive impact not only on poverty reduction but aso on
sustai nable management of forest, land, water and environment in upland areas.

50. The foundations for an effective set of policies, tools and incentives for
environmental protection are being laid out. Vietnam's development over the last decade has
created sustainability challenges that are not appropriately addressed by the existing legislation.
The amendments to the Law on Environmental Protection, submitted to the National Assembly in
May 2005, should lead to improvements in two main areas. First, they clarify line ministries
responsibilities for environmental protection and decentralize responsibilities within the Ministry
of Natural Resources and Environment (MONRE) to its departments at the local and regiona
levels. Second, they enable new policy tools and remedies for various environmental issues such
as pollution prevention and cleanup, adjustments to cover the private sector, improvements in
financial mechanisms for environmental protection, and initiatives for raising public awareness
and support for environmental protection.

51. Guidelines for the implementation of the Land Law represent a key step in
strengthening land registration and land valuation. Under the new Law the issuance of LUCs
has been decentralized to district and provincial governments, and a unified system of land
administration agencies is to be setup. Decree 181/2004/ND-CP covers these aspects. It also
addresses zoning issues, with the requirement that provinces submit their complete land-use plans
in 2005. The recaling of unused or inappropriately used land is assigned to provincial People®
Committees. Decree 188/2004/ND-CP provides guidelines in the crucial area of valuation,
serving as the basis to calculate taxes on LUC transfers, and to set the value of LUCs and rents
when the government decides to lease or alocate land to businesses. The system will also be
used to define the value of LUCs for compensation claims when the government withdraws land.
The new valuation system is much more flexible than the previous one and will be adjusted in
accordance with changing market values. The previous mechanism often fixed land prices at
much lower rates than their market value, resulting in residents being reluctant to move out of
construction areas because of low resettlement packages.

C. Building M oder n Gover nance

52. The preparation of the 2006-2010 SEDP provides an opportunity to strengthen
national and provincial planning. Directive 33 instructs that CPRGS principles be incorporated
into the SEDP. Not only does this bode well for modernizing planning at the national level, but it
also holds that promise for provincial plans. Over the last two years, 20 provinces have
experimented with the preparation of strategic plans, in the context of a donor-supported initiative
to “roll out” CPRGS to sub-national levels. Based on the experience and lessons learnt from the
on-going process, the Ministry of Planning and Investment (MPI) has proposed to scale up the
roll-out processin all provinces and cities in Vietnam. Because of the ongoing decentralization
process, local governments will play an increasingly important role in attaining nationa
development goals. Roughly half of budget spending is now under the control of provinces,
districts and communes. The success of decentralization in Vietham, and the ability to keep
development inclusive, will crucially depend on the ability of loca governments to embrace
strategic planning, leading to sound policy choices, supported by commensurate budget
allocations, and monitored through an appropriate set of provincia-level development indicators.

53. Disclosure requirementsfor the state budget at all levels, aswell asfor entities using
state budget resour ces, have been considerably strengthened. The regulation is applicable to
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funds financed by state budget resources, such as DAF, Vietnam Social Security, provincia
investment funds, SOES, and organizations financed by contributions from the public. Under the
regulation allocation norms approved by the National Assembly and the People’s Councils must
be publicized at each budget level. Organizations funded from the state budget must disclose
their state budget support, budget plans and final accounts, and the methods used to determine
their state budget support. For state capital investment projects, annual budget allocations, budget
plans, final accounts and bidding results for procurements must be disclosed. Funds financed by
the state budget must make public their charters, financial arrangements, annual financia plan
and operationa performance. For SOEs, mandatory disclosure includes their financial position,
operational performance, provision for and use of welfare funds, remittances to the state budget,
per employee income and return on state equity. Methods of disclosure include announcements
at public meetings, printed documents, posting at offices and websites, and publicity through the
mass media. Ministries and Provincial People’s Committees are responsible for monitoring
compliance of their subordinate bodies. There is a normal requirement to respond to questions
regarding disclosures withinl0 days.

54, The launching of a comprehensive assessment of the fiscal risks associated with SOEs,
SOCBs and DAF signals the intention of the Government to venture into a more active
management of assets and liabilities. Much of the focus has been so far on estimating the share
of NPLs in the portfolios of commercial banks and policy-lending institutions. A somewhat
implicit assumption is that the delinquent debtors, most of them SOEs, do not have the ability to
repay their debts. However, not servicing the debts is not the same as not making profits. More
importantly, most of the delinquent SOESs are sitting on prime land, whose sale or lease could be
an important source of revenue.

55. The newly acquired independence of SAV, which is now an agency established
under the National Assembly, is a milestone for transparency. The SAV law approved in
May, 2005, gives the National Assembly the authority to appoint, and if necessary to dismiss, the
auditor general. SAV reports that have been approved by the National Assembly will be publicly
disclosed through severa channels, including the Officia Gazette, the SAV website, and mass
media. Thisisin sharp contrast with the situation that prevailed previously, when audit findings
are not made public except with government authorization. In this context of increased
transparency, the audit of the financial statements of SBV for the year 2003 was launched in
April 2004, and it is the intention of the government to submit a copy of the audit report to the
National Assembly after its completion.

56. The move towards increased transparency is also reflected in the emerging
approach towards fighting corruption. The appointment of Gl as the leading agency for the
preparation of a new anti-corruption strategy has been associated with an invitation to donors to
cooperate with its implementation. Previous efforts to curb corruption had focused on punitive
measures, rather than on rigorous diagnoses and systemic remedies. It took years to launch the
first comprehensive study on the modalities and mechanisms of corruption in Vietnam, with little
information about this study being filtered to outsiders. In sharp contrast with such approach, the
findings of pilot surveys in seven cities are being brought to the mid-2005 informal CG meeting
for discussion with donors, jointly with a framework to ask for support with key components of
the emerging anti-corruption approach. A call to the media to be more proactive in the
investigation and reporting of corrupt acts suggests that transparency is seen indeed as an
important component of the new approach.
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57. The criteria for measuring poverty have been brought into line with international
standards. Based on the recommendations of atask force led by the Ministry of Labor, Invalids
and Social Affairs (MOLISA) and GSO an expenditure-based poverty line will be estimated
using GSO's VHLSS. This line consists of afood component, which is the value of a “typical”
basket of food items in Vietnam that provides 2100 calories per person per day, and a non-food
component. The latter isthe value of a set of basic non-food items that are typicaly consumed by
those people whose food expenditures are around the food poverty line. The earlier method
combined a participatory approach with a rudimentary survey to estimate household incomes of
those generally considered poor. The participatory approach consisted of villagelevel
consultations to classify households according to their poverty status. While this method
accurately identified the poorest of the poor householdsiit did not necessarily identify all the poor.
The methodology was inconsistently applied across provinces and was subject to manipulation by
provinces who wished to report faster progress.

D. Triggersfor PRSC 5

58. The overview of policy actionsin Table 5 lists a series of measures that will in principle
be supported by PRSC 5. These actions are reported not as conditions, but rather to describe the
direction of reforms and expected follow-up in each of the sectors. A subset of key policy actions
expected under PRSC 5, highlighted in bold, will serve as triggers to launch the preparation of
that operation (the triggers are reproduced for convenience in Appendix 3).

59. A new Intellectual Property Law will be issued, in line with WTO requirements. A
number of Vietnam's trading partners have identified strengthening the protection of intellectual
property as a key factor for enhancing trade and investment relations. Vietnam has stated that it
will be in compliance with the TRIPs agreement of the WTO upon accession. While the WTO
requirements could be met through amending existing pieces of legidation, this has the
disadvantage of scattering the changes over many legal documents. The preferable alternative is
to issue a new intellectua property law that meets WTO requirements. The passage of such as
law is on the fall 2005 agenda of the National Assembly.

60. SOEs will be classified according to their performance, and the results of this
classification will be disclosed. Decision 271/2003/QD-TTg set up a mechanism to monitor
SOE performance and applying sanctions in the case of consistently poor performance. SOEs are
to be classified into one of three groups (A, B, or C) based on indicators including earnings,
returns on state equity, and the ability to service debts. Enterprises that are graded C for two
consecutive years are in principle subject to reorganization, including changes in management.
However, few SOEs have complied so far with the reporting requirements under Decision 271
and government agencies in charge have not made serious efforts to ensure compliance. MOF
has recently agreed to speed up the classification process and to produce afirst classification, for
SOEs reporting to line ministries and GCs, within one year.

61. A comprehensive roadmap for the reform of the banking sector will be released.
The recent submission of the SBV for the preparation of the SEDP bears the promise of a
substantial acceleration of banking reform. But for this promise to materialize, the submission
needs to be translated into a clear, time-bound set of policy actions, with responsibilities assigned
accordingly. The recent decision to classify all banking loans based on IAS is dready an
indication of the determination of the government to fully disclose the magnitude of the problems
faced by SOCBs, as afirst step towards resolving them. However, the timing and sequence of the
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actions to be undertaken in this respect is still unclear. The government has been encouraged to
seek donor assistance as needed in the preparation of this roadmap, and to produce a first draft in
time for the Consultative Group (CG) meeting of government and donors scheduled to take place
at the end of 2005.

62. A Unified Enterprise Law will be issued, paving the way for equal treatment for
firms, regardless of ownership. The current enterprise law applies only to the domestic private
sector. Under the new law, scheduled to be passed in October 2005, both private domestic
enterprises and foreign invested enterprises will be governed by the same legidation. Foreign
enterprises will be subject to the same registration procedures as domestic firms, and will be able
to choose the form of corporate entity that is most suitable on business grounds. At present, they
are only alowed to operate as limited liability companies. Foreign enterprises will be allowed to
restructure, expand, or diversify their business rather than being limited to the specific lines in
which their business was initiated. The ownership cap of 30 percent is proposed to be removed
for most business lines. On the other hand, the coverage of SOEs by the new law has been an
area of debate. According to the draft law, only those SOESs that convert to joint stock companies
or single member limited liability companies will be covered. Thus, the extent to which the
unified law will be successful in creating a level playing field will depend upon the extent to
which SOEs will convert to the covered forms. The unified law must present sensible business
benefits for SOEs to convert. Which will happen if it succeeds in providing them with
significantly greater autonomy in defining their business strategies, and making investment and
personnel-related decisions. At present business decisions are directed by line ministries or
provinces, often in inconsistent ways.

63. Formulate an appropriate regulatory framework for provincial infrastructure
funds. Confronted with enormous needs in terms of infrastructure development, more than a
dozen provinces have aready established provincia funds, in charge of raising resources and
channeling towards selected projects. These funds offer the prospect to support private
participation in the provision of infrastructure services. They could also provide an opportunity
to move from “retail” to “wholesale” in the funding of local infrastructure development by
bilateral and multilateral donors. However, the existing funds still have serious shortcomings in
terms of transparency and rules of operation, which are reminiscent of the situation of DAF until
quite recently. Before contingent liabilities start building up, and before donors start considering
the use of these funds to channel their resources, a sounder regulatory framework is needed. An
in-depth study of two of these fundsis currently under way. Over the next year, it should lead to
clear recommendations regarding their appropriate regulation.

64. Issue regulations for inclusive education for children with disabilitiess. The
government is preparing an integrated set of national guidelines for inclusive education to ensure
that disabled children have access to education services. The guidelines will be informed by
analyses of issues that disabled children face, a profile of their educational needs, and the barriers
they face in completing primary education. They will also address the needs and constraints faced
by primary schools that attempt to adopt an inclusive education policy. It is also expected that the
guidelines will recommend an organizational structure to support the needs of disabled children.
Preparation of these guiddines involves a number of ministries such as MOET, MOH, and
MOLISA, and agencies dealing with child protection and is thus a complex coordination task.

65. Strengthen the regulations for the management of provincial HCFPs. The creation
of provincial HCFPs was a breakthrough in terms of providing resources for health care to the
poor, and gradually shifting from the direct funding of health care providers to reliance on health
insurance. In practice, however, the alocation per beneficiary has been insufficient to cover the
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health insurance premium, and most provinces have continued to rely on the direct funding of
providers. To address these deficiencies, the government will make the insurance option
mandatory after some time, and will increase the amount of resources available to HCFPs
accordingly. A substantial increase in funding is also needed in light of the new criteria for the
measurement of poverty, which should considerably expand the size of the beneficiary
population. To keep costs under control, a change in targeting rules of the benefits will be
introduced, whereby all beneficiaries will be identified on a household basis. At present, al
households in a commune supported by specific targeted poverty alleviation programs are entitled
to the benefit, even if they are not poor.

66. Set up provincial land registration officesin compliance with the 2003 Land Law. A
major shortcoming of land management in Vietham has been the lack of an effective land
registration system. One of the significant changes introduced by the new Land Law isto address
this deficiency through the creation of LUC registration offices. These offices are to be set up at
the provincial level and, if deemed necessary, at district level as well. They will be responsible
for registering all land transactions, managing land files, and carrying out land-related
administrative formalities. Decree 181 empowers the LUC registration offices to provide
information on land to any land user. This will ensure not only transparency but aso that
information on land is accessible to al users. The expectation is that al offices at the provincia
level will be set up by the end of 2005.

67. Assign ingtitutional responsibilities to implement the National Rural Water and
Sanitation strategy. Progress in service provision at the rural level has been hampered by the
internal organization issuesin MARD. At present, the responsibility for rural water supply isin
the hands of the Department of Irrigation, which specializes in spatia planning but not in service
provision. A more effective implementation of the strategy requires that the responsibility be
shifted to the Department for Cooperatives and Rura Development, which has the mandate and
the expertise to improve service delivery. While this trigger might seem an administrative
reorganization, completing this action is not straightforward. This is because the change in
assignments heeds to take place not only at the central level, but also in each of the provinces, and
requires the involvement of the corresponding People’ s Committees.

68. Develop economic, administrative and information tools for environmental
protection. The legal framework for a better management of environmental impactsis gradually
being set up in Vietham. But the tools to actually influence decisions that affect the environment
are till rudimentary. An Environment Fund is already in place, but it is not fully functional.
Waste water fees have been introduced at the local level, as well as fines on the worst polluters.
But a more integrated approach is still needed. It should include taxes to reflect socia
externalities in the exploitation of fisheries, forests, mineral resources and water resources. It
should also include the issuance and enforcement of discharge permits, and a more clear
differentiation between the disposal of hazardous and regular waste. An effective information
system is needed to guide the use of these tools.

69. Issue SEDP based on broad consultation, with a poverty focus and appropriate
monitoring tools. In conformity with the new approach to planning, the SEDP is expected to be
organized around nationa priorities for economic growth, poverty reduction and socid
development. This involves a move away from setting out production and investment targets,
towards relying on VDGs and other development outcomes as motivators for public action. It
also involves assessing the link between government policies and development outcomes,
spelling out the changes in peopl€e’'s lives the SEDP is trying to achieve as motivators for public
action. The SEDP is aso expected to be built on extensive consultations within government but
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also with a broader range of stakeholders (including mass organizations, academics, the private
sector, civil society and development partners). Identifying the most appropriate policy actions to
attain the desired development outcomes is only afirst step. The SEDP should thus serve as a
framework to alocate public resources over the medium term and, hopefully, as a mechanism to
align donor support to national priorities. Finaly, the foundations of an effective monitoring and
evaluation system should be laid out in the process.

70. Require all ministries and provinces to prepar e forward-looking budgetsin support
of the SEDP. MOF is presently working on a key circular for the preparation of the budget for
the year 2006. While the submission and approval of the budget by the National Assembly will
continue to be done on an annual basis, line ministries and provincial governments will be asked
to prepare a budget framework for the period 2006-2010, based on the SEDP. The submission of
the 2006 budget by each ministry and province should be coherent with such framework. The
reference to a five-year period should be conducive to a better integration between planning and
recurrent budgets. It should also help ministries and provinces to prepare more redistic plans, to
better prioritize their spending, and to improve the overal efficiency of public expenditures.
After the budget circular isissued, it is expected that MOF and MPI will issue detailed guidelines
to sector ministries and provinces. However, it is still unclear whether the circular would be
issued within the next twelve months. Thetrigger is thus focused on its preparation.

71. Monitor service delivery, introduce user feedback and cap salaries in units under
Decree 10. By alowing service delivery units to charge fees, Decree 10/2002/ND-CP has
introduced powerful incentives to improve quality while substantially increasing the resources
available to such units. However, there are indications that the provision of basic services to be
provided free of charge, or at low prices established by government regulations, has suffered asa
result of such incentives. Moreover, many service delivery units face limited competition at the
local level. Because Decree 10 gives them considerable flexibility to use revenue from fees to
pay higher salaries, there is also an incentive to charge excessively high prices for services.
Aware of these problems, the government intends to strengthen the surveillance of service
delivery units operating under Decree 10, relying on user feedback to assess the services
provided, and restricting the use of revenue from feesto raise salaries.

72. Issue action plans for simplification and greater transparency of administrative
procedures. The government, through the Prime Minister’s Directive 09/CT-TTg, has identified
these action plans as a key priority for all agencies at central and local levelsin 2005. Particular
attention is devoted to administrative services such as resident registration, land registration,
notary services, housing construction permits and business registration. These areas were
identified as problematic in a recent review. As the government fully recognizes the challenges
of reforming administrative procedures in practice, strong monitoring mechanisms are being
prepared to verify implementation.

73. Issue an Anti-Corruption Law including denunciations and monitoring of assets.
Thisis a key component of the government’s framework to increase the effectiveness of its anti-
corruption efforts. It is clearly recognized that an Anti-Corruption Law is not a panacea. Butitis
seen as a speedy, inexpensive way to start addressing the problem. The new Law is expected to
include articles on asset declaration by high-ranking public servants, whistle-blowing and
denunciation, conflicts of interest, outlawing of bribery and other related corruption crimes such
as embezzlement, fraud and illicit enrichment by public servants. To be effective, the law will
have to tailor enforcement regulations to the capacity and incentives of the agencies that will be
in charge of itsimplementation. These agencies include the Government Inspectorate, the police
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and the courts at al levels. The preparation of the Anti-Corruption Law is informed by the
ongoing diagnostic assessment on corruption.

VI. TIMING AND IMPLEMENTATION

74. The policy actions supported through the PRSC process can be seen as a distillation
of the CPRGS and other development strategies and plans, aimed at identifying a coherent
sequence of key measures in each area over the medium term (see Figure 2). An important step
in this process was the preparation of the so-called Haiphong matrices, in October 2002. In a
consultation involving hundreds of stakeholders, comprehensive lists of policy actions were
discussed for each sector. The “expansion” of CPRGS so as to appropriately address policies for
the development of large-scale infrastructure was another important milestone. Further steps in
the process focused on identifying policy actions that were consistent with nationally-owned
development strategies and plans, sensible from an economic point of view, capable to make a
considerable difference in practice, and concrete enough to be adopted and implemented within a
relatively short period of time. The choice of the set of actions supported by each of the PRSC
operationsis based on an ongoing policy dialogue with the government.

75. The identification of the policy actions needed to attain the development outcomes
spelled out in the CPRGS has been strongly influenced by analytical work carried out in
recent years, including the World Bank’s analytical and advisory (AAA) program. The annua
Vietnam Devel opment Reports (VDRs) have played a very important role in this respect. These
reports are prepared in partnership between the World Bank and other donors, including many of
those involved in the PRSC process. They aso involve substantial inputs from Vietnamese
academics and policy makers. VDRs serve to coordinate views on what the reform challenges are
and how to address them, and have a considerable impact on the policy debate and the research
agenda at the country level. The VDR 2003, completed shortly after the Haiphong consultation,
aimed to “trandate” the CPRGS into a strategic direction for each of the policy areas covered by
the PRSC process. Subsegquent VDRs, on Poverty, Governance and Business (the latter, under
preparation) address in more depth the challenges faced by Vietnam to keep development
inclusive, build modern institutions, and complete its transition to a market economy.

76. The reform program supported by the current PRSC cycle covers a five-year
period, much the same as the CPRGS and the last SEDP. This is the reason why no further
operations beyond PRSC 5 were envisioned in the Country Assistance Strategy (CAS) for 2003-
2006, or inits update. However, it is clear that Vietnam will still be confronted with challenging
reforms at the end of the current five-year period. It is aso clear that many of the actions
supported by the PRSC process lend themselves quite naturally to follow-up measures in outer
years. As soon as the draft SEDP for 2006-2010 is completed, a new round of analytical work
will aim at trandating its development objectives and policy statements into a coherent sequence
of actions to be supported by the next PRSC cycle. The VDR 2007, to be produced in parallel
with the preparation of PRSC 5, will articulate this vision, and serve as the analytical foundation
for the policy dialogue in the next period.
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FIGURE 2: KEY STEPSIN THE PoLICY REFORM AGENDA
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77. There is also a strong synergy between PRSC operations and investment credits
which are processed in parallel. While PRSCs support the adoption of significant policy
reforms, investment credits focus on their implementation, across a range of sectors. Some of
those credits, such as those for public financial management, payments system or customs
modernization, aim at strengthening the systems through which government operates, thus
making reforms effective in practice. Other credits, like those for primary education for
disadvantaged children or forest sector development, provide the resources needed to deliver on
policy measures which could otherwise amount to declarations of intent. More generaly, project
lending and policy lending are complementary in this process.

78. Lending under the PRSC process is aligned with the budget cycle, with operations
taking place annually and World Bank disbursements occurring towards the middle of the
Vietnamese fiscal year. Disbursements by co-financiers take place in the weeks and months
following the approval of each PRSC operation by the Board. CPRGS Progress Reports are
discussed at the CG Meetings in December of every year. The associated Joint Staff Assessment
(JSA), and now the Joint Staff Advisory Note (JSAN), provide feedback to the government on the
achievements and challenges in the implementation of the reform agenda. The JSAN is prepared
by the World Bank and the IMF, but it involves consultation with the other donors supporting the
PRSC process. The JSAN is submitted to the Board ahead of the discussion of each PRSC
operation. Jointly with the CPRGS Progress Report and the assessment of the triggers, the JISAN
serves as the basis to determine whether to proceed with the preparation of the following PRSC,
and whether to consider base-case or high-case lending.

VII. POVERTY AND SOCIAL IMPACTS

79. A consider able amount of analytical work has been devoted in recent yearsto assess
the social implications of the reform agenda supported by the PRSC process. Thiswork has
focused on various aspects of such agenda, including the labor retrenchment associated with
SOEs restructuring, the development of a land market, and increased integration with the global
economy. The work on labor retrenchment in SOEs was conducted as part of the preparation for
PRSC 1, which provided support to the equitization process. The work on land stems from the
concern that some of the rapid gains in poverty reduction associated with the highly egalitarian
distribution of agricultural land to rural households in the early 1990s could unravel, were
adverse shocks to push farmers into landlessness. The work on global integration is related to the
perception that it could accentuate income disparities between the skilled and the unskilled, as
well as across regions. While al these reforms have the potential to substantially enhance
efficiency, their side-effectsin terms of redistribution warrant closer examination.

80. The analyses on the impact of job loss in SOEs led to the establishment of a well-
functioning safety net for redundant workers. Studies were conducted on the extent of over-
staffing in SOEs, using plant-level data, and on the expected earnings and welfare losses by
retrenched SOE workers, using household survey data. Attention was paid to the groups that
could in principle lose more from job separation, especially women. As aresult of this work, a
generous severance pay package was introduced in 2002, based on a formula that provides more
support, in relative terms, to women than to men. The assistance scheme was aso designed so as
to dlow equitized SOESs to have access to it in the 12 months following divestiture, so as to
attract investors who could otherwise be deterred by the extent of over-staffing. The operation of
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the safety net was evaluated in 2004, and a new tracer survey of retrenched workers is currently
going to the field. The 2004 evaluation focused on the employment status, earnings and well-
being of retrenched SOE workers assisted under this program. It confirmed that the package had
been appropriately designed, as well-being had on average been preserved. The survey also
revealed that female workers and older workers were the groups with the highest satisfaction
levels.

81. Work on the impact of the development of aland market is still ongoing. This work
makes extensive use of household survey datato compare consumption levels of rural households
with and without land. The main methodological difficulty faced by this study is to distinguish
between households who have voluntarily sold their land, and moved on, and households who
sold their land under stress. While the first group is expected to have improved its well-being, the
second one might have faced more difficulties escaping poverty, or staying out of it.
Participatory poverty anayses conducted in 2004 suggest that land sales under stress are not
uncommon in the Mekong Delta. This is turn could fuel migration to HCMC and other citiesin
the region, and be associated with the development of urban poverty. The anaysis on the poverty
and socia impacts of the emergence of aland market is therefore complementary with analytical
work currently being conducted on rural-urban migration. An important component of this latter
work is the processing of the mid-term census of HCMC, which has uncovered aimost haf a
million more rural-urban migrants than anticipated by GSO.

82. While a large number of independent studies have been done on the impacts of
integration with the world economy, a better coordinated approach is now emerging. The
studies undertaken so far include simulations of trade liberalization based on computable general
equilibrium models, some of them supplemented by detailed assessments of the consequences on
households with different characteristics. Other studies undertaken so far eval uate the impacts of
specific policies such as the removal of export subsidies on specific sectors of activity. Yet
others estimate the consequences of changes in key prices on household well-being, using
microeconomic data. While interesting and informative on their own, these studies fail to provide
a coherent picture of what the overall impacts of WTO accession could be for Vietham. Aware of
the need to supplement the international integration agenda by appropriate measures at the
domestic level, the government has requested the Vietnam Academy of Social Sciences (VASS)
to take the lead in the eval uation of the economic and social impacts of WTO accession.

83. Work on the impacts of WTO accession will be conducted in parallel with the
preparation of the next poverty assessment, and in time to inform the next SEDP. VASS,
the largest institution conducting policy-oriented analysis in Vietnam, already has an extensive
tragjectory in doing WTO-related work. During the critical period of the WTO accession that
started in mid-2003, VASS coordinated all the studies needed to inform the multilateral and
bilateral negotiations, in close collaboration with the World Bank. VASS was also one of the key
domestic counterparts in the preparation of the VDR 2004, on Poverty, jointly with various other
government agencies and think tanks. As the VHLSS 2004 becomes available, VASS will be
coordinating the work of the same group of agencies and think tanks to produce the next poverty
assessment, this time with donorsin a supporting role. Preliminary results on poverty, and on the
economic and socia impacts of WTO accession, will be delivered in time to influence the fina
stages of the preparation of the SEDP.
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VIIl. OTHER CREDIT FEATURES

A. Steering and Monitoring

84. The National Steering Committee (NSC) for the implementation of the CPRGS and
PRSCs was established in 2002. It is chaired by the first Deputy Prime Minister Nguyen Tan
Dung, and brings together the heads of all the relevant line ministries and government agencies.
SBV is assigned as the agency responsible, in close collaboration with the World Bank, for
preparation and implementation of PRSCs. A Deputy Governor of SBV acts as Standing Vice
Chairman of NSC. This quasi-advisory body has several representatives from key economic
ministries and agencies, such as MOF, the Ministry of Trade (MOT), SBV, MOLISA, the
Ministry of Justice (MQOJ), MARD, the Ministry of Education and Training (MOET) and the
Ministry of Health (MOH), among others. Members of the NSC thus have authority over the
entire range of policy areas covered by the PRSC process. The participation of the Office of the
Government (OOG) and the Party® Economic Commission (PEC) in the NSC aso alow for a
better coordination of policy decisions, and to dicit sufficient support for the most critica
reforms. Representatives from atotal of 24 lines ministries and government agencies participated
in the preparation of the proposed credit.

85. Given the intensive and complex coordination that is required to manage this very
comprehensive reform program, SBV has created a Program Coordination Unit (PCU) with
dedicated staff from SBV. The PCU has helped facilitate the policy dialogue of the World Bank
and donors with line ministries. It will be funded by co-financiers over the PRSC cycle. The
Department for International Development (DFID) has aready agreed to provide financia
support during the preparation of PRSC 4 and 5.

86. An inter-ministerial working group and a secretariat to implement and monitor the
CPRGS have also been established at MPI. The inter-ministerial working group includes
representatives from key economic ministries, such as MOF, MOT, SBV, OOG, PEC, MOLISA,
MOJ, MARD, MOET, and MOH, among others. Two Annual Progress Reports on the
implementation of the CPRGS have been prepared by the CPRGS secretariat under the guidance
of the inter-ministerial working group. Among the goals of the inter-ministerial working group is
the implementation of CPRGS at sub-national levels. The CPRGS Secretariat at MPI supports
provincial governments in adapting the CPRGS to their own context, and reformulating plans and
budgets accordingly. Since 2003, 20 provinces have initiated this process, with financia support
from donors. The decision to integrate the CPRGS approach into the preparation of the next
SEDP at al levels amounts to scaling up the process nationwide, this time under clear planning
guidelines from MPI.

87. The use of reliable information and analysisin policy making has improved steadily
over the PRSC process. Over the first three PRSCs, the government has made efforts to
improve the quality of data that can be used for monitoring PRSC outcomes. This fourth PRSC
continues to build on this experience. Key sources of monitoring information for poverty and
program outcomes include the biennial VHLSSs, periodic participatory poverty assessments and
local consultations, enterprise surveys, public expenditure tracking surveys, as well as the
progress reports from the relevant sector ministries and committees implementing the reform
program. In addition, the strengthening of management information systems for SOEs and for al
public spending, both led by MOF, isan integral part of the PRSC program. Efforts to implement
CPRGS at the provincia level rely on the development of appropriate monitoring indicators as
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well. While the number of indicators presented in the CPRGS is much larger, these have been
reduced to about forty for monitoring PRSC outcomes at the provincia level. Many of the
indicators in this narrower set will be generated using the household living standard surveysto be
conducted biennially from 2002 onwards. At present, agreement is being reached on the set of
indicators needed to monitor progressin the implementation of the next SEDP.

B. Administration

88. Borrower and Credit Amount. The Borrower is the Socidist Republic of Vietham and
this operation is a one-tranche Credit of US$ 100 million equivalent that would be made available
upon credit effectiveness.

89. Disbursement, Reporting and Auditing Arrangements. The Credit will follow the
International Development Association (IDA) disbursement procedures for development policy
lending operations, and the Credit proceeds will be disbursed in compliance with the stipulated
release conditions. Various measures have been taken to ensure that the overall fiduciary policies
and ingtitutions are adequate to proceed with support from IDA and other development partners.
The analytical underpinnings for the operation are largely complete: (i) the cross-cutting
assessment of the country’s development policies (socia, structural and sectoral) covering the
policy reforms and institutional development priorities for sustainable growth and poverty
reduction has been discussed with the government in a number of recent joint reports; (ii) an
assessment of the country financial accountability arrangements has been made in the PER-IFA,
the Country Financial Accountability Assessment (CFAA), and the Country Procurement
Assessment Review (CPAR). Disbursement will not be linked to any specific purchases and no
procurement requirements will have to be satisfied.

0. Deposit Account. The Borrower will open and maintain in SBV a dedicated Deposit
Account in US dollars for the Borrower’s use once the Credit is approved by the Board. If after
deposit in the Deposit Account the proceeds of the Credit or any part thereof are used for
ineligible purposes, as defined in the DCA, the Bank will require the Borrower to either return
that amount to the Deposit Account to be used for eligible purposes, or refund the amount directly
to IDA.

91. Through SBV, the Borrower will: (1) report the exact sum received into the Deposit
Account; (ii) insure that al withdrawal are for “eligible” expenditures; (ii) indicate to IDA details
of the Treasury account to which the Vietnamese Dong equivalent of the Credit proceeds will be
credited; (iv) submit a report on receipts and disbursements for the Deposit Account. These
processes and controls are intended to provide assurance that IDA funds have arrived at their
intended degtination and are being used for their intended purposes, and are subject to the
Borrower’ srules and regulations.

92. Country Financial Accountability Assessment. The CFAA on Vietnam, completed in
2001, concluded that the public financial management system then represented some level of
fiduciary risk. Since 2001, a large number of recommendations of the CFAA have been
implemented, or are in the process of being implemented. The recent PER-IFA provided for an
update of the CFAA. It reviewed the accounting and reporting processes in the public sector, the
oversight functions in the public sector, and financial reporting and auditing in SOEs. The PER-
IFA recognizes the recent changes to improve transparency and accountability in Vietnam.
Among the most recent ones is the new audit law passed by the National Assembly in May 2005.

37



This law will significantly enhance oversight by the Nationa Assembly and the provincia
People' s Councils over public finances and substantially increase public access to information on
government finances. The data management, financial reporting, and interna control system of
the SBV are also expected to be further improved through a planned IDA credit, in FY06. The
implementation of the Treasury and Budget Management Information System (TABMIS) to
support establishment of an integrated financial management system in Vietnam is also expected
to improve financia management in the public sector over time. The PER-IFA identifies,
however, alarge agenda for improvement. The key areas include, strengthening the effectiveness
of the SAV, streamlining the interna control framework, and adopting international public sector
accounting standards. The implementation of the PER-IFA recommendations is being supported
by the PRSC program and grant funds.

93. Public Procurement. Nationwide open competitive bidding in public procurement was
introduced in 1996. This system was improved in 1999, by the introduction of the concept of the
“responsive lowest evaluated bid.” Decree 66/2003/CP, adopted under PRSC 3, established a
department of public procurement and strengthened the procurement process by mandating
standard bidding documents for procurement of goods. These documents are expected to be
issued soon. Standard bidding documents will promote consistency in the application of
procurement regulations. The government also put into use the paper version of a Public
Procurement Bulletin, and the contract for the establishment of an e-procurement bulletin is
expected to be awarded shortly. A 10th draft of the proposed Procurement Ordinance has been
prepared by MPI and sent to the government for comments, and has also been included in this
year® agenda of the National Assembly® Standing Committee. The Ordinance, once passed, will
help consolidate the fragmented legal framework for procurement in Vietham. The government
has indicated its strong concern about corruption, and has instructed the Gl to design a new and
more effective anti-corruption strategy. The CPAR completed in 2002 lays out the needs for
capacity building over the coming yearsin public procurement.

94, Environmental Aspects. The proposed PRSC 4 supports a number of diverse reform
and policy activities and some of them may cause significant effects (both positive and negative)
on Vietnam® environment, forests and other natural resources. Initiatives in private sector reform,
SOE reform, trade integration, and public sector management have potential implications for
environmental quality as well as Government’s capacity to address future environmenta risks.
As part of Development Policy Lending, the PRSC 4 is subject to OP 8.60, which requires that
country policies with likely significant effects be assessed based on relevant country-level or
sectoral environmental analysis. If significant gaps in the analysis or shortcomings in the
borrower® systems are identified, the program document describes how gaps and shortcomings
are to be addressed.

95. Vietnam has shown strong, pro-poor economic growth, but with weak attention to its
environmental sustainability. To continuously support Vietham in its efforts to improve
environmenta sustainability, environmental objectives have been steadily mainstreamed in the
PRSC process. For example, natural resources management is being addressed in this and
previous PRSCs, particularly as it relates to the adoption and implementation of a lega
framework for new forest use rights of households and communities and the transfer of small-
scale irrigation systems to water user groups, and the establishment of integrated river basin
management in Vietnam. Improving environmental management is also addressed in this and
previous PRSCs, particularly as it relates to advances in environmental assessment procedures,
regulations that address pollution control (on “polluter pays’ fees and regulations on pollution
hotspots) and the conservation and sustainable use of wetlands and amendment to the Law on
Environmental Protection. The proposed amended Law on Environmental Protection, submitted
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to the National Assembly in the last year contains wide ranging improvements in environmental
management in Vietnam, among them new policy tools and remedies for pollution prevention and
cleanup and adjustments to cover the private sector, improved financial mechanisms for
environmental protection, and raising public awareness and support for environmental protection.

96. The proposed credit recognizes the links between of some of its proposed measures and
environmental, forests, and other natural resource aspects, and hence has as one of its pillars
inclusive and sustainable development, through which it aims to address socia inclusion and
environmenta sustainability in an integrative way. The Government of Vietnam is undertaking a
substantive program of environmental capacity building, institutional strengthening,
environmental and land use planning as well as physica investment projects addressing
environmental issues. Donor assistance to Vietham is strong in these areas, particularly for the
environmental issues addressed by the PRSC: improvements in environmental policies and their
implementation, pollution prevention and control, sustainable management of forest and water
resources.

97. As additional due diligence and to ensure that gaps in the existing institutional
arrangements and incentives necessary for improved environmental governance are adequately
identified and addressed, the World Bank is engaged in supporting analytical work in
collaboration with the government of Vietnam which includes the ongoing Country
Environmental Analysis, Poverty-Environment Nexus analysis, and an annua environmenta
monitoring series, among other anayticd work. The Country Environmental Analysis
specifically targets pollution management issues within the broader context of industria
development and urbanization (including equitization of SOES), environmental aspects of trade
liberalization, public participation and public awareness on environmental issues, policy and
ingtitutional capacity development regarding addressing environmental issues. The study on the
Poverty-Environment Nexus targets the direct interaction between environmental issues and
poverty specifically asit relates primarily to natural resource management (e.g. deforestation and
fragile lands), and to health (e.g. indoor and outdoor air pollution and lack of access to
appropriate water and sanitation). Finally, the environment monitor series provides a snap shot of
the state of environment primarily as it relates to specific thematic areas. In the recent past, the
thematic areas included water and solid waste, and the current monitor is on biodiversity.

C. Benefitsand Risks

98. The proposed operation provides further support to Vietham’s policy and
institutional reforms to maintain high growth and poverty reduction. It promotes greater
internal and external competition and improves efficiency and resource allocation in the
economy. It enhances transparency and accountability in SOE operations and in the banking
sector. It supports the initiation of fundamental changes in the financial sector, designed to
transform the SBV into a modern central bank and strengthen the commercia orientation of
SOCBs. Overall, the increased efficiency should be reflected in increased private investment and
exports. This economic expansion should be associated with additional job creation, thus
providing employment opportunities for the young and growing labor force.

99. The proposed credit also promotes human development through upgrading the quality
of education (especiadly in poor zones), supporting the availability of medicines at affordable
prices, and leading to more secure asset ownership through the implementation of a new Land
Law. Anaytica work carried out as part of the preparation of the CPRGS emphasizes the
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importance of addressing inequalities in health and education outcomes across regions and
population groups. The actions undertaken in PRSC 4 and proposed in the roadmap for future
reforms tackle an underlying problem of resource allocation mechanisms in the social sectors to
ensure a stronger pro-poor focus. The proposed credit also encourages important policy measures
leading to more sustainable management of forests and improving environmental quality.

100. Theproposed credit will increase transparency and accountability of public finances
and improve legal transparency and accessibility. Lack of transparency undermines effective
resource dlocation and service delivery at national and local levels of government. Actions
undertaken in PRSC 4 complement the ongoing public financial management reform initiative,
including in the area of financial disclosure of state budget entities. Also, the piloting of MTEFs
is a key step to improve the coordination of capital and recurrent expenditures. Later actions
support fuller accountability in the planning and budget processes at the lowest level of the
administration, the commune. In addition, important initiatives in the legal reform area are
recognized in the PRSC 4 operation, supporting the implementation of the government’s
comprehensive and ambitious legal reform agenda.

101. Some of the most important risks accompanying the proposed credit relate to
dippagein areasrelated to structural reform. The government’s ambitious objectivesin terms
of economic growth could conflict with its efforts to increase transparency and contain the growth
of contingent liabilities. While some stakeholders emphasize the quality of growth, the drive
towards increasing its quantity may result in pressures to expand commercial and policy loans for
infrastructure development. These pressures could reduce the overall quality of lending, thus
undermining the banking reform agenda, and resulting in substantial contingent liabilities for the
government in the medium-term. Meanwhile, benefits from WTO accession will accrue only if
complementary reforms take place in areas such as trade logistics, tax policy and administration,
and reforms targeted at improving the investment climate. While many of these reforms are in
train, their pace would need to keep up with the speed and demands of international integration.

102.  Thisrisk is addressed by including some of these reforms as part of the PRSC process
and by ensuring that other World Bank and donor operations are directing support in these areas.
As regards the banking sector, the recently decided classification of loans based on IAS is bound
to reveal weaker positions than under local accounting standards. This translates into higher
fiscal coststhan implied by earlier government data. Furthermore, this information will sooner or
later be in the public domain. To keep fiscal costs manageable and to retain public confidence in
the banking system the communication of this information must be accompanied or preceded by
credible strategies to address NPLs and strengthen SOCBs. This entails backing up the
announcement to strengthen the commercial orientation and autonomy of SOCBs with decisive
policy actions.

103. The ambitious reform agenda supported by the PRSC process, while improving
economic efficiency, could also lead to increased inequality and environmental degradation.
Rising inequality could result from differential returns to educational attainment at the household
level. But this problem will likely be dwarfed by increasing rural-urban disparities, leading to
migration and possibly to increased urban poverty. The government of Vietham remains
committed to socia inclusion, with policies in health and education aimed at channeling more
resources to the poor and improving the quality of the services delivered. However, some key
programs are under-funded. The incentives given to service providers to charge fees have not
been matched by sufficient accountability on the delivery of basic services to be provided at low
or no fee. Regarding sustainability, an increasingly sophisticated legidation still needs to
tranglate into effective administrative, economic and information toolsto protect the environment.
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104.  Improvements in data availability and analytical work on issues arising from rural-urban
disparities, included as part of the PRSC process, should help strengthen government policies to
address these problems. Similarly, the Country Environmental Assessment as well as the policy
actions on land, water, and environmental protection under the current series of PRSCs should
help address threats to sustainable resource use and environmental quality. Early results from the
analytical studies should be available in time to influence the next SEDP, which in turn is
proposed to be supported by a cycle of PRSCs.

105. Finally, thereisarisk that the opportunities for embezzlement created by a rapidly
growing economy will lead to increased corruption. While there has been considerable
progress on enhancing budget transparency, the management of state assets and liabilities remains
weak. Rapidly emerging and fast-growing provincia investment funds could contribute to the
development of infrastructure at the local level, but their transparency and accountability are still
matters of concern. The government is also taking important steps towards more effective anti-
corruption palicies, but in a rapidly growing economy the opportunities for graft could outpace
improvements in anti-corruption policies for some time.

106. Initiatives are underway to provide effective counter mechanisms, however. A
comprehensive diagnostic of corruption and its modalitiesisin its field stage at present, and its
findings will be publicly disclosed. An Anti-corruption Law, to be passed by the National
Assembly in October 2005 will introduce stronger accountability requirements for heads of
agencies, the monitoring of assets of senior government officials and their families, and the
introduction of a more effective whistle-blowing mechanism. The MOHA is setting up incognito
spot-checks across government offices to detect malpractices. The government and the Party
have also asked the media to apply a more proactive approach in detecting and reporting on
corruption issues. This promising anti-corruption agenda, including the wider efforts to build
modern governance, would benefit greatly from continued donor engagement. A second cycle of
PRSCs would be a key instrument for coordinating such donor support in an effective manner.

IX. COORDINATION WITH DONORSAND STAKEHOLDERS

A. ThelMF

107. ThelMF'sthreeyear loan arrangement with Vietham under the Poverty Reduction
and Growth Facility (PRGF) expired on April 12, 2004. After successfully completing two
reviews in 2001 and 2002, the completion of the third review was delayed and no disbursements
were made after June 2002. This was primarily because of alack of agreement on measures to
enable Vietnam to meet the IMF s general policy in regard to audit and accounting arrangements
for the central banks of borrowing member countries.

108. However, the IMF remains fully committed to continuing an effective partnership
with the government of Vietnam to support the implementation of the CPRGS. The IMF
maintains a regular policy dialogue with the government, through missions and its resident
representative office in Hanoi, and seeks to build capacity through training activities in Vietnam
and abroad. It supplements this dialogue with technical assistance in areas of core Fund
expertise, including tax policy and administration, budget management, monetary and financial
sector policy, and macroeconomic statistics. The IMF continues to cooperate closely with the
World Bank in Vietnam, and to contribute actively to the broader dialogue between the
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government and its development partners. In relation to the proposed credit, it will in time
provide the required Letter of Assessment.

109. Under the framework of enhanced collaboration, the staffs of the two institutions have
consulted closely with one another across a broad range of issues, and have sought to maintain
appropriately-aligned positions in their areas of policy engagement. While the World Bank has
taken the lead in supporting the government’s structural and institutional reforms in a number of
sectors, the IMF has taken the lead in the policy dialogue on macroeconomic policies. It has also
assumed responsibility for advising on the monetary policy functions of the SBV and the fiscal
implications of the restructuring of SOCBs, including NPL resolution and the resulting re-
capitalization. Included in this has been work on minimizing directed lending, interest rate
liberdization, and the process and timing of the re-capitaization of SOCBs. The direct
involvement of the IMF in some of the structural areas, such as the reform of SOEs and SOCBS,
or trade liberalization, is justified because of their potential impact on macroeconomic stability.

B. Other Multilateral and Bilateral Donors

110. Asmany as 11 bilateral and multilateral donors are expected to co-finance PRSC 4,
and 15 or more of them could support later stages of the PRSC process (see Table 6). The
first two PRSC operations were co-financed by three bilatera donors, namely Denmark, the
Netherlands, and the United Kingdom. These co-financiers together with Sweden contributed a
total of US$ 43 million to PRSC 1. For PRSC 2, atotal of US$ 31 million was provided as grant
finance by these donors to supplement the World Bank’s US$ 100 million. In addition to these
three, ADB, Canada, the EC and Japan supported PRSC 3, mobilizing the equivalent of US$ 122
million. ADB and Japan contributed through parallel lending, whereas all other co-financiers
have relied on grants. Other bilateral donors actively participated in the preparation of this
preparation, with a view to join the process at some point. France, Ireland, Spain and Sweden
might be in a position to co-finance PRSC 4.

111. Bilateral and multilateral donors have played an important role not only in
providing funding but also through their involvement in the policy dialogue with the
government. In the preparation for this operation, the donors participating in the process
contributed human and financial resources to assess the policy challenges, coordinate their
approaches, and discuss the options with government, across a range of policy areas. These were
chosen in accordance with their priorities and comparative strengths. The preparation of this
credit was conducted in a joint manner since its inception, with regular donor meetings taking
place to reach consensus on how to proceed. Bilateral meetings between the World Bank and
specific donors have also proved useful to share information and put to good use the combined
insights and knowledge of all the parties involved. These meetings provided the common ground
on sectoral priorities and broad timetables for the present operation.

112.  Preparations for PRSC 4 have built on the foundations of the existing strong donor
commitment to support Vietham's reform agenda through nationwide implementation of the
CPRGS, and further galvanized interest for the reform program among many donors. This is
most clearly reflected in the intense meeting frequency of the different working groups that were
established to coordinate the views of co-financiers and share information pertaining to the PRSC
process. Joint working groups of donors, government and international NGOs that meet on a
regular basis have helped carry the discussions on government’s plans for reforms to a wide
group of stakeholders. With the formation of working groups on banking, SOEs, trade, and
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public expenditure, donors have had the opportunity to engage in discussions on reform with
government counterparts on an ongoing basis. Such an arrangement is also helping to ensure
coherence across donors programs of support, and to mobilize funding for high priority tasks in
each policy area.

C. Civil Society

113. The nature and contents of the proposed credit were extensively discussed with civil
society organizations before the credit was appraised. With the support and cooperation of the
NGO Resource Centre, a meeting was held with both international and local NGOs. The
discussion revealed a diverse agenda across organizations, although with a common focus on
poverty aleviation, human development and community participation. The NGOs participating
in this meeting endorsed several of the policy actions supported by the proposed credit, and did
not identify any substantive gap in their main areas of interest. Their views were especialy
requested on the new MFI decree, and its implications for the operation of micro-credit schemes
that several of them support. Feedback on issues and measures related to community
participation and accountability at local levels was also sought after at this meeting, but the
outcome was not conclusive.

114.  Consultations with business associations during the preparation of this credit centered on
issues related to private sector development. A well-functioning mechanism is in place in
Vietnam to conduct such consultations. Prior to both the year-end CG meeting between
government and donors and the informal mid-year CG meeting, the Vietnam Business Forum
gathers to discuss the issues of concern to arange of chambers and associations representing the
interests of enterprises. The discussion is organized around topics such as investment promotion,
transparency, tax, labor and land. In each of these areas, alist of main concernsis assembled, and
the focus is on assessing progress towards solving them. Many of those concerns are addressed
through policy actions supported by the PRSC process. At the last Vietnam Business Forum, in
December 2004, the current cycle of PRSC operations was discussed, and feedback from the
participating chambers and associations was sought
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TABLE 6: DONOR SUPPORT TO THE PRSC PROCESS

Donor Co-financing amounts Main areas of involvement in the
PRSC 1 PRSC 2 PRSC 3 PRSC 4 policy dialogue for PRSC 4

Asian $6,400,000 $15,000,000 Trade integration, Infrastructure, Education, Health,

Development (to be Land, Water, Environment, Gender, Planning processes,

Bank (ADB) confirmed) Public financial management, Financial accountability,
Public administration reform, Legal development, Anti-
corruption

Agencia espafiola 2,000,000 Land, Water, Environment, Social Protection, Planning

de cooperacion (to be processes

internacional confirmed)

(AECI)

Agence frangaise 10,000,000 SOE reform, Financial sector reform, Infrastructure,

de dével oppement (to be Water

AusAID Trade integration, Private sector development, Water

Canadian CDN7,000,000 | CDN®6,000,000 | Tradeintegration, Financial sector, Private sector

I nternational (to be development, Education, Health, Environment, Gender,

Development confirmed) Public financial management, Anti- corruption, Legal

Agency (CIDA) reform

Danish DKr78,400,000 | DKr19,500,000 | DKr75,000,000 | DKr65,000,000 | Trade integration, SOE reform, Private sector

I nternational (to be development, Land, Water, Environment, Planning

Development confirmed) processes, Public financial management, Financial

Agency accountability, Public administration reform/ Legal

(DANIDA) development, Anti- corruption, Legal reform, Social
protection

Department for £14,000,000 £10,000,000 £20,000,000 £20,000,000 Trade integration, SOE reform, Private sector

I nternational (to be development, I nfrastructure, Education, Environment,

Development confirmed) Gender, Planning processes, Public financial

(DFID, United management, Financial accountability, Anti- corruption,

Kingdom) Social protection

(Continued)




TABLE 6: DONOR SUPPORT TO THE PRSC PROCESS (CONTINUED)

Donor Co-financing amounts Main areas of involvement in the policy dialogue for
PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 4
European 15,000,000 8,000,000 Trade integration, SOE reform, Financial sector reform,
Commission (EC) (to be Private sector development, Planning processes, Public
confirmed) financial management, Financial accountability
Finland Public administration reform, Legal development
Germany Water, Environment
Ireland Tobe
determined
Japan Bank for ¥2,000,000,000 Tobe Trade integration, SOE reform, Financial sector reform,
I nternational determined Private sector development, Infrastructure, Land,
Cooperation (JBIC) Environment, Planning processes, Public administration
reform/, Legal development, Anti-corruption, Social
protection
Netherlands 15,201,637 8,000,000 12,000,000 8,000,000 Trade integration, Financial sector reform, Health, Water,
Ministry of (to be Environment, Gender, Public financial management,
Development confirmed) Financial accountability, Public administration reform,
Cooperation Legal development, Anti- corruption
(NMDC)
Norway Education, Public financial management, Public
administration reform, Legal development
Swedish $1,868,285.84 Tobe Health, Environment, Public administration reform, Legal
International determined development, Anti-corruption, Legal reform
Development
Cooperation
Agency (SIDA)
Swiss Environment, Public administration reform, Lega
Development development
Cooperation (SDC)
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ANNEX 1
IMF STAFF ASSESSMENT OF RECENT DEVELOPMENTSAND NEAR-TERM OUTLOOK

1 With the draft Socio-Economic Development Plan (SEDP) for 2006-2010 now under
discussion within government, thisis a very propitious time for us to review the implementation
of Vietnam’'s Comprehensive Poverty Reduction and Growth Strategy (CPRGS), and assess the
outlook and challenges for the period ahead.

Developments and Policy Performancein 2004

2. As is wdl-documented in the government’s CPRGS Progress Report, overall
economic performance was favorable in 2004, despite the adverse effects of droughts and
the outbreak of avian flu. Rea GDP growth picked up to 7.7 percent, and great strides
continued to be made toward the achievement of the CPRGS's socio-economic objectives, with
the incidence of poverty declining to 26.2 percent, down from 32 percent in 2001. Export growth
was buoyant, underpinned by strong demand in major export markets, improving terms of trade,
and Vietnamese businesses increasing penetration of new markets. With receipts from tourism
and emigrants remittances also recording large increases, the externa current account deficit
remained manageable. Official reserves continued to increase, albeit a a dower pace than in
2003, reaching a level of US$6.3 billion (about 82 weeks of imports). Inflation, however, rose
from 3 percent in 2003 to 9.7 percent in 2004, as the above-mentioned domestic supply shocks
led to sharp increases in food prices.

3. Fiscal policy was managed prudently during 2004. While revenues were significantly
higher than budgeted, owing mainly to windfal receipts from oil exports, the authorities
contained the growth in expenditure. The state budget deficit (excluding amortization payments
and carry-overs of funds from previous years) narrowed from 2 percent of GDP in 2003 to about
1% percent of GDP in 2004. As the government also took steps to tighten the screening and
eligibility criteria for projects to be financed under the Development Assistance Fund (DAF), the
overall government deficit, including on-lending, declined from about 5 percent of GDP in 2003
to less than 3% percent of GDP in 2004.

4, However, the surge in credit growth, which was already a cause for concern at the
time of the 2004 Article IV consultation, continued to gather pace through the end of 2004.
Credit expansion was spurred in large part by the launching of a number of new large investment
projects by state-owned enterprises (SOES), which are being financed mainly by state-owned
commercia banks (SOCBs). Beginning in July 2004, rising inflation, together with concerns
about loan quality, led the authorities to take some measures to tighten monetary conditions.
However, the levels of deposit and loan interest rates and the flow of new bank lending did not
respond significantly to these measures. In addition, the expected cost of foreign-currency
borrowing was reduced in August when the SBV announced that the dong would depreciate by
no more than 1 percent vis-a-vis the U.S. dollar in 2004. As a result, commercial banks' foreign-
currency lending rose by 58 percent over the full year, and total bank credit by 42 percent.

5. Progress on structural reform was uneven in 2004. While continuing progress was
made in the area of trade liberalization, and steps were taken to rationalize the legal framework
for foreign investment to pave the way towards Vietham's accession to the WTO, the
restructuring and reform of the SOCB and SOE sectors remained slow. The growing stock of
contingent government liabilities in these sectors thus continues to be an important source of
vulnerability and risk to medium-term debt sustainability.

46



Outlook for 2005 and Challenges Ahead

6. Although the external environment is projected to worsen somewhat in 2005, the
outlook for Vietham remains broadly positive. Despite a weakening of externa demand, and
intensified competition from WTO members whose textile quotas were recently eliminated, GDP
growth would remain a around 7%z percent in 2005 on current trends. The externa current
account deficit should continue to be financed primarily with ODA and FDI inflows, thus keeping
the overall balance of payments in surplus and the external debt burden manageable. However,
the relatively low import cover of reserves would leave the economy exposed to external shocks.
Inflation also remains a cause for concern. While the year-on-year rate of inflation leveled off at
82 percent as of April, this has partly reflected delays in the pass-through of recent increases in
the world prices of oil and other imported inputs. Thus, vigilance continues to be needed to
contain potential inflationary pressures.

7. The main risksto this relatively positive outlook stem from possible effortsto speed
up the pace of economic growth in the remainder of 2005 with expansionary policies, which
could well be counterproductive. Given that GDP growth has so far fallen somewhat short of
the 2001-2005 SEDP targets, it would have to rise to 8% percent in 2005 to meet the SEDP's
average annual target. But expansionary macroeconomic policies at the current juncture could
fuel higher inflation, further increase external vulnerability, and probably necessitate adjustment
measures that would hamper investment and growth down the road. Moreover, asisrecognized in
the CPRGS Progress Report, continuing high inflation would have its worst impact on the real
incomes of the poorest households.

8. To lessen theserisks, a balanced mix of prudent fiscal, monetary, and exchangerate
policies will need to be adopted. On the fisca front, on-lending should continue to be tightly
managed, with a view to restraining the overall budget deficit to no more than 3 percent of GDP
in 2005. A more concerted effort will also be needed to tighten monetary and credit conditions.
While officia statements indicate that credit growth is targeted to decelerate to 25-30 percent in
2005, and steps have been taken in recent months to increase SBV’ s policy rates, thereis no clear
evidence of the desired dowdown. Indeed, SOCBSs seem set to finance agrowing list of large new
SOE projects during the second half of 2005. Moreover, the effective cost of foreign-currency
borrowing is still low, as the dong has remained virtualy stable vis-a-vis the U.S. dollar, and the
SBV announced again in January that it would depreciate by no more than 1 percent in 2005. To
enhance the effectiveness of monetary policy, facilitate adjustment to shocks, and protect the
SBV’sreserves, a more flexible exchange rate policy should be adopted, with intervention limited
to smoothing excessive fluctuations.

9. Looking forward to the pursuit of the CPRGS's medium-term objectives, faster
banking sector reforms will be essential to protect debt sustainability, improve credit
allocation, and promote higher-quality investment and growth. The recently-approved new
loan classification and prudentia regulations for commercial banks are a welcome step in this
direction, and should be implemented without delay. However, to enable the SBV to enforce
these regulations in a credible manner, early action will aso need to be taken to strengthen the
SBV's independence and clearly establish its supervisory authority over al the banking
ingtitutions that operate in Vietnam. In the area of SOCB reform, the authorities’ equitization
plans need to be pursued without further delay. At the same time, government interference in the
lending decisions of SOCBs will need to be curtailed, and corporate governance significantly
strengthened. We look forward to a fuller discussion of the government’s financial sector reform
roadmap during the remainder of these meetings, and hope that the most critical policy measures
will be incorporated in the 2006-2010 SEDP.
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10. Reform of the SOE sector should be another top priority. The restructuring of key
SOEs will be necessary to alleviate their capacity and financial constraints, enhance their
operating efficiency, and enable them to take advantage of opportunities for partnerships with the
private sector for infrastructure development. As in the case of the SOCBs, exigting plans to
equitize and restructure SOEs will need to be accompanied by curbs on government interference
in their management and incentives for them to operate on acommercial basis.

11. The establishment of a fair and transparent policy and regulatory framework will
be key to improving the investment climate and fostering development of a vibrant and
competitive private sector. Early liberalization of administered prices will be essentia to
improve the transmission of market signals and remove bottlenecks in the supply of key industria
inputs, which could otherwise hamper growth. A rationalization of prices, together with SOCB
and SOE reforms, would also limit the scope for rent-seeking activities, and would thus
complement the administrative measures to prevent corruption that are detailed in the CPRGS
Progress Report. The authorities are also encouraged to pass as soon as possible the ambitious
agenda of new laws that will need to be in place to increase the transparency of Vietnam’s legal
framework and bring it closer into line with those of WTO members. While recent steps to
increase financial disclosure by SOEs are welcome, stronger efforts to upgrade the quality,
timeliness, and dissemination of key economic and financia statistics will also be necessary to
improve the government’ s own analysis of recent developments as well as the quality of its policy
dialogue with development partners.

Concluding Remarks

12. Vietnam has made solid progress toward meeting the objectives of the CPRGS, and,
with the right palicies, it has good prospects for further gains in the period ahead. The
policy priorities are to take timely measures to protect macroeconomic stability and step up
needed structural reforms. The development of the SEDP for 2006-2010 provides a unique
opportunity for the government to make a decisive shift towards a more market-oriented policy
framework, consistent with its aspirations to reap the full benefits of international economic
integration. The authorities are urged to resist political pressures to boost short-term growth
through the use of overly expansionary macroeconomic policies. In addition, to help place the
economy on a path of higher-quality, sustainable growth and poverty reduction over the medium
term, the reforms to strengthen the banking system, restructure SOES, liberalize domestic prices,
and secure WTO accession should be pursued with determination.

13. It has now been a little more than one year since the expiration of the PRGF
arrangement in April 2004, and the Fund's post-program engagement with Vietnam has
remained close and constructive throughout this period. Over the last year, we have continued
to exchange policy views, and offer our policy advice, in the context of bi-annual surveillance
missions, participated in CG meetings, and provided periodic assessment letters for the program
operations of other IFIs. We have aso continued to make available to Vietnamese officias the
Fund’s full range of training and technical assistance, including in the areas of tax administration,
monetary operations, bank supervision, the exchange system, and economic and financia
statistics. We have valued this relationship, and remain committed to maintaining it in the period
ahead.
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ANNEX 2

ACTIONSUNDER PRSC 4 ASPER THE DEVELOPMENT CREDIT AGREEMENT

Pillar |: Transition to a Market Economy

Sector

Prior Actions

Trade integration

The Borrower has made strong progress in multilateral and bilateral
negotiations towards its WTO accession by reaching the stage for afull
draft Working Party Report and completing bilateral negotiations with
Six partners.

State-owned
enterprise reform

The Borrower, through Prime Minister’s Decision 155/2004/QD-Ttg of
August 24, 2004, has narrowed the list of sectorsin which exclusive
state ownership is to be maintai ned.

The Borrower, through Decree 187/2004/ND-CP of November 16, 2004,
has strengthened the mechanisms for equitization of SOEs, including by
auctioning shares and requiring that valuations be carried out by outside
agencies.

Financial sector
reform

SBV has confirmed the principle of separation of its SOCBs
management functions from its supervisory functions.

SBV has issued regulations applicable to all SOCBs requiring them to
classify loans on the basis of international accounting standards.

Infrastructure

The Electricity Law has been enacted which (a) allows the equitization
of EVN subsidiaries, and (b) establishes an electricity regulatory agency.

Pill

ar |l: Social Inclusion and Environmental Sustainability

Sector

Prior Actions

Education

The Borrower, through the Ministry of Education and Training, has
completed the eval uation of seven percent (7%) of all teachers based on
the new Primary Teacher Profile for career development.

Land and forests

The Law on Forest Protection and Development has been enacted.

Environment

The draft Amended Law on Environmental Protection has been
submitted to the National Assembly for approval, and the draft
implementing decree has been submitted to Government.

Pillar 111: Modern Governance

Sector

Prior Actions

Planning processes

The Borrower isintegrating the CPRGS approach into the preparation of
the Socio-Economic Development Plan 2006-2010, namely the
principles of strategic planning, consultation, outcome orientation and
monitoring.

(Continued)
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ACTIONSUNDER PRSC 4 ASPER THE DEVELOPMENT CREDIT AGREEMENT (CONTINUED)

Pillar 111: Modern Gover nance

Sector Prior Actions

Public financial The Borrower, through the Ministry of Finance, has issued regulations to

management improve financial disclosure of all state budget entities, including SOEs,
requiring among other information, disclosure of their annual budget
alocations, budget plans and final accounts.
The Borrower has launched an assessment of the fiscal risks associated
with SOEs, SOCBs and DAF.

Financia The Law on State Audit has been enacted stipulating that the State Audit

accountability of Vietham is an independent specialized agency established by the

National Assembly.

Anti-corruption

The Borrower has established a framework to increase the effectiveness
of anti-corruption actions by formulating a program of organizational
and operational reforms, institutional capacity building and human
resources development for the State Inspectorate, designed to increase its
effectiveness and efficiency in preventing and combating corruption.

Information
availability

The Borrower has strengthened the criteria for measuring poverty and
targeting the poor by bringing them more into line with international
standards.

Note: The contents of this Policy Matrix match the actions highlighted in bold characters in the
PRSC 4 column of Table 4. The wording has been dlightly adjusted so as to match
exactly the terms of the DCA.
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ANNEX 3
TRIGGERSFOR PRSC 5

Pillar |: Transition to a Market Economy

Sector

Trigger

Trade integration

Issue new Intellectual Property Law in accordance with WTO
reguirements.

State-owned Classify SOEs by performance in accordance with Decision 271 and
enterprise reform publish the results.
Financial sector Issue a comprehensive roadmap for the reform of the banking sector.
reform
Private sector Issue a Unified Enterprise Law leading to equal treatment for firms
development regardless of ownership.
Infrastructure Formulate appropriate regulatory framework for provincial infrastructure
funds.
Pillar 11: Socia Inclusion and Environmental Sustainability
Sector Triggers
Education Issue regulations for inclusive education for children with disabilities.
Health Strengthen regulations for the management of provincial HCFPs.
Land Set up provincia land registration offices in compliance with the 2003
Land Law.
Water Assign ingtitutional responsibilities to implement National Rural Water

Environmental
sustainability

and Sanitation strategy.

Devel op economic, administrative and information tools for
environmental protection.

Pillar 111: Modern Governance

Sector

Triggers

Planning processes

Public financid
management

Public administration

Anti-corruption

Issue SEDP based on broad consultation, with a poverty focus and
appropriate monitoring tools.

Require al ministries and provinces to prepare forward-looking budgets
in support of SEDP.

Monitor service delivery, introduce user feedback and cap salariesin
units under Decree 10.

Issue action plans for simplification and greater transparency of
administrative procedures.

Issue Anti-Corruption Law including denunciations and monitoring of
assets.
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM

ANNEX 4

Pillar |: Transition to a Market Economy

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Trade Adopt AFTA roadmap Transfer the last Conduct detailed Make strong progress Issue new Intellectual
integration to gradually reduce tranche of itemsto preparatory work for in the multilateral and Property Law in
tariffs on ASEAN Inclusion List (IL), WTO accession, bilateral negotiations accordance with WTO
imports. and lower IL tariffs. including tariff towardsWTO reguirements.
scenarios. accession.

Liberalize trading
rights for all domestic
enterprises and expand
to foreign ones.

Eliminate quantitative
restrictions for liquid

Eliminate QRs for
cement, clinker, steel,
glass, paper, vegetable
oil and tiles.

Issue regulations for
M ost-Favored Nation

Eliminate QRs on the
imports of petroleum
products.

Adopt the Early
Harvest Program

I ssue regulations on
import licensing in
accordance with WTO
requirements.

Eliminate 80 percent

Eliminate quantitative
restrictions on imports
in accordance with
WTO requirements.

Adopt an action plan
for SPS, food safety

soda and plastic Treatment (MFNT) reducing tariffs for export requirements and agricultural
packaging and National agricultural products on foreign direct health.
Treatment (NT). Direct the use of investments.
transaction value as Establish a national
the basis for customs SPS notification body
valuation and Enquiry Point
Harmonized with clear terms of
Classification and reference.
Coding System applies Issue Customs Law
to al trading partners. for electronic
environment, self-
assessment, risk
management and post
audits.
(Continued)
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OVERVIEW OF PoLICY ACTIONS UNDER THE PRSC PROGRAM (CONTINUED)

Pillar I: Transition to a Market Economy

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5

SOE reform Equitize 400 SOEs, Approve and publish Substantially accelerate I ssue a much Classify SOEs by
with final state share 104 detailed SOE the SOE ownership narrower list of performancein
of capital of 35 transformation plans transformation process. sectors where 100 accordance with
percent or lessin 200. for 2003-2005. Broaden the percent state Decision 271 and
Adopt comprehensive Establish a central equitization process to ownership isto be publish the results.
restructuring plans for Debts and Assets large SOEs and GCs. retained. Implement plans for
three General Trading Company and lesum G ieEres e e Strengthen the the restructuring of
Corporations. develop apilot. operat?on of the Debts mechanisms for the selected large SOEs.

Design and activate

Instruct all SOEsto

and Assets Trading

equitization of SOEs,

Conduct IAS audits

fund to finance the report timely financial Company. Lrelialing ias on 10 large SOEs.
social safety net for information to auctioning of shares. Eablish a.State
redundant SOE authorized agencies. Adjust SOE _ Capital Investment
workers. restructuring plansin Corporation with
Streamline the I!ne with the narrower appropriate
equitization process list for 100 percent operational
and improve its state ownership framework.
transparency Equitize a number of

large SOEs with

substantive

participation of

outside investors.

Introduce holding

company model

allowing GCsto

exercise control over

their affiliated SOEs.

(Continued)
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar |: Transition to a Market Economy

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Financial Establish DAF and Instruct four biggest Issue plan to Announce the | ssue a comprehensive
sector reform VBSP to phase out SOCBsto develop strengthen SBV separation of the roadmap for the

policy lending from detailed plansto supervision capacity SOCB management reform of the banking
banking system. resolve unsecured and level playing field and supervision sector.

Complete IAS audits NPLs. for banks. functions of SBV. Complete the Basdl
for 2000 of the four Complete key Adopt a new chart of I ssue regulations on Core Principles self-
largest SOCBs. periodical milestones accounts for banks to loan classification assessment to identify

Close 12 JSBs, merge
2 and ensure the
regulatory compliance
of al others.

Adopt restructuring
plans for four SOCBs
and achieve first year
milestones.

Issue regulation to
bring loan
classificationinline
with international
practice.

Initiate
implementation of
revised NPL
classification and
provisioning.

of restructuring plans
of four biggest SOCBs

Plan to resolve
unsecured loans of 20
heavily indebted SOEs
by each large SOCB.

improve transparency

Instruct SOCBs to put
into effect credit
manuals for better risk
management

Impose a 60-day limit
for SOCBs to submit
their IAS audits to the
SBV

Adopt decision to
equitize two SOCBS,
with a strategic
investor for one of
them.

Issue regulations for
DAF operations
restricting policy
lending.

Further develop
securities market
through easier listing
and investment funds.

based on IAS,
applying to all SOCBs

Produce an estimate of
the current stock of
NPLsin SOCBs,
based on IAS.

Adopt credit manuals,
internal audit
committees and loan
computerization in all
SOCBs.

Submit a decree
establishing an anti-
money laundering
regime.

Enact aregulatory
framework for the
operation and
supervision of
microfinance
institutions.

weaknesses in banking
supervision.

Complete the
preparations for the
equitization of
Mekong Housing
Bank, with a strategic
investor.

Issue plan for the
equitization of
Vietcombank,
allowing the
participation of a
strategic investor.

Make progress on
provisioning for NPLs
based on their IAS
classification.

Submit a Securities
Law to support the
development of capital
markets.

(Continued)




OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar |: Transition to a Market Economy

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Financial Improve disclosure
sector reform requirements for
(continued) unlisted securities and

companies listed in the
stock market.
Private sector Approve the Adopt plan to Unify the corporate | ssue a new Issue a Unified
development Enterprise Law and implement Party income tax rate to 28 Competition Law Enterprise Law
remove 195 business resolution on private percent irrespective of limiting the dominant leading to equal
licensesto facilitate sector devel opment ownership. market position of treatment for firms
S | ssue regulations to Strengthen SOEs. regardiess of
Permit automatic further implement the administration of ownership.
registration of export- Enterprise Law. intellectual property Issue an Investment
oriented investments rights through NOIP. Law applicable
Improve the legal equally to domestic
framework for the and foreign investors.
operation of business Establish an
associations independent
competition authority
to address restrictive
commercial practices.
Infrastructure Expand the CPRGS to Issue Electricity Law Formulate appropriate

address large-scale
infrastructure issues.

allowing the
equitization of EVN
subsidiaries and
creating aregulator.
Create aregulatory
framework for
network interconnect-
ion in telecoms.

regulatory framework
for provincial
infrastructure funds.
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar |: Transition to a Market Economy

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Infrastructure Open Internet and Reduce traffic Establish aregulator
(continued) mobile telephone accidents by 15 for electricity,

servicesto percent through an responsible for

competition. integrated set of guidance on prices,

Reduce international preventive measures. licenses and market

telephone and leased organization.

line prices to regional Pilot aMedium-Term

levels Expenditure
Framework in the
transport sector.

Pillar I11: Social Inclusion and Environmental Sustainability

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5

Education Adopt the Education Raise the expenditure Evauate 7 percent of I ssue regulations for

For All framework to
attain targets by 2015.

share of education and
training to 17.1
percent of the budget

Adopt minimum
quality standards for
primary schools
nationwide.

all teachers based on
new Primary Teacher
Profile for career
development.

Audit al primary
schools nationwide
against Fundamental
School Quality Levels
(FSQLSs).

Open the tertiary
education level to
private sector
participation.

inclusive education for
children with
disabilities.

Pilot the MTEF to
prepare the education
sector budget.

Make strong progress
upgrading schoolsin
poor areasto FSQLSs.

Introduce rolling
medium-term
provincial plans for
education nationwide.
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar 11: Social Inclusion and Environmental Sustainability

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Health Issue Decision Establish HCFPsin all Issue an action plan Strengthen regulations
creating province- provinces and pay for tuberculosis for the management of
level Health Care central government prevention, provincial HCFPs.
Funds for the Poor. contribution accounting for its Pilot aMTEF
Action program for interaction with addressing the under-
the HIV-AIDS HIV/AIDS. funding of key
strategy based on a Strengthen the programs.
public health approach regulation and pricing
of pharmaceuticals.
Social I ssue a Social Insurance
protection Law making the system
financially viable and
extending its coverage.
Revise the design,
components and
procedures of National
Targeted Program on
Poverty Reduction
Land and Issue LUCsfor 35 Support access to land Issue a new law on Set up provincial land
forests percent of urban land for all sectorsand Forest Protection and registration officesin

users and 60 percent
of forest land users.

community land-use
practices.

Development.

Improve the
implementation of the
Land Law, focusing
on land registration
and land valuation.

compliance with the
2003 Land Law.

Pilot aMTEF for
agriculture and rural
development.
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar I1: Social Inclusion and Environmental Sustainability

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Land and | ssue SFE decree, | ssue the National
forests including the transfer Forest Strategy for
(continued) of land to households, 2006-2020.

communities and the
private sector
Water I rrigation management Assign institutional

transferred to
cooperatives or
associations of water
users.

responsibilities to
implement National
Rural Water and
Sanitation strategy.

Issue the National
Water Resources
Strategy.

Submit the Natural
Disaster Mitigation
Strategy.

I ssue decree on
integrated river basin
management, laying
out policy and
institutional
arrangements.

Strengthen price
management
mechanism for the
financial sustainability
of water supply
companies.
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar I1: Social Inclusion and Environmental Sustainability

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Environment Approve the National Issue the decree on Submit the amended Develop economic,
Strategy for wetlands conservation Law on Environmental administrative and
Environmental and sustainable Protection, jointly information tools for
Protection development. with implementation environmental
. decree. protection.
Decentralize
responsibility for EIA Issue directive to Pilot strategic
of investment projects strengthen the environmental
to local levels. management of solid assessments for

Establish the “polluter
pays’ principle
irrespective of
enterprise ownership.

Issue regulation to
upgrade, move or
close the worst
pollution offenders.

waste in urban and
industrial zones.

selected sectors.

I ssue implementing
guidelines for Clean
Development
Mechanism under
Kyoto protocol.

Gender

Complete the planning
manual for ministries
and provinces
including
mainstreaming of
gender.
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar 111: Modern Gover nance

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Planning Set up asteering Issue guidelinesto roll Integrate the CPRGS | ssue SEDP based on
processes committee for CPRGS out the CPRGS approach in the broad consultation,

and the PRSC/ PRGF approach to provincial preparation of the next with a poverty focus
processes. planning. SEDP. and appropriate
Scale up the CPRGS monitoring tools.
roll out processto a Initiate assessment of
more determined social and economic
effort to improve impacts of WTO
provincia planning. accession, identifying
Enhance the counter-measures.
decentralization of Improve the
public investment evaluation of the
decisions to lower socio-economic
government levels. returns of public
investment projects.
Public Public Expenditure Adopt a Budget Law Unify the accounting Issue regulationsto Require all ministries
financial Review with timetable with progress on systems of the State improve financia and provinces to
management to implement its decentralization and Budget and the State disclosure for all state prepare forward-
recommendations. transparency. Treasury. budget entities, looking budgetsin
including SOEs. support of SEDP.

State Treasury to
manage information
system for government
expenditures

Publish sectoral
breakdowns of at |east
75 percent of
government spending.

Design an overall
Treasury and Budget
Management
Integrated System.

Pilot an MTEF in the
education sector.

Launch an assessment
of the fiscal risks
associated with SOEs,
SOCBs and DAF.

Approve apublic
expenditure review
leading to better
integration of capital
and recurrent budgets.

Monitor service
delivery, introduce
user feedback and cap
salariesin units under
Decree 10.

Reformulate norms for
budget allocation to
provinces taking into
account poverty rates.
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar 111: Modern Governance

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Public Facilitate community Start adopting
financial participation and International Public
management supervision in local Sector Accounting
(continued) investment projects. Standards for cash
basis.
Unify the management
of foreign debt and
reckon all government
guarantees on it.
Review and streamline
checks and approval
procedures for
government
expenditures.
Financial Enact arevised Transform SAV into Issue al relevant
accountability Accounting Law in an independent accounting and
accordance with specialized agency auditing standards
international practice. established by the consistent with
Subject SOEs to National Assembly. international practice.
auditing by
independent auditors
instead of State Audit
of Vietnam.
Lega Legal documentsto be Establish the Regquire stakeholders
development published in Official prevalence of treaties, consultation and
Gazette for their including WTO condition the
effectiveness. agreements, over effectiveness of legal

national legidation.

documents on
publication.
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OVERVIEW OF PoLICcY ACTIONSUNDER THE PRSC PROGRAM (CONTINUED)

Pillar 111: Modern Governance

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Legal Transfer the Approve a strategy on
development management of local the improvement and
courts from MOJ to development of the
the Supreme Peopl€’s legal system.
Court.
Public The OSS model Better aign civil I ssue action plans for
administration promulgated as a service pay to the simplification and
reform national policy market alternatives of greater transparency of
The report card government administrative
approach to service employees. procedures.
delivery piloted in four
urban sites.
Anti- Stronger public Establish a framework I ssue Anti-Corruption
corruption procurement through to increase the Law including
open bidding and effectiveness of anti- denunciations and

Procurement Bulletin.

Ban inspections of
businesses by non-
authorized government

corruption actions.

Make public the
results of a pilot
diagnosis of

monitoring of assets.

Complete and make
public a diagnosis of
corruption and its

agencies. corruption and its modalities.
modalitiesin seven Issue Procurement
cities. Ordinance focused on
Publish public tenders, publicity and
list of bidders, and addressing bidders
awards for large complaints.
projectsin the
procurement bulletin

(Continued)
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OVERVIEW OF PoLICY ACTIONS UNDER THE PRSC PROGRAM (CONTINUED)

Pillar 111: Modern Governance

Sector PRSC 1 PRSC 2 PRSC 3 PRSC 4 PRSC 5
Information I ssue Statistical Law, Strengthen the criteria
availability with emphasis on data used to measure
quality and poverty and to target
accessibility. the poor.

63




ANNEX 5.VIETNAM AT A GLANCE

5/23/05
East
POVERTY and SOCIAL Asia & Low-
Vietnam Pacific income Development diamond*

2003

Population, mid-yea(millions) 81.3 1,838 2,495 Life expectancy

GNI per capita(Atlas method, US$) 480 960 430

GNI (Atlas method, US$ billions) 38.8 1,768 1,070

Average annual growth, 1997-03

Population(%) 1.2 1.0 1.9 &Nl G

Labor force(%) 1.6 1.2 2.3 ross
. . per primary

Most recent estimate (latest year available, 1997-03) capita enrollment

Poverty(% of population below national poverty line) 29 . .

Urban population% of total population) 26 38 31

Life expectancy at birtltyears) 70 69 59

Infant mortality(per 1,000 live births) 20 32 79

Child malnutrition(% of children under 5) 30 15 42 Access to improved water source

Access to an improved water sourcg% of population) 77 76 76

llliteracy (% of population age 15+) 4.6 13 37 )

Gross primary enrollment(% of school-age population) 115 111 94 Vietnam
Male 117 112 100 —— Low-income group
Female 113 111 88

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1983 1993 2002 2003
Economic ratios*
GDP (US$ billions) . 13.2 35.1 39.2
Gross domestic investment/GDP . 24.3 33.2 35.1 Trad
Exports of goods and services/GDP . 28.7 55.0 59.7 rade
Gross domestic savings/GDP . 155 28.7 27.1
Gross national savings/GDP . 12.2 33.5 32.6
Current account balance/GDP . -7.0 -1.1 -4.7 Domestic
Interest payments/GDP . 0.4 0.8 0.7 savings ~—Investment
Total debt/GDP . 183.4 38.0 40.4 9
Total debt service/exports . 11.0 6.0 3.4
Present value of debt/GDP . .
Present value of debt/exports
Indebtedness

1983-93 1993-03 2002 2003 2003-07
(average annual growth) Vietnam
GDP ] 5.6 7.2 7.0 7.2 7.5 Low-income group
GDP per capita 3.2 5.7 5.8 6.1 6.4
Exports of goods and services . 18.6 11.0 20.8 15.4
STRUCTURE of the ECONOMY

1983 1993 2002 2003 Growth of investment and GDP (%)

(% of GDP)

Agriculture . 29.9 23.0 21.8 jg
Industry . 28.9 38.5 40.0
Manufacturing . 15.2 20.6 208 |°
Services . 41.2 38.5 38.2 5
98 99 00 01 02 03

Private consumption . 77.2 65.1 66.0
General government consymptlon . 7.3 6.2 6.9 GDI —C— GDP
Imports of goods and services . 37.5 59.6 67.6

1983-93 1993-03 2002 2003

Growth of exports and imports (%)
(average annual growth)

Agriculture 3.3 42 41 32 |©

Industry 5.8 10.8 9.4 11.2 30

Manufacturing 2.7 11.4 11.6 13.0 20

Services 8.1 6.2 6.5 5.8 10
Private consumption . 5.1 7.6 7.4 0+ Y I Y ' |
98 99 00 01 02 03

General government consumption . 3.6 5.4 6.2
Gross domestic investment . 11.7 10.6 16.2 Exports === |mports
Imports of goods and services . 20.6 22.2 27.8

Note: 2003 data are preliminary estimates. Group data are for 2002.

* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.



Vietnam

PRICES and GOVERNMENT FINANCE

) _ 1983 1993 2002 2003 Inflation (%)
Domestic prices
(% change) v
Consumer prices . 8.4 4.0 3.0 6
Implicit GDP deflator . 17.4 4.0 5.4 ‘2‘
Government finance _g
(% of GDP, includes current grants) 4
Current revenue . 21.7 22.0 229 98 99 00 01 02 03
Current budget balgnce . 2.2 6.2 59 GDP deflator  ==O==CP|
Overall surplus/deficit . . -1.4 -2.0
TRADE
1983 1993 2002 2003 - -
(US$ millions) Export and import levels (US$ mill.)
Total exports (fob) . 2,850 16,706 20,176 30,000
Rice . 363 726 721 25,000
Fuel . 844 3,270 3,821 20,000
Manufactures . . 8,415 11,200 '
Total imports (cif) . 4199 19,733 25,227 15,000
Food . 84 . . 10,000
Fuel and energy . 650 2,017 2,433 5,000
Capital goods . 1,441 5,880 7,500 0
. . 97 98 99 00 01 02 03
Export price index (1995=100) . . . .
Import price index (1995=100) . . . . B Exports Imports
Terms of trade (1995=100)
BALANCE of PAYMENTS
(US$ millions) 1983 1993 2002 2003 Current account balance to GDP (%)
Exports of goods and services . 3,757 19,656 23,360 6
Imports of goods and services . 4,199 21,179 26,490 4
Resource balance -682 -442 -1,523 -3,130 P ’_‘ ’_‘
Net income -73 -556 -741 -880 o * * * * * * !
Net current transfers 25 70 1,880 2,177 -2
Current account balance -730 -928 -384 -1,833 -
-6
Financing items (net) 556 524 684 3,733 5
Changes in net reserves 174 404 -300 -1,900 97 98 29 00 o1 02 03
Memo:
Reserves including gold (US$ millions) . . 3,700 5,600
Conversion rate (DEC, local/US$) 1.0 10,641.0 15,279.5 15,463.0
EXTERNAL DEBT and RESOURCE FLOWS
1983 1993 2002 2003
(US$ millions) Composition of 2003 debt (US$ mill.)
Total debt outstanding and disbursed 53 24,168 13,324 15,817
IBRD 0 0 0 0 G- 1.289
IDA 44 57 1,715 2,472 o B: 2,472
Total debt service 1 417 1,196 805 c: 339
IBRD 0 0 0 0
IDA 0 1 13 17
Composition of net resource flows D: 1,454
Official grants . . . .
Official creditors 10 -140 669 1,373
Private creditors 0 -37 -645 -258
Foreign direct investment 44 145 242 318
Portfolio equity . . . . E: 8,819
World Bank program
Commitments 0 0 0 0 A -IBRD E - Bilateral
Disbursements 9 0 261 567 B - IDA D - Other multilateral ~ F - Private
Principal repayments 0 1 2 2 C-IMF G - Short-term
Net flows 9 -1 259 565
Interest payments 0 0 11 15
Net transfers 9 -1 248 550
Development Economics 5/23/05
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ANNEX 6
VIETNAM: KEY ECONOMIC INDICATORS, 2000-2007

Est. Projected
2000 2001 2002 2003 2004 2005 2006 2007

Growth Rates
GDP 55 6.9 7.0 7.2 7.7 75 75 7.5
GDP per capita 5.8 55 5.6 5.8 6.3 6.1 6.1 6.1
Consumer priceindex (Dec. to Dec.) -0.5 0.8 4.0 30 9.5 6.5 55 5.0
Public Debt Service
Debt service/Exports 7.6 6.8 6.0 34 2.6 24 21 20
Debt service/ GDP 42 38 34 21 17 17 17 17
Share of GDP
Investment 29.6 31.2 321 339 339 34.0 34.2 344
National savings 31.7 333 311 29.4 29.8 30.0 304 30.9
Domestic savings 28.8 314 27.9 26.2 26.9 27.2 27.6 28.1
Public investment 7.4 8.4 8.1 6.2 6.2 6.2 6.2 6.2
Private investment 222 229 24.1 27.7 27.7 27.8 27.9 28.2
Ratio of public/private investment 33.2 36.6 335 225 224 225 222 220
Government revenues 20.5 214 22.7 23.1 234 233 23.2 23.2
Government expenditures (inc. interest) 22.6 24.2 24.1 25.1 24.8 24.7 24.6 24.6
Overall deficit (excl. on-lending) 2.1 -2.8 -1.4 -2.0 -1.4 -1.4 -15 -15
Other Items
Export growth rates 25.2 4.0 11.2 20.8 28.1 18.0 19.0 19.0
Exports/GDP 46.3 46.2 47.6 51.7 57.3 62.9 69.6 77.1
Import growth rates 345 2.3 22.4 27.4 26.1 175 18.0 18.0
Imports/GDP 49.6 48.7 55.2 63.3 69.0 75.4 82.8 90.9
Current account balance
- in US$ million 641 695 -398  -1826 -1,820 -1920 -1978 -1,959
- in percent of GDP 21 21 -11 -4.7 -4.0 -4.0 -3.8 -35
Gross reserves in weeks of imports 109 10.0 8.6 10.3 9.9 9.4 9.0 9.0

Note: Figures are rounded.
Source:
Actual data: The Government and World Bank estimates; Projection: World Bank estimates.
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ANNEX 7
VIETNAM: KEY EXPOSURE INDICATORS, 2000-2007
(USS$ Billion)

Est. Projected
2000 2001 2002 2003 2004 2005 2006 2007

Public and Pub. Guaranteed 11.6 114 12.2 14.2 15.8 17.2 179 18.2
1. Official Creditors 8.7 9.2 10.5 12.7 14.5 16.0 16.9 17.3
a. Multilaterals 19 2.2 29 39 4.4 4.9 5.3 5.6
Concessional 18 22 2.8 39 4.4 4.9 5.3 5.6

IDA 11 1.3 1.7 2.5 2.7 3.0 3.3 35
Non-concessional 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.0

b. Bilaterals 6.8 7.0 7.6 8.8 10.1 111 11.6 11.7
Concessional 6.0 6.2 6.8 7.8 9.1 10.2 10.8 10.9
Non-concessional 0.8 0.8 0.8 1.0 0.9 0.9 0.8 0.8

2. Private Creditors 29 2.3 1.7 14 1.3 11 1.0 0.9
Total Long-Term DOD 11.6 114 12.2 14.2 15.8 17.2 17.9 18.2
Use of IMF Credit 0.3 0.4 0.4 0.3 0.3 0.2 0.2 0.2
Short-Term Capital 0.9 0.8 0.8 1.3 1.3 1.3 13 13
Total DOD (LT+IMF+ST) 12.8 12.6 13.3 15.8 17.4 18.7 194 19.7
Debt service/ GDP 4.2 3.8 34 2.1 1.7 1.7 17 1.7
Deht service/EXNFS 7.6 6.8 6.0 3.4 2.6 2.4 2.1 2.0

Source: World Bank estimates, based on information provided by the Government.
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VIETNAM:

BALANCE OF PAYMENTS, 2000-2007

(US$ Billion)
Est. Projected

2000 2001 2002 2003 2004 2005 2006 2007
Exports (fob) 144 15.0 16.7 20.2 259 30.5 36.3 43.2
Imports (fob) 14.1 14.4 17.6 224 28.3 333 39.3 46.3
Trade Balance 0.4 0.6 -0.9 -2.3 -25 -2.7 -3.0 -31
Non-Factor Services -0.6 -0.6 -0.7 -0.9 -0.9 -0.9 -0.9 -0.9
Services (net) -0.6 -0.7 -0.8 -0.8 -0.9 -0.9 -0.9 -0.9
Transfers (net) 15 13 19 21 2.4 26 2.7 29
- Official Transfers 0.1 0.2 0.1 0.1 0.1 0.1 0.1 0.1
- Private Transfers (net) 13 11 18 2.0 2.3 25 2.6 2.7
Current Account Balance (incl. Grants) 0.6 0.7 -0.4 -1.8 -1.8 -1.9 -2.0 -2.0
Capital Account -0.5 -04 0.8 4.1 27 2.7 25 24

Medium and Long-Term
- Disbursements 14 1.0 11 15 2.0 2.0 18 18
* IDA 0.2 0.2 0.4 0.3 0.3 0.3 0.3 0.3
* Other ODA 12 0.8 0.6 0.9 14 13 1.0 0.8
*Non-concessional LT Borrowing 0.1 0.0 0.1 0.3 0.3 04 0.6 0.7
- Amortizations/Principals 0.7 04 0.6 0.5 0.5 0.5 0.5 0.5
Short-Term -1.7 -1.5 -1.3 17 0.1 0.0 0.0 0.0
Direct Investment 11 13 20 18 16 18 18 18
FDI loan repayments 0.6 0.8 0.4 0.4 0.5 05 0.6 0.7
Errors and Omissions 0.2 -0.2 -0.9 0.0 0.0 0.0 0.0 0.0
Overall Balance 0.4 0.1 -0.5 2.3 0.9 0.8 0.5 0.4
Financing -04 -0.1 0.5 -2.3 -0.9 -0.8 -0.5 -04

Note: Figures are rounded.
Source:

Actual data: The Government and World Bank estimates, Projections. World Bank staff estimates.
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VIETNAM: FISCAL SUMMARY/, 2000-2007

Indicator Est. Projected

2000 2001 2002 2003 2004 2005 2006 2007
Total Revenues and Grants 20.5 21.4 22.7 23.1 234 23.3 23.2 23.2
Current Expenditures 159 15.9 15.7 16.8 16.5 16.7 16.7 16.7
Capital Expenditure 6.7 8.3 8.4 8.3 8.3 7.9 7.9 7.9
On-Lending 2.0 2.2 2.7 29 2.0 2.0 2.0 2.0
Fiscal Balance (exc. On-Lending) 2.1 -2.8 -1.4 -2.0 -1.4 -1.4 -1.5 -1.5
Fiscal Balance (incl. On-Lending) -4.1 -5.0 -4.1 -4.9 -3.4 -3.4 -35 -35
Source;

Actual data: Vietnamese authorities and Bank and Fund staff estimates.
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STATEMENT OF LOANSAND CREDITS

(asof April 30, 2005)

ANNEX 8

Original Amount

Difference between

in US$ Millions expected and actual
disbursements (%)
Project ID FY  Purpose IBRD IDA GEF  Cancel.  Undish. Orig. Frm. Rev@
POB2604 2005 HIV/AIDS prevention 0 35 0 0 35 0 0
PO82627 2005 Payment System & Bank Modern. 0 105 0 0 105 0 0
PO73763 2005 Water Supply Development 0 1126 0 0 1126 0 0
PO74688 2005 Rura Energy Il 0 220 0 0 220 100 0
P088362 2005 Avian Influenza Emergency Recovery 0 5 0 0 4.6 394 0
PO74414 2005 VN-GEF Forest Sector Development 0 0 9 0 9 100 100
POGEOSL 2005 Forest Sector Development 0 395 9 0 395 100 100
POB2759 2004 PRSCIII 0 100 0 0 0 0 0
PO70197 2004 Urban Upgrading 0 225 0 0 225 258 0
Possgos 2004 » ot NAM VIATERRESOURCES 0 1578 0 0 15459 0
PO50663 2004 VN-Road Network Improvement 0 22526 0 0 23018 671 0
P075399 2003  Public Financia Management Reform Proj. 0 54.33 0 0 59.25 85.4 0
PO71019 2003 \ér']\‘erg’fF Demand-Side Management & 0 0 55 0 55 749 0
Poasgos 2003 JICPRIVARY EDUCEOR 0 13876 0 0 14641 675 0
Posgo3s 2002 YN -Northern Mountains Poverty 0 110 0 0 90.4 47 0
Reduction
Posigss 2002 JNTRIVARY TEACHER 0 1984 0 0 1967 768 0
POB63%6 2002 \E/SUSI\T(ISZT N EReY 0o 25 0 0 2183 791 0
PO72601 2002 VN - Rura Finance Il Project 0 200 0 0 9898  -852 0
PO73305 2002 VN-Regional Blood Transfusion Centers 0 38.2 0 0 44.16 92.4 0
PO73778 2002 JN-CEESystem Energy Equitization- 0 0 45 0 49 863 0
PO62748 2001 ?&NF;{/E?M MUNITY BASED RURAL 0 10278 0 0 926 44 0
PO52037 2001 VN-HCMCENVMTL SANIT. 0 16634 0 0 17011 70 638
P042927 2001 VN-Mekong Transport/Flood Protection 0 110 0 0 98.56 725 0
PO59864 2000 VN-2nd Rural Transport 0 1039 0 0 2876 229 0
PO42568 2000 VN - COASTAL Wetl/Prot Dev 0 318 0 0 2705 754 0
POS56452 2000 VN-RURAL ENERGY 0 150 0 0 4125 28 96
P004833 1999  VN-Urban Transport Improvement 0 42.7 0 8.19 13.65 46 20.6
PO04828 1999 VN-HIGHER EDUC. 0 83 0 0 4894 493 483
POO4845 1999 VN - MEKONG DELTA WATER 0 1018 0 0 6756 602 0
PO51553 1999 VN-3 CITIES SANITATION 0 805 0 0 5565 594 222
PO45628 1998 VN-TRANSMISSION & DISTR 0 19 0 0 998 453 20.7
PO04839 1998 VN - FOREST PROT.& RUL DE 0 215 0 0 1387 556 209
PO04843 1998  VN-Inland Waterways 0 73 0 0 3179 367 68
PO04844 1998 VN-AGRIC. DIVERSIFICATION 0 669 0 0 2421 327 38
PO04830 1997 VN-WATER SUPPLY 0 986l 0 3128 7.69 0 0
PO04838 1996 VN-NATIONAL HEALTH SUPPORT 0 1012 0 235 199 285 0
Total: 3,542 28 42 2666  45%
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ANNEX 9

SELECTED INDICATORS* OF BANK PORTFOLIO PERFORMANCE AND MANAGEMENT

Indicator 1999 2000 2002 2003 2004 2004 2005
Portfolio Assessment
Number of Projects Under Implementation ® 20 21 27 26 27 30 31
Average Implementation Period (years) b 2.6 3.0 35 35 4.2 4.3 45
Percent of Problem Projects by Number ® © 5.0 0.0 7.4 15.4 7.0 0.0 0.0
Percent of Problem Projects by Amount® © 2.4 0.0 2.6 12.3 7.0 0.0 0.0
Percent of Projects at Risk by Number® ¢ 5.0 0.0 111 154 7.0 0.0 0.0
Percent of Projects at Risk by Amount ® d 24 0.0 34 12.3 7.0 0.0 0.0
Disbursement Ratio (%) © 17.3 12.0 145 15.1 16.7 10.0 10.7
Portfolio Management
CPPR during the year (yes/no) yes yes yes yes yes yes yes
Supervision Resources (US$ million) 1.489 1.36 2.046 2.305 3.077 NA NA
Number of Projects Under Supervision during FY 24 25 28 32 27 30 31
Average Supervision (US$/project) 62042 54400 73071 72031 113963 NA NA
Memorandum Item Since FY 80 Last FiveFYs
Proj Eval by OED by Number 8 8
Proj Eval by OED by Amt (US$ millions) 919.9 919.9
% of OED Projects Rated U or HU by Number 0.0 0.0
% of OED Projects Rated U or HU by Amt 0.0 0.0

a At the end of the fiscal year.

b. Average age of projects in the Bank®country portfolio.
c. Percent of projects rated U or HU on development objectives (DO) and/or implementation progress (IP).
d. Asdefined under the Portfolio Improvement Program.
e. Ratio of disbursements during the year to the undisbursed balance of the Bank®portfolio at the

beginning of the year: Investment projects only.

* All indicators are for projects active in the Portfolio, with the exception of Disbursement Ratio,
which includes all active projects as well as projects which exited during the fiscal year.
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ANNEX 10

Committed Disbursed
IFC IFC
FY Approval Company Loan Equity Quasi Partic. Loan Equity Quasi Partic.
2003 ACB-Vietnam 0.00 5.02 0.00 0.00 0.00 5.02 0.00 0.00
2002 AZ/AGF Vietnam 0.00 1.32 0.00 0.00 0.00 1.32 0.00 0.00
2002 CyberSoft 0.00 1.25 0.00 0.00 0.00 1.25 0.00 0.00
2002 Dragon Capital 0.00 0.00 2.00 0.00 0.00 0.00 2.00 0.00
2002 F-V Hospital 5.00 0.00 3.00 0.00 5.00 0.00 3.00 0.00
2003 Glass Egg 0.00 1.75 0.00 0.00 0.00 0.63 0.00 0.00
1998 MFL Vinh Phat 0.15 0.00 0.00 0.00 0.15 0.00 0.00 0.00
1997 Nghi Son Cement 14.87 0.00 0.00 9.15 14.87 0.00 0.00 9.15
2001 RMIT Vietham 7.25 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1996 SMH Glass Co. 5.00 0.00 0.00 0.00 5.00 0.00 0.00 0.00
2003/04 Sacombank 0.00 2.32 0.00 0.00 0.00 114 0.00 0.00
2002/03 VEIL 0.00 8.00 0.00 0.00 0.00 8.00 0.00 0.00
1996 VILC 0.00 0.75 0.00 0.00 0.00 0.75 0.00 0.00
Total portfolio: 32.27 2041 5.00 9.15 25.02 18.11 5.00 9.15
Approvals Pending Commitment

FY Approval  Company Loan Equity Quasi Partic.

2002 F-V Hospital 0.00 0.00 0.00 0.00

2000 Interflour 0.01 0.00 0.00 0.01

1999 MFL Chau Giang 0.00 0.00 0.00 0.00

1999 MFL Minh Minh 0.00 0.00 0.00 0.00

2000 MFL Mondial 0.00 0.00 0.00 0.00

2000 MFL-AA 0.00 0.00 0.00 0.00

Total pending commitment: 0.01 0.00 0.00 0.01
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