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Borrower

Classification

Environmental
Assessment

Subprogram
Description

SUBPROGRAM AND LOAN SUMMARY
Socialist Republic of Viet Nam

Targeted classification: General intervention

Sector (subsector): Public sector management (economic
management and management of public affairs)

Themes (subthemes): Economic growth (promoting
macroeconomic stability, promoting economic efficiency and
enabling business environment), social development (human
development), environmental sustainability (environmental policy and
legislation), governance (economic and financial governance, public
administration [national and decentralized], anticorruption)

Climate change: Mitigation and adaptation

Location Impact: National (high impact), rural (low impact)
Partnerships: Agencia Espafiola de Cooperacion Internacional,
Australian Agency for International Development, Canadian
International Development  Agency, Danish International
Development Agency, European Commission, Government of
Germany, Government of New Zealand, Government of Switzerland,
Irish Aid, Japan International Corporation Agency, Netherlands
Directorate General for International Cooperation, United Kingdom’s
Department for International Development, World Bank

Subprogram 2 of the Support for the Implementation of the Poverty
Reduction Program (SIPRP) V has been assigned to environmental
category C. A review of its environmental implications indicates that
several policy actions covered by the subprogram are likely to have a
positive environmental impact. Enhancement measures have been
developed to optimize these positive impacts. No action has been
identified as likely to have an adverse environmental impact.

The Asian Development Bank (ADB) approved SIPRP V, a program
cluster consisting of three subprograms, and a loan for its
subprogram 1 in December 2008. SIPRP V is intended to help the
Government of Viet Nam carry out policy reforms that are needed for
the successful implementation of its Socioeconomic Development
Plan (SEDP) 2006-2010. To this end, SIPRP V is to provide parallel
financing with the World Bank’s poverty reduction support credits
(PRSCs) 7-9 within the framework of the PRSC process.
Subprogram 1 provided parallel financing with PRSC 7.

Subprogram 2 will provide parallel financing with PRSC 8, covering a
subset of actions included in the policy matrix for PRSC 8. Like the
policy actions covered by subprogram 1, the actions under
subprogram 2 fall into the four broad reform areas: business
development, social inclusion, natural resource management, and
governance. They complement actions supported by ADB's other
program loans to Viet Nam or are otherwise important to ADB's
operations in the country. Most of them were on the combined list of
tentative actions under subprograms 2 and 3 in the original policy



Impact and Outcome

Cost Estimates

Financing Plan

Loan Amount and
Terms

Executing Agency

Disbursement

matrix of SIPRP V. ADB staff took part in the consultations on these
actions, which the Government and the development agencies
participating in the PRSC process held between December 2008 and
May 2009. All of the actions have been completed, although two of
them have not been carried out exactly as envisaged.

The impact and the outcome of the proposed subprogram are the
same as those of SIPRP V. The intended impact of SIPRP V is a
continued reduction in poverty in Viet Nam in 2008-2010 and
beyond. Its expected outcome is the successful implementation of
the Government's SEDP 2006-2010, which will not only reduce
poverty in 2006-2010 but also improve Viet Nam’s economic
competitiveness and strengthen the foundations for inclusive and
sustainable growth and a continued reduction in poverty beyond
2010.

Some of the policy actions covered by subprogram 2 of SIPRP V
entail substantial costs to Viet Nam’s state budget. The total cost to
the state budget in 2009—-2011 of the actions included in the policy
matrix for PRSC 8 is estimated at $680 million.

The World Bank has already approved PRSC 8 amounting to
$350 million from the International Development Association. Other
development agencies participating in the PRSC process (including
ADB) are expected to provide grants or concessional loans totaling
about $250 million in cofinancing or parallel financing with PRSC 8.
The remaining costs to the budget of the actions included in the
policy matrix for PRSC 8 will be covered by the Government.

It is proposed that a loan in various currencies equivalent to
SDR64,036,000 be provided for subprogram 2 from ADB’s Special
Funds resources. The loan will have a term of 24 years, including a
grace period of 8 years; an annual interest rate of 1.0% during the
grace period and 1.5% during the amortization period; and other
terms and conditions set forth in the Loan Agreement. The loan
proceeds may be used to finance eligible imports incurred within
180 days before the date of loan effectiveness.

The State Bank of Viet Nam (SBV) is the Executing Agency for
SIPRP V. As such, it will be the Executing Agency for the proposed
subprogram.

The proposed loan will be disbursed in a single tranche upon the
declaration of loan effectiveness.

The loan proceeds will be disbursed to the Socialist Republic of
Viet Nam as the Borrower in accordance with the provisions of
ADB’s Simplification of Disbursement Procedures and Related
Requirements for Program Loans (1998).



Procurement

Period of Utilization

Subprogram Benefits
and Beneficiaries

Assumptions and
Risks

The loan proceeds will be used to finance the full foreign exchange
costs (excluding local duties and taxes) of items produced and
procured in ADB member countries, excluding ineligible items and
imports financed from other bilateral and multilateral sources. No
supporting import documentation will be required provided that the
value of Viet Nam’s total imports minus imports from nonmember
countries, ineligible imports, and imports financed under other official
development assistance is at least equal to the amount of the loan to
be disbursed. The Government will certify its compliance with this
formula with its withdrawal request. Otherwise, import documentation
under existing procedures will be required. ADB will have the right to
audit the use of loan proceeds and to verify the accuracy of the
Borrower’s certification.

The loan will be fully utilized by 31 May 2010.

The policy reforms that SIPRP V and, in particular, its subprogram 2
are intended to advance will yield considerable economic benefits to
Viet Nam and substantial financial benefits to the Government. They
will raise the living standards of the Vietnamese people by fostering
socially inclusive and environmentally sustainable economic growth.
The reforms will also increase budget revenue by expanding the tax
base, and reduce budget expenditure by improving public financial
management. Over the medium term, the financial benefits of these
reforms to the Government are likely to exceed their costs (including
interest to be paid on loans received from various development
agencies within the framewaork of the PRSC process).

SIPRP V and, in particular, its subprogram 2 are to support policy
actions that are critical steps in the policy reforms needed for the
successful implementation of SEDP 2006-2010 and are important to
ADB’s operations in Viet Nam. However, the reforms need to be fully
carried out if SEDP 2006-2010 is to be successfully implemented.
Therefore, it is assumed that, after completing the policy actions
covered by SIPRP V and the other actions included in the policy
matrices for the World Bank’s PRSCs 7-9, the Government will
follow through with the policy reforms needed for the successful
implementation of SEDP 2006—2010 on its own or with the support of
development agencies under other projects. It is further assumed
that the investment projects that are included in SEDP 2006-2010
and necessary for attaining its targets and goals will be implemented
on schedule.

These assumptions are based on the Government's commitment to
carry out the policy reforms and implement the investment projects
that are needed to achieve the targets and goals of SEDP 2006—
2010. Furthermore, policy reforms that are needed for the successful
implementation of SEDP 2006—2010 are now or will be supported by
ADB through other policy-based loans to Viet Nam, and by other
development agencies within and outside the framework of the
PRSC process.



The slowdown of growth caused by the global economic crisis could
be so prolonged that it will preclude the successful implementation of
SEDP 2006-2010 and, in particular, the achievement of its target
related to the poverty rate. However, this risk is small. The fiscal
stimulus measures adopted by the Government in January—May
2009 are expected to spur growth in the second half of 2009 and in
2010. Moreover, the external environment is expected to improve
significantly in 2010. Accordingly, growth is likely to rebound in the
second half of 2009 and accelerate further in 2010.

As economic growth accelerates and world commaodity prices rise,
inflation could surge again. High inflation could push many
households into poverty and preclude the successful implementation
of SEDP 2006-2010. To mitigate this risk, the SBV has started
taking measures to keep inflation in check. In particular, it has
committed to limit growth of money supply to 30% in 2009; asked
state-owned commercial banks to limit loan growth to 25% in 2009;
and urged all commercial banks to tighten credit for consumer
spending and purchases of real estate and stocks. The SBV is
expected to start tightening monetary policy toward the end of 2009
and pursue moderately tight monetary policy in 2010.



I THE PROPOSAL

1. I submit for your approval the following report and recommendation on a proposed loan
to the Socialist Republic of Viet Nam for subprogram 2 of the Support for the Implementation of
the Poverty Reduction Program (SIPRP) V. The updated design and monitoring framework for
SIPRP V is in Appendix 1.

. THE MACROECONOMIC CONTEXT

2. Viet Nam's economy expanded rapidly in the past 2 decades. Real gross domestic
product (GDP) grew at the average annual rate of 7.4% in 1988-2007. Following a modest
slowdown in 1998-1999 caused by the Asian financial crisis, growth of real GDP accelerated
almost steadily during 2000—-2007, from 4.8% in 1999 to 8.5% in 2007.

3. However, the country has been experiencing severe macroeconomic difficulties since
2008. Inflation and the trade deficit surged in the first half of 2008. The macroeconomic
imbalances, which built up for several years and manifested themselves in inflation pressures
and persistent trade deficits, were exacerbated by domestic supply-side shocks (such as poultry
epidemics). The rise in world commodity prices contributed to the surge in inflation. The
Government responded by tightening monetary and fiscal policies and adopting other measures
to stabilize the macroeconomic situation.

4. In the second half of 2008, inflation fell sharply and the trade deficit narrowed, in part
because of the stabilization measures of the Government in the first half of the year. The drop in
world commodity prices helped bring inflation down. At the same time, economic activity slowed
markedly, as external demand weakened substantially. In response, the Government started
loosening monetary and fiscal policies. Still, growth of real GDP decelerated to 6.2% in 2008
from more than 8.0% in the preceding 3 years (Table 1).

5. In 2008, the global economic crisis slowed the growth of Viet Nam's exports and
contributed to the decrease in portfolio investment inflows. It has had additional adverse impacts
on Viet Nam in 2009. In particular, the crisis has further crimped exports. It has also reduced
revenue from international tourism and inflows of foreign direct investment (FDI). Exports
decreased by 10.2%, the number of international tourist arrivals fell by 22.1%, and gross FDI
inflows declined by 22.5% in January—June 2009 compared with the same period a year eatrlier.
Accordingly, year-on-year growth of real GDP slowed to 3.9% in the first half of 2009, from 6.5%
in the first half of 2008. With GDP most likely falling below its potential level, year-on-year
inflation eased to 2.0% in August 2009 from 28.3% in August 2008.

6. The Government has adopted a range of measures to mitigate the adverse impact of the
global economic crisis on growth and poverty in Viet Nam. These measures include one-off
additional financial assistance to poor households, housing support for the poor, and provision
of interest-free short-term loans to firms that have had to shed at least 30% of their staff and are
experiencing difficulties in paying wages of the remaining staff. Furthermore, the Government
has increased the budgetary allocation for the existing social assistance programs, such as the
program for poverty reduction in ethnic minority and mountainous areas (so-called Program 135)
and the health insurance program for the poor and near-poor. It has also expedited the
formulation and approval of the program for accelerated poverty reduction in the 61 poorest
districts. In the central Government budget for 2009, $935 million has been allocated to social
safety nets, compared with $518 million spent on social safety nets from this budget in 2008.



Table 1: Country Economic Indicators

Item 2004 2005 2006 2007 2008 2009
A. Income and Growth
1. GDP per Capita (current prices, $) 554 637 724 834 1,052 —
2. GDP Growth (constant prices, %) 7.8 8.4 8.2 8.5 6.2 3.9%
a. Agriculture 4.4 4.0 3.7 3.8 4.1 1.3%
b. Industry 10.2 10.7 10.4 10.2 6.1 3.5%
c. Services 7.3 8.5 8.3 8.9 7.2 5.5%

B. Saving and Investment (current prices, % of GDP)
1. Gross Domestic Investment 35.5 35.6 36.8 43.1 41.1 —
2. Gross National Saving 33.4 34.5 36.5 33.3 29.3 —

C. Money and Inflation (% change)

1. Consumer Price Index (period average) 7.7 8.3 7.5 8.3 23.0 10.3%
2. Total Liquidity (M2, end of period) 29.5 29.7 33.6 46.1 20.3 35.8°
D. Government Finance (% of GDP)
1. Revenue and Grants 27.8 28.4 29.7 27.6 28.2 25.1°
2. On-Budget Expenditure 26.2 27.3 27.5 29.9 29.4 279"
3. On-Budget Fiscal Surplus (Deficit) 1.6 1.1 2.1 (2.2) 1.2) (2.8)b
4. Off-Budget Expenditure and Onlending® 2.9 4.8 3.4 3.2 29 —
5. Overall Fiscal Surplus (Deficit) (1.3) (3.6) (1.2) (5.5) (4.2) —
E. Balance of Payments
1. Current Account Balance (% of GDP) (2.1) (1.2) (0.3) (9.8) (11.8) 0.4°
2. Merchandise Trade Balance (% of GDP) (5.0) (4.6) (4.6) (14.6) (14.1) (0.5)b
3. Growth of Merchandise Exports (%) 31.4 22.5 22.7 21.9 29.1 (10.2)?
4. Growth of Merchandise Imports (%) 26.6 21.3 22.1 38.3 28.1 (34.1)?°

F. External Payments Indicators
1. Gross Official Reserves®
(including gold, end of period)

a. In $ billion 6.3 8.6 11.5 21.0 23.0 17.6"
b. In weeks of same year's merchandise imports 114 12.8 14.0 185 15.9 16.4°
2. Total External Debt (% of GDP) 36.4 325 314 33.3 29.8 —
3. External Debt Service
(% of exports of goods and services) 6.1 4.5 4.2 3.8 3.4 —
G. Memorandum Items
1. GDP (current prices, D trillions) 7153 839.2 9743 1,143.7 1,477.7 7316°
2. Exchange Rate (period average, D per $,) 15,746 15,859 15,994 16,105 16,302 16,958°
3. Population (million) 82.0 83.1 84.1 85.2 86.2 —
() = negative, — = data not available, D = Viet Nam Dong, GDP = Gross Domestic Product

& January-June 2009 compared with January-June 2008.

® For January-June 2009.

¢ Includes expenditure financed through official development assistance and issuance of sovereign debt.

4 Excludes the Government's foreign exchange deposits at the State Bank of Viet Nam and the foreign exchange
counterpart of swap operations.

Source: Government of Viet Nam, International Monetary Fund, and Asian Development Bank staff estimates.



Il. THE SECTOR
A. Sector Description and Performance
1. Recent Progress in Poverty Reduction
7. Viet Nam reduced poverty dramatically in the past 15-20 years (Appendix 2). According

to the most recent available household survey data, the poverty rate (based on the cost of a
consumption basket allowing for a daily intake of 2,100 calories per person and some nonfood
expenditure) dropped from 58.1% in 1993 to 16.0% in 2006." The food poverty rate fell from
24.9% to 6.7% over the same period, while the poverty gap narrowed from 18.5% to 3.8%.2

8. Measures of poverty not based on household survey data point to declines of similar
magnitudes in poverty, although they give different levels of poverty. In particular, the proportion
of people living on less than $1.0 per day based on purchasing power parity (PPP) dropped
from 50.8% of the population in 1990 to 4.0% in 2007, and the proportion living on less than
$2.0 per day based on PPP fell from 87.0% to 32.9%.° The poverty rate based on the
methodology of the Ministry of Labor, Invalids and Social Affairs (MOLISA) fell from 20.2% in
2005 to an estimated 13.1% in 2008.*

9. A combination of strong economic growth and more efficient social protection enabled
Viet Nam to make such great strides in poverty reduction.”> Economic growth created new jobs,
raised incomes, and lifted millions of people out of poverty. However, growth alone would not
have enabled Viet Nam to reduce poverty as much as it has done. Many of those who did not
benefit directly from economic growth (often for reasons beyond their control) were lifted out of
poverty or prevented from falling into poverty because more resources became available for
social protection (thanks to the strong economic growth) and social protection became
significantly more efficient.

2. Poverty Reduction Support Credit Process

10. The main reason why Viet Nam was able to sustain rapid economic growth for a long
time and to improve the efficiency of social protection significantly is that, since 1986, the
country has carried out a broad range of policy reforms fostering sustainable and inclusive
economic growth and making social protection more targeted. In particular, Viet Nam has been
undertaking a gradual transition from a command to a market economy, and from a social
protection system that relies heavily on price subsidies to a system based on targeted
programs. It has also continually strengthened natural resource management and improved
governance. Since 2002, more and more multilateral and bilateral development agencies have
supported these reforms through the poverty reduction support credit (PRSC) process led by
the World Bank.

! World Bank. 2007. Vietnam Development Report 2008: Social Protection. Joint donor report to the Vietnam

Consultative Group Meeting, Hanoi, 6—7 December 2007.

The food poverty rate is the proportion of people whose total expenditure would not be enough for a daily intake of
2,100 calories even if it were entirely allocated to food. The poverty gap is the difference between the poverty line
and the average expenditure of the poor expressed as a percentage of the former.

World Bank. 2008. East Asia: Testing Times Ahead. Washington, DC.

The poverty rate based on the methodology of MOLISA measures the proportion of people living below the official
poverty line, which is D260,000 per person in urban areas and D200,000 per person in rural areas. Households
below the poverty line are identified by local officials of MOLISA through a combination of their personal
knowledge, survey techniques, and village discussions.

Although economic growth slowed in 2008, it was still faster than that in many other countries around the world.

2



11. The PRSC process comprises several closely related activities jointly undertaken each
year by participating development agencies to help the Government carry out the policy reforms
needed for the successful implementation of its poverty reduction strategy. The process
involves the preparation of Viet Nam development reports by participating agencies,
consultations on the policy matrices for the World Bank’s PRSCs among participating agencies
and between these agencies and the Government, and general budget support (in the form of
grants and concessional loans) to Viet Nam by participating agencies to cover some of the
adjustment costs of the policy reforms to the budget. The World Bank coordinates PRSC
activities for the participating development agencies.

12. While the Government’s poverty reduction strategy largely determines its reform agenda,
the Viet Nam development reports translate this agenda into policy actions. Because a
sustained reduction in poverty requires continued and balanced progress on a wide range of
policy reforms, the Government has an extensive reform agenda and the Viet Nam development
reports specify numerous policy actions in many different areas.

13. Some of these actions are included in the policy matrices for PRSCs. During the year
before the World Bank is expected to approve a particular PRSC, the participating development
agencies agree among themselves and with the Government on the initial policy matrix for the
PRSC. At the start of the year in which the World Bank is to approve the PRSC, the agencies
hold joint consultations with the Government on individual policy actions included in the initial
matrix. When the World Bank undertakes the appraisal and the negotiations for the PRSC
(usually in May of the year when the PRSC is expected to be approved), the agencies and the
Government agree on the final policy matrix for that PRSC. Some actions that were included in
the initial policy matrix are modified or dropped at this stage, based on their status and
likelihood of being completed before the World Bank’s executive board deliberates on the PRSC.

14. Actions in all key reform areas are usually included in the policy matrices for PRSCs to
help the Government make balanced progress in reforms across various areas and fully carry
out its reform agenda. Therefore, the policy matrices for PRSCs tend to be broad in scope and
to closely match the Government’s reform agenda. This makes the PRSC process attractive to
many development agencies (focusing on different areas of policy reforms) and contributes to
the strong government ownership of the actions included in the policy matrices for PRSCs.

15. At the same time, the good-practice principle of criticality in development policy lending
guides the selection of policy actions within a particular reform area. According to this principle,
only those actions that are critical to the achievement of results should be made conditions for
disbursement.® Therefore, the policy matrices for PRSCs include only those actions that the
participating development agencies and the Government consider to be critical steps in the
reform process in the area concerned, and for which the Government needs the combined
support of many development agencies. The Government follows through with the reform
process on its own or with the support of development agencies under other projects. This
approach helps keep the policy matrices for PRSCs manageable despite their broad scope.
However, it also limits the continuity of actions included in the policy matrices for various PRSCs.

16. The Asian Development Bank (ADB) joined the PRSC process in 2003 and has taken
part in most PRSC activities since then. In 2004, ADB approved SIPRP |, a single-tranche
standard program loan of $6.4 million. SIPRP | provided parallel financing with the World Bank’s

® World Bank. 2005. Review of World Bank Conditionality. http://go.worldbank.org/RY71JPEPZ0




PRSC 3 in support of the implementation of the Government's Comprehensive Poverty
Reduction and Growth Strategy (CPRGS) 2002—-2006. SIPRP Il ($15 million) was approved in
2005 and provided parallel financing with PRSC 4. SIPRP Il ($15 million) was approved in 2006
and provided parallel financing with PRSC 5. Like SIPRP I, SIPRP Il and SIPRP Il were single-
tranche standard program loans, which supported the implementation of CPRGS 2002—2006.’
With support from ADB, the World Bank, and other development agencies through the PRSC
process, the policy reforms needed for the successful implementation of CPRGS 2002-2006
were carried out and most of the CPRGS goals were achieved.?

3. Socioeconomic Development Plan 2006—2010

17. The Government adopted the Socioeconomic Development Plan (SEDP) 2006—2010 in
2006. Unlike previous SEDPs, SEDP 2006-2010 was prepared in an open and participatory
manner involving extensive consultations with civil society, businesses, and development
agencies. It is oriented more toward attaining development outcomes (including poverty
reduction) and less toward achieving production targets. One of its main targets is to reduce the
poverty rate (based on MOLISA’s methodology) from 20.2% in 2005 to 10%-11% in 2010.
SEDP 2006-2010 also aspires to strengthen the foundations for environmentally sustainable
and socially inclusive economic growth, and a continued reduction in poverty beyond 2010. It
provides for a broad range of policy reforms and a large number of investment projects aimed at
achieving its targets and goals. The joint International Development Association—International
Monetary Fund staff advisory note of 5 December 2006 on Viet Nam’s poverty reduction
strategy concluded that SEDP 2006—-2010 has the key features of a poverty reduction strategy
and is likely to lead to economic growth and poverty reduction.®

18. Since late 2006, the PRSC process has supported the policy reforms needed for the
successful implementation of SEDP 2006-2010. In 2007, about a dozen multilateral and
bilateral development agencies, including ADB, provided general budget support to Viet Nam
within the framework of the PRSC process to help the Government keep these reforms on track
in 2007. ADB approved SIPRP IV (another single-tranche standard program loan for $15
million) for this purpose in October 2007.

SIPRP I-lll are all rated as successful in the respective program completion reports (ADB. 2006. Completion
Report on the Program Loan to the Socialist Republic of Viet Nam for Support for the Implementation of the
Poverty Reduction Program I. Manila; ADB. 2007. Completion Report on the Program Loan to the Socialist
Republic of Viet Nam for Support for the Implementation of the Poverty Reduction Program Il. Manila; and ADB.
2008. Completion Report on the Program Loan to the Socialist Republic of Viet Nam for Support for the
Implementation of the Poverty Reduction Program Ill. Manila). In its validation report on SIPRP I, the Independent
Evaluation Department concurred that the program was successful (ADB. 2009. Validation Report on the Program
Loan to the Socialist Republic of Viet Nam for Support for the Implementation of the Poverty Reduction Program |II.
Manila).

For an assessment of how the PRSC process contributed to the implementation of CPRGS 2002—-2006, see World
Bank. 2007. Implementation Completion and Results Report on a Series of Five Credits in the Total Amount of
SDR 473.4 Million (US$650 Million Equivalent) to the Socialist Republic of Vietnam for a Series of Five Poverty
Reduction Support Operations. Washington, DC (Report No. ICR0000483).

International Monetary Fund and International Development Association. 2006. Vietnam: Poverty Reduction
Strategy Paper Annual Progress Report Joint Staff Advisory Note. Washington, DC.
http://www.imf.org/external/pubs/ft/scr/2006/cr0671.pdf



B. Issues and Opportunities
1. Challenges in Poverty Reduction
19. Despite the tremendous strides Viet Nam has made in reducing poverty over the past

15-20 years, much remains to be done. First, the absolute number of poor people is still large,
although their share in the total population has dropped drastically. According to the household
survey data, 13.5 million people lived in poverty and 5.7 million people suffered from hunger in
2006. The poverty rate based on MOLISA's methodology suggests that 11.3 million people lived
below the official poverty line in 2008.

20. Second, the incidence of poverty is still high in rural areas and among ethnic minorities,
although it has been decreasing faster than in urban areas and among the ethnic majority. In
2006, the poverty rate was 20.4% in rural areas (compared with 3.9% in urban areas) and
52.2% among ethnic minorities (compared with 10.2% among the Kinh and Chinese majority)
(footnote 1). Rural areas accounted for 73.3% of the total population but 93.6% of the poor.
Ethnic minorities made up 13.5% of the total population but 44.4% of the poor.*°

21. Third, the rural poor and poor ethnic minority people not only account for relatively large
proportions of their respective population groups, but also have significantly lower average
incomes than the urban poor and poor ethnic majority people, respectively. In 2006, the poverty
gap was 4.9% in the rural areas and 15.4% among ethnic minorities, compared with 3.2% in the
urban areas and 2.0% among the Kinh and Chinese majority (footnote 1).

22. Fourth, the incidence of poverty varies significantly across regions. It is low in the
Southeast, Red River Delta, Mekong Delta, and South Central Coast, but high in the Northern
Mountains (especially the Northwest Mountains), North Central Coast, and Central Highlands. In
2006, the poverty rate was 30.2% in the Northern Mountains (49.0% in the Northwest
Mountains), 29.1% in the North Central Coast, and 28.6% in the Central Highlands, compared
with 5.8% in the Southeast and 8.8% in the Red River Delta (footnote 1).

23. Fifth, the vulnerability of the population to poverty is rather high. The large difference
between the proportion of the population living on less than $2.0 per day based on PPP (32.9%
in 2007) and the share of those living on less than $1.0 per day based on PPP (4.0% in 2007)
suggests that the near-poor account for a substantial proportion of the population. A small
external or internal shock and a moderate deterioration in the economic situation can push
many of these people into poverty.

24. Finally, some negative trends in poverty have emerged recently. The household survey
data show that urban poverty increased between 2004 and 2006. The poverty rate rose from
3.6% in 2004 to 3.9% in 2006, while the food poverty rate increased from 0.8% to 1.2%
(footnote 1). Anecdotal evidence suggests that high inflation and, in particular, the steep rise of
food prices pushed many low-income households, especially in urban areas, into poverty in
2008. As economic activity slowed sharply, unemployment and underemployment increased
and more households, particularly in rural areas, fell into poverty in the first several months of
2009. Many people from rural areas who were employed in urban areas of Viet Nam or abroad

% World Bank. 2008. Taking Stock: An Update on Vietham’s Recent Economic Developments. Paper prepared for
the Mid-Year Consultative Group Meeting for Vietnam, Sapa, 5-6 June 2008.



lost their jobs and stopped sending remittances to their households. Some of them returned to
their villages, even though they have few alternative sources of income there.*

2. Opportunities Afforded by the Poverty Reduction Support Credit Process

25. To meet the remaining challenges of poverty reduction, Viet Nam needs, among other
things, to press ahead with the policy reforms that increase the efficiency of social protection,
and foster environmentally sustainable and socially inclusive economic growth. These reforms
will help Viet Nam limit the adverse impact of the global economic crisis on growth, employment,
and poverty and quickly resume rapid economic growth and poverty reduction.

26. However, some of these reforms, such as restructuring state-owned enterprises (SOES)
and reforming the health care and education systems, are complex. Moreover, their costs to the
economy as a whole and to the state budget in particular are likely to exceed their benefits in
the short term. Therefore, they are likely to put a considerable burden on the state budget in the
short term and result in net losses for some economic actors even over the long term.
Consequently, potential losers are likely to resist some of these reforms.

27. Strong support from development partners, through the PRSC process, can help the
Government carry out these reforms. In 2006, under the auspices of the Network on
Development Evaluation of the Development Assistance Committee of the Organization for
Economic Co-operation and Development, several development agencies and governments
commissioned an evaluation study of partnership general budget support (PGBS) operations in
seven developing countries, including Viet Nam. The study looked into the relevance, efficiency,
and effectiveness of PGBS (involving several development agencies and the government). It
found that the PRSC process in Viet Nam is an efficient, effective, and sustainable way of
supporting national poverty reduction strategies. PGBS can significantly affect policies and
policy processes through financial empowerment, stronger incentives within government, and
better coherence and coordination among international partners. In the countries covered by the
study, PGBS has reinforced collaboration between governments and development agencies,
and has improved harmonization of official development assistance. It has helped make public
finance management more comprehensive and transparent, increased pro-poor public
expenditures, and resulted in large savings to the government in transaction costs. The PRSC
process in Viet Nam has had a strong positive impact on policy reforms. It is an example of
succlezssful government—donor collaboration, of learning from experience, and of objectives
met.

28. Indeed, the PRSC process has been a driving force of policy reforms in Viet Nam in
recent years. The Government has used the involvement of a large number of development
agencies (including ADB) in the process to overcome domestic resistance to policy reforms. To

! Reliable statistical evidence on the impact on poverty of high inflation in 2008 and economic slowdown in the first
half of 2009 is not available yet. The most recent Viet Nam Household Living Standards Survey was conducted in
2008, and the data it has generated are being processed.

2 The study also points out several shortcomings of the PRSC process in Viet Nam (some of which were fully or
partly eliminated after the study was conducted). Among them are inadequate attention to cross-cutting issues,
such as gender; weaknesses of the monitoring and evaluation framework; limited ex-post impact analysis; and the
large number of the participating development agencies, which makes the coordination of the process more difficult
and hinders its cohesion (International Development Department and Associates. 2006. Evaluation of General
Budget Support: Synthesis Report. Birmingham: University of Birmingham.
http://www.oecd.org/dataoecd/25/43/37426676.pdf)



deal with such resistance, government agencies advocating certain reforms have often
proposed the inclusion of these measures in the policy matrices for the PRSCs.

29. According to the World Bank’s report on the implementation and results of PRSCs 1-5,
the first phase of the PRSC process in Viet Nam (which supported the implementation of
CPRGS 2002-2006) contributed to the significant achievements by the country in its transition
to a market economy, social inclusion, and the building of modern governance. The PRSC
process had a direct influence on the adoption of policy actions that were conducive to faster
economic growth and poverty reduction, and helped spread market mechanisms, create wage
employment, and improve the delivery of public services. The annual PRSC cycle with tight
deadlines increased incentives to complete key policy actions on time. In addition, the PRSC
process helped the Government strengthen its capacity to conduct cross-sector policy dialogue
and deliver results on time. Consultations with a large number of development agencies within
the framework of the PRSC process showed the Government the benefits of an open dialogue
on key issues, and made it more receptive to sharing its draft documents at an early stage and
eliciting feedback from the stakeholders.™

30. Stakeholder consultations that were held in 2006 as part of an independent evaluation of
the first phase of the PRSC process found that the process was beneficial to policy reforms in
Viet Nam. Both the Government and the participating development agencies emphasized that
the policy dialogue within the framework of the PRSC process was a major benefit of the
process. The Government valued the ideas offered by the development agencies on the design
and implementation of policy reforms, while the development agencies gained a broader
understanding of the direction of the reform process and government thinking. Other PRSC
benefits stemmed not only from improving the quality of policies, but also from locking in the
Government’s commitment to specific reforms and speeding up their implementation.**

V. SUPPORT FOR THE IMPLEMENTATION OF THE POVERTY REDUCTION
PROGRAM V

A. Impact and Outcome

31. ADB approved SIPRP V, a program cluster consisting of three subprograms, and a
single-tranche loan (about $25 million) for its subprogram 1 in December 2008." The intended
impact of SIPRP V is a continued reduction in poverty in Viet Nam in 2008-2010 and beyond.
Its expected outcome is the successful implementation of the Government's SEDP 2006—-2010,
which will not only reduce poverty in 2006-2010, but also enhance Viet Nam's economic
competitiveness and strengthen the foundations for inclusive and sustainable growth and a
continued reduction in poverty beyond 2010. To achieve this outcome, SIPRP V is to help the
Government carry out policy reforms that are needed for the successful implementation of
SEDP 2006-2010. Specifically, SIPRP V is to support—through the PRSC process—policy
actions that are critical steps in carrying out the reforms and are important to ADB’s operations
in Viet Nam.

13 World Bank. 2007. Implementation Completion and Results Report on a Series of Five Credits in the Total Amount
of SDR473.4 Million (US$650 Million Equivalent) to the Socialist Republic of Vietham for a Series of Five Poverty
Reduction Support Operations. Washington, DC (Report No. ICR0000483).

4 Bartholomew, Ann, and Catherine Dom. 2006. Using Aid Well: Experience and Opportunities with Vietnam’s
PRSC. Oxford, United Kingdom: Mokoro Ltd.

> ADB. 2008. Report and Recommendation of the President to the Board of Directors on the Proposed Program
Cluster and Loan for Subprogram 1 to the Socialist Republic of Viet Nam for the Support for the Implementation of
the Poverty Reduction Program V. Manila.



32. The policy actions supported by SIPRP V fall into the following four broad reform areas:

() Business development. Improving financial management and corporate
governance of SOEs, developing the financial and private sectors, and improving
the quality of infrastructure services.

(i) Social inclusion. Improving the quality of health care and education, and access
to these services.

(iii) Natural resource management.  Strengthening the management of water
resources and the protection of the environment.

(iv) Governance. Improving planning processes, strengthening public financial
management and pubic administration, and reducing corruption.*®

33. These reforms closely match the priorities of ADB's country strategy and program,
2007-2010 for Viet Nam. The primary focus of the country strategy and program is on
promoting business-led, pro-poor economic growth by developing infrastructure, improving the
business environment, strengthening financial and related market institutions, and building up
human capital. The country strategy and program also aims to foster social inclusiveness,
enhance management of the environment, and improve governance.’

B. Important Features

34. SIPRP V follows the program-based approach and is, in some respects, a continuation
of SIPRPs I-IV. It is to provide parallel financing with the World Bank's PRSCs within the
framework of the PRSC process. Like SIPRP 1V, it is intended to help the Government carry out
policy reforms needed for the successful implementation of SEDP 2006-2010.

35. Unlike SIPRPs I-1V, SIPRP V takes the program cluster approach. It consists of three
chronologically ordered subprograms. Subprogram 1 provided parallel financing with PRSC 7,
subprogram 2 is to provide parallel financing with PRSC 8, and subprogram 3 is to provide
parallel financing with PRSC 9. The outputs, outcome, impact, and performance indicators and
targets of SIPRP V are the same for all its subprograms.

36. Individual subprograms of SIPRP V can only cover actions included in the policy
matrices of the corresponding PRSCs. Moreover, they are to focus on those actions in the
policy matrices for PRSCs 7-9 that complement actions supported by ADB'’s other program
loans to Viet Nam or are otherwise important to ADB'’s operations in the country.

37. Nevertheless, SIPRP V has a broad scope because the policy matrices for PRSCs
include actions in many reform areas. Further, ADB is active in many sectors in Viet Nam, and
policy reforms in these sectors often have significant implications for its operations. At the same
time, only limited continuity can be expected in the policy actions supported by various
subprograms of SIPRP V because of the limited continuity in the policy matrices for different
PRSCs.

38. SIPRP V is a general intervention aiming to help Viet Nam reduce poverty, but its impact
on poverty will largely be indirect. The policy reforms supported by SIPRP V will improve

16 Figure A3.1 in Appendix 3 shows graphically how the policy reforms supported by SIPRP V will contribute to its
outcome.
7 ADB. 2006. Country Strategy and Program (2007—2010): Viet Nam. Manila.
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governance, develop businesses, and stimulate economic growth. Business development and
economic growth will create news jobs, raise incomes, and make more resources available for
social protection. Poor and vulnerable people in both rural and urban areas, ethnic minorities,
and poor regions will benefit from more jobs, higher incomes, and increased availability of
resources for social protection. The reforms supported by SIPRP V will also make economic
growth more socially inclusive and environmentally sustainable by improving the quality of
health care and education and access to these services, and by strengthening the management
of natural resources. Hence, SIPRP V complements ADB's targeted poverty-reducing
interventions in Viet Nam, which seek to reduce poverty in a particular region within the country
or among ethnic minorities.

C. Subprogram 1 and Lessons

39. Subprogram 1 of SIPRP V covered 12 of 35 actions included in the policy matrix for
PRSC 7. All of these actions were completed before ADB approved the loan for the subprogram.
Therefore, loan effectiveness was the only condition for loan disbursement. The loan became
effective in April 2009 and was disbursed in May 2009.

40. Two notable lessons emerged from the formulation and implementation of subprogram
1. First, the policy reform process slows when Viet Nam faces macroeconomic difficulties
because the Government focuses its efforts on overcoming these difficulties and cannot devote
enough staff resources to reforms. The reform process slowed in the first half of 2008, when
inflation and the trade deficit surged, and the Government's top policy priority became stabilizing
the macroeconomic situation. Second, a fall in stock prices causes delays in equitization of
SOEs and state-owned commercial banks (SOCBs). While recognizing that equitization of
SOEs is essential to improving their corporate governance and efficiency, the Government does
not want to sell their shares when stock prices are low. These lessons were taken into
consideration when the proposed subprogram was formulated (paras. 52 and 54).

D. Progress towards Performance Targets

41. Despite the macroeconomic turbulence and the slowdown in economic growth, Viet Nam
made good overall progress towards the performance targets of SIPRP V in 2008. Due mainly
to the Government's targeted interventions, the poverty rate based on MOLISA's methodology
fell from 14.7% in 2007 to an estimated 13.1% in 2008 (Appendix 4). Hence, Viet Nam is on
track to reduce the poverty rate to 10%—11% by 2010, which is one of the main targets of SEDP
2006-2010 and one of the two outcome targets of SIPRP V.

42. At the same time, the progress towards the other outcome target of SIPRP V—to
increase Viet Nam's Global Competitiveness Index score from 4.04 in 2007-2008 to 4.60 in
2010-2011—was relatively slow. The score increased to 4.10 in 2008—-2009. Increases in the
subscores for goods market efficiency, financial markets sophistication, infrastructure, health,
education, institutions, and innovation were partly offset by a sharp decrease in the subscore for
macroeconomic stability.

43. As for the SIPRP V output targets pertaining to business development, Viet Nam has
achieved the target related to the share of FDI in total investment, and is on track to attain the
target concerning the share of nonperforming loans (NPLs) in the loan portfolio of commercial
banks (often referred to as the NPL ratio). Despite tight global financial conditions, FDI inflows
to Viet Nam surged in 2008. As a result, the share of FDI in total investment jumped from 16.0%
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in 2007 to 29.8% in 2008, compared with the SIPRP V target of 20% in 2010. FDI inflows are
likely to be smaller in 2009 than in 2008 because of the global economic crisis and heightened
risk aversion of foreign investors. However, they are expected to rebound in 2010, as the global
financial conditions and investor sentiment improve. Consequently, the share of FDI in total
investment is likely to be higher than 20% in 2010.

44, The SIPRP V output target for the NPL ratio is that the ratio will not exceed 5% by 2010.
The ratio increased from 1.5% at the end of 2007 to 2.1% at the end of 2008 because of the
drop in stock prices, cooling of the real estate market, and slowdown in growth. The ratio is
likely to increase further in 2009 because of the anticipated further slowdown of growth.
However, it is unlikely to exceed 5% by 2010 in part because growth is expected to rebound in
2010.

45, Viet Nam completed the equitization of one SOCB—Vietcombank—in 2008, as part of
an action included in the policy matrix of PRSC 7 and covered by subprogram 1 of SIPRP V.
Furthermore, the Government approved equitization plans for two more SOCBs—Mekong
Housing Bank and Vietinbank—in 2008. Vietinbank had an initial public offering in December
2008 and the first general meeting of shareholders in June 2009. As with Vietcombank,
Vietinbank's legal status has been changed from a fully state-owned company into a partially
state-owned joint-stock company. The initial public offering of Mekong Housing Bank has been
delayed because of unfavorable market conditions. The equitization of many SOEs has been
delayed for the same reason. Accordingly, the progress towards the SIPRP V output targets
pertaining to the number of SOCBs and the share of the private sector in total investment was
slow in 2008 and the first half of 2009.

46. Viet Nam has achieved the social inclusion target related to the mortality rate for children
under 5 years old. It is on track to attain the targets concerning the proportion of poor and ethnic
minority people with health insurance, the number of provinces with universal completed lower
secondary education, and the proportion of trained workers. However, the maternal mortality
rate decreased only slightly and the net primary education enrollment rate remained stagnant
between 2007 and 2008.

47. Viet Nam has achieved the natural resource management target concerning the
proportion of the rural population with access to clean water, and is on track to attain the targets
relating to the proportion of urban wastes that are collected. However, progress towards the
target pertaining to the proportion of urban households with access to clean water was slow in
2008, and the proportion of hospital waste that was treated decreased between 2007 and 2008.

48. Little progress was made towards the governance target in 2008. The non-weighted
average score of the World Bank's governance indicators for government effectiveness,
regulatory quality, rule of law, and control of corruption in Viet Nam was essentially unchanged
between 2007 and 2008. Higher scores for government effectiveness, rule of law, and control of
corruption were offset by a lower score for regulatory quality.

V. THE PROPOSED SUBPROGRAM
A. Policy Framework and Actions

49. A combined list of tentative actions under subprograms 2 and 3 was included in the
design and monitoring framework and the policy matrix of SIPRP V in the report and
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recommendation of the President on the program cluster and its subprogram 1. These actions
were drawn from the tentative list of policy actions for PRSCs 8-10. The report stated that, after
the development agencies participating in the PRSC process and the Government agreed on
the final policy matrix for PRSC 8, the actions to be covered by subprogram 2 of SIPRP V would
be separated from those to be covered by subprogram 3. If necessary, the actions under
sullgprogram 2 would be adjusted to make them fully consistent with the policy matrix for PRSC
8.

50. In late 2008, the development agencies participating in the PRSC process (including
ADB) and the Government agreed on the initial policy matrix for PRSC 8. The policy actions
included in that matrix can be divided into the following three categories:

0] actions that were included in the original policy matrix of SIPRP V as tentative
actions under subprograms 2 and 3;

(i) actions that were not in the original policy matrix of SIPRP V but within ADB's
focus areas in Viet Nam; and

(iii) actions that were outside ADB's focus areas in Viet Nam.

51. Between December 2008 and May 2009, the development agencies and the
Government held several rounds of consultations on the actions included in the initial policy
matrix for PRSC 8. ADB staff took part in the consultations on the actions in the first two of the
three categories.

52. In May 2009, the development agencies and the Government agreed on the final policy
matrix for PRSC 8. Some of the actions included in the initial matrix were modified or dropped in
view of their status and likelihood of being completed before the World Bank's Executive Board
considered PRSC 8 in June 2009. The final matrix includes seven actions in the first category
and 11 actions in the second category.™ It is arguably less ambitious than the policy matrices of
previous PRSCs. The reason is that, in the second half of 2008 and the first half of 2009, the
Government focused on countering the adverse impacts of the global economic crisis on Viet
Nam and could not devote enough staff resources to medium-term policy reforms. Therefore,
development agencies anticipated the overall process of policy reforms to be relatively slow in
2009.

53. The proposed subprogram covers all seven actions in the first category and five of the
11 actions in the second category in the final policy matrix of PRSC 8. The actions in the second
category have been selected in consultation with the Government and various units within ADB,
taking into account how much progress the Government made in carrying them out and how
important they are to ADB's operations in Viet Nam. The purpose is to recognize the substantive
reforms that the Government implemented between June 2008 and May 2009 in consultation
with ADB and other development agencies participating in the PRSC process. These reforms
are within ADB's focus areas in Viet Nam, were not covered by subprogram 1 of SIPRP V, and
are not supported by ADB's other program loans to Viet Nam.

54. The subprogram does not include a policy action on equitization of SOCBs or SOEs,
although Viet Nam made slow progress towards the SIPRP V targets on the equitization of

'8 ADB. 2008. Report and Recommendation of the President to the Board of Directors on the Proposed Program
Cluster and Loan for Subprogram 1 to the Socialist Republic of Viet Nam for the Support for the Implementation of
the Poverty Reduction Program V. Manila (p. 21).

19 A full list of actions included in the final policy matrix of PRSC 8 is in Appendix 5.
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SOCBs and the share of the domestic private sector in total investment in 2008. The reason is
that stock prices fell sharply in 2008 and are expected to stay low in 2009. The Government
does not want to sell shares of SOCBs and SOEs when stock prices are down. It wants to focus
on restructuring of SOEs with the aim of improving their efficiency and selling their shares at
higher prices when market conditions improve. Accordingly, the final policy matrix for PRSC 8
includes an action on financial management of SOEs but no action on equitization of SOCBs or
SOEs.

55. Most of the tentative actions under subprograms 2 and 3 in the original policy matrix of
SIPRP V that have not been included in the policy matrix of PRSC 8 and are therefore not
covered by subprogram 2 of SIPRP V have been retained as tentative actions under its
subprogram 3. In the second half of 2008 and the first half of 2009, the Government made some
progress in carrying out several of these actions (e.g., transferring state ownership rights in
SOEs to the State Capital Investment Corporation, equitizing SOCBs, and certifying internal
credit rating systems of commercial banks). However, the progress was not sufficient to
consider the actions completed. The Government and development agencies are likely to
continue dialogue on these actions in conjunction with PRSC 9. Therefore, they have been
retained as tentative actions under subprogram 3 of SIPRP V. Figure A3.2 in Appendix 3 is the
updated policy matrix of SIPRP V.

56. Some of the tentative actions under subprograms 2 and 3 in the original policy matrix of
SIPRP V have been dropped or replaced with other actions in the same reform area. Notably,
the actions concerning the establishment of a national business registry and the legal
framework for the development of small and medium-sized enterprises have been dropped. The
Government made some progress in carrying out these actions in the second half of 2008 and
the first half of 2009, but it was not sufficient to regard the actions as completed. They will be
covered by the Small and Medium Enterprise Development Program Loan Il (included in ADB's
2009 indicative pipeline for Viet Nam). Table A3.1 in Appendix 3 shows the status of each
tentative action under subprograms 2 and 3 in the original policy matrix of SIPRP V and
indicates why some of them have been dropped or replaced.

57. The changes in the policy matrix of SIPRP V are not expected to have a major impact on
its outcome. They slightly increase the likelihood that the SIPRP V output targets for natural
resource management and governance will be achieved. At the same time, they slightly reduce
the chances that the SIPRP V output targets related to the number of SOCBs and health will be
attained. In terms of overall business development, the measures aimed at restructuring SOEs
will compensate for the relatively slow progress in their equitization.

58. All actions covered by the proposed subprogram have been completed, although two of
them—action 1.2 (prepare a revised law on the central bank focusing its mandate on, and
enhancing its autonomy in regard to, monetary policy and financial sector stability) and action
4.2 (formulate a public debt management law consolidating the management of domestic and
external debt}—have not been carried out exactly as envisaged. The Government's
Development Policy Letter is in Appendix 6.

1. Business Development

59. Action 1.1: Strengthen financial management of SOEs , limiting their investments
in other entities, defining the level of such inves tments .?° Many SOEs invested extensively

% The action is one of the tentative actions under subprograms 2 and 3 in the original policy matrix of SIPRP V.
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in non-core businesses, including financial and real estate companies, in recent years. Their
aggressive investment expansion contributed to the stock market bubble in 2007 and the
macroeconomic turbulence in 2008. Close links between some SOEs and commercial banks
created the risk that the banks' lending decisions would not be guided solely by commercial
considerations. As a result, the allocation of credit could be distorted, the quality of banks' loan
portfolio could worsen, and the vulnerability of the banking system could increase.

60. To address these issues, the Government has adopted—through Decree No.
09/2009/ND-CP dated 5 February 2009—a new regulation on financial management of SOEs.
The regulation limits SOES' investments in non-core businesses, especially in the financial
sector. It stipulates that an SOE must invest at least 70% of its capital and borrowed funds in
core businesses. Total investments of an SOE in other companies should not exceed its charter
capital. An SOE can only invest in one company operating in the banking, insurance, or
securities subsectors, and its investment cannot exceed 20% of that company's charter capital.
If an SOE and its subsidiary invest in the same company, their combined investment cannot
exceed 30% of that company's charter capital. An SOE is prohibited from investing in a
company whose senior staff member or major shareholder is related to a senior staff member of
the SOE.

61. This action under subprogram 2 builds on action 1.1 under subprogram 1 (assess the
scope and nature of lending and other transactions among affiliated parties within economic
groups and general corporations). It provides an impetus to restructure SOEs and complements
the reforms that the SOE Reform and Corporate Governance Facility, a program loan in ADB'’s
2009 indicative pipeline for Viet Nam, is intended to support.

62. Action 1.2: Prepare a revised law on the central ba  nk focusing its mandate on, and
enhancing its autonomy in regard to, monetary polic y and financial sector stability
(footnote 20). The current Law on the State Bank of Viet Nam (SBV), the country's central bank,
assigns the SBV numerous tasks, including those not usually performed by a central bank (such
as regulating the gold market). At the same time, it gives the SBV limited autonomy in
formulating monetary policy. The law assigns an important role in monetary policy formulation to
the Advisory Board on National Monetary Policy, chaired by one of the deputy prime ministers.
Furthermore, the law sets multiple (potentially conflicting) goals for monetary policy without
prioritization. These goals include stabilizing the value of the currency, controlling inflation,
facilitating socioeconomic development, ensuring national defense and security, and improving
living standards.

63. In consultation with development agencies, the Government is preparing a revised law
on the SBV. The latest draft of the law incorporates many of the comments made by
development agencies on its earlier draft. It makes the SBV's mandate more focused on
monetary policy and financial sector stability, and increases its autonomy in formulating
monetary policy. In particular, the draft law does not provide for the Advisory Board on the
National Monetary Policy. Instead, it gives the SBV governor the power to establish a committee
on monetary policy within the SBV. It also sets one objective for monetary policy—ensuring the
stability of the value of the currency, which encompasses controlling inflation and preventing
sharp fluctuations of the exchange rate. However, for a number of country-specific reasons, the
Government has decided that the National Assembly (parliament) should retain the authority to
approve inflation targets (proposed by the SBV), and the SBV governor should continue
reporting to the Prime Minister rather than directly to the National Assembly. The draft law is
expected to be presented to the National Assembly for discussion in the fourth quarter of 2009
and for approval in the second quarter of 2010.
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64. Action 1.2 under the proposed subprogram will help strengthen monetary policy
management, control inflation, and enhance financial sector stability. It complements
improvements in the monetary policy framework that the technical assistance (TA) for
strengthening monetary policy management (included in the indicative pipeline for 2010) is
intended to bring about. It also complements policy actions and reforms under subprogram 1 of
the Third Financial Sector Program Loan (approved in November 2007)% and activities of the
TA for Support for Developing Capital Markets and Building Capacity in the Financial Sector
(approved in June 2008).%

65. Action 1.3: Make commercial-scale infringements of patents, trademark rights,
and rights of design a crime. 23 Although Viet Nam has a Law on Intellectual Property Rights,
the protection of intellectual property rights is weak, which stifles innovation and business
development. Companies that participated in the business environment sentiment survey
conducted by the Vietham Business Forum in October 2008 ranked the weak protection of
intellectual property rights as the second-worst aspect of the business environment in Viet Nam
after infrastructure.”

66. One reason violations of intellectual property rights are common in Viet Nam is that such
violations are not considered a crime in the country's Criminal Code. To rectify this situation, the
Government has prepared—in consultations with development agencies—amendments to the
Criminal Code that make commercial-scale infringement of patents, trademark rights, and rights
of design a crime. The amendments were approved by the National Assembly in June 2009 and
will become effective on 1 January 2010.

67. This action under the proposed subprogram complements policy actions that are
supported by subprogram 2 of the Small and Medium Enterprise Development Program Loan
(approved in December 2006)%° as well as actions that the Small and Medium Enterprise
Development Program Loan Il (included in the indicative pipeline for 2009) is intended to
support. It will contribute to business development and the successful implementation of SEDP
2006-2010 by promoting private sector development.

68. Action 1.4: Adopt a pricing system for electricity from renewable energy and
provide incentives for government procurement of en ergy-efficient equipment  (footnote
20). To meet rapidly growing demand for electricity while protecting the environment, Viet Nam
needs to increase power generation from renewable energy and stimulate the production of
energy-efficient machinery and equipment. However, the cost of generating electricity from
renewable energy is often higher than the cost of generating it from non-renewable resources
(such as coal and gas). Therefore, prices for electricity generated from renewable energy must
be higher than those for electricity generated from non-renewable resources to make power
generation from renewable energy financially viable.

1 ADB. 2008. Report and Recommendation of the President to the Board of Directors on a Proposed Program
Cluster and Loan to the Socialist Republic of Viet Nam for the Third Financial Sector Program Loan (Subprogram
1). Manila.

22 ADB. 2008. Technical Assistance to the Socialist Republic of Viet Nam for the Support for Developing Capital
Markets and Building Capacity in the Financial Sector. Manila.

% The action is not in the original policy matrix of SIPRP V but has been included in the policy matrix for PRSC 8.

* Vietnam Business Forum. 2008. Report on Business Environment Sentiment Survey 2008. Available at
http://vibforum.vcci.com.vn/

% ADB. 2006. Report and Recommendation of the President to the Board of Directors on a Proposed Program Loan
to the Socialist Republic of Viet Nam for Subprogram Il of the Small and Medium Enterprise Development Program
Cluster and Progress of Subprogram I). Manila.
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69. In July 2008, the Ministry of Industry and Trade approved—through Decision No.
18/2008/QD-BCT—the Regulations on Avoided Cost and Standardized Power Purchase
Agreement for Small Power Producers of Renewable Energy. The regulations stipulate that the
wholsale price of electricity from renewable energy should be based on the weighted average
cost of electricity produced by combined-cycle gas turbines, which are the most costly thermal
units in Viet Nam's electricity supply system. This pricing system, which became effective on 1
January 2009, has made the production of electricity from renewable energy commercially more
attractive. It has significantly improved the chances that ADB's Renewable Energy Development
and Network Expansion and Rehabilitation for Remote Communes Sector Project (approved in
March 2009)? will be successful.

70. In March 2009, the Government decided to take additional measures aimed at ensuring
the full and timely implementation of the national program on energy efficiency (adopted in
2008). One of these measures is to provide incentives for government procurement of energy-
efficient equipment (e.g., by providing government agencies with additional funds for
procurement of energy-efficient equipment and allowing them to retain savings on electricity bills
arising from the use of such equipment).

71. Action 1.4 under the proposed subprogram will provide an impetus to develop renewable
energy and use energy-efficient equipment in Viet Nam. In so doing, it will help improve the
guality of infrastructure, protect the environment, and help reduce poverty indirectly by fostering
environmentally sustainable economic growth.

72. The action will also contribute to poverty reduction directly. Some of the areas with high
incidence of poverty (e.g., mountainous areas inhabited by ethnic minorities) have significant
untapped renewable energy resources. The new pricing system for electricity from renewable
energy will help expand the production of such electricity in these areas. Producers of electricity
from renewable energy will be able to compensate for the relatively high cost of production and
the low purchasing power of the local population by supplying surplus electricity to the national
grid at higher prices. The expansion of electricity production will improve remote communes'
access to electricity, foster business development, create jobs, raise living standards, and
reduce poverty in these communes.?’

2. Social Inclusion

73.  Action 2.1: Formulate an education development stra  tegy for the period up to 2020,

focusing on the equity of learning outcomes and the relevance of contents (footnote 20).
Although Viet Nam's education sector improved substantially in the last 10-15 years, many
issues remain. In particular, the primary education enrollment rate remained stagnant between
2007 and 2008 (Appendix 4). Furthermore, learning outcomes and completion rates in primary
education differ significantly among various groups of children. Children from poor households
tend to do less well than children from non-poor households; children in remote areas tend to do
less well than children in other areas; and ethnic minority children tend to do less well than
ethnic majority children. The completion rates for children from the poorest income quintile and
ethnic minority children are about 20 percentage points lower than those for children from the

% ADB. 2009. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and
Technical Assistance Grant to the Socialist Republic of Viet Nam for the Renewable Energy Development and
Network Expansion and Rehabilitation for Remote Communes Sector Project. Manila.

2 communes are the third-level administrative units (below provinces and districts) in Viet Nam.
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richest income quintile and ethnic majority children, respectively.?® The relevance of contents is
an issue at the higher levels of education, especially in vocational and university education.
There are also small gender disparities in education, with a higher proportion of boys in primary
and secondary education and a higher proportion of girls in vocational and university education.

74. To address these issues in a holistic manner, the Government has prepared—through
extensive consultations within the Government, as well as with the civil society, development
agencies, and other stakeholders—an education development strategy for the period up to
2020. Unlike previous education strategies, which focused on certain levels of education, the
new strategy takes a comprehensive approach to education development. It covers all levels of
education from early childhood to higher education, and attaches particular importance to the
equity of leaning outcomes and the relevance of contents. It is expected to be adopted together
with SEDP 2011-2020 in 2010.

75. The strategy will provide a medium-term framework for the Secondary Education
Sector Development Program (included in the indicative pipeline for 2009) and the Higher
Education Sector Development Program (included in the indicative pipeline for 2010).
Ultimately, it will help improve access to and the quality of education, enhance Viet Nam's
competitiveness, eliminate the remaining gender disparities in education, and foster socially
inclusive economic growth.

3. Natural Resource Management

76. Action 3.1: Issue regulations to ensure financial s ustainability of irrigation
services and provide financial relief for poor farm ers (footnote 23). The incidence of poverty
among farmers, especially rice-growing farmers, is significantly higher than among non-farmers.
The household survey data show that the poverty rate was 20.4% among farmers and 23.4%
among rice-growing farmers in 2006, compared with 3.8% for the urban population and 5.0% for
non-farmers living in the rural areas.?® Because of their low incomes, many poor farmers are
unable to pay for the water they use in crop production.

77. In October 2007, the Government issued Decree No. 154/2007/ND-CP, which called for
the abolition of irrigation service fees with the aim of providing financial relief to poor farmers.
However, the irrigation service fee waiver envisaged in the decree was poorly targeted.
Furthermore, the decree raised concerns about the financial viability of irrigation services, the
sustainability of investment in irrigation infrastructure, and the lack of incentives for water
conservation.

78. To address these concerns, the Government issued Decree No. 115/2008/ND-CP dated
14 November 2008, which clarifies the application of the irrigation service fee waver and
assigns responsibilities for financing operation and maintenance of irrigation infrastructure. The
decree stipulates that the irrigation service fee waiver applies only to services provided by
irrigation management companies (which are SOEs) and only to water used for agricultural

% World Bank. 2009. Project Appraisal Document on a proposed credit in the amount of SDR85.4 Million (USD127
Million Equivalent) to the Socialist Republic of Vietham for a school education quality assurance program.
Washington, DC.

2 vy, Linh, and Paul Glewwe. 2008. Impacts of Rising Food Prices on Poverty and Welfare in Vietham. Paper
commissioned by the World Bank.
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production up to a certain limit.*® Only farmers with arable land of up to 1-2 hectares
(depending on the locality) are eligible for the waiver (with the size of arable land serving as a
proxy for a farmer's income). The decree also requires the Ministry of Finance (MOF) and local
governments to provide adequate financial support from the central and local budgets to
irrigation management companies to enable them to properly operate and maintain irrigation
infrastructure. The MOF issued Circular No. 36/2009/TT-BTC dated 26 February 2009 on the
implementation of the decree and increased the budget allocation for irrigation subsidies from
D1.0 trillion in 2008 to D3.5 trillion in 2009.

79. Action 3.1 under subprogram 2 addresses an important policy issue affecting ADB's
several ongoing and planned projects in Viet Nam, including the Second Red River Basin
Sector Project (approved in October 2001),*" Phuoc Hoa Water Resources Project (approved in
November 2003),%” Central Region Water Resources Project (approved in November 2005,)%
and the Strengthening Water Management and Irrigation Systems Rehabilitation Project
(included in the 2010 indicative pipeline for lending products). It will contribute to poverty
reduction directly by providing financial relief to poor farmers and indirectly by improving the
management of water resources and fostering environmentally sustainable economic growth.
Tentative action 3.1 under subprogram 3 (issue guidelines for efficient use of water resources to
accompany the irrigation service fee waiver policy) will build on action 3.1 under subprogram 2
to address the issue of inadequate incentives for water conservation, another important policy
issue affecting ADB's operations in Viet Nam.

80. Action 3.2: Approve a national targeted program fo  r adapting to climate change
and allocate institutional responsibilities for its implementation (footnote 20). Climate
change is expected to have significant adverse impacts on Viet Nam. A study on potential
consequences of rising sea levels resulting from climate change for 84 developing countries
found that Viet Nam is one of the five countries that would be most severely affected.** A sea
level rise of 1 meter would affect more than 5% of Viet Nam's land area and almost 11% of its
population. An analysis of the potential impact of climate change on human development in Viet
Nam concluded that climate change is "a very real threat to Viet Nam's continued socio-
economic development."*®

81. To meet the challenges posed by climate change, the Government has adopted—
through Decision No. 158/2008/QD-TTg dated 2 December 2008—the National Targeted
Program for Responding to the Climate Change. The objectives of the program include
assessing the impacts of climate change on specific sectors and localities in Viet Nam;
increasing public awareness of the challenges posed by climate change; and developing and
implementing national, sector-specific, and local action plans to respond to climate change.

% Farmers are still to pay fees for irrigation services provided by water user associations, for water provided by
irrigation management companies and used for non-agricultural purposes, and for water provided by irrigation
management companies for agricultural purposes beyond the limits set by the Government.

3L ADB. 2001. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the
Socialist Republic of Viet Nam for the Second Red River Basin Sector Project. Manila

%2 ADB. 2003. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the
Socialist Republic of Viet Nam for the Phuoc Hoa Water Resources Project. Manila.

% ADB. 2005. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the
Socialist Republic of Viet Nam for the Central Region Water Resources Project. Manila.

3 Dasgupta, Susmita et al. 2007. The Impact of Sea Level Rise on Developing Countries: A Comparative Analysis.
World Bank Report No. WPS4136. Available at http://www-wds.worldbank.org/external/default/WDSContentServer/
IW3P/IB/2007/02/09/000016406_20070209161430/Rendered/PDF/wps4136.pdf

® Chaundhry, Peter and Greet Ruysschaert. 2007. Climate Change and Human Development in Viet Nam. Human
Development Report Office Occasional Paper No. 2007/46. Available at http://hdr.undp.org/en/reports/global/
hdr2007-2008/papers/Chaudhry_Peter%20and%20Ruysschaert_Greet.pdf
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Institutional responsibilities for the implementation of the program have been assigned to
relevant central and local government agencies. A national steering committee for the
implementation of the program, chaired by the Prime Minister, has been set up.

82. The implementation of the program is underway. The TA projects for Assessing Impacts
of the Climate Change on the Mekong Delta and for the Implementation of the National
Targeted Program for Responding to the Climate Change (included in the indicative pipeline for
2009) are intended to help the Government implement the Program.

83. Action 3.3: Enhance treatment of medical waste disc  harged by hospitals at both
central and local levels (footnote 23). The proportion of hospital wastes that were treated
declined between 2007 and 2008. Therefore, the treatment of hospital wastes was one of the
subjects covered during the consultations between the Government and the development
agencies on the policy matrix for PRSC 8.

84. In October 2008, the Ministry of Health issued Directive No. 7164/BYT-KCB, instructing
all hospitals to set up a system for treatment of medical wastes. In January 2009, a steering
committee on the treatment of medical wastes, chaired by minister of health, was established.
The Ministry of Health is now preparing an action plan for improving the treatment of hospital
wastes, including solid and liquid wastes. The action plan will cover public and private hospitals.

85. This action under the proposed subprogram complements the Health Care in the South
Central Coast Region Project (approved in October 2008), which aims to improve health
facilities and hospital waste management in the south central coast region of Viet Nam.* It will
help protect the environment and eliminate the risk to public safety posed by medical wastes.

4, Governance

86. Action 4.1: Conduct a midterm review of SEDP 2006-2 010 and strengthen the
results-based approach in the monitoring and evalua tion framework for planning
(footnote 23). As part of the modernization of planning processes in Viet Nam, the Government
adopted a results-based monitoring and evaluation framework for SEDP 2006—2010 in 2007.%
ADB assisted the Government in developing the framework through the TA for Results-Based
Monitoring of Poverty Reduction and Growth (approved in July 2005).% Although SEDP 2006—
2010 calls for improvements in many aspects of governance, only a few indicators and targets
for monitoring and evaluating progress in this area were included in the framework because of
the lack of suitable indicators.

87. In 2008, the Government prepared a midterm review of SEDP 2006—2010, using the
results-based monitoring and evaluation framework adopted in 2007. Unlike the Government's
previous reports on the implementation of SEDPs, the midterm review of SEDP 2006-2010
focused on progress towards development outcomes rather than production targets. The review
was presented to the National Assembly in October 2008 and to the Consultative Group
Meeting for Viet Nam in December 2008. It was useful in assessing the progress towards
performance targets of SIPRP V (which are aligned with those of SEDP 2006-2010) and

% ADB. 2008. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the
Socialist Republic of Viet Nam for the Health Care in the South Central Coast Region Project. Manila.

37 This action was included in the policy matrix of PRSC 7 and covered by subprogram 1 of SIPRP V.

% ADB. 2008. Technical Assistance to the Socialist Republic of Viet Nam for Results-Based Monitoring of Poverty
Reduction and Growth. Manila.
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preparing the midterm review of ADB's country strategy and program (2007-2010) for Viet Nam
(which has a result-based monitoring and evaluation framework).

88. Furthermore, the Government conducted a pilot survey on governance in conjunction
with the Viet Nam household living standards survey 2008. The survey results, which are being
analyzed, will be used in developing governance indicators for monitoring and evaluation of the
implementation of future SEDPs and in designing a governance module for future household
living standards surveys.

89. Action 4.2: Formulate a public debt management law consolidating the
management of domestic and external debt  (footnote 20). Viet Nam has made considerable
progress in modernizing its tax system and improving public expenditure management over the
past several years. However, progress in strengthening the management of public assets and
liabilities has been slow. In particular, the legal framework for public debt management has
remained weak. The responsibility for managing public debt is divided among several
government agencies (including the MOF) and among several units within the MOF. Information
sharing among the government agencies responsible for managing public debt is not
satisfactory.

90. In an important step towards sound public debt management, the Government has
formulated—in consultation with development agencies—a law on public debt. The law
consolidates to a large degree the management of domestic and external public debt in one
department within the MOF and improves information sharing among the MOF and other
government agencies that will, for historical reasons, continue playing a role in public debt
management.*®* The law was passed by the National Assembly in June 2009 and will become
effective on 1 January 2010.

91. Action 4.2 under subprogram 2 will help strengthen public financial management and
improve governance in Viet Nam. It complements activities of the TA for the Support for
Developing Capital Markets and Building Capacity in the Financial Sector (footnote 22) and the
TA for Supporting Financial Management Decentralization (approved in December 2007).

92. Action 4.3: Adopt principles of competition, merit- orientation, and transparency in
the recruitment, appointment, promotion, and dismis sal of civil servants (footnote 23).
The recruitment and promotion of civil servants are not always competitive, merit-based, and
transparent. It is one of the main reasons why public administration is weak and corruption is a
serious problem.

93. In November 2008, the National Assembly passed the Law on Civil Servants, which will
become effective on 1 January 2010. The law introduces the principles of competition, merit-
orientation, and transparency in the recruitment, appointment, promotion, and dismissal of civil
servants. ADB assisted the Government in drafting the law through the TA for Supporting Civil
Service Reform (approved in August 2008).**

¥n particular, the Ministry of Planning and Investment will continue coordinating all public investment projects,
including those financed through external borrowing, and SBV will remain the Government's focal point for its
interactions with international financial institutions.

“9 ADB. 2008. Technical Assistance to the Socialist Republic of Viet Nam for Supporting Financial Management
Decentralization. Manila.

1 ADB. 2008. Technical Assistance to the Socialist Republic of Viet Nam for Supporting Civil Service Reform. Manila.



21

94. The Ministry of Home Affairs has adopted an action plan for the implementation of the
law. The plan includes drafting the necessary implementing regulations and conducting pilot civil
service projects, which ADB will support through the TA on civil service reform (para. 93). These
activities have been included in the updated policy matrix of SIPRP V as tentative action 4.5
under subprogram 3.

95. Action 4.4: Issue a comprehensive anticorruption st rategy, setting out preventive,
demand-side, and sector-specific solutions, and mon itoring mechanisms . 42 The
Government recognizes that corruption is a major hindrance to the country's economic
development. As part of its effort to reduce corruption, the Government has adopted—through
Resolution No. 21/NQ-CP dated 12 May 2009—a national anticorruption strategy for the period
up to 2020 and an action plan for the implementation of the strategy. The strategy provides for a
wide range of measures to combat corruption, including preventive measures (such as
enhancing the transparency of policy making and creating equal opportunities for all businesses)
and demand-side measures (such as adopting a law on access to information and narrowing
the range of information that is considered to be a state secret). The strategy also calls for the
development of sector-specific and provincial plans for its implementation. The action plan
includes developing indicators for assessing progress in fighting corruption, conducting annual
household and enterprise surveys on unofficial payments to government agencies, and
disclosing survey results.

B. Financing Plan

96. Some of the policy actions covered by subprogram 2 of SIPRP V entail substantial costs
to Viet Nam'’s state budget. Some of the actions included in the policy matrix for PRSC 8 but not
covered by subprogram 2 of SIPRP V also have significant costs. For example, ensuring
financial sustainability of irrigation services, while providing financial relief to poor farmers, will
cost the state budget about $170 million in 2008, $190 million in 2009, $210 million in 2011. The
implementation of the National Targeted Program for Adapting to the Climate Change
(excluding the national, sector-specific, and local actions plans) will cost more than $100 million,
half of which is to be provided from the state budget. The implementation of the national, sector-
specfic, and local action plans is likely to cost the state budget billions of dollars. The total cost
to the state budget in 2009-2011 of the actions included in the policy matrix for PRSC 8 is
estimated at $680 million.

97. The Government has requested development agencies participating in the PRSC
process to finance a greater share of the cost of policy reforms in 2009 than in the previous
years. The reason is that the Government is facing difficulties in financing its increased
expenditure on social safety nets. Budgetary revenue is expected to decline considerably in
2009 compared with 2008 mostly because of lower world oil prices, lower foreign trade turnover,
and tax reductions and deferrals aimed at stimulating growth. At the same time, the cost of
borrowing in financial markets has increased substantially because of the global economic crisis
and investors' heightened aversion to risk.

98. It is proposed that a loan in various currencies equivalent to SDR64,036,000 be provided
for subprogram 2 of SIPRP V from ADB’s Special Funds resources. The loan will have a term of
24 years, including a grace period of 8 years; an annual interest rate of 1.0% during the grace

2 This is a more specific version of the tentative action under subprograms 2 and 3 in the original policy matrix of
SIPRP V (adopt a comprehensive anticorruption strategy).
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period and 1.5% during the amortization period; and other terms and conditions set forth in the
Loan Agreement.

99. The World Bank has approved PRSC 8 in the amount of $350 million from the
International Development Association.”* More than a dozen other development agencies are
expected to provide grants or concessional loans totaling about $150 million as cofinancing or
parallel financing with PRSC 8 (Appendix 7). The Government will cover the remaining cost to
the budget of the actions included in the policy matrix for PRSC 8.

C. Implementation Arrangements  **

1. Executing Agency

100. The SBV is the Executing Agency for SIPRP V. As such, it will be the Executing Agency
for the proposed subprogram.

101. The SBV hosts the PRSC coordination unit, which facilitates interactions between the
Government and development agencies within the framework of the PRSC process. The SBV
was also the Executing Agency for SIPRPs |-IV.

2. Disbursement and Procurement

102. The proposed loan will be disbursed in a single tranche upon the declaration of loan
effectiveness. The loan proceeds will be used to finance the full foreign exchange costs
(excluding local duties and taxes) of items produced and procured in ADB member countries,
excluding the ineligible items listed in Appendix 8 and imports financed from other bilateral and
multilateral sources.

103. As provided in ADB’s simplified disbursement procedures and requirements for program
loans,* the proceeds of the loan will be disbursed to the Socialist Republic of Viet Nam as the
Borrower. No supporting import documentation will be required, provided that the value of
Viet Nam’s total imports minus imports from nonmember countries, ineligible imports, and
imports financed under other official development assistance is at least equal to the amount of
the loan to be disbursed. The Government will certify its compliance with this formula with its
withdrawal request. Otherwise, import documentation under existing procedures will be
required. ADB will have the right to audit the use of the loan proceeds and to verify the accuracy
of the Borrower’s certification. The Borrower's procedures for procurement and disbursement of
funds, and the use of counterpart funds, are considered satisfactory.

3. Period of Utilization

104. The loan will be fully utilized by 31 May 2010.

. By comparison, the amount of PRSC 7 (also provided from the International Development Association) was about
$150 million.

* The implementation arrangements for SIPRP V (including its subprogram 2) are described in greater detail in ADB.
2008. Report and Recommendation of the President to the Board of Directors on the Proposed Program Cluster
and Loan for Subprogram 1 to the Socialist Republic of Viet Nam for the Support for the Implementation of the
Poverty Reduction Program V. Manila. (pp. 20-22).

5 ADB. 1998. Simplification of Disbursement Procedures and Related Requirements for Program Loans. Manila.
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4. Anticorruption Policy

105. ADB’s Anticorruption Policy (1998, as amended to date) was explained to and discussed
with the Government. Consistent with its commitment to good governance, accountability, and
transparency, ADB reserves the right to investigate, directly or through its agents, any alleged
corrupt, fraudulent, collusive, or coercive practices relating to subprogram 2 of SIPRP V. To
support these efforts, relevant provisions of ADB’s Anticorruption Policy are included in the draft
Loan Agreement.

V1. SUBPROGRAM BENEFITS, IMPACT, AND RISKS
A. Economic and Financial Benefits

106. The policy reforms supported by SIPRP V and, in particular, its subprogram 2 will yield
considerable economic benefits to Viet Nam and substantial financial benefits to the
Government. They will raise the living standards of the Vietnamese people by fostering socially
inclusive and environmentally sustainable economic growth. The reforms will also increase
budget revenue by expanding the tax base, and reduce budget expenditure by improving public
financial management. Over the medium term, the financial benefits of these reforms to the
Government are likely to exceed their costs (including interest to be paid on loans received from
development agencies within the framework of the PRSC process).

B. Social Impact

107. A detailed poverty and social impact assessment of subprogram 2 of SIPRP V has been
prepared. In particular, the social implications of the actions covered by the subprogram
(including their indigenous people and involuntary resettlement implications) have been
reviewed. A summary poverty reduction and social strategy is in Appendix 9.

108. The policy actions covered by the subprogram will have significant social effects. In
particular, they will help reduce poverty indirectly by improving governance and the quality of
education, developing businesses, and spurring economic growth. Business development and
economic growth will create news jobs, raise incomes, and make more resources available for
social protection. The poor will benefit from new jobs, higher incomes, and increased availability
of resources for social protection.

109. Some of the actions under the subprogram will also make a direct contribution to poverty
reduction. For example, action 1.4 (adopt a pricing system for electricity from renewable energy
and provide incentives for government procurement of energy-efficient equipment) will help
reduce poverty in areas with untapped renewable energy resources and high incidence of
poverty (e.g., mountainous areas inhabited by ethnic minorities) by making the production of
electricity from renewable energy commercially more attractive. Action 2.1 (formulate an
education development strategy for the period up to 2020, focusing on the equity of learning
outcomes and the relevance of contents) will help improve access of the poor, ethnic minorities
and other disadvantaged groups of the population to education and ensure that there are no
significant differences in learning outcomes among children of different backgrounds (i.e.,
children from poor households do as well as children from rich households, children in remote
areas do as well as children in other areas, and ethnic minority children do as well as ethnic
majority children). This action will also help eliminate the remaining gender disparities in
education. Action 3.1 (issue regulations aimed to ensure financial sustainability of irrigation
services and provide financial relief for poor farmers) will make irrigation services more
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affordable for poor farmers. Farm households headed by women will benefit more from this
action than farm households headed by men, because the incidence of poverty among the
former is higher than among the latter. Action 4.1 (conduct a midterm review of SEDP 2006—
2010 and strengthen the result-based approach in the monitoring and evaluation framework for
planning) will help make future SEDPs more effective in reducing poverty and addressing
gender issues.

110. Ethnic minorities will benefit more from the policy actions covered by the subprogram
than the ethnic majority. However, none of the actions is centered on ethnic minorities or has an
adverse impact on ethnic minorities. Therefore, the subprogram has been assigned to
indigenous people category C.

111. SIPRP V does not have an investment component, and the policy actions covered by its
subprogram 2 will not cause any involuntary resettlement. Hence, the subprogram has been
assigned to involuntary resettlement category C.

C. Environmental Impact

112. Subprogram 2 of SIPRP V has been assigned to environmental category C. Its
environmental implications have been reviewed and a matrix of potential environmental impacts
has been prepared in accordance with ADB’s Environment Policy (2002). The matrix is in
Appendix 10.

113. The review of the environmental implications of subprogram 2 concluded that several of
the actions included in the policy framework for this subprogram are likely to have at least minor
positive environmental impact. For example, the adoption of the National Targeted Program on
Adapting to the Climate Change is likely to have a major positive impact, while the actions
related to renewable energy, irrigation services, and medical wastes are likely to have minor
positive impact. Enhancement measures have been developed to optimize the expected
positive impact. No action has been identified as likely to have an adverse environmental impact.

D. Assumptions and Risks

114. SIPRP V and, in particular, its subprogram 2 are to support policy actions that constitute
critical steps in the policy reforms needed for the successful implementation of SEDP 2006—
2010 and are important to ADB’s operations in Viet Nam. However, the reforms need to be fully
carried out if SEDP 2006—-2010 is to be successfully implemented. Therefore, it is assumed that,
after completing the policy actions covered by SIPRP V and the other actions included in the
policy matrices for the World Bank’s PRSCs 7-9, the Government will follow through with the
policy reforms needed for the successful implementation of SEDP 2006—2010 on its own or with
the support of development agencies under other projects. It is further assumed that the
investment projects that are included in SEDP 2006—2010 and necessary for attaining its targets
and goals will be implemented on schedule.

115. These assumptions are based on the Government’s commitment to carry out the policy
reforms and implement the investment projects that are needed to achieve the targets and goals
of SEDP 2006-2010. Furthermore, policy reforms that are needed for the successful
implementation of SEDP 2006-2010 are now or will be supported by ADB through other
policy-based loans to Viet Nam (such as the financial sector program loans and the small and
medium-sized enterprise development loans) and by other development agencies both within
and outside the framework of the PRSC process.
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116. The slowdown of growth caused by the global economic crisis could be so prolonged
that it will preclude the successful implementation of SEDP 2006—2010 and, in particular, the
achievement of its poverty target. However, this risk is small. The fiscal stimulus measures
adopted by the Government in January—May 2009 will spur growth in the second half of 2009
and in 2010. Moreover, the external environment is expected to improve significantly in 2010.
Accordingly, economic growth is likely to rebound in the second half of 2009 and accelerate
further in 2010.

117. As economic growth accelerates and world commodity prices rise, inflation could surge
again. High inflation could push many households into poverty and preclude the successful
implementation of SEDP 2006-2010. To mitigate this risk, the SBV has started taking measures
to keep inflation in check. In particular, it has committed to limit growth of money supply to 30%
in 2009; asked state-owned commercial banks to limit loan growth to 25% in 2009; and urged all
commercial banks to tighten credit for consumer spending and purchases of real estate and
stocks. The SBV is expected to start tightening monetary policy toward the end of 2009 and
pursue moderately tight monetary policy in 2010.%°

VII.  ASSURANCES

118. In addition to the standard assurances, the Government has given the following
assurances, which are incorporated in the draft loan agreement:

0] The actions covered by subprogram 2 of SIPRP V and specified in the
Development Policy Letter will continue to be in effect during the implementation
of SEDP 2006—2010 and thereafter; and

(i) Adequate and timely counterpart funds for carrying out these actions will be
made available.

VIll. RECOMMENDATION

119. | am satisfied that the proposed loan would comply with the Articles of Agreement of the
Asian Development Bank (ADB) and recommend that the Board approve the loan in various
currencies equivalent to Special Drawing Rights 64,036,000 to the Socialist Republic of Viet
Nam for subprogram 2 of the Support for the Implementation of the Poverty Reduction Program
V from ADB'’s Special Funds resources with an interest charge at the rate of 1.0% per annum
during the grace period and 1.5% per annum thereafter; a term of 24 years, including a grace
period of 8 years; and such other terms and conditions as are substantially in accordance with
those set forth in the draft Loan Agreement presented to the Board.

Haruhiko Kuroda
President

22 September 2009

“6 ADB. 2009. Asian Development Outlook 2009 Update. Manila.
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DESIGN AND MONITORING FRAMEWORK
Design Performance Data Sources/ Assumptions
Summary Targets/Indicators ® Reporting Mechanisms and Risks
Impact Assumption

Continued reduction in
poverty in 2008—-2010
and beyond

Poverty rate based on the
methodology of MOLISA
declines from 14.7% in
2007 to 7.0% by 2015

Information to be
obtained from MOLISA

Viet Nam will build on the
achievements of

SEDP 2006-2010 to foster
environmentally
sustainable and socially
inclusive growth, further
strengthen social
protection, and continue
reducing poverty beyond
2010

Outcome

Successful
implementation of the
Government’'s SEDP
2006-2010

Poverty rate (based on
MOLISA’s methodology)
falls from 14.7% in 2007
to 10.0%-11.0% by 2010°

Viet Nam’s Global
Competitiveness Index
score rises from 4.04 in
2007—-2008 to 4.60 in
2010-2011

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Website of the World
Economic Forum

Assumption

Investment projects
included in SEDP 2006—
2010 and necessary for
attaining its targets and
goals will be implemented
on schedule

Risks

The slowdown in economic
growth caused by the
global economic crisis will
be so prolonged that it will
preclude the successful
implementation of

SEDP 2006-2010 and, in
particular, the achievement
of its poverty rate target

Inflation will surge again
and preclude the
successful implementation
of SEDP 2006-2010

Outputs

1. Businesses
developed

Share of foreign direct
investment in total
investment increases from
16.0% in 2007 to 20.0% in
2010°

Share of the domestic
private sector investment
in total investment
increases from 38.5% in

Website of the General
Statistics Office

Website of the General
Statistics Office

Assumption

After completing the policy
actions covered by

SIPRP V and the other
actions included in the
policy matrices for the
World Bank’s PRSCs 7-9,
the Government will follow
through with the policy
reforms needed for the
successful implementation
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Design
Summary

Performance
Targets/Indicators °

Data Sources/
Reporting Mechanisms

Assumptions
and Risks

2. Economic growth
becomes more
socially inclusive

2007 to 50.0% in 2010°

Number of fully state-
owned commercial banks
decreases from five in
2007 to one in 2010

Share of nonperforming
loans in the loan portfolio
of commercial banks does
not exceed 5.0% at the
end of 2010 (compared
with 1.5% at the end of
2007)¢

Proportion of poor and
ethnic minority people
with health insurance
increases from 84.6% in
2007 to 95.0% in 2010

Maternal mortality rate
(per 100,000 live births)
falls from 75.1 in 2007 to
60.0 in 2010

Under-5 mortality rate
(per 1,000 live births) falls
from 25.5 in 2007 to 25.0
in 2010°

Net primary education
enroliment rate rises from
96.0% in 2007 to 99.0% in
2010°

Number of provinces with
universal completed lower
secondary education
increases from 39 (of 64)
in 2007 to 63 (of 63)° in
2010°

Proportion of trained
workers increases from
35.4% in 2007 to 40.0% in
2010°

Information to be
obtained from the State
Bank of Viet Nam

Information to be
obtained from the State
Bank of Viet Nam

Can be estimated using
population data (to be
obtained from the
General Statistics Office),
the poverty rate based on
MOLISA's methodology,
and data on the number
of people with health
insurance (to be obtained
from the Ministry of
Health)

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

of SEDP 2006-2010 on its
own or with the support of
development agencies
under other projects
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Design
Summary

Performance
Targets/Indicators °

Data Sources/
Reporting Mechanisms

Assumptions
and Risks

3. Management of
natural resources
strengthened

4. Governance
improved

The proportion of urban
population with access to
clean water increases
from 75.0% in 2007 to
95.0% in 2010

The proportion of rural
population with access to
clean water increases
from 70.0% in 2007 to
75.0% in 2010°

Proportion of urban
wastes that are collected
increases from 75.0% in
2007 to 90.0% in 2010

Proportion of hospital
wastes that are treated
increases from 79.0% in
2007 to 100.0% in 2010°

Non-weighted average
score of the governance
indicators for government
effectiveness, regulatory
quality, rule of law, and
control of corruption
increases from —0.51 in
2007 to at least —0.50 in
2010.

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Government’s report to
the National Assembly on
the implementation of
SEDP 2006-2010

Data on governance
indicators to be obtained
from the World Bank’s
website
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Activities

Inputs

Policy actions under subprogram 1

11

1.2

13

14

15

1.6

2.1

3.1

4.1

4.2

4.3

4.4

Assess the scope and nature of lending and other transactions among
affiliated parties within economic groups and general corporations.
Approve equitization plans, allowing the participation of strategic
investors, for two SOCBs and complete the equitization of one of them.
Issue a road map to enhance bank supervision, including off-site
supervision and risk management tools.

Rationalize incentives related to the enterprise income tax and simplify
tax procedures for household businesses

Raise the cap on shareholdings by a single foreign investor in unlisted
companies.

Separate power transmission and generation assets and regroup
transmission assets under a single National Power Transmission
Corporation.

Increase the health insurance premium paid on behalf of the poor and
partially subsidize the near-poor.

Allocate institutional responsibilities for integrated river basin
management.

Establish a list of indicators, data sources, and a reporting mechanism
for the monitoring of SEDP 2006—-2010.

Issue regulations on the contents and timing of disclosure of State
Audit of Viet Nam reports, including audit reports of individual entities.
Extend the one-stop-shop mechanism to all ministries and agencies
and introduce an interlinked one-stop-shop mechanism to further
simplify administrative procedures.

Implement the asset declaration requirement in regard to senior
officials and their immediate families, with penalties for noncompliance.

Inputs to subprogram 1
(PRSC 7)

Government: about
$100 million

Asian Development Bank:
SDR16.4 million

Agence Francaise de
Développement:
€10.0 million

Agencia Espafiola de
Cooperacion Internacional:
€5.0 million

Australian Agency for
International Development:
A$14.1 million

Canadian International
Development Agency:
Can$10.0 million

Danish International
Development Agency:
DKr61.0 million

European Commission:
€15.0 million

Germany: €6.0 million
Irish Aid: €7.5 million

Japan Bank for
International Cooperation:
To be determined

Netherlands Directorate
General for International
Cooperation: €6.0 million

United Kingdom'’s

Department for

International Development:
20.0 million

World Bank: $150 million
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11

1.2

13

14

2.1

3.1

3.2

3.3

4.1

4.2

4.3

4.4

Policy actions under subprogram 2

Strengthen the financial management of SOEs and their investments in
other entities, defining the level of such investments.

Prepare a revised law on the central bank focusing its mandate on, and
enhancing its autonomy in regard to, monetary policy and financial
sector stability.

Make commercial-scale infringements of patents, trademark rights, and
rights of design a crime.

Adopt a pricing system for electricity from renewable energy, and
provide incentives for government procurement of energy-efficient
equipment.

Formulate an education development strategy for the period up to 2020
focusing on equity of learning outcomes and relevance of contents.

Issue regulations to ensure financial sustainability of irrigation services
and provide financial relief for poor farmers.

Approve a national target program for adapting to the climate change
and allocate institutional responsibilities for its implementation.
Enhance the treatment of medical waste discharged by hospitals at
both central and local levels.

Conduct a midterm review of SEDP 2006—2010 and strengthen the
result-based approach in the monitoring and evaluation framework for
planning.

Formulate a public debt management law consolidating the
management of domestic and external debt.

Adopt principles of competition, merit-orientation, and transparency in
the recruitment, appointment, promotion, and dismissal of civil
servants.

Issue a comprehensive anticorruption strategy, setting out preventive,
demand-side, and sector-specific solutions and monitoring
mechanisms.

Inputs to subprogram 2
(PRSC 8)

Government: about $80
million

Asian Development Bank:
SDR64.0 million

Agencia Espafiola de
Cooperacion Internacional:
€5.0 million

Australian Agency for
International Development:
To be determined

Canadian International
Development Agency:
Can$4.5 million

Danish International
Development Agency:
DKr59.0 million

United Kingdom'’s
Department for
International Development:
£20.0 million

European Commission:
€13.0 million

Germany: $8.4 million
Irish Aid: €1.0 million

Japan International
Corporation Agency: ¥5-7
billion (tentative)

Netherlands Directorate
General for International
Cooperation: To be
determined

New Zealand: $1.0 million

Switzerland: CHF4.0
million

World Bank: $350 million
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11

12

13

14

15

1.6

2.1

2.2

3.1

3.2

4.1
4.2
43
4.4
45

4.6

Tentative policy actions under subprogram 3

Transfer state ownership rights in equitized SOEs to the State Capital
Investment Corporation.

Complete the equitization of four SOCBs, with the participation of
strategic investors.

Certify the internal credit rating system of all banks and approve
inspection manuals.

Adopt guidelines to govern the operations of the Viet Nam Competition
Council.

Complete the legal framework enabling the improved provision of
logistics services, including multi-modal transport.

Adopt user charges designed to better manage demand for
infrastructure services.

Adopt standards for the certification of health care practitioners and the
classification of private health facilities.

Finalize and start implementing the road map for the education
management information system.

Issue guidelines for efficient use of water resources to accompany the
irrigation service fee waiver policy.

Establish national and regional pollution monitoring systems to enable
results-based environmental planning.

Establish a legal framework for strengthening urban planning and
urban infrastructure management.

Integrate sector policies and national target programs at the commune
level, emphasizing participation at all stages.

Adopt public sector financial reporting standards in line with
international standards.

Conduct user-feedback surveys to assess the quality of public services
Issue regulations and approve pilot schemes to strengthen
competition, merit-orientation, and transparency in the recruitment,
appointment, and promotion of civil servants.

Prepare a revised press law to encourage accurate, objective and
responsible reporting on corruption.

Inputs to subprograms 3
(PRSC 9)

Government: To be
determined

ADB: $25 million (tentative)

Other development
agencies: To be
determined

MOLISA = Ministry of Labor, Invalids and Social Affairs, PRSC = poverty reduction support credit, SDR = Special

Drawing Right, SEDP = socioeconomic development plan, SOCB = state-owned commercial bank, SOE = state-

owned enterprise.

& Several performance targets and/or indicators in the original design and monitoring framework of the Support for
the Implementation of the Poverty Reduction Program have been dropped or replaced with similar performance
targets and/or indicators from SEDP 2006—-2010 because data on the former are not available annually any longer
or appear to be of poor quality (although they show that Viet Nam is on track to achieve the targets).

The indicator and its target value are taken from SEDP 2006-2010.
The indicator (but not its target value) is taken from SEDP 2006-2010. The target value of the indicator in SEDP

2006-2010 is the average for 2006—2010.

The indicator and its target value are taken from the Result-Based Monitoring and Evaluation Framework for the

Implementation of SEDP 2006-2010 (attached to Decision No. 555 of the Ministry of Planning and Investment
dated 30 May 2007).

e

Two provinces were merged into one in 2008.

Source: Asian Development Bank.
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SECTOR ANALYSIS

A. Recent Progress in Poverty Reduction in Viet Nam

1. Viet Nam made remarkable progress in poverty reduction in the past 15-20 years. The
most recent available household survey data show that the poverty rate (based on the cost of a
consumption basket allowing for a daily intake of 2,100 calories per person and some nonfood
expenditure) dropped from 58.1% in 1993 to 16.0% in 2006. The food poverty rate (the
proportion of people whose total expenditure would not suffice for a daily intake of 2,100
calories even if it was entirely allocated to food) fell from 24.9% to 6.7% between 1993 and
2006. The poverty gap (the difference between the poverty line and the average expenditure of
the poor expressed as a percentage of the former) narrowed from 18.5% to 3.8% over the same
period (Table A2.1).

Table A2.1: Selected Poverty Indicators for Viet Na  m, 1993-2006

Indicator 1993 1998 2002 2004 2006
Poverty rate (%) 58.1 37.4 28.9 19.5 16.0
Urban areas 25.1 9.2 6.6 3.6 3.9
Rural areas 66.4 455 35.6 25.0 204
Kinh and Chinese 53.9 31.1 23.1 135 10.3
Ethnic minorities 86.4 75.2 69.3 60.7 52.2
Food poverty rate (%) 24.9 15.0 10.9 7.4 6.7
Urban areas 7.9 25 1.9 0.8 1.2
Rural areas 29.1 18.6 13.6 9.7 8.7
Kinh and Chinese 20.8 10.6 6.5 3.5 3.2
Ethnic minorities 52.0 41.8 41.5 34.2 29.2
Poverty gap (%) 18.5 9.5 6.9 4.7 3.8
Urban areas 6.4 1.7 1.3 0.7 3.2
Rural areas 215 11.8 8.7 6.1 4.9
Kinh and Chinese 16.0 7.1 4.7 2.6 2.0
Ethnic minorities 34.7 24.2 22.8 19.2 154

Source: World Bank. 2007. Vietham Development Report 2008: Social Protection. Joint donor
report to the Vietnam Consultative Group Meeting, Hanoi, 6—7 December 2007.

2. Measures of poverty not based on household survey data point to declines of similar
magnitudes in poverty, although they give different levels of poverty. The proportion of people
living on less than $1.0 a day based on purchasing power parity (PPP) dropped from 50.8% of
the population in 1990 to 4.0% in 2007, and the proportion of those living on less than $2.0 per
day based on PPP fell from 87.0% to 32.9% (Table A2.2). The poverty rate based on the
methodology of the Ministry of Labor, Invalids and Social Affairs (MOLISA) fell from 22.0% in
2005 to an estimated 13.1% in 2008."

' The poverty rate based on the methodology of the MOLISA measures the proportion of people living below the
official poverty line, which is D260,000 per person in urban areas and D200,000 per person in rural areas.
Households below the poverty line are identified by local officials of MOLISA through a combination of their
personal knowledge, survey techniques, and village discussions.
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Table A2.2: $1-a-Day and $2-a-Day Poverty in Viet N am, 1990-2007

$1-a-Day based on PPP $2-a-Day based on PPP

Poverty Rate  Poverty Magnitude Poverty Rate Poverty Magnitude

Year (%) (million persons) (%) (million persons)
1990 50.8 33.6 87.0 57.6
1996 23.6 17.3 69.4 50.8
1999 16.9 13.0 65.9 50.5
2002 13.6 10.9 58.2 46.4
2004 7.8 6.4 43.9 36.0
2007 4.0 3.4 32.9 28.1

PPP = purchasing power parity
Source: World Bank. 2008. East Asia: Testing Times Ahead. Washington, DC.

3. Accordingly, Viet Nam has made good progress toward the Millennium Development
Goals (MDGS). It has achieved three MDG targets and is likely to attain another four ahead of
time. In addition to the targets for extreme poverty and hunger, Viet Nam has achieved the
target concerning the incidence of malaria and other diseases. The country is likely to achieve
the targets for the completion of primary schooling by boys and girls, gender equality in
education, under-5 mortality, and maternal mortality (Table A2.3).

B. Challenges in Poverty Reduction

4, Despite the tremendous strides Viet Nam has made in eradicating poverty over the past
15-20 years, much remains to be done. First, the absolute number of poor people is still large,
although their share in the total population has been drastically reduced. The household survey
data show that 13.5 million people lived in poverty and 5.7 million people suffered from hunger
in 2006. The poverty rate based on MOLISA's methodology suggests that 11.3 million people
lived below the official poverty line in 2008. According to the World Bank, 3.4 million people
survived on less than $1.0 per day (based on PPP) and 28.1 million people lived on less than
$2.0 per day (based on PPP) in 2007 (Table A2.2).

5. Second, the incidence of poverty is still high in rural areas and among ethnic minorities,
even though it has been decreasing faster than in urban areas and among the ethnic majority.
In 2006, the poverty rate was 20.4% in rural areas (compared with 3.9% in urban areas), and
52.2% among ethnic minorities (compared with 10.2% among the Kinh and Chinese majority)
(Table A2.1). Rural areas accounted for 73.3% of the total population but 93.6% of the poor.
Ethnic minorities made up only 13.5% of the total population but 44.4% of the poor (Table A2.4).
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Table A2.3: Viet Nam's Progress toward the Millenni

um Development Goals

Goal 1 Eradicate extreme poverty and hunger Progres s Status
Target 1.1  Halve, between 1990 and 2015, the Poverty reduced by more two-thirds Already
proportion of people living in poverty between 1993 and 2006 achieved
Target 1.3  Halve, between 1990 and 2015, the Proportion reduced by more than two-  Already
proportion who suffer from hunger thirds between 1993 and 2006 achieved
Goal 2 Achieve universal primary education Progress Status
Target 2.1  Ensure that, by 2015, children everywhere, Primary education completion rate was  Likely to be
boys and girls alike, will be able to complete a  85.6% in 2007 achieved
full course of primary schooling
Goal 3 Promote gender equality Progress Status
Target 3.1  Eliminate gender disparity in primary and There are only small gender Likely to be
secondary education, preferably by 2005, and  disparities in education, with a higher achieved
in all levels of education no later than 2015 proportion of boys in primary and
secondary education and a higher
proportion of girls in vocational and
university education
Goal 4 Reduce child mortality Progress Status
Target 4.1  Reduce by two thirds, between 1990 and The under-5 mortality rate fell from 58 Likely to be
2015, the under-5 mortality rate (per 1,000 live births) in 1990 to 25 achieved
(per 1,000 live births) in 2008
Goal 5 Improve maternal health Progress Status
Target 5.1  Reduce by three quarters, between 1990 and  The maternal mortality ratio fell from Likely to be
2015, the maternal mortality ratio 233 (per 100,000 live births) in 1990t 4chieved
75 (per 100,000 live births) in 2008
Goal 6 Combat HIV/AIDS and other diseases Progress Status
Target 6.1 By 2015 have halted and begun to The number of detected HIV/AIDS Uncertain to
reverse the spread of HIV/AIDS cases rose from about 1,500 ayearin  pg achieved
1990-1993 to more than 20,000 a year
in 2005-2007
Target 6.3 By 2015 halted and reverse the The number of malaria cases dropped  Already
incidence of malaria and other diseases significantly in recent years, with only  5chieved
20 malaria-related deaths in 2007
Goal 7 Ensure environmental sustainability Progress Status
Target 7.1  Embrace sustainability and reverse the Forest cover up, but losses in closed Uncertain to
loss of environmental resources canopy forest and biodiversity be achieved
Target 7.3 Halve, by 2015 the share of people Rapid progress on drinking water, but Uncertain to

without drinking water and sanitation

much slower progress on sanitation

be achieved

Source: Government of Viet Nam, United Nations Development Programme, World Bank, and Asian Development
Bank staff assessment.

6. Third, the rural poor and poor ethnic minority people not only account for relatively large
proportions of their respective population groups, but also have significantly lower average
incomes than the urban poor and poor ethnic majority people, respectively. In 2006, the poverty
gap was 4.9% in the rural areas and 15.4% among ethnic minorities, compared with 3.2% in the
urban areas and 2.0% among the Kinh and Chinese majority (Table A2.4).
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Table A2.4: Distribution of Poverty in Viet Nam, 20 06
(%)

Share of Poverty  Poverty Contribution to

Population group Population Rate Gap Total Poverty
Total population 100.0 16.0 3.8 100.0
Rural 73.3 20.4 4.9 93.6
Urban 26.7 3.9 0.8 6.4
Kinh and Hoa 86.5 10.2 2.0 55.6
Ethnic minorities 13.5 52.2 15.4 44.4

Source: World Bank. 2008. Taking Stock: An Update on Viet Nam’s Recent Economic
Developments. Paper prepared for the Mid-Year Consultative Group Meeting for

Vietnam, Sapa, 5-6 June 2008. Hanoi.

7. Fourth, the incidence of poverty varies significantly across regions. It is low in the
Southeast, Red River Delta, Mekong Delta, and South Central Coast, but high in the Northern
Mountains (especially the Northwest Mountains), North Central Coast, and Central Highlands. In
2006, the poverty rate was 30.2% in the Northern Mountains (49.0% in the Northwest
Mountains), 29.1% in the North Central Coast, and 28.6% in the Central Highlands, compared

with 5.8% in the Southeast and 8.8% in the Red River Delta (Table A2.5).

Table A2.5: Poverty Rate in Viet Nam by Region, 199 3-2006

(%)

Region 1993 1998 2002 2004 2006
Northern Mountains 81.5 64.2 43.9 35.4 30.2

Northeast 38.4 29.4 25.0

Northwest 68.0 58.6 49.0
Red River Delta 62.7 29.3 22.4 12.1 8.8
North Central Coast 74.5 48.1 43.9 31.9 29.1
South Central Coast 47.2 34.5 25.2 19.0 12.6
Central Highlands 70.0 52.4 51.8 33.1 28.6
Southeast 37.0 12.2 10.6 5.4 5.8
Mekong Delta 47.1 36.9 23.4 15.9 10.3
Viet Nam 58.1 37.4 28.9 19.5 16.0

Source: World Bank. 2007. Vietnam Development Report 2008: Social Protection. Joint
donor report to the Vietnam Consultative Group Meeting, Hanoi, 6—7 December 2007.

8. Fifth, the vulnerability of the population to poverty is rather high. The large difference
between the proportion of the population living on less than $2.0 a day based on PPP (32.9% in
2007) and the share of those living on less than $1.0 a day based on PPP (4.0% in 2007)
suggests that the near-poor account for a substantial proportion of the population. A small
external or internal shock and a moderate deterioration in the economic situation could push

many of these people into poverty.
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9. Finally, some negative trends in poverty have emerged recently. The household survey
data show that urban poverty increased between 2004 and 2006, with the poverty rate rising
from 3.6% in 2004 to 3.9% in 2006, and the food poverty rate increasing from 0.8% to 1.2%.
Anecdotal evidence suggests that high inflation and, in particular, the steep rise of food prices
pushed many low-income households, especially in urban areas, into poverty in 2008. As
economic activity slowed sharply, unemployment increased and more households, particularly
in rural areas, fell into poverty in the first several months of 2009. Many people from rural areas
who were employed in urban areas of Viet Nam or abroad lost their jobs and stopped sending
remittances to their households. Some of them returned to their villages, even though they had
few alternative sources of income there.

C. Policy Framework for Poverty Reduction

10. Robust economic growth has been the key driver of poverty reduction in Viet Nam, but
government policies and targeted programs have played a major role in making that growth
pro-poor. The Government's current poverty reduction strategy is embedded in the
Socioeconomic Development Plan (SEDP) 2006—-2010.

1. Socioeconomic Development Plan 2006—2010

11. The Government adopted SEDP 2006-2010 in 2006. Unlike previous SEDPs, it was
prepared in an open and participatory manner involving extensive consultations with civil
society, businesses, and development agencies, and is oriented more toward attaining
development outcomes (including poverty reduction) and less toward achieving production
targets. Its targets include a reduction in the poverty rate (based on MOLISA’s methodology)
from 22% in 2005 to 10%—11% in 2010. SEDP 2006—-2010 also aspires to strengthen the
foundations for environmentally sustainable and socially inclusive economic growth and a
continued reduction in poverty beyond 2010. It provides for a broad range of policy reforms and
a large number of investment projects aimed at achieving its targets and goals. The joint
International Development Association—International Monetary Fund staff advisory note of
5 December 2006 on Viet Nam’s poverty reduction strategy concluded that SEDP 2006-2010
has the key features of a poverty reduction strategy and is likely to lead to economic growth and
poverty reduction.?

2. Social Protection and Targeted Programs for Pove  rty Reduction

12. SEDP 2006-2010 recognizes that social protection and targeted programs for poverty
reduction are required for inclusive growth. Social protection expands opportunities, enhances
equity, and protects against risks and shocks. Targeted programs focus on particularly
disadvantaged groups and geographic areas.

13. Viet Nam fares reasonably well in comparison with the 30 other countries in Asia and the
Pacific, according to ADB’s social protection index (SP1).*> The SPI values range from a low of
0.01 (Papua New Guinea) to a high of 0.96 (Japan). Viet Nam’s SPI of 0.38 ranks the country
13 of 31, just below Nauru but above Malaysia. The SPI is a composite index based on four
social protection summary indicators. Expenditure measures total expenditure on all social

% International Monetary Fund and International Development Association. 2006. Vietnam: Poverty Reduction
Strategy Paper Annual Progress Report Joint Staff Advisory Note. Washington, DC.
http://www.imf.org/external/pubs/ft/scr/2006/cr0671.pdf

¥ ADB. 2008. Social Protection Index for Committed Poverty Reduction—Volume 2: Asia. Manila.
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protection programs as a share of gross domestic product (0.041 in Viet Nam). Coverage
measures the beneficiaries of targeted social protection as a share of the reference population
group, i.e., the elderly, the disabled, the unemployed, etc. (0.40). Distribution calculates the
number of beneficiaries who are poor as a share of the poor population, or efficiency of poverty
targeting (0.71). Impact is the average social protection expenditure for each poor person as a
share of the national poverty line (0.17). Viet Nam falls into the group of countries with an
average SPI ranking (the average for Asia is 0.36). The policy priority for countries with average
SPIs is likely to be improving the efficiency, functioning, and targeting of current programs. The
social protection summary indicator for impact, at 17%, is lower than the average of 23% for
Asia.

14, Social Safety Nets. Social safety net programs (e.g., social assistance and child
protection) account for about 30% of Viet Nam’s total social protection expenditure. The target
group coverage ratios are 65% of the poor, 100% of the disabled, and 62% of targeted children.
Viet Nam'’s overall social protection summary indicator for coverage, at 0.40, is high; only eight
other countries have values higher. In a decentralized country like Viet Nam, the amount of
budgetary resources at the local level has a major influence on the ability to implement social
policy, deliver social services, and provide safety nets. According to the Vietnam Development
Report 2008, powerful allocation norms have been set up to transfer resources from richer to
poorer provinces (on a scale much larger than similar efforts in richer countries). However, there
has been less progress in the allocation of provincial resources to districts, communes, and
below. In general, the quality of programs targeted at specific households is mixed. Some have
considerable impact, but others are less effective.

15. Labor Market Programs. The SPI assessment of social protection expenditure by
category of program shows that only 7.7% of the total goes toward labor market programs
(direct employment generation, labor exchanges and other employment services, skills
development and training, and the development of labor legislation).

16. Each of the country’s 63 provinces has a vocational training center under the local
department of labor, invalids, and social affairs. The Government implements a National
Targeted Program on Job Generation and provides credit through the National Fund for Job
Creation and the Social Policy Bank. The vocational training system is being strengthened and
diversified to meet the demands of the labor market. The Government does not provide
unemployment insurance, but it does give (i) allowances for early retirement, (ii) access to credit
for opening new business after retirement, and (iii) free vocational training for the poor in
government-run vocational training centers. In the ADB SPI analysis of target group coverage
ratios, only 9.4% of the unemployed and underemployed are covered by social protection
programs.

17. Viet Nam introduced a minimum wage for foreign-invested companies in 1990 and for
domestic enterprises in 1993. The former varies by region; the latter is uniform throughout the
country. The ratio between minimum and average wages in domestic enterprises has increased
moderately, from 25% in 1998 to 32% in 2006, but minimum wages applying to foreign
companies remain substantially higher. The margin varies from more than 50% to more than
90% depending on the region. This is incompatible with the national treatment principle of the
World Trade Organization. Thus, Viet Nam needs to unify the minimum wage, which will mean
increasing the domestic enterprise minimum wage. This may affect employment creation and
formalization.
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18. Old-Age Pensions. Until 1993, Viet Nam only had an old-age pension program for civil
servants and workers in state-owned enterprises. The coverage was extended in 1993 to
domestic and foreign private enterprises on a contributory basis. Viet Nam Social Security
administers these programs. There is also a honcontributory scheme (administered by MOLISA)
for people over 85 who lack resources. The system is nhow undergoing major and rapid reform.
The first Social Insurance Law was passed in 2006, with various elements being implemented
over 2007-2009. The aim is to expand coverage and ensure financial sustainability. Along with
a voluntary pension program for informal sector workers, the compulsory program applies to all
Viethnamese working in any enterprise provided they have at least a 3-month contract. To
receive a pension, participants must contribute for 20 years. The minimum pension is set equal
to the minimum wage; the maximum is 75% of the average salary. Retirement age is low at 55
for women and 60 for men. The main difference between the voluntary and the compulsory
programs is that the voluntary scheme does not have a ceiling on contributions and or a
minimum pension.

19. Participation in the compulsory scheme is growing steadily from its low base, with about
8 million active contributors in 2007 (18% of the labor force and 54% of employment in
state-owned enterprises, foreign companies, and private domestic firms). In 2007, there were
about 1.9 million pensioners, about 25% of the population 60 years old and above. However,
almost half of pension spending went to the richest two quintiles, with only 2% to the poorest.
Thus, the pension system is not pro-poor. Whether the national voluntary pension program for
the informal sector will attract many members is not yet clear. The largest voluntary pension
scheme in Viet Nam operates in the province of Nghe An, with about 85,000 participants in
2007.

20. Targeted Programs for Poverty Reduction. * Viet Nam implements a host of targeted
programs to reach the most disadvantaged. Some provide cash support to particular vulnerable
groups; others deliver other forms of targeted assistance to disadvantaged groups or regions.
The pricing of utilities such as water can also be based on different groups’ ability to pay. Cash
transfers are paid out by social guarantee funds, which provide regular relief to defined
vulnerable groups and to war veterans and war invalids. Subsidies are provided through the
National Targeted Program for Poverty Reduction (NTPPR) 2006—-2010, formerly the Hunger
Eradication and Poverty Reduction Program. Development assistance to poor communes is
managed through Program 135 (program for socioeconomic development in communes facing
extreme hardship in ethnic minority and mountainous areas); Program 132 and Program 134,
which seek to provide ethnic minorities with agricultural and residential land, housing, and water
supply; and the Support Program for Fast and Sustainable Poverty Reduction in 61 Poor
Districts. These initiatives differ in the nature of the benefits they provide, as well as in the
targeting techniques they apply to identify beneficiaries.

21. The NTPPR targets households that have been identified as poor using the MOLISA
methodology. Activities under NTPPR fall into three areas: (i) development of productive
activities of the poor, (ii) provision of access to basic services, and (iii) capacity development
and monitoring. The first area includes the largest single component of the NTPPR, the
provision of preferential credit. The second area focuses on health care, education, housing,
water supply, and legal aid. A total of D43.5 trillion has been allocated to this program over a 5
years, with 60% going to the provision of preferential credit. The central budget covers 29% of

* This discussion is summarized from World Bank. 2007. Vietnam Development Report 2008: Social Protection.

Joint donor report to the Vietnam Consultative Group Meeting, Hanoi, 6—7 December 2007 (Chapter 7: Targeted
Programs).
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the envelope, with local governments and local communities expected to contribute a further 5%
and 6%, respectively.

22. Program 135 is geographically targeted. The first phase of the program allocated D700
million per year to identified communes. Poverty maps show that the communes targeted by the
program were generally those with higher poverty rates. Targeting issues arise at lower levels,
as resource allocation may favor wealthier villages within a commune, and not everyone in a
village is necessarily poor. The second phase of Program 135 (to be implemented during 2006—
2010) is tackling these issues by requiring the inclusion of both poorer villages within the
poorest “zone 111" communes and the poorest villages in the less-poor “zone II” communes.

23. The Support Program for Fast and Sustainable Poverty Reduction in 61 Poor Districts
was approved in December 2008. It targets 61 districts where the poverty rate based on
MOLISA's methodology was more than 50% in 2006. The program aims to reduce the poverty
rate in the target districts to less than 40% by 2010, to the corresponding provincial average
poverty rate by 2015, and to the corresponding regional average poverty rate by 2020. The
activities under the program include providing free rice to poor households; supporting
agriculture, forestry, fishery, and food processing businesses (especially those being set up or
run by poor households); improving the quality of and access to vocational training; developing
transport and irrigation infrastructure; and providing incentives to businesses for investing and
creating jobs in the target districts. The total cost of the program for 2009-2020 is estimated at
D160 trillion, of which D10.5 trillion was transferred from the central to local budgets in early
20009.



OBJECTIVE TREE AND UPDATED POLICY MATRIX OF THE

SUPPORT FOR THE IMPLEMENTATION OF THE POVERTY REDUCTION PROGRAM V
Figure A3.1: Objective Tree
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Source: Asian Development Bank.
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Figure A3.2: Updated Policy Matrix

Policy Actions under Subprogram 1

Policy Actions und er Subprogram 2

Tentative Policy Actions
under Subprogram 3

Assess the scope and nature of lending and
other transactions among affiliated parties
within Economic Groups and General
Corporations

Strengthen financial management of SOEs,
limiting their investments in other entities,

defining the level of such investments?

Transfer state ownership rights in equitized
SOEs to the State Capital Investment

Corporation®

Financial management and

A 4

corporate governance of
SOEs improved

Approve equitization plans, allowing the
participation of strategic investors, for two state
owned commercial banks (SOCBs) and
complete the equitization of one of them

Prepare a revised law on the central bank
focusing its mandate on, and enhancing its
autonomy in regard to, monetary policy and

Issue a road map to enhance bank
supervision, including off-site supervision and
risk-management tools

financial sector stability

Complete the equitization of four SOCBs, with
the participation of strategic investors®

Certify the internal credit rating system of all
banks and approve inspection manuals®

Rationalize incentives related to the enterprise
income tax and simplify tax procedures for
household businesses

Make commercial-scale infringements of
patents, trademark rights, and rights of design

a crime®

Adopt guidelines to govern the operations of the
Viet Nam Competition Council®

Complete the legal framework enabling the
improved provision of logistics services,

including multi-modal transport®

A 4

Financial sector developed

Separate power transmission and generation
assets and regroup transmission assets under
a single National Power Transmission
Corporation

Adopt a pricing system for electricity from
renewable energy and provide incentives for
government procurement of energy-efficient

equipment ?

Adopt user charges designed to better manage
demand for infrastructure services®

\ 4

Private sector developed

_|Quality of infrastructure

"|services improved

Increase the health insurance premium paid on
behalf of the poor and partially subsidize the
near-poor.

Adopt standards for the certifications of health-
care practitioners and the classification of

private health facilities?

_ |Quality of, and access to,

" |health care improved
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Figure A3.2: Policy Matrix

(continued)

Policy Actions under Subprogram 1

Policy Actions und er Subprogram 2

Tentative Policy Actions
under Subprogram 3

Formulate an education development strategy
for the period up to 2020, focusing on the equity
of learning outcomes and the relevance of

contents ?

Finalize and start implementing the road map
for the education management information

system?

Quality of, and access to,

A 4

education improved

Allocate institutional responsibilities for
integrated river basin management.

Issue regulations to ensure financial
sustainability of irrigation services and provide

financial relief for poor farmers b

Issue guidelines for efficient use of water
resources to accompany the irrigation service

fee waiver poIiC)/D

. [Management of water

" Iresources improved

Approve a national targeted program for
adapting to climate change and allocate
institutional responsibilities for its

implementation ?

Enhance treatment of medical waste
discharged by hospitals at both central and

local levels °

Establish national and regional pollution
monitoring systems to enable results-based

environmental planning®

Protection of environment

Establish a list of indicators, data sources and
a reporting mechanism for the monitoring of
SEDP 2006 2010

Conduct a midterm review of SEDP 2006—-2010
and strengthen the results-based approach in
the monitoring and evaluation framework for

planning b

Establish a legal framework for strengthening
urban planning and urban infrastructure

management®

enhanced

_|Planning processes

Integrate sector policies and national target
programs at the commune level, emphasizing

participation at all stages®

Issue regulations on the contents and timing of
disclosure of the reports of the State Audit of
Viet Nam, including reports on audits of
individual entities

Formulate a public debt management law
consolidating the management of domestic and

external debt ?

Adopt public sector financial reporting
standards in line with international standards?®
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Public financial management
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Figure A3.2: Policy Matrix

(continued)

Policy Actions under Subprogram 1

Policy Actions und er Subprogram 2

Tentative Policy Actions
under Subprogram 3

Extend the “one-stop-shop” mechanism to all
ministries and agencies and introduce an
interlinked “one-stop-shop" mechanism to
further simplify administrative procedures

Adopt principles of competition, merit-
orientation, and transparency in the recruitment,
appointment, promotion, and dismissal of civil

servants b

Conduct user-feedback surveys to assess the
quality of public services®

Issue regulations and approve pilot schemes to
strengthen competition, merit-orientation, and
transparency in the recruitment, appointment,

and promotion of civil servants®

Implement asset declaration requirement in
regard to senior officials and their immediate
families, with penalties for non-compliance

Issue a comprehensive anticorruption strategy,
setting out preventive, demand-side, and sector

specific solutions, and monitoring mechanisms?®

Prepare a revised press law to encourage

A 4

Public administration
strengthened

accurate, objective and responsible reporting on
corruption®

SEDP = socioeconomic development plan, SOCB = state-owned commercial bank, SOE = state-owned enterprise.
@ The action is one of the tentative actions under subprograms 2 and 3 in the original policy matrix of SIPRP V.

® The action is not in the original policy matrix of SIPRP V but has been included in the policy matrix for PRSC 8 or is likely to be included in the policy matrix for

PRSC 9.
Source: Asian Development Bank.
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Table A3.1: Status of Tentative Actions under Subpr
Matrix of the Support for the Implementation of the

ograms 2 and 3 in the Original Policy
Poverty Reduction Program V

Action

| Status

1. Business Development

Strengthen the financial management of
state-owned enterprises (SOEs) and their
investments in other entities, defining the
level of such investments

Completed. The Government has adopted—through Decree
No. 09/2009/ND-CP dated 5 February 2009—a new
regulation on financial management of SOEs, which limits
SOEs' investments in non-core businesses and prohibits an
SOE from investing in a company whose senior staff member
or major shareholder is related to a senior staff member of
the SOE.*

The action has been included in the policy matrix for Poverty
Reduction Support Credit (PRSC) 8 and is covered by
subprogram 2 of the Support for the Implementation of the
Poverty Reduction Program (SIPRP) V.

Transfer state ownership rights in
equitized SOEs to the State Capital
Investment Corporation (SCIC)

In progress. The state ownerships rights in some equitized
SOEs and Vietcombank (one of the two equitized state-
owned commercial banks) has been transferred to SCIC.
However, the transfer of the state ownership rights in some
other equitized SOEs to SCIC has been delayed because of
limited institutional capacity of SCIC to exercise these rights.
One of the components of the SOE Reform and Corporate
Governance Facility, a program loan in the 2009 indicative
pipeline of the Asian Development Bank (ADB) for Viet Nam,
aims to strengthen SCIC's capacity to exercise state
ownership rights in equitized SOEs.

The action has not been included in the policy matrix for
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Complete the equitization of four state-
owned commercial banks (SOCBs), with
the participation of strategic investors

In progress. The equitization of Vietcombank was completed
in 2008 and that of Vietinbank was completed in July 2009.
Unfavorable market conditions have caused delays in the
equitization of other SOCBs and the sale of shares of the
equitized SOCBs to strategic investors.

The action has not been included in the policy matrix for
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Certify the internal credit rating system of
all banks and approve inspection
manuals

In progress. As required by Decision 493/2005/QD-NHNN of
the State Bank of Viet Nam (SBV), all commercial banks have
established an internal credit rating system. The SBV has
certified the internal credit ratings system of several
commercial banks. The Government and development
agencies participating in the PRSC process have agreed to
continue dialogue on this subject in conjunction with PRSC 9.

The action has not been included in the policy matrix for
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.
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Prepare a revised law on the central bank
focusing its mandate on, and enhancing
its autonomy in regard to, monetary
policy and financial sector stability

Completed. The Government has prepared—in consultation
with development agencies—a revised law on the SBV, which
makes the SBV's mandate more focused on monetary policy
and financial sector stability and increases its autonomy in
formulating monetary policy.

The action has been included in the policy matrix for PRSC 8
and is covered by subprogram 2 of SIPRP V.

Establish a national business registry with
unique number for business, tax,
statistics, and seal agencies

In progress. With technical assistance from Norway and the
United Nations Industrial Development Organization, Viet
Nam is developing a computerized national business registry,
which is expected to become operational in 2011.

Because the action has not been included in the policy matrix
for PRSC 8 and will be covered by Small and Medium
Enterprise Development Program Loan Il (included in ADB's
2009 indicative pipeline for Viet Nam), it has been excluded
from the policy matrix of SIPRP V.

Adopt guidelines to govern the operations
of the Viet Nam Competition Council

In progress. The Ministry of Industry and Trade is drafting
regulations on the operations and the organizational structure
of the Viet Nam Competition Council. The regulations are
expected to be adopted in the second half of 2009.

The action has not been included in the policy matrix for
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Revise the legal framework for the
promotion of small and medium-sized
enterprises (SMEs) and enable better
links with large-scale industries

In progress. Since the Government and development
agencies held the final round of consultations on the policy
matrix of PRSC 8 in May 2009, Viet Nam has made
considerable headway in improving the legal framework for
SME development. In particular, the procedure for obtaining
business seals has been simplified significantly effective 1
June 2008. In June 2009, the Government issued a decree
on promoting SME development. The decree gives detailed
legal definitions of SMEs and micro-enterprises and calls for
the establishment of an SME Development Fund, which will
finance programs aimed at fostering SME development.

Because the action has not been included in the policy matrix
for PRSC 8 and will be covered by Small and Medium
Enterprise Development Program Loan I, it has been
excluded from the policy matrix of SIPRP V.

Adopt a pricing system for electricity from
renewable energy and provide incentives
for government procurement of energy-
efficient equipment

Completed. A new pricing system for electricity, which
makes the production of electricity from renewable energy
commercially more attractive, was adopted in July 2008 and
became effective on 1 January 2009. Incentives for
government procurement of energy-efficient equipment were
introduced in March 2009.

The action has been included in the policy matrix for PRSC 8
and is covered by subprogram 2 of SIPRP V.

Adopt user charges designed to better
manage demand for infrastructure

In progress. Waste water charges based on cost recovery
have been adopted, and electricity tariffs have been adjusted
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services

upward to ensure cost recovery. Tentative action 3.1 (issue
guidelines for efficient use of water resources to accompany
the irrigation service fee waiver policy) under subprogram 3 of
SIPRP V will address the issue of cost recovery in irrigation.

The action has not been included in the policy matrix for
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Issue a time-bound action plan for the
implementation of commitments to the
World Trade Organization (WTO)

The action has not been included in the policy matrix for
PRSC 8 and has been excluded from the policy matrix of
SIPRP V. It was concluded during the consultations on the
policy matrix for PRSC 8 that a time-bound action plan for
implementing Viet Nam's commitments to WTO was not
needed any longer. The arrangements the country had put in
place were adequate to ensure timely and full implementation
of its WTO commitments.

Complete the legal framework enabling
the improved provision of logistics
services, including multi-modal transport

In progress. The Ministry of Transportation has drafted a
decree on multimodal transport, which is intended to fill the
gaps in the existing legal framework for multi-modal transport
and bring it in line with the Framework Agreement on
Multimodal Transport of the Association of Southeast Asian
Nations. The decree is expected to be adopted in late 2009 or
early 2010.

The action has not been included in the policy matrix of
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

2. Social Inclusion

Adopt standards for the certifications of
health care practitioners and the
classification of private health facilities

In progress. The Government is drafting—in consultation
with development agencies—a law on medical examination
and treatment, which is expected to be adopted in late 2009.
The law will provide a legal framework for the certification of
heath care practitioners and the classification of private
health facilities. However, what standards for the certification
of health care practitioners are most suitable for Viet Nam is
still being debated.

The action has not been included in the policy matrix of
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Establish regulatory and institutional
frameworks for monitoring the
performance of health care providers

The action has not been included in the policy for PRSC 8
and has been excluded from the policy matrix of SIPRP V
because it can only be carried out after the previous action is
completed.

Formulate an education development
strategy for the period up to 2020
focusing on the equity of learning
outcomes and the relevance of contents

Completed. Government has prepared—through extensive
consultations within the Government as well as with the civil
society, development agencies, and other stakeholders—an
education development strategy for the period up to 2020,
which attaches particular importance to the equity of leaning
outcomes and the relevance of contents.

The action has been included in the policy matrix for PRSC 8

and is covered by subprogram 2 of SIPRP V.
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Finalize and start implementing the road
map for the education management
information system

In progress. With technical assistance from Belgium, Viet
Nam is developing a road map for a unified education
management information system, which will integrate various
existing education information systems.

The action has not been included in the policy matrix for
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

3. Natural Resource Management

Restructure irrigation management
companies with improved service
orientation and financial viability

The action has not been included in the policy matrix for
PRSC 8 and has been replaced with an action on irrigation
services, which addresses an important issue affecting ADB's
operations in Viet Nam, has been included in the policy matrix
of PRSC 8 (at ADB's request), is covered by subprogram 2 of
SIPRP V, and will help ensure financial viability of irrigation
management companies.

Develop a unified national sanitation
strategy and encourage greater
participation by communes and the
private sector in sanitation

The action has been replaced with the tentative action on
water conservation under subprogram 3, which is a follow-up
to the action on irrigation services under subprogram 2 and
has been included in the list of triggers for PRSC 9 (at ADB's
request). The Government has decided to develop separate
programs on urban and rural sanitation instead of a unified
national sanitation strategy. It has adopted a program on
water supply and sanitation in the rural areas.

Approve a national target program for
adapting to the climate change and
allocate institutional responsibilities for its
implementation

Completed. The Government has adopted—through
Decision No. 158/QD-TTg dated 2 December 2008—the
National Targeted Program for Responding to the Climate
Change and assigned institutional responsibilities for its
implementation.

The action has been included in the policy matrix for PRSC 8
and is covered by subprogram 2 of SIPRP V.

Establish national and regional pollution
monitoring systems to enable results-
based environmental planning

In progress . The Government has approved—through
Decision No. 16/2007/QD-TTg dated 29 January 2007—the
Master Plan for Establishing the National Monitoring Network
for Natural Resources and Environment. In pursuance of this
decision, regional monitoring centers have been set up in
almost all provinces. In addition, several national monitoring
centers, which focus on river catchment areas and pollution
hotspots, have been established. However, this extensive
network of monitoring centers is not functioning well because
of financing and staff constraints. The Ministry of Natural
Resources and Environments is preparing a proposal aimed
at increasing the effectiveness of the network, in particular, by
consolidating available funds and human resources in a
smaller number of monitoring centers and laboratories.

The action has not been included in the policy matrix of
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.
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4. Governance

Establish a legal framework for
strengthening urban planning and urban
infrastructure management

In progress. With the aim of strengthening the legal
framework for urban planning and urban infrastructure
management, the Ministry of Construction has drafted an
Urban Planning Law and proposed amendments to the
Housing Law, Land Law, national urban development
program for the period 2009-2020, and several government
decrees and resolutions concerning urban planning and
urban infrastructure management. However, it is uncertain
when these amendments will be adopted and when the
Urban Planning Law will be enacted.

The action has not been included in the policy matrix of
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Integrate sector policies and national
target programs at the commune level,
emphasizing participation at all stages

In progress . Sector policies and national target programs are
being integrated in some communes on a pilot basis.

The action has not been included in the policy matrix of
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Formulate a public debt management law
consolidating the management of
domestic and external debt

Completed. The law on public debt was passed by the
National Assembly in June 2009 and will become effective on
1 January 2010. It consolidates—to a large degree—the
management of domestic and external public debt in one
department within the Ministry of Finance.

The action has been included in the policy matrix for PRSC 8
and is covered by subprogram 2 of SIPRP V.

Adopt public sector financial reporting
standards in line with international
standards

In progress. A new public sector reporting system, which is
in line with international standards, is being piloted at the
Ministry of Finance and several line agencies, as part of the
Public Finance Management Reform Project financed by the
World Bank.

The action has not been included in the policy matrix of
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Conduct user-feedback surveys to
assess the quality of public services

In progress. The Government is considering various options
for conducting user-feedback surveys on the quality of public
services. The surveys are expected to be conducted in 2010.

The action has not been included in the policy matrix for
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Develop a road map for improving the
quality of public services, taking into
account the findings of the surveys

The action can only be carried out after the previous action is
completed. It has therefore been replaced with the tentative
action on civil service reform under subprogram 3, which is a
follow-up to the action on civil service reform under
subprogram 2.
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Prepare a revised press law to encourage
accurate, objective, and responsible
reporting on corruption

In progress. The Government is drafting—in consultation
with development agencies and other stakeholders—a
revised press law aimed at encouraging accurate, objective,
and responsible reporting on corruption. The preparation of
the law is expected to be completed by mid-2010, and the
National Assembly is expected to pass the law in late 2010 or
in 2011.

The action has not been included in the policy matrix of
PRSC 8 and has been retained as a tentative action under
subprogram 3 of SIPRP V.

Adopt a comprehensive anticorruption
strategy

Completed. The Government has adopted—through
Resolution No. 21/NQ-CP dated 12 May 2009—a national
anticorruption strategy for the period up to 2020 and an action
plan for the implementation of the national anticorruption
strategy. The strategy provides for a wide range of measures
to combat corruption, including preventive and demand-side
measures. It also calls for the development of sector-specific
and provincial plans for its implementation. The action plan
includes the development of indicators for assessing progress
in fighting corruption, annual household and enterprise
surveys on unofficial payments to government agencies, and
disclosure of survey results.

A more specific version of this action has been included in the
policy matrix for PRSC 8 and is covered by subprogram 2 of
SIPRP V.

ADB = Asian Development Bank, PRSC = poverty reduction support credit, SBV = State Bank of Vietnam, SCIC =

State Capital Investment Corporation, SIPRP =

Support for the Implementation of the Poverty Reduction Program,

SME = small and medium-sized enterprise, SOCB = state-owned commercial bank, SOE = state-owned enterprise,

WTO = World Trade Organization

& Section A of Chapter V provides more information about this and other policy actions covered by subprogram 2 of

SIPRP V.

Source: Government of Viet Nam and Asian Development Bank.




PROGRESS TOWARDS TARGETS OF THE SUPPORT FOR THE IMPLEMENTATION
OF THE POVERTY REDUCTION PROGRAM V

Actual Value Target Value
Performance Indicator 2005 2006 2007 2008 (to be achieved in, or Assessment
(baseline) by the end of, 2010)

Outcome: Successful implementation of the Governmen t's SEDP 2006—-2010

Poverty rate based on the
methodology of the Ministry of

Labor, Invalids and Social Affairs 20.2 15.5 14.7 13.1 10.0-11.0 On track

(%)

Viet Nam's Global 3.37° 4.10° 4.04° 4.10° 4.60° Slow progress
Competitiveness Index score

Output 1: Businesses developed

Share of foreign direct investment 14.9 16.3 16.0 20.8 20.0 Achieved

in total investment (%)

Share of the domestic private
sector investment in total 38.0 38.1 38.5 40.0 50.0 Slow progress
investment (%)

Number of fully state-owned

f
commercial banks (end of period) 5 5 5 3 1 Slow progress
Share of nonperforming loans in
the loan portfolio of commercial — 2.6 15 2.1 Not greater than 5 | On track
banks (end of period, %)
Output 2: Economic growth becomes more socially inc lusive
Proportion of poor and ethnic
minority people with health 23.2 82.2 84.6 88.9 95.0 On track
insurance (%)
Maternal mortality rate (per 80.0 78.0 75.1 75.0 60.0 Slow progress
100,000 live births) : : : : : prog
Under-5 mortality rate (per 1,000 28.0 26.0 255 25.0 25.0 Achieved

live births)

No change between

Net primary education enroliment 94.6 95.0 96.0 96.0 99.0 2007 and 2008
rate (%)

0§
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Actual Value Target Value
Performance Indicator 2005 2006 2007 2008 (to be achieved in, or Assessment
(baseline) by the end of, 2010)
Number of provinces with
universal completed lower 31 of 64 32 of 64 39 of 64 47 of 63° 63 of 63 On track
secondary education
Proportion of trained workers (%) 25.0 31.6 35.4 37.0 40.0 On track
Output 3: Management of natural resources strengthe  ned
Proportion of urban population
with access to clean water (%) o 76 5 80 95 Slow progress
Proportion of rural population with 62 66 70 75 75 Achieved
access to clean water (%)
Proportion of urban wastes that 65 70 75 80 90 On track
are collected (%)
Proportion of hospital wastes that Regress between
are treated (%) 65 2 9 70 100 2007 and 2008
Output 4: Governance improved
Non-weighted average score of
the World Bank's governance
indicators for government Not lower than No change between
effectiveness, regulatory quality, (0.54) (0.53) (0.51) (0.51) (0.50) 2007 and 2008
rule of law, and control of
corruption

— = data not available, () = negative
2 For 2005—2006.
® For 2006-2007.
¢ For 2007—2008.
4 For 2008-2009.
€ For 2010-2011.

"As of 31 July 2009. The equitization of Vietcombank was completed in 2008 and that of Vietinbank was completed in July 2009.

9 Two provinces were merged into one

in 2008.

Source: Government of Viet Nam, Global Competitiveness Reports, World Bank and Asian Development Bank.
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ACTIONS INCLUDED IN THE POLICY MATRIX
FOR POVERTY REDUCTION SUPPORT CREDIT 8

A. Business Development

0] Strengthen financial management of SOEs and their investments in other
entities, defining the level of such investments.*

(i) Prepare a revised law on the central bank focusing its mandate on, and
enhancing its autonomy in regard to, monetary policy and financial sector
stability (footnote 1).

(iii) Improve monitoring of foreign indirect investment by strengthening prudential
rules and supervision for custodians and brokers.

(iv) Adopt a contingency plan to address potential adverse effects stemming from
the global financial crisis on banking sector.

(v) Make commercial-scale infringements of patent, trademark rights, and rights of
design a crime (footnote 1).

(vi) Issue regulation on agricultural extension in disadvantaged areas to promote
poverty reduction.

(vii) Promote the development of small and medium-sized enterprises by revising
regulations, formulating an action plan for supporting industries, and improving
coordination among responsible ministries.

(viii) Adopt a pricing system for electricity from renewable energy and provide
incentives for government procurement of energy-efficient equipment (footnote
1).

(ix) Revise the road law to improve traffic safety through, among other things,

better standards and strengthened supervision of commercial vehicle operators.
x) Set up a monitoring and evaluation framework for the implementation of
government policies following World Trade Organization accession.

B. Social Inclusion

(xi) Formulate an education development strategy for the period up to 2020
focusing on the equity of learning outcomes and the relevance of contents
(footnote 1).

(xii) Prepare a strategic plan to ensure prudential and effective investment of social
security funds.

(xiii) Operationalize the Anti-Domestic Violence Law by adopting an action plan and
issuing guiding regulations.

(xiv) Issue regulations to assign institutional responsibilities and allocate budget for
implementing measures in ensuring gender equality.

! The action is covered by subprogram 2 of Support for the Implementation of the Poverty Reduction Program V.
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Natural Resource Management

(xv) Transfer State Forestry Enterprise land to local authorities for reallocation to
households, ethnic minority groups, and private enterprises with focus on poor
areas.

(xvi) Issue regulations to ensure financial sustainability of irrigation services and
provide financial relief for poor farmers (footnote 1).

(xvii) Allocate institutional responsibilities to develop a unified national sanitation
strategy.

(xviii)  Adopt a national action plan for information, education, and communication for
personal hygiene, safe water, and environment sanitation.

(xix) Approve national target program on adaptation to climate change and allocate
institutional responsibilities for its implementation (footnote 1).

(xx) Enhance treatment of medical waste discharged by hospitals at both central
and local levels (footnote 1).

(xxi) Adopt regulations for performance contracts for sewerage and drainage at local
level.

(xxii) Adopt a legal framework for biodiversity protection to clearly delineate and
better administer protected areas, and to improve community consultation
process.

Governance

(xxiii) Conduct midterm review of the Socioeconomic Development Plan 2006-2010
and strengthen result-based approach in the monitoring and evaluation
framework for planning (footnote 1).

(xxiv)  Revise the investment laws to improve efficiency in state capital expenditures
and strengthen the management of public investment projects.

(xxv) Formulate public debt management law consolidating the management of
domestic and external debt (footnote 1).

(xxvi)  Conduct public financial management reforms including commitment
accounting, vendor management, and new chart of accounts.

(xxvii)  Adopt procedures for annual audit plan ensuring sufficient frequency and
adequate provincial coverage.

(xxviii)  Establish the National Bar Association, with governing documents and
structures approved by the community of lawyers.

(xxix)  Simplify the procedures, strengthen the management, and improve the
monitoring and complaints system of civil judgments execution.

(xxx) Adopt principles of competition, merit-orientation, and transparency in the
recruitment, appointment, promotion and dismissal of civil servants (footnote 1).

(xxxi)  Develop indicators for monitoring and evaluating the implementation of public
administration reform and provision of public administrative services.

(xxxii)  Issue a comprehensive anticorruption strategy, setting out preventive, demand-

side, and sector-specific solutions, and monitoring mechanisms (footnote 1).
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DEVELOPMENT PARTNERS COORDINATION MATRIX
FOR THE POVERTY REDUCTION SUPPORT CREDIT PROCESS

Development Agency

Focus Areas

General Budget Suppo

Conjunction with PRSC 8

rtin

Asian Development Bank

State sector reform, financial sector
reform, private sector development,
infrastructure, education, health,
water, environment, planning
processes, public financial
management, public administration
reform, and fighting corruption

Asian Development Fund loan of

SDR64.0 million

Agencia Espafiola de
Cooperacion
Internacional

Social protection, gender,
environment, planning processes,
public financial management, public
administration reform, and fighting
corruption

€5.0 million

Australian Agency for
International
Development

Global integration, health, gender,
water, environment, public financial
management, and fighting corruption

To be determined

Belgium Education None
Canadian International Financial sector reform, private sector | Can$4.5 million
Development Agency development, education, gender,
environment, public financial
management, legal development,
public administration reform, and
fighting corruption
Danish International Private sector development, gender, DKr59.0 million
Development Agency water, environment, legal
development, public administration
reform, and fighting corruption
Department for Global integration, private sector £20.0 million
International development, education, social
Development (United protection, gender, water,
Kingdom) environment, public financial
management, and fighting corruption
European Commission Global integration, education, state €13.0 million
sector reform, financial sector reform,
education, health, land and forests,
environment, planning processes,
public financial management, legal
development, public administration
reform, and fighting corruption
France Global integration, health, public None

financial management, legal
development, public administration
reform, and fighting corruption
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Development Agency

Focus Areas

General Budget Suppo  rtin
Conjunction with PRSC 8

Finland

Land and forests, and water

None

Germany (KfwW)

Financial sector reform, private sector
development, infrastructure, health,
social protection, gender, land and
forests, water, environment, and
fighting corruption

$8.4 million

Ireland (Irish Aid)

State sector reform, financial sector
reform public financial management,
and fighting corruption

€1.0 million

Japan International
Corporation Agency

Global integration, state sector
reform, financial sector reform, private
sector development, infrastructure,
education, health, social protection,
gender, land and forests, water,
environment, planning processes,
public financial management, legal
development, public administration
reform, and fighting corruption

¥5 billion—¥7 billion (tentative)

Netherlands Directorate
General for International
Cooperation

Land and forests, and water

To be determined

New Zealand Education, land and forests, and $1.0 million
health

Swedish International Fighting corruption None

Development

Cooperation Agency

Switzerland Global integration, financial sector SwF4.0 million
reform, land and forests, public
administration reform

United Nations Gender, health, environment, and None

Development Programme

legal development

World Bank All International Development
Association loan of $350 million
Total About $600 million

PRSC = poverty reduction support credit.
Source: State Bank of Viet Nam, World Bank, and Asian Development Bank.
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LIST OF INELIGIBLE ITEMS

1. Loan proceeds will finance the foreign currency expenditures for the reasonable cost of
imported goods required during the implementation of subprogram 2 of the Support for the
Implementation of the Poverty Reduction Program V.

2. No withdrawals will be made for the following:

(i)

expenditures for goods included in the following groups or subgroups of the
United Nations Standards International Trade Classification, Revision 3 (SITC,
Rev. 3), or any successor groups or subgroups under future revisions to the
SITC, as designated by the Asian Development Bank by notice to the
Government.

Table A8.1: Ineligible Items

Group Subgroup Description of Items

112 Alcoholic beverages

121 Tobacco, unmanufactured tobacco refuse

122 Tobacco, manufactured (whether or not containing tobacco
substitute)

525 Radioactive and associated materials

667 Pearls, precious and semiprecious stones, unworked or
worked

718 718.7 Nuclear reactors, and parts thereof, fuel elements (cartridges),
nonirradiated for nuclear reactors

728 728.43 Tobacco processing machinery

897 897.3 Jewelry of gold, silver, or platinum-group metals (except
watches and watch cases) and goldsmiths’ or silversmiths’
wares (including set gems)

971 Gold, nonmonetary (excluding gold ore and concentrates)

Source: United Nations.

(ii)

(iii)

(iv)

(v)
(Vi)

(Vi)

expenditures in the currency of the Government or of goods supplied from the
territory of the Viet Nam;

expenditures for goods supplied under a contract that any national or
international financing institution or agency will have financed or has agreed to
finance, including any contract financed or to be financed under any loan or grant
from the Asian Development Bank;

expenditures for goods intended for military and paramilitary purposes or for
luxury consumption;

expenditures for narcotics;

expenditures for environmentally hazardous goods, the manufacture, use or
import of which is prohibited under the laws of Viet Nam or international
agreements to which Viet Nam is a party; and

expenditures on account of any payment prohibited by Viet Nam in compliance
with a decision of the United Nations Security Council taken under Chapter VII of
the Charter of the United Nations.
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SUMMARY POVERTY REDUCTION AND SOCIAL STRATEGY

Country/Project Title: Viet Nam/Support for the Implementation of the Poverty Reduction Program V—Subprogram 2

Lending/Financing
Modality:

Department/ Southeast Asia Department/
Division: Viet Nam Resident Mission

Policy-Based

l. POVERTY ANALYSIS AND STRATEGY

A. Links to the National Poverty Reduction Strateg  y and Country Partnership Strategy

Viet Nam’s poverty reduction strategy is embedded in the Socioeconomic Development Plan (SEDP) 2006-2010. SEDP
2006-2010 provides for a broad range of policy reforms and a large number of investment projects aimed at reducing poverty.
One of its targets is to reduce the poverty rate (based on the methodology of the Ministry of Labor, Invalids, and Social
Affairs) from 20.2% in 2005 to 10%-11% in 2010. SEDP 2006-2010 also aspires to strengthen the foundations for
environmentally sustainable and socially inclusive economic growth and a continued reduction in poverty beyond 2010. The
joint International Development Association—International Monetary Fund staff advisory note of 5 December 2006 on Viet
Nam'’s poverty reduction strategy concluded that SEDP 2006-2010 has the key features of a poverty reduction strategy and is
likely to lead to economic growth and poverty reduction.?

The Asian Development Bank (ADB) country strategy and program (2007-2010) for Viet Nam is aligned with SEDP 2006—
2010. It provides for assistance to the Government in both carrying out the policy reforms and implementing the investment
projects that are needed for the successful implementation of SEDP 2006-2010. Its primary focus is on promoting business-
led, pro-poor economic growth by developing infrastructure, improving the business environment, strengthening financial and
related market institutions, and building up human capital. The country strategy and program also aims to foster social
inclusiveness, enhance management of the environment, and improve governance.

In 2008, ADB approved the Support for the Implementation of the Poverty Reduction Program (SIPRP) V, a program cluster
with three chronologically ordered subprograms, and a loan for its subprogram 1.° SIPRP V is intended to help—through the
poverty reduction support credit (PRSC) process led by the World Bank—the Government carry out policy reforms needed for
the successful implementation of SEDP 2006—2010. Subprogram 1 of SIPRP V provided parallel financing with the World
Bank's PRSC 7, and subprogram 2 will provide parallel financing with PRSC 8 within the framework of the PRSC process.

The policy reforms supported by SIPRP V and, in particular by its subprogram 2, closely match the priorities of ADB's country
strategy and program (2007-2010) for Viet Nam. They fall into the following four broad reform areas:

0] Business development. Improving financial management and corporate governance of state-owned enterprises
(SOEs), developing the financial and private sectors, and improving the quality of infrastructure services.

(i) Social inclusion. Improving the quality of health care and education and access to these services.

(i) Natural resource management. Strengthening the management of water resources and the protection of the
environment.

(iv) Governance. Improving planning processes, strengthening public financial management and pubic administration,

and reducing corruption.

B. Poverty Analysis Targeting Classif ication: General Intervention
1. Keylssues

Although Viet Nam made remarkable progress in poverty reduction in the past 15-20 years, much remains to be done. The
absolute number of people living in poverty is still large. The incidence of poverty varies significantly across regions and is
relatively high in the rural areas and among ethnic minorities. Since the number of near-poor people is large, the vulnerability
of the population to poverty is high. A high inflation rate and, in particular, the steep rise in food prices pushed many low-
income households, especially in urban areas, into poverty in 2008. As economic activity slowed sharply, unemployment
increased and more households, particularly in rural areas, fell into poverty in the first several months of 2009.

2. Design Features

Subprogram 2 of SIPRP V will help Viet Nam resolve the remaining issues in poverty reduction by helping the Government
carry out a broad range of policy reforms needed for the successful implementation of SEDP 2006—2010. These reforms will
improve governance, develop businesses, and stimulate economic growth. Business development and economic growth will
create news jobs, raise incomes, and make more resources available for social protection. Poor regions, ethnic minorities,
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and poor and near-poor people in rural and urban areas are likely to benefit from new jobs, higher incomes, and increased
availability of resources for social protection. The reforms supported by subprogram 2 of SIPRP V will also make growth more
saocially inclusive by improving the quality of health care and education as well as access to these services.

C. Poverty Impact Analysis for Policy-Based Lendin g

The main positive impact on poverty of the policy reforms supported by subprogram 2 of SIPRP V will be indirect. These
reforms will help reduce poverty in Viet Nam primarily by improving the allocation of scarce resources and fostering socially
inclusive economic growth.

Some of the policy actions under the subprogram will also make a direct contribution to poverty reduction. In particular, action
1.4 (adopt a pricing system for electricity from renewable energy and provide incentives for government procurement of
energy-efficient equipment) will help reduce poverty in areas with untapped renewable energy resources and high incidence
of poverty (e.g., mountainous areas inhabited by ethnic minorities) by making the production of electricity from renewable
energy commercially more attractive. Action 2.1 (formulate an education development strategy for the period up to 2020
focusing on the equity of learning outcomes and the relevance of contents) will help improve access of the poor, ethnic
minorities, and other disadvantaged groups of the population to education and ensure that there are no significant differences
in learning outcomes among children of different backgrounds (i.e., children from poor households do as well as children from
rich households, children from remote areas do as well as children from other areas, and ethnic minority children do as well
as ethnic majority children). Action 3.1 (issue regulations aimed to ensure financial sustainability of irrigation services and
provide financial relief for poor farmers) will make irrigation services more affordable for poor farmers. Millions of Viethnamese
people (including the poor) who are expected to be adversely affected by the climate change will benefit from action 3.2
(approve a national target program for adapting to climate change and allocate institutional responsibilities for its
implementation). Action 4.1 (conduct a midterm review of SEDP 2006-2010 and strengthen the result-based approach in the
monitoring and evaluation framework for planning) will help make future SEDPs more effective in reducing poverty.

The policy reforms supported by subprogram 2 of SIPRP will help Viet Nam make further progress on the targets of the
Millennium Development Goals (MDG) concerning extreme poverty, hunger, and the incidence of malaria and other diseases,
which Viet Nam has already achieved. The reforms will also help Viet Nam attain the MDG targets pertaining to primary
school completion, gender equality in education, and environmental sustainability.

Il SOCIAL ANALYSIS AND STRATEGY

A. Findings of Social Analysis

While the policy actions under subprogram 2 of SIPRP V are likely to affect all population groups in Viet Nam, they are likely
to have a relatively larger impact on the poor, ethnic minorities, rural population, and people who can be adversely affected by
climate change. The reason is that the actions are aimed at reducing poverty by fostering socially inclusive and
environmentally sustainable economic growth, and the incidence of poverty is high among ethnic minorities and in the rural
areas.

The poverty rate based on the methodology of the Ministry of Labor, Invalids, and Social Affairs suggests that 11.3 million
people lived below the official poverty line in 2008. According to the household survey data, 13.5 million people lived in
poverty and 5.7 million people suffered from hunger in 2006. Rural areas accounted for 73.3% of the total population but
93.6% of the poor. Ethnic minorities made up 13.5% of the total population but 44.4% of the poor.d

Climate change is expected to affect millions of people in Viet Nam. According to one study, a sea level rise of 1 meter would
affect 11% of Viet Nam's population. The proportion of people adversely affected by the sea level rise would be particularly
high in the Mekong River and Sun Red River deltas.®

B. Consultation and Participation
1. Provide a summary of consultations and participation during the project preparation.

The Viet Nam Development Report 2007 provides analytical underpinnings for SIPRP V and, in particular, it subprogram 2.
The report was jointly prepared by 16 development agencies (including ADB) in 2006. The report analyzes medium-term
development challenges facing Viet Nam and reviews the Government's strategy for overcoming these challenges (as set out
in SEDP 2006—2010). It also proposes a set of policy actions aimed at successful implementation of SEDP 2006—-2010. Some
of these actions were covered by subprogram 1 of SIPRP V.

Subprogram 2 of SIPRP V is to support actions included in the policy matrix for PRSC 8, focusing on those actions that
complement actions supported by ADB'’s other program loans to Viet Nam or are otherwise important to ADB’s operations in
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the country. In late 2008, the development agencies participating in the PRSC process (including ADB) agreed among
themselves as well as with the Government, civil society, and private sector on the initial policy matrix for PRSC 8. Between
December 2008 and May 2009, the development agencies and the Government held several rounds of consultations on the
initial policy matrix for PRSC 8. In May 2009, they agreed on the final policy matrix for PRSC 8. The actions to be covered by
subprogram 2 of SIPRP were selected—in consultation with the Government and various units within ADB—from the actions
included in the final policy matrix of PRSC 8.

2. What level of consultation and participation (C&P) is envisaged during the project implementation and monitoring?
X Information sharing XI Consultation [] Collaborative decision making [ ] Empowerment

3. Was a C&P plan prepared? [ ] Yes [X] No
If a C&P plan was prepared, describe key features and resources provided to implement the plan (including budget,
consultant input, etc.). If no, explain why.

C. Gender and Development

1. Keylssues.

Viet Nam has made good progress in eliminating gender disparities in recent years and is on track to achieve the MDG target
for gender equality in education. However, some gender disparities remain. Notably, only 10.9% of land use certificates for
agricultural land and 31.3% of land use certificates for forest land bore the name of both husband and wife in 2006. More boys
than girls were enrolled in primary and secondary education, whereas more girls than boys were enrolled in vocational and
university education in the 2006—2007 school year.f While children from poor households have less education and health care
opportunities than children from rich households, girls from poor households have even less opportunities than boys from
poor households. Living conditions in mountainous and other remote areas are particularly harsh for girls and women.

Some policy actions under subprogram 2 of SIPRP V will help eliminate remaining gender gaps. For example, action 1.4
(adopt a pricing system for electricity from renewable energy and provide incentives for government procurement of energy-
efficient equipment) will raise living standards of girls and women in mountainous and other remote areas by stimulating the
production of electricity from renewable energy in those areas and improving girls and women's access to modern education
and health facilities and equipment (such as computers and the internet). Action 2.1 (formulate an education development
strategy for the period up to 2020 focusing on the equity of learning outcomes and the relevance of contents) will help
eliminate the remaining disparities in education. Farm households headed by women will benefit more from action 3.1 (issue
regulations to ensure financial sustainability of irrigation services and provide financial relief for poor farmers) than farm
households headed by men because the incidence of poverty among the former is higher than among the latter. Action 4.1.
(conduct a midterm review of SEDP 2006—-2010 and strengthen the resulted-based approach in the monitoring and evaluation
framework for planning) helps make future SEDPs more effective in addressing gender issues.

2. Key Actions.

[J Genderplan [ Other actions/measures  [X] No action/measure

1. SOCIAL SAFEGUARD ISSUES AND OTHER SOCIAL RISKS

Issue Significant/ Strategy to Address Issue Plan/Other
Limited/No Impact Measures
Included in
Design
Involuntary No Impact Subprogram 2 of SIPRP V will not have an investment ] Full Plan
Resettlement component, and none of the policy actions under the [] Short Plan
subprogram are expected to result in involuntary [] Resettlement
resettlement. Framework
X No Action
Indigenous Peoples Significant positive | The policy actions covered by subprogram 2 of SIPRP [ 1 Plan
impact V will help reduce poverty in Viet Nam by improving the | [[] Other Action
allocation of scarce resources and fostering ] Indigenous
environmentally sustainable and socially inclusive Peoples
economic growth. Ethnic minorities will benefit more Framework
from these actions than the ethnic majority because X No Action
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poverty incidence is significantly higher among ethnic
minorities than among the ethnic majority. However,
none of the actions under the subprogram is centered
on ethnic minorities or has an adverse impact on ethnic
minorities.
Labor Significant positive | By improving the allocation of scarce resources and ] Plan
X Employment impact fostering economic growth, the policy actions under [] Other Action
opportunities subprogram 2 of SIPRP V will create new jobs. In X No Action
[] Labor retrenchment particular, action 1.1 (strengthen financial management
[] core labor of SOEs, limiting their investments in other entities,
standards defining the level of such investments) will make more
financial resources available to small and medium-
sized enterprises, which are likely to utilize these
resources more efficiently and create more new jobs
than SOEs.
Affordability Significant positive | Action 2.1 (prepare an education development strategy | [ ] Action
impact for the period up to 2020 focusing on the equity of X No Action
learning outcomes and the relevance of contents) will
improve access of the poor and disadvantaged to
education.
Action 3.1 (issue regulations aimed to ensure financial
sustainability of irrigation services and provide financial
relief for poor farmers) will make irrigation services
more affordable for poor farmers.
Other Risks and/or No impact L] Plan
Vulnerabilities [] Other Action
[IHIV/AIDS XI No Action
[JHuman
Trafficking
[] Others(conflict,
political instability, etc),
please specify

V.

MONITORING AND EVALUATION

Are social indicators included in the design and monitoring framework to facilitate monitoring of social development activities

and/or social impacts during project implementation? [X] Yes

0 No

ADB = Asian Development Bank, C&P = consultation and participation, HIV/AIDS = human immunodeficiency virus/

acquired immune deficiency syndrome, PRSC =

poverty reduction support credit, SEDP

socioeconomic

development plan, SIPRP = Support for the Implementation of the Poverty Reduction Program, SOE = state-owned

enterprise
a

International Monetary Fund and International Development Association. 2006. Vietnam: Poverty Reduction
Strategy Paper—Annual Progress Report—Joint Staff  Advisory Note. Washington, DC.
http://www.imf.org/external/pubs/ft/scr/2006/cr0671.pdf

ADB. 2006. Country Strategy and Program (2007—-2010): Viet Nam. Manila.

ADB. 2008. Report and Recommendation of the President to the Board of Directors on the Proposed Program
Cluster and Loan for Subprogram 1 to the Socialist Republic of Viet Nam for Support for the Implementation of the
Poverty Reduction Program V. Manila.

Source: World Bank. 2008. Taking Stock: An Update on Viet Nam's Recent Economic Developments. Paper
prepared for the Mid-Year Consultative Group Meeting for Vietham, Sapa, 5-6 June 2008. Hanoi.

Dasgupta, Susmita et al. 2007. The Impact of Sea Level Rise on Developing Countries: A Comparative Analysis.
World Bank Report No. WPS4136 http://www- wds.worldbank.org/external/default/WDSContentServer/
IW3P/IB/2007/02/09/000016406_20070209161430/Rendered/PDF/wps4136.pdf

Ministry of Planning and Investment of Viet Nam. 2008. Viet Nam Continues to Achieve the Millennium
Development Goals. Ha Noi.

Source; Asian Development Bank.



POTENTIAL ENVIRONMENTAL IMPACT MATRIX FOR SUBPROGRA M 2

Reform Areas and Policy Actions

Potential Environme ntal Impact

Mitigation/Enhancement Measures

1. Business Development

1.1 Strengthen the financial management of state-
owned enterprises and their investments in other
entities, defining the level of such investments

No impact. This policy action is not expected to have
any environmental impact.

Mitigation measures. None

required.

Enhancement measures. None
required.

1.2 Prepare a revised law on the central bank No impact. This policy action is not expected to have | Mitigation measures. None

focusing its mandate on, and enhancing its any environmental impact. required.

autonomy in regard to, monetary policy and

financial sector stability Enhancement measures. None
required.

1.3 Make commercial-scale infringements of No impact. This policy action is not expected to have | Mitigation measures. None

patents, trademark rights, and rights of design a any environmental impact. required.

crime
Enhancement measures. None
required.

1.4 Adopt a pricing system for electricity from Minor positive impact.  Increased adoption of Mitigation measures. None

renewable energy and provide incentives for energy-efficient equipment by the Government and required.

government procurement of energy-efficient the pricing system that makes the production of

equipment electricity from renewable energy commercially more | Enhancement measures. Ensure

attractive will result in direct environmental benefits in
terms of reduced natural resource use.

that renewable energy sources are
developed in a sustainable manner.

2. Social Inclusion

2.1 Formulate an education development strategy
for the period up to 2020 focusing on equity of
learning outcomes and relevance of contents

No impact. This policy action is not expected to have
any environmental impact.

Mitigation measures. None

required.

Enhancement measures. None
required.
3. Natural Resource Management
3.1 Issue regulations to ensure financial Minor positive impact. Enhanced sustainability of Mitigation measures. None

sustainability of irrigation services and provide

irrigation systems and support to poor farmers will

required.

79

0T xipuaddy



Reform Areas and Policy Actions

Potential Environme ntal Impact

Mitigation/Enhancement Measures

financial relief for poor farmers

have overall positive benefits through reduction in
natural resource use, both through more efficient
irrigation and less reliance on natural resources to
supplement livelihoods of poor households.

Enhancement measures. Ensure
adequate financial and technical
resources are allocated to improvement
of irrigation system maintenance and
sustainable operation regimes.

3.2 Approve a national target program for adapting
to climate change and allocate institutional
responsibilities for its implementation

Major positive impact. The adoption of the National
Target Program to Respond to Climate Change will
have major positive environmental benefits in terms
of environmental outcomes and socioeconomic
development.

Mitigation measures. None

required

Enhancement measures. Ensure
adequate resources are available for
implementation of the National
Target Program and that
organizations with institutional
responsibilities have adequate
capacity.

3.3 Enhance treatment of medical waste
discharged by hospitals at both central and local
levels

Minor positive impact. Improved treatment of
medical waste discharged by hospitals will result in
benefits to air, water, and soil quality and will also
result in public health benefits.

Mitigation measures. None

required

Enhancement measures. Ensure
treatment facilities are developed to
incorporate adequate environmental
and public health protection
measures, and that the
environmental safeguard
requirements of the Government are
fulfilled.

4. Governance

4.1 Conduct a midterm review of the SEDP 2006—
2010 and strengthen the result-based approach in
the monitoring and evaluation framework for
planning

Minor positive impact. Decision No. 555/2007/QN-
BKH of the Government dated 30 May 2007 adopts a
results-based monitoring and evaluation framework
for implementation of the SEDP 2006—2010, which
includes objectives, targets, and indicators for
monitoring of environmental issues. A midterm review
of the SEDP will allow the effectiveness of these
indicators to be reviewed and information collected
on environmental issues to be fed into future SEDP

Mitigation measures. None

required.

Enhancement measures. Ensure
that the SEDP midterm review
includes consideration of identified
environmental indicators.
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Reform Areas and Policy Actions

Potential Environme ntal Impact

Mitigation/Enhancement Measures

development and implementation.

4.2 Formulate a public debt management law
consolidating the management of domestic and
external debt

No impact. This policy action is not expected to have

any environmental impact.

Mitigation measures. None
required.

Enhancement measures. None
required.

4.3 Adopt principles of competition, merit-
orientation, and transparency in the recruitment,
appointment, promotion, and dismissal of civil
servants

No impact. This policy action is not expected to have

any environmental impact.

Mitigation measures. None
required.

Enhancement measures. None
required.

4.4 Issue a comprehensive anticorruption strategy,
setting out preventive, demand-side, and sector-
specific solutions and monitoring mechanisms

No impact. This policy action is not expected to have

any environmental impact.

Mitigation measures. None
required.

Enhancement measures. None

required.

SEDP = socioeconomic development plan.
Source: Asian Development Bank
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