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EXECUTIVE SUMMARY 

A. Private Sector Characteristics and Government Policies 
 
1. Viet Nam’s private sector is rapidly 
expanding, and has outpaced the public 
sector by every measure over the past 10 
years (output, investment, employment), 
buoyed by the expansion of international 
trade and tangible improvements to the 
investment climate.  While the private sector 
now accounts for over 50% of GDP, 27% of 
total invested capital and more than 90% of 
the total workforce1, it’s potential for wealth 
creation is still largely undeveloped, as Viet 
Nam remains one of the lowest per capita 
income countries in SE Asia.2   Viet Nam also 
maintains a large informal/shadow economy, 
which analysts estimate at between 16-50% 
of the formal economy3.  If one were to add this informal GDP to the official figure, the percentage 
of total GDP generated by the private sector would be somewhere between 57-67%. Incentives to 
remain informal persist, from discriminatory tax rates and regulations to costly licensing and 
permit regimes in the formal sector. 
 
2. The State intents to retain a significant role in the economy, not only through heavy 
regulation but also in the ownership and management of thousands of SOEs which compete 
directly with the private sector and generate an estimated 29% of GDP. SOEs enjoy preferred 
access to credit, land and markets which deters private enterprises from making the investments 
required to successfully compete against them.  Opening up markets dominated by SOEs 
(including infrastructure) and improving competitive conditions throughout the economy is a major 
challenge for the government going forward. 
 
3. The 2001–2010 Socio-economic Development Strategy (SEDS) 2001-2010, recently 
approved by the 9th Ninth Congress of the Communist Party of Viet Nam, recognizes the need 
for an evolving multisector economy that provides equal opportunities for the private sector, but at 
the same time reaffirms that the state will continue to play a leading role in strategic activities. 
While the concept of a “socialist-oriented market economy” referred to in the SEDS is not 
precisely defined, the authorities have indicated that they aim at creating an economically level 
playing field for private and foreign-invested enterprises, but envisage that state-owned 
enterprises (SOEs) and the state sector will continue to play a role in sectors where the 
Government feels that the conditions are not ripe for private sector activities, or where the private 
sector is not forthcoming.  

                                                   
 

1 As cited in the Government Report presented by Standing Deputy Prime Minister Nguyen Tan Dung to 
the 7th Sesion of the 8th National Assemble May 5, 2005 (reprinted in the Viet Nam Business Forum 
Report June 1, 2005, p115); these figures include both registered and a portion of unregistered 
enterprises as estimated by the GSO, which does not include all informal economic activity and therefore 
understates actual GDP (estimates of actual GDP vary from 116-150% of official GDP) 

2. IMF (2005) estimated GDP per capita at USD483 in 2003 and projected USD537 on 2004; ASEAN 
average was USD1266 in 2003; of the 10 ASEAN member countries, only Cambodia, Laos and 
Myanmar have lower GDP per capita rates than Viet Nam 

3  According to the World Bank/IFC/MPDF Study “Informality and the Playing Field in Viet Nam’s Business 
Sector”, 2003, pg15, the share of the shadow economy in GDP increased from 30 percent in 1997 to 51 
percent in 2001; informal GDP includes unreported revenues of both registered and unregistered firms 
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B. Private Sector Assessment: Key Findings 
 
4. Viet Nam is in a rapid transition from a planned to a market economy, and many of the 
legal, regulatory and institutional mechanisms necessary for sustained private sector growth are 
still under development. While the country has demonstrated its global competitiveness in a 
number of export industries, and has made notable progress in introducing key legislation in 
support of private sector development, its overall business climate still ranks low in international 
rankings4, and serves as a drag on the development of higher value-added domestic industries. 
 
2. The transition to a more open, market-based economy is a complex undertaking, made 
more so by the government’s desire to maintain a large grouping of SOEs to coexist with the 
private sector.  Viet Nam’s private sector business climate remains riddled with obstacles to 
investment, most of which are centered on the limited access to key resources, the market 
protections and concessional resources given to SOEs (creating an uneven playing field), the 
intrusive bureaucracy charged with implementing the legal and regulatory framework for doing 
business, the complex nature of this legal and regulatory framework, and the absence of reliable 
mechanisms for the resolution of commercial disputes. Together, these constraints create 
incentives for the private sector to operate informally, avoiding as many regulations as possible 
and in the process placing themselves outside the formal credit and business networks. In 
summary: 
 
§ Limited access to credit and capital. Private enterprises continue to find it difficult to 

borrow from the commercial banking sector, and the relative underdevelopment of the 
financial sector makes few other sources of finance available. Bank credit is restricted by 
weak credit evaluation systems and creditor rights regimes, onerous collateral 
requirements and a general crowding out by SOEs who benefit from implicit government 
guarantees, making them better credit risks.  

 
§ Limited access to suitable land/business premises. The shortage of suitable industrial 

land and absence of a formal land market present considerable challenges to private 
enterprises. Moreover, existing titling systems and regulations make it difficult for 
enterprises with leased facilities to fully utilize these assets to mobilize additional 
business investment  

 
§ Limited access to information. Information regarding market structures, suppliers, 

customers, public procurement contracts, planned public investment programs and 
regulatory changes is not readily available in Viet Nam, leaving companies to either 
expend valuable time researching it or simply operate without. In the absence of this 
information, businesses find it very difficult to identify new market opportunities or make 
significant investment decisions.  

 
§ Lack of a level playing field. SOEs continue to dominate the economy, benefiting from 

market protections and resources offered at concessional rates by the government (in 
particular finance and land). This shuts the private sector out of certain commercial 
sectors, and creates unfair competition in others. Continued subsidization of the SOE 
sector not only diverts government resources which might be otherwise channeled in 
support of PSD, but also restricts the competition which could stimulate innovation and 
value-creation for the Vietnamese consumer   

  
§ Intrusive bureaucracy. While results vary significantly from province to province, 

businesses often complain of the frequency of inspections, degree of discretion exercized 
                                                   
 

4  including the World Economic Forum’s Global Competitiveness Report 2004/05 where it placed 79th out 
of 103 countries surveyed  for “Quality of the National Business Environment”, a 17 point decline over 
the previous year  
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in tax collection, and time spent dealing with the changing requirements of various 
licensing offices. The sheer success of some provincial governments in facilitating the 
regulatory compliance of its private sector point to the progress that can be made by their 
more intrusive peers. 

 
§ Complex legal and regulatory framework for doing business. The propensity of 

lawmakers in Viet Nam to want to prescribe all allowable activities in law leads to an 
extensive set of laws, decrees, ordinances and implementing regulations.  At the same 
time, the efforts of the government to transition to a market economy have generated a 
host of new rules and regulations, many of which overlap and/or contradict the existing 
ones. The complexity of the framework at best creates delays in implementation, (as 
officials seek clarifications on the law), or at worst opportunities for unofficial payments 
(as officials use discretion in applying the law).  

 
§ Absence of reliable dispute resolution mechanisms. In Viet Nam, the effective absence of 

formal and reliable dispute resolution mechanisms raises the risks of doing business and 
leads most SMEs and foreign investors to limit contracting as much as possible, thereby 
restricting the development of domestic business networks.   

 
5. Viet Nam also has considerable infrastructure development needs. The rapid pace of 
economic and population growth continues to put strains on existing infrastructure resources, 
making further investments critical. Investment requirements over the 2006-2010 period are 
estimated at between 6-15% of GDP, representing a 60% increase over average levels since 
2000. The scale of these financial requirements is beyond the fiscal capacity of the Government, 
even with the expected contribution of increased user fees, equitization proceeds, new bond 
issues and ODA loans. The shortfall, which could be as much as $2.5 billion per year, will need to 
be mobilized from the private sector in the form of viable public-private partnerships.   
 
6. The Government’s attitude towards private sector participation in infrastructure remains 
ambiguous, however, and only a handful of projects have been successfully completed to date. 
Low tariff levels, incomplete regulations, and “bundling” of sector utilities all contribute to reducing 
the potential for widespread private sector participation. During the next five years, gradual 
removal of these barriers should be accompanied by individual demonstration projects, and a 
gradual increase in private contractors’ participation in public procurement. 
 

C. Proposed Future ADB Private Sector Development Strategy 
 
7. Based on the above analysis, five key goals can be identified to effectively support PSD 
in Viet Nam: 
 
(i) Level the playing field. While the proposed UEL and CIL are designed to establish the 
legal and regulatory framework for equal treatment of all enterprises (public, private, foreign and 
domestic), and the new competition law should help to prevent anti-competitive behavior, a 
number of additional measures must be taken if the full benefits of these new laws are to be 
realized: (1) further corporatize and/or equitize SOEs so that an increasing number are covered 
by the UEL and CIL, (2) open up markets currently closed to PSP (e.g. infrastructure),  (3) further 
reduce licensing requirements applicable only to FIEs, (4) improve private sector access to 
information on public investment plans and procurement opportunities.  
 
(ii) Simplify the Regulatory Framework: (1) Eliminate conflicts and inconsistencies 
between proposed new UEL and CIL with related legislation and regulations, (2) rationalize the 
investment incentive framework, (3) clarify and align corporate income tax rules to internationally 
accepted principles, (4) prepare new regulatory frameworks to facilitate competition in the 
infrastructure sectors 
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(iii) Improve access to land and finance. This will require (1) support for the 
implementation of Land Law reforms, (2) creation of LURCs for SOE land holdings and inclusion 
of these into the new land market, (3) strengthening credit evaluation skills within the banking 
sector, (4) strengthening the creditor rights regime, (4) ensuring that SOCBs operate under hard 
budget constraints, (5) improving disclosure standards among private enterprises and (6) 
pursuing the development of the non-banking financial sector to provide increased access to 
leasing and capital markets.   
 
(iv) Strengthen the framework for business contracting and dispute resolution.  With 
the promulgation of the new Civil Code and Civil Procedures Code, contract law and its 
implementation have been clarified. Further progress will now be required in ensuring that 
judgments and arbitration awards can be enforced, with the promulgation of a new Law on the 
Enforcement of Judgments and a strengthening of the technical capabilities of the Enforcement 
Agency.  
 
(v) Support the creation of pro-private sector business environments at the local level.  
Local governments have a significant impact on the business conditions in their constituencies, 
as has been demonstrated by PCI and numerous subnational surveys. Demonstrated best 
practices of those provinces with the highest business climate ratings should serve as a models 
for replication throughout Viet Nam.  
 
8. While it is recognized that a necessary element to achieving these goals will be the 
continued strengthening of Viet Nam’s public administration, with the increased transparency, 
accountability and efficiency necessary to channel state resources in support of private sector 
development, a detailed discussion of these needs is not included in this analysis, for reasons of 
scope. It should be noted however that ADB’s continued support of the Government’s Public 
Administration Reform with a cluster program loan is helping the Government to more effectively 
service the needs of the private sector. Further examples of mechanisms by which some 
subnational administrations have improved governance and created pro-private sector conditions 
are included in section III. A. 2 above .  
 
9. The donor community is active in addressing some aspect of each of the five major PSD 
goals listed above. Gaps exist, however, and these should be an important determinant in 
selecting ADB’s PSD interventions, along with ADB’s available resources and opportunities to 
leverage ongoing programs and core capabilities.  ADB’s ongoing programs in diversifying the 
financial sector, improving the legal and regulatory environment for SMEs, facilitating access to 
finance and land through improved accounting standards, immovable and movable asset 
registration, expanding acces s to international markets through improved technical standards and 
creating opportunities for increased private sector participation in infrastructure sectors all 
respond to critical needs for private sector development. Over the next 5 years (through 2010), 
it is proposed that ADB continue its efforts in the financial sector, as is proposed with the 
FSDP III,  pursue the implementation of the reforms begun under the SME Development 
Program,  support legal and regulatory reforms in the infrastructure sector to facilitate 
private sector participation, and consider technical support to the government to prepare 
a pipeline of public-private partnership opportunities in infrastructure.   
 
10. This proposed program mix would allow ADB to continue to address 3 of the 5 major 
PSD goals set out above (leveling the playing field, simplifying regulatory frameworks and 
improving access to land and finance), and is fully in line with the government’s draft Five-Year 
Socio-Economic Development Plan 2006-2010, which emphasizes infrastructure development, 
expansion of the financial sector and continued improvement in the legal framework for private 
sector development.  
 
11. Within this proposed overall approach, priorities can be specified in each of the ADB’s 
three categories of interventions for PSD:  creating enabling conditions; generating business 
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opportunities; and catalyzing private investment .  These priorities are identified in Table 1 below. 
A broader Roadmap for Private Sector Development is incl uded in Appendix IV, which places 
proposed ADB initiatives within the broader group of all reforms needed to support PSD in Viet 
Nam.  
  
Table 1 – Strategic Thrusts for ADB support to PSD in Viet Nam 
 
Creating 
Enabling Conditions 

Generating 
Business Opportunities  

Catalyzing 
Private Investment 

 
Develop financial intermediation 
of long-term funding, in particular 
via insurance and pension 
products 
 
Continue to support key reforms 
under SME Development 
Program including the overall 
legal and regulatory framework, 
licensing reform, business 
registration, access to finance 
and land.  
 
Strengthen the policy, legal and 
planning framework for PSP in 
infrastructure, including the 
development of standard 
contracting modalities  
 
In the power sector, support the 
government in implementing the 
new Electricity Law, including 
determining appropriate 
mechanisms for attracting PSP 
during the transition  
 
In the transport sector, support 
the government in defining future 
sector structures for ports, 
airports and roads and 
corresponding PSP modalities  
 

 
Create opportunities for public-
private partnerships in 
infrastructure through the creation 
of project development facilities 
 
Improve access of private 
companies to public procurement 
contracts through (1) improved 
dissemination of information on 
procurement opportunities and (2) 
revised tendering procedures 
 
 

 
Demonstration projects for 
private participation in 
infrastructure or infrastructure 
services 
 
Funds or other financial 
instruments to develop domestic 
private firms’ access to long 
term funding, including in local 
currency 
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I.   INTRODUCTION 
 
12. In March 2000 the Asian Development Bank (ADB) adopted a Private Sector 
Development Strategy (PSDS), to articulate how private sector development (PSD) will be 
supported in order to provide the economic and employment growth needed to achieve ADB’s 
overarching objective of poverty reduction in Asia. To implement the PSDS, Private Sector 
Assessments (PSA) are to be formulated for each developing member country (DMC). This paper 
presents the PSA for Viet Nam.  
 
13. The PSA begins with a profile of the private sector in Viet Nam : its typology, contribution 
to the economy, its role in the infrastructure sector and its contribution to poverty reduction. It 
then analyzes the principal constraints to its development (section III) and reviews current donor 
activities in support of PSD (section IV). Based on this analysis, it recommends (Section VI) a 
focus for future ADB operations in Viet Nam  during the 2006-2008 period, to be implemented 
through the new Country Strategy and Program.5 

II.   THE PRIVATE SECTOR IN THE MACROECONOMIC ENVIRONMENT 

A. Overview of Macroeconomic Environment 
 
14. Viet Nam is a country of about 80 million people, the majority (approximately 76%) of 
whom live in rural areas. Although still one of the poorest countries in the region, Viet Nam has 
made steady progress toward adoption of a market -oriented economy (through Doi Moi or 
economic renovation since 1986) and has achieved rapid economic growth. Viet Nam’s average 
gross domestic product (GDP) growth rate (7.7%) during the 1990s marked the second fastest 
growth in the region, after the People’s Republic of China (10.1%).6 In 2003, Viet Nam posted a 
GDP growth of 7.1%, which is expected to repeat in 2004. Per capita GDP increased from $361 
in 1997 to an estimated $455 in 2003 (Table 2). Although the share of foreign direct investment to 
GDP declined recently, exports have continued to rise. Gross domestic savings and capital 
formation also increased during the period. 
 
15. The investment to GDP 
ratio rose to 35.1% in 2003 and 
35.8% in 2004, compared with 
27% of GDP in 1999. The share of 
domestic private sector investment 
- including both investments by 
individuals and by private 
companies  - within total national 
investment has increased 
progressively in recent years from 
20 percent in 2000 to an estimated 
27 percent in 2003. Investment by 
domestic private companies 
registered under the Enterprise 
Law has now surpassed that of 
state-owned enterprises (SOEs) and nearly reached the level of SOE investment combined with 
                                                   
 

5 This PSA was prepared by Laure Darcy and To Dhin Thai, Consultants, with support from Kanokpan 
Lao-Araya, Head Finance, Trade, Governance, and Private Sector, VRM and Bui Trong Nghia, Financial 
Sector Officer, VRM  It draws from numerous background papers and field interviews conducted in Hanoi 
in June/July 2005. The previous PSA, revised in March 2003, was also used as background.  

6 In comparison, the world average during the period was about 2.7%, while the average for the low-
income countries was about 3.3%. 
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state credit. In some areas, investment by private firms is now the main source of capital for local 
economic development.7 
  
16. Prudent fiscal management has resulted in general macroeconomic stability, an 
important ingredient for a favorable investment climate. The government has maintained a budget 

deficit of between 0.1 percent and 2.8 percent over the period 1997-2003, and government debt 
that is attributable to budgetary expenditures including ODA on-lending stood at 33% of GDP at 
end 2003.  Even if recent bond issues to finance infrastructure and education projects are 
factored in, as well as recapitalization costs of state-owned commercial banks8, the total debt 
figure to GDP would remain a manageable 36%. Inflation remained in the 3-5% band since 2002, 
despite volatility in 2004 due to temporary spikes in key food commodity prices.  
 
17. Viet Nam’s economic 
performance has also been remarkable 
in terms of poverty reduction. According 
to the 2002 Viet Nam Household Living 
Standards Survey, 29% of the 
population had expenditures below the 
poverty line in 2002, down sharply from  
37% in 1998 and 58% in 1993. 
Geographic disparities persist, with the 
southern half of the country generating a 
much larger share of GDP than the 
northern half, and rural provinces 
generally poorer than urban ones.     
 
18. Strong export performance has 
been a major driver of growth. During 
1997-2003 exports grew at an average 
annual rate of 14 % in value terms and 
now amount to approximately 55% of 
GDP. Exports grew by 21 percent in 2003, with garments recording the highest increase at 45% 

                                                   
 

7 In Ho Chi Minh City, for example, private enterprises accounted for 38%of total investment in 2002, 
higher than the combined total of investment by both SOEs and the state budget (36.5%) 

8 SOCBs have received a combined capital injection of about VND10.9 trillion as part of their restructuring 
plans; this recapitalization has largely been in the form of 20-year government bonds carrying a coupon 
of 3.3 percent 

Source: IMF Country Report No. 05/148, May 2005

Figure 1: Real GDP, Savings and Investment Growth 1998 - 2004

Source: IMF Country Report No. 05/148, May 2005

Figure 1: Real GDP, Savings and Investment Growth 1998 - 2004
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and generating as much foreign exchange revenue as crude oil. Rapid export growth has been 
aided by bilateral and regional trade agreements that came into effect during this period, most 
notably the ASEAN Free Trade Area (AFTA) and the US Bilateral Trade Agreement.  
 

 
 
19. One of the most striking features of Viet Nam’s rapid growth is the rise in the industry 
sector, which grew by 8% in terms of  share of GDP between 1997 and 2003. Industry 
represented 40% of GDP in 2004, yet it is important to note that growth in output in the sector has 
not been accompanied by a commensurate rise in employment. Agriculture, despite its recent 
decline, remains the top employer of the Viet Namese labor force. 
 
20. Viet Nam’s economy is at first sight extremely open, with exports and imports combined 
equivalent to over 90% of GDP9.  Quantitative restrictions were adopted in the past when needed 
to maintain the balance of payments at acceptable levels. They should be largely phased out in 
line with the PRGF agreement with the IMF. Finally, it must be pointed out that, for its level of per 
capita income, Viet Nam has a higher cost structure due to high personal income tax rates, high 
rental cost or valuation of land, and high transaction costs due to red tape and cumbersome 
regulations. These factors and the high degree of protection granted to certain industries have 
tended to skew foreign invested activities towards import substitution in more capital-intensive 
sectors rather than light industrial production for export markets. Ratification of the bilateral trade 
agreement with the United States should result in significant opening of the Vietnamese 
economy, particularly in the services sector. 
 
21. Overall, Viet Nam’s strong economic growth rate, coupled with its high savings and low 
public debt rate should allow it to weather future dips in private investment. Public investment in 
the enterprise sector has historically generated fewer jobs and returns than private investment, 
however, so despite the government’s fiscal headroom to contract additional debt, borrowing 
should be strictly focused on those investments which have no prospects for private sector 
participation. This can include selected infrastructure investments as well as modernization of 
health and education services.  
 

                                                   
 

9  This high ratio is partly explained by the fact that Viet Nam exports crude oil and imports refined oil 
products, but even excluding these trade flows the ratio is over 70%. Most of the non-energy exports are 
still agricultural commodities (rice, coffee, tea), with a growing share of light industry (garments, leather 
and footwear, electric and electronic goods) while imports are essentially intermediate inputs, machinery 
and equipment. 

Table 3: Basic Economic Indicators                              Table 3: Basic Economic Indicators                              
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B. Critical Trends and Issues 
 
22. A number of critical trends and issues are shaping the direction and pace of Viet Nam’s 
economic reforms. Perhaps the most important of these is the need to create jobs for the 
estimated 1.5 million new job seekers every year10. Public investment levels, although rising, are 
not sufficient to support this expansion, so more rapid PSD will be needed. Moreover, continued 
reform and downsizing of the public sector will mean that its share of the total workforce (10.4% 
in 2003) will continue to decline, making the private sector the only viable option for job seekers. 
The majority of Viet Nam’s enterprises are microenterprises producing/selling low value-added 
goods and services into their local markets.  
 
23. A second significant factor shaping Viet Nam’s economic reforms is its planned 
accession to the WTO. Preparations have been underway over the past 5 years, with direct 
impact on the revision of tariff levels and regulatory reforms designed to make Viet Nam’s 
markets more open to foreign investment.  Free trade agreements have already been signed with 
ASEAN (AFTA), the European Union and the United States (BTA), so that harmonization of the 
requirements in each of these 
agreements (particularly commitments 
providing market access to US firms 
ahead of other FIEs) remains a key 
challenge.  Beyond these issues, the 
requirement to increase market 
contestability is proving to be one of the 
most difficult to implement, as SOEs still 
dominate the economy and receive 
preferential access to finance, land and 
information resources.  
 
24. As a result of these 
agreements, trade has fueled growth 
over the past 4 years, led by the textile 
and garment sector. Private sector 
investment rates have risen, with 
investment levels by domestic private 
companies registered under EL now 
surpassing that of SOEs11.  Most new 
jobs have also come from the private 
sector (private companies and 
household businesses) which has 
created between 1.6-2 million jobs since 
2000.  
 
25. Despite notable reforms to 
simplify the investment environment for 
business, Ministries and state agencies 
continue to promulgate legal regulations emphasizing control, pre-checking, and restrictions on 
business. Biases against the private sector for access to land, credit, allocation of quotas and 
participation in public investment projects persist. Addressing these constraints so that the private 
sector can grow in size and value–added remains a key development challenge for Viet Nam.  
 

                                                   
 

10 over 50% of Viet Nam’s population is under 20 years old 
11 In HCM, private enterprises are the main source of investment capital; they accounted for 38% of total 

investment in 2002, more than the total of SOEs and the state budget (36.5%) 

Progress on World Trade Organization Accession 
 
Viet Nam applied for WTO membership in January 1995 and is 
among 25 countries seeking accession. Viet Nam’s 10th and 
most recent WTO Working Party meeting was held on 20 May 
2005. At this meeting, new Working Party Chairman Eirik 
Glenne urged Viet Nam to complete bilaterals in the “next 
couple of months” if it were to hope for accession in December 
2005.  
 
Eight new commitments and developments were presented by 
the Vietnamese side including a proposed revision of excise 
duties to end discrimination against imported motor vehicles; a 
similar proposal for excise duty on beer; the elimination of export 
performance subsidies; a commitment to require supported 
products made in free zones to be subject to normal customs 
formalities when entering Viet Nam; the setting up of TBT and 
SPS enquiry points; the extension of trading rights with 
exceptions for sensitive products such as petroleum, 
pharmaceuticals, sugar, tobacco, salt, fertilizers, rice and 
cultural products; and the streamlining of import licensing 
procedures. The Secretariat also received a series of draft laws, 
including the draft Commercial Law, the draft Amendments to 
the Customs Law, the draft Law On the Conclusion, Accession 
and Implementation of International Treaties, the draft Law On 
E-Transactions, the draft Common Investment Law, Part VI of 
the draft Law On Intellectual Property Rights and Technology 
Transfer”, the draft Intellectual Property Law, and a document 
comparing the draft Law on Export and Import Duties to the 
Provisions of the existing Law on Export and Import Duties. 
 
Source: US-Viet Nam Trade Council Education Forum, Catalog 
of Legal Updates: Viet Nam Trade Policy Regime, June 15 2005 
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C. Private Sector Profile 
 
26. The growth of Viet Nam’s private sector has outpaced the public sector by every measure 
over the past 10 years (output, investment, employment), buoyed by the expansion of 
international trade and tangible improvements to the investment climate.  While the private sector 
now accounts for over 50% of GDP, 27% of total invested capital and more than 90% of the total 
workforce12, it’s potential for wealth creation is still largely undeveloped, as Viet Nam remains one 
of the lowest per capita income countries in 
SE Asia.13  Key reasons for this relative 
underdevelopment are discussed in section III 
below.   Viet Nam also maintains a large 
informal/shadow economy, which analysts 
estimate at between 16-50% of the formal 
economy14.  If one were to add this informal 
GDP to the official figure, the percentage of 
total GDP generated by the private sector 
would be somewhere between 57-67%. 
Incentives to remain informal persist, from 
discriminatory tax rates  and regulations to 
costly licensing and permit regimes in the 
formal sector. These factors are discussed in 
more detail in section C.6 below. 
 
27. A profile of the private sector must begin with a definition. This PSA defines the private 
sector as all individuals or groups of individuals who invest or use private capital to produce or 
trade goods or services. In Viet Nam, this definition therefore includes both formal and informal 
enterprises and collectives, domestic and foreign. It does not include state-owned enterprises or 
joint-stock companies majority-owned by the state. The formal private sector is defined as all 
enterprises which have a business registration certificate and tax code, including some household 
non-farm businesses15. All businesses operating without registration certificates and/or tax codes, 
including farm-based businesses16, are considered informal.   
 

Table 4: Shares in total GDP and Employment17 
                                                   
 

12 As cited in the Government Report presented by Standing Deputy Prime Minister Nguyen Tan Dung to 
the 7th Sesion of the 8th National Assemble May 5, 2005 (reprinted in the Viet Nam Business Forum 
Report June 1, 2005, p115); these figures include both registered and a portion of unregistered 
enterprises as estimated by the GSO, which does not include all informal economic activity and therefore 
understates actual GDP (estimates of actual GDP vary from 116-150% of official GDP) 

13. IMF (2005) estimated GDP per capita at USD483 in 2003 and projected USD537 on 2004; ASEAN 
average was USD1266 in 2003; of the 10 ASEAN member countries, only Cambodia, Laos and 
Myanmar have lower GDP per capita rates than Viet Nam 

14  According to the World Bank/IFC/MPDF Study “Informality and the Playing Field in Viet Nam’s 
Business Sector”, 2003, pg15, the share of the shadow economy in GDP increased from 30 percent in 
1997 to 51 percent in 2001; informal GDP includes unreported revenues of both registered and 
unregistered firms 

15  Household non-farm businesses, almost all of which are microenterprises, are required to hold a 
business registration certificate which allows them to operate in a particular district, yet in practice few 
apply for the certificate.  

16  Farm-based businesses are not required by law to register 
17 GDP figures include GDP generated by unregistered/informal microenterprises and farms. Estimates 

derived from the following sources: CIEM (Source: CIEM. 2005.“Kinh te Viet Nam 2004”. The Scientific 
and technical publisher, Hanoi, 2005) reported size of state sector as 39.2% GDP in 2004. CIEM also 
estimated that the state administrative service accounted for 10.1% GDP in 2003. This paper estimates 
that SOEs and the state administrative service accounted for 29.2% and 10% GDP respectively in 2004.  
CIEM (2004) also indicated the non-state sector comprises 45.6% GDP, of which the agriculture sector 
(both state and private agricultural farms) accounted for 21.8% GDP  (The non-state sector comprises of 
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28. Official government 
statistics tracking the private 
sector have typically focused 
on the non-farm sector and 
segmented enterprises into 4 
major categories: (1) 
Household (2) Domestic 
formal private, (3) Collectives 
and (4) Foreign Invested 
Enterprises. Statistics are 
gathered by several different 
sources18 which do not alw 
ays use the same definitions 
of formal and informal, making 
detailed analysis difficult.  A 
second segmentation by 
employee size is also used, 
with Large (>300 employees 
and > VND 10 billion of 
registered capital) and SMEs 
(<300 employees < VND 10 
billion of registered capital).  
Recognizing that this SME 
grouping is too general to provide useful data for policy formulation, the Ministry of Planning and 
Investment’s Agency for SME Development introduced a further size segmentation in its SME 
Development Plan 2006-2010, dated June 10 2005. This new segmentation further breaks out 
the SME category into Micro enterprises (< 10 persons), Small enterprises (10 to 49 persons) and 
Medium sized enterprises (50 to 299 persons). This PSA profiles the private sector according to 
this employee size segmentation, and includes a discussion of the informal sector which exists 
within the Small, Medium and Microenterprise segments. A separate discussion is provided for 
Foreign Invested Enterprises (FIEs) whose operating environment is significantly different from 
that of domestic enterprises. 
 
29. As of January 2005, Viet Nam had an estimated 150,000 private registered enterprises19 
with tax codes, 18,000 cooperatives and approximately 800,000 registered non-farm household 
firms without tax codes. While SOEs continue to represent the single largest contributors to GDP 
(29.2%), non-farm private enterprises (micro, small and medium ) are gaining ground and now 
account for 24.8%, as illustrated in table 3 below.  
 
30. Despite the rapid growth in the number of registered businesses operating in the 
country20, Viet Nam still has one of the lowest formal business density ratios in SouthEast Asia. 

                                                                                                                                                       
 

non-agricultural and agricultural (including fishing and forestry) components). This paper estimates that 
non-state (or private) agriculture represents 20.8% of GDP, while state agriculture represents 1% of 
GDP. The non-state non-agricultural sector therefore contributes 24.8% of GDP. Total GDP figure used 
for 2004 is VND 713 billion; total employment figure used for 2003 is 41.18 million 

18  Main sources of data on the enterprise sector is from the General Statistical Office (GSO), the General 
tax Authority and the Agency for SME Development (ASMED) of the Ministry of Planning and Investment 
(MPI).  

19 No official Government estimate of the number of registered enterprises as of end 2004 is available; this 
150k number is an author estimate based on official figures from the Ministry of Planning and Investment 
, which recorded 128,878 registered enterprises as of end 2003 and a growth rate of 27,000 registrations 
per year; it should be noted that the number of 170,000 registered enterprises as of June 2005 cited in 
MPI’s  “SME Development Plan 2006-2010”, First Draft June 10 2005, pg5 is considered to overstate 
actual numbers  

20 In 2004, as many as 37,230 new businesses were established with total registered capital of 

Share in 
GDP  2004

Share in 
employment 

2003 Informality ratio

Large enterprise 23.9% 4.6% 0.0%
    Of which SOE 23.6% 4.4%
    Large private 0.3% 0.2%
SMEs 19.1% 11.6% not available
    Of which SOE 5.6% 1.1%

     SME private 13.5% 10.5%

Micro enterprises 11.0% 17.4% 69.0%
FIEs 15.2% 2.1% 0.0%
Subtotal Enterprise Sector 69.2% 35.7%

Farms* 20.8% 59.0% 100.0%

State Administration* 10.0% 4.9% 0.0%

TOTAL 100.0% 99.6%

Note:  Figures with * are from GSO and CIEM, other figures are estimated; ** Informality is a 
ratio of number of un-registered units to the total. This ratio was calculated based on GSO data 
for 2002 published in 2004.
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Indeed, Viet Nam’s ratio of one registered firm per 470 people is much lower than the average of 
1 firm per 20 people in the more developed APEC economies. While this number also reflects the 
comparatively higher number of unregistered business in Viet Nam vs its APEC neighbors, it 
underscores the apparent difficulty/unattractiveness of establishing and growing a formal 
business in the country. An expansion and formalization of the private sector will ultimately result 
in better resource allocation, as all market participants abide by the same rules and can therefore 
make more informed investment decisions. Formalization will occur when pro-business 
regulations are in place, resulting in stronger incentives for compliance, and supported with 
enhanced Government capacities for enforcement.        
 
31. As is typical in emerging 
economies, the microenterprise 
segment has the largest number of 
formal enterprises and is growing most 
rapidly21. Small and medium enterprises 
show similar growth trends, while the 
large enterprise segment has remained 
flat in terms of numbers of firms. This 
would suggest difficulty in transitioning 
from medium to large size, and is also 
consistent with numerous survey results 
which illustrate a general reluctance 
from entrepreneurs to grow their 
businesses, as larger enterprises are 
considered to attract more scrutiny from 
Government officials (tax, inspections, 
licensing) than those which are smaller.22  
 
32. The geographic distribution of the private sector is closely aligned with the distribution of 
wealth in the country, with nearly twice as many private enterprises in the Southern third of the 
country (27,919 in 2002), where GDP per capita is VND 8,650 million as in the Northern third of 
the country (15,281 private enterprises in 2002) where GDP per capita is VND 5,180 million23 
Indeed, 11 of Viet Nam’s 64 provinces account for over 60% of growth in the private sector and 
70% of both revenue and investment. While this geographic disparity can be partly explained by 
natural economies of agglomeration, where new businesses tend to locate where economic 
activity is already higher (and physical infrastructure of better quality) , several recent studies 
reveal the importance of provincial government policies and practices in encouraging PSD24. This 
                                                                                                                                                       
 

VND76,636 billion, a 34% increase in the number of businesses and 32% increase in registered capital 
compared to 2003. In the first four months of 2005, 10,993 businesses were established, with total 
registered capital of VND30,201 billion, a decrease of 8.2% in the number of businesses but a 35.2% 
increase in registered capital compared to the same period the year before 

21 It should be noted that the introduction of the new Enterprise Law in 2000 greatly simplified the 
business registration process, reducing its duration from 98 to 7 days on average, and its cost from 
VND8 million to VND550,000; approximately 136,000 new registrations were recorded over the ensuing 
5-year period (2000-2004) with about VND185 trillion ($12 billion) in investment. 

22 A survey conducted in 2003 of 629 private registered businesses in 11 provinces found that tax 
inspections show a strong and positive correlation to a firm’s growth rate (source: World Bank/IFC/MPDF 
Study “Informality and the Playing Field in Viet Nam’s Business Sector”, 2003 

23 GDP figures are for 2003, calculated from: GSO. 2005.”Social-Economic Statistical Data of 64 
Provinces and Cities”, Statistical Publishing House, Hanoi 2005. Further confirming this point, the UNDP 
Dec 2003 report “Comparative Provincial Performance in Private Business Development” included a map 
showing a significant inverse correlation between the number of registered enterprises and the poverty 
rate in provinces in Viet Nam 

24 These include the USAID-funded Provincial Competitiveness Index (May 2005) and the 2004 “Private 
Enterprise Formality and the Role of Local Government” Discussion Paper by the ADB-funded Making 
Markets Work for the Poor project  

Figure 3: Growth in Registered Firms in Operation 
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finding, further discussed in section III below, is supported by the fact that the legal and regulatory 
framework in Viet Nam is structured to allow a significant level of discretion in implementation. 
Procedures can be completed slowly or quickly, and complex rules and regulations can be 
interpreted to facilitate or obstruct private sector activity. In this way the general business climate 
can be significantly influenced by the provincial authorities who have delegated implementation 
authority from the center. 
 
33. The following paragraphs profile the main segments of the private enterprise sector: 
Foreign Invested, Large, Small/Medium and Micro enterprises, describing the general operating 
parameters of each as well as specific challenges to further development.  A short profile of the 
informal sector (which is composed essentially of microenterprises), is also included to complete 
the discussion.  

1. Foreign Invested Enterprises and FDI  
 
34. The foreign invested sector has grown rapidly during the 1990s, and now accounts for 
15.2% of GDP and more than 58% of total exports. Foreign investment enterprises (FIEs) are 
defined as any firm with foreign capital. Foreign direct investment and FIEs are regulated by the 
Foreign Investment Law, approved in December 1987, and subsequently amended in June 1990, 
December 1992, November 1996, and June 2000. Both partners enjoy limited liability. Capital 
must be contributed by both parties, with the foreign share larger than 30 percent of the actual 
investment.  Since 1986, 100 percent 
foreign owned enterprises are also 
allowed, and there have been a number of 
recent cases of conversion from JV to 
wholly foreign-owned status. As of 2003, 
of the 2641 registered FIEs in the country, 
71% were wholly-owned foreign firms 
while 29% were joint-ventures. The 
number of foreign firms has been growing 
at a rate of approximately 20% per year 
over the past 4 years.  
 
35. Although FIEs are more limited in 
the range of sectors in which they can 
operate than 100% domestic firms, the 
Government is making efforts to narrow 
the gap. For example, Government Decision 260 of May 2002 allowed foreign ownership in non-
state enterprises in 35 designated industries, including agriculture, forestry and fisheries, science 
and technology, education and medicine. Since October 2003, domestic and foreign investors 
have been allowed to build electricity plants with capacities of less than 100 mw and sell energy 
directly to local customers, and Law 20 of June 15th 2004 now allows 100%-foreign-owned 
banks.  The proposed new Common Investment Law, currently under preparation, is expected to 
further open up sectors heretofore closed to foreign investment by giving equal access to foreign 
and domestic enterprises.  
   
36. Most FIEs are capital intensive and have ten times the labor productivity of the national 
average. They are predominately active in the petroleum and gas, heavy industry, hotels and 
tourism and construction sectors. Preliminary surveys25 suggest that their backward linkages to 
other domestic sectors remain limited. In the coming years, as the Bilateral Trade Agreement with 
the United States is implemented, FIEs are likely to become a source of competitive pressure to 
Viet Namese SOEs, forcing them to restructure and become more cost efficient. If this happens, 
                                                   
 

25 Source: Ari Kokko and Fredrik Sjöholm. 2004. The Internationalization of Viet Namese SMEs. 
Stockholm School of Economics. April. (see also section 3 below)  
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the overall efficiency of the Viet Namese economy will improve. Backward linkages to local 
suppliers should also be strengthened as the manufacturing capabilities of local firms improve. 
 
37. As of July 2005, Viet Nam had  
attracted a total of US$ 48.8 billion in 
investment commitments since the country 
was opened to foreign investment in 1988, 
although only 53 % of this has amount has 
been disbursed to date. After peaking in 
1996-1999 at over 4% of GDP, FDI inflows 
to Viet Nam declined to 2% of GDP in the 
2001-2003 aftermath of the Asian Crisis, and 
recovery has been slow26 (see Figure 4 
above). Delays in improving the investment 
climate, together with intense competition for 
capital from neighboring China and Thailand 
have slowed the growth of FDI. Of the total 
capital commitments made to date, 59% 
went to the industrial sector (oil and gas, 
automotive, electronics, construction, 
garments and foodstuffs), while 33.6% went 
to the services sector (banking and finance, 
transportation, telecommunications, hotels & 
tourism, real estate, EPZ/IPZ development). 
Most of the foreign investment in the 
garments and electronics industries have 
been in labor -intensive and low value-added 
processing and assembly, providing limited 
opportunities for transfer of technology or 
know-how. Indeed now that 100% foreign-
owned companies are allowed, more than 
70% of new investments are being made in 
this form rather than through joint-venture with existing local firms (2004 data) .   
 
38. Most FDI continues to flow to southern Viet Nam, to Ho Chi Minh City and the 
neighboring provinces of Dong Nai, Binh Duong, Ba Ria-Vung Tau, Binh Phuoc, Tay Ninh and 
Long An (see Figure 5 above).  Based on the most recent breakdowns available from the MPI, 
the first four of  these jurisdictions alone accounted for 74% of FDI in 2003. Five Asian countries 
(Singapore, Taiwan, Hong Kong, Japan and South Korea) accounted for 63.5% of total 
cumulative foreign investment projects in Viet Nam and 61.8% of total approved foreign 
investment capital. US companies, which should be encouraged by the opportunities created by 
the Bilateral Trade Agreement, seem to be waiting for further improvements to the investment 
climate, in particular increased legal transparency and the protection of intellectual property 
rights.  
 
39. While FDI from all sources is expected to increase upon Viet Nam’s accession to the 
WTO, it will be dampened by the unique constraints faced by FIEs in the country. These include:  
 

                                                   
 

26 2005 has seen a material uptick in investment, with 109 new FDI projects registered by March 2005 
with a total capital value of $US 1.3 billion, compared to $US 420 million in Q1 2004 – a rise of more 
than 300%. Two mega-projects accounted for $US 770 million (Hutchison Telecom’s $US 655.9 million 
Business Cooperation Contract (BCC) with Hanoi Telecom to develop and operate a 3G mobile phone 
network and service, and a $US 115 Hanoi real estate project  by a Luxembourg consortium),  yet even 
excluding these projects, FDI rose by 28%.  

Figure 5: Distribution of Cumulative FDI 1988-2000
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• Inability to mortgage land to secure loans from foreign banks 

• Cumbersome procedures requiring all FIEs wishing to import goods for manufacturing to 
register their import and export plans with an MoT-authorized agency 

• Restrictions on FIE activities in selected sectors. For example foreign banks are limited in 
terms of number of branches and retail operations; foreign insurers are subject to restrictions 
with respect to products, customer base and compulsory reinsurance ratio; and fixed line 
telecommunications are the a monopoly of the State.  A number of these restrictions will be 
gradually lifted as the BTA is implemented and Viet Nam prepares for World Trade 
Organization accession. 

• Specific licensing requirements for FIEs which do not apply to domestic enterprises in the 
same sectors; these licenses add to the cost and risks of doing business as their attribution 
has in some cases been at the discretion of the licensing authorities27 

 
40. In addition to the above constraints applicable only to FIEs, these firms are also 
particularly affected by the following rules and regulations which apply to all firms in Viet Nam: 
 
• Personal income tax of Viet Namese nationals at very high marginal rates28 (40% for incomes 

over VND40 million) introduces a barrier to their recruitment, significantly raising skilled labor 
costs to achieve competitive after-tax incomes.  In addition, no firm may employ more than 50 
foreign workers or 3% of their total workforce, as per Decree No 105/203/ND-CP 

• Comparatively high personal income tax rates of 40% for foreigners earning over VND120 
million per month 

• Various tax rules which add to the cost of doing business include the application of VAT to 
exported services29 and the 10% cap on the amount of marketing/advertising expenses can 
be claimed as a business expense; these all contribute to pushing up the effective tax rate for 
certain companies to 50-60%, even though the nominal income tax rate is 28%  

• Complicated, lengthy and expensive customs processing procedures  

 

2. Domestic Sector: Large Enterprises 
 
41. In 2003, the GSO counted 3,325 
large domestic enterprises among the 
total of 72,012 formal operating firms of  
the country30, most of which were SOEs.  
There are very few fully private domestic 

                                                   
 

27 It should be noted that the Government issued a new regulation in February 2005 to prescribe 
timeframes for managing the approval process for Grade A projects; these new rules, if consistently 
applied, should significantly reduce the time and costs associated with foreign investment approval  

28 As per Ordinance 14, which became effective July 1st 2004 and reduces this rate from 50% previously 
29 While Circular 120/2003/TT-BTC stipulates that exported services are to be subject to 0% VAT, but 

exported services are defined as only those services which are consumed outside Viet Nam, yet this is 
difficult to prove by the seller and therefore the 0% rate is rarely applied 

30 All numbers of enterprises indicated in this Section taken from GSO’s “The Real Situation of Enterprises 
Through the Results of Surveys Conducted in 2002, 2003, 2004. Statistical Publishing House, Hanoi 
2005; MPI reported that by 2005, registered enterprises totaled 170,000 
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firms in Viet Nam with more than 300 employees. As illustrated in table 3 above, of the 23.9% of 
GDP generated by large domestic enterprise in 2004, only 0.3% was generated by private 
companies. The majority of large firms (57.3%) are in the manufacturing sector (see Figure 6 
opposite), followed by construction,  wholesale and retail sales, transport and agriculture and 
forestry.  As illustrated in Table  5 below,  large firms (private and public) made significant 
contributions to state tax receipts, paying 66.7% of the taxes and fees of the formal enterprise 
sector.   
  
42. Detailed data on the large private enterprise segment is not readily available, making it 
difficult to inform policy decisions31. What can be inferred from the many private sector surveys 
conducted over the past several years is that large firms generally appear to face greater scrutiny 
from tax and licensing officials (generating higher costs), although results vary significantly from 
district to district. To the extent that land remains in short supply and credit is difficult to obtain 
without collateral of at least equal value to the loan, large private companies continue to face 
significant challenges to growth.  While insufficient data exists to measure the extent to which 
competition from state-owned companies (which make up the bulk of the large enterprise sector)  
represents a serious constraint to large private company growth, the dominance of SOEs in 
selected sectors of the economy does effectively block the entry of private firms of sufficient size 
and resources to compete.     
 
 
 
 
 
 
 
 
 
Table 5: Selected indicators of the formal enterprise sector 2003 

Micro 
firms 

Small 
firms 

Mediu
m firms 

  

Unit 

   

Large 
firms 

      
1.Number of enterprises 2003 % 46.6 35 13.8 4.6 

2. Employment 2003 (% of total enterprise sector)  % 3.5 10.2 22.6 63.7 

3. Average capital per one firm 31 Dec 2003 Bill VND/1 firm 1.41 5.36 34.42 360.91 

4. Share in the total c apital of the firm sector % 2.7 7.8 19.8 69.6 

5. Average taxes & fees paid by one firm Bill VND/1 firm 0.095 0.294 2.629 22.097 

6. Share in the total taxes & fees paid % 2.9 6.7 23.7 66.7 

 
Source: “The real situation of enterprises through the results of surveys conducted in 2002, 2003, 2004”. 
Statistics Publishing House, Hanoi 2005; and “The real situation of enterprises through the results of surveys 
conducted in 2001, 2002, 2003. Statistics Publishing House, Hanoi 2004 

3. Domestic Sector: 
Small and Medium 
Enterprises 

 
43. The small and medium size firm 
category (firms with between 10-299 
employees) continues to grow in number, from 
18,828 units in 2000 to 35,158 units in 2003 
                                                   
 

31 the Investment Climate Assessment currently being conducted by the World Bank should provide some 
useful data to focus in on this subsegment 
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and over 45,000 in 200532. Private SMEs represent the largest segment of the enterprise sector 
in terms of contribution to GDP (13.5%), while employing 10.5% of the total workforce, compared 
to 17.4% for microenterprises. On average, small enterprises employ 19 people, while medium 
enterprises count 112 employees. SMEs have a high potential for growth, as innovation and 
increasing levels of invested capital make firms more competitive and help them to gain market 
share. As is true in most countries, the amount of capital invested and sales per employee in Viet 
Nam generally increases with the size of the firm.  Interestingly, however, medium -sized firms 
had more capital invested and turnover per employee than large firms, indicating that the SOE 
sector, which dominates the large firm segment, has very low productivity. This finding is further 
supported by the fact that large companies had on average 4.5 times more capital invested per 
firm than medium enterprises and 73 times more than small firms.  
 
44. SMEs are predominantly involved in manufacturing (31% of registered SMEs), repairing-
wholesale-retail activities (24.6%) and construction (19.8%).  They have been the focus of the 
Government’s efforts to facilitate private sector development, yet despite their demonstrated 
dynamism, most still face a host of administrative complications and resource constraints to their 
continued expansion, most notably a limited access to capital, credit, land and information on 
market opportunities. SMEs are particularly vulnerable to these constraints as unlike FIEs, they 
have more limited financial resources and managerial expertise, and unlike the microenterprise 
and informal sector, they strive to operate within the parameters of existing regulations. Indeed, 
the difficulty of accessing key resources formally (particularly land and capital) incites many 
SMEs to operate at the margin:  
 
• Access to land. Many enterprises do not have land use right certificates, if they acquired land 

use rights in the past, when issuance of certificates and transfer of proof of ownership were 
not common. Obtaining a land use right certificate or land rent approval is a cumbersome 
procedure, requiring visits to as many as 20 offices. In addition, land cost and land transfer 
taxes can be high, while SOEs receive free land allocations. Available land may not have 
access to adequate infrastructure, unless it is located in industrial parks. The current 35% 
vacancy rate in the 71 existing industrial parks in Viet Nam suggests that this property does 
not fully conform to SME requirements for price, location or configuration.  

• Access to credit. State-owned commercial banks (SOCB) prefer to lend to SOEs because of 
the implicit Government guarantee on such loans or explicit “encouragement” by the 
authorities to do so. Collateral is often a problem, if land has been acquired without all the 
official registrations requirements, or if the allowable collateral value of land as set by local 
governments does not reflect market prices, thereby reducing the value of land as a 
mortgage asset to raise capital. Access to long-term credit is limited. Informal credit from 
relatives, acquaintances or money lenders is often used for expansion, but the cost can be 
higher and there are limitations to the amount that can be mobilized and the maturity of such 
loans. 

• Taxation. The complications and occasional conflicts in the tax system, and high tax rates 
compared to other Asian countries induce private entrepreneurs to opt for presumptive 
taxation and side payments rather than paying legal liabilities. 

• Licensing and inspections. There is still a large number of requirements for sublicenses or 
certificates, and enterprises are subject to frequent “inspections” and requested to pay fines 
or service fees for non-compliance 

                                                   
 

32 This 45,000 number is based on an extrapolation of the MPI 2004 data indicating that 37,099 new 
business registrations were recorded in 2004 (data does not indicate size breakdown); since 2001, 
approximately 24% of new business registrations have been SMEs, with the balance being 
microenterprises and a very small proportion of large enterprises 
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45. In addition to the resource and administrative constraints listed above, SMEs also suffer 
from an acute shortage of managerial expertise as well as functioning business linkages to other 
SMEs and large firms.  Few business training resources (academic or on-the-job) were 
developed within the predominantly state-run economy, so that the skills and experience needed 
to run competitive medium and large size firms are in short supply.  The absence of strong 
business linkages is fundamentally due to the lack of reliable information on supply/partnership 
opportunities. This point is well illustrated in the automobile industry in which domestic suppliers 
provide no more than 2-3% of car value for the FIE manufacturers.33 Lack of technical capacity 
and expertise to supply the needed parts leaves SMEs out of the subcontracting opportunities. At 
a more fundamental level, firms which do have the necessary production capabilities often do not 
have access to accurate information regarding supply opportunities. The results of another recent 
survey34 of SMEs also underscores this point: it was found that 65% of SME customers were 
individuals, with only 20% other SMEs and 9% SOEs.  
 

4. Domestic Sector: Microenterprises (<5 employees) 
 
46. The microenterprise sector is composed of household non-farm enterprises with 10 
employees  or less.  The GSO estimates that there are as many as 2.6 million such 
microenterprises, only 800,000 of which have registered with authorities35, and an even smaller 
number of which have tax codes.  The microenterprise sector therefore remains largely informal, 
and is a major employer of non-farm labor. It is estimated that up to 150,000 new 
microenterprises are added every year, creating 450,000 new jobs. This is approximately as 
many new jobs per year as are created by SMEs and Large Enterprises combined.36  
 
47. As in most economies, the microenterprise sector is characterized by low productivity. In 
Viet Nam the ratio of GDP per worker in the non-farm microenterprise sector is even lower than in 
the farm sector. According to a 2002 GSO census, 60% of microenterprises had only one 
employee, 38% had between 2-5 employees, and only 2% had 6-9 employees. Most 
microenterprise employees combine farm and non-farm jobs to secure more stable incomes.  The 
census showed that firms with 5-9 employees generated on average 4 times more turnover per 
employee than firms with less than 5 employees. Wages per person were also 16 times higher in 
the larger microenterprises than in the smaller ones. 
 
48. Microenterprises are typically involved in small retail sales, services (especially 
transport), food processing, garments and wood products. Products are typically sold into local 
low-income retail markets. They are required to register with district authorities in order to gain 
permission to operate in a particular district, and are liable for both VAT and income tax. In 
practice, however, only an estimated 30% obtained registration certificates and tax codes  as 
noted above.   
 
49. The informal nature of most of these firms necessarily limits their access to formal 
sources of finance. When credit is required, most microenterprises obtain finance informally from 
family and friends. Firm surveys indicate that microenterprises do not consider lack of finance as 
                                                   
 
33 All 11 joint ventures in the automotive industry committed to increase the local content of their products to 

30-40% by 2006. However, only Toyota Viet Nam has now reached 13%, the others are at the level of 2-
3% (http://www.moi.gov.vn/News/detail.asp?Sub=71&id=6067).  Only 11 domestic suppliers are 
acceptable sub-contactors for these 11 automotive joint ventures (http://saigon.vnn.vn/read.php?id=3982). 

34 Ari Kokko and Fredrik Sjöholm. 2004. The Internationalization of Viet Namese SMEs. Stockholm School of 
Economics. April 

35  Source: GSO survey:”Results of Establishment census of Viet Nam 2002” indicates that among  
2.619,341 non-farm households in 2002 there were only 809.024 (31%) non-farm households that are  
registered. 

36 Source: Ministry of Planning and Investment, “SME Development Plan 2006-2010”, First Draft June 10 
2005, pg8 
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a major resource constraint, but rather complain of difficult access to markets and competition. 
This would suggest the precarious nature of most of these enterprises, as the lack of market 
information, crowded competitive field and the generic nature of their products are their primary 
challenges, leaving access to finance to a later stage of growth. Similarly, availability of land or 
premises to develop the business is often not a major constraint, as most of these enterprises 
operate out of the family dwelling or attachments. Regulations also pose no difficulties, since 
most household businesses operate informally. The main challenge for the sector is therefore 
how to increase the size of its market, a step which could be facilitated through linkages with 
larger enterprises or traders able to link local production to broader domestic or international 
demand.  

5. Informal Sector 
 
50. Although reliable estimates of the size of the informal enterprise sector are not available, 
it is commonly accepted that the sector includes approximately 10 million farm households, 1.7 
million non-farm microenterprises and an unknown percentage of SMEs. Official GDP figures 
released by the Government claim to capture the GDP generated by these firms.  If one applies a 
broader definition of informal economy, one should include all business transactions which are 
not reported to authorities through tax records, VAT or customs receipts. A number of studies and 
surveys conducted in Viet Nam over the past 5 years have concluded that this informal/shadow 
economy is quite large, and could add as much as 50% to official GDP figures37.   
 
51. These and other studies38 have found that entrepreneurs make very rational decisions 
regarding the formalization of their business transactions, based on the sum of perceived benefits 
minus the costs. Indeed, formalization seems to occur only when the expected marginal benefits 
of formalization equal the expected risk-adjusted marginal costs. High levels of informality 
typically occur in environments with high levels of taxes and complex regulations which the 
governments themselves have difficulty enforcing.  Indeed, in a highly formalized economy, rules, 
regulations and their application are highly predictable and consistent , and compliance with these 
rules provides net benefits to firms. In Viet Nam, the rules and regulations for doing business 
remain complex, many treat SOEs, private and foreign firms unequally39. The application of these 
rules and regulations, moreover, appears to be largely at the discretion of government officials, 
underscoring the generally weak enforcement capacity. In this environment it is not surprising that 
many firms seek to conduct at least a portion of their business transactions informally.  
 
52. Informal business transactions involve the sale/lease of products and services (including 
land), employment and investment.  According to a 1999 study by the Institute of Law 
Research,40 approximately 95% of household land in Hanoi is bought and sold outside state law, 
while the underground market in land-use rights accounts for about 70% of the total market41.  
Complex labor laws incite private companies to hire an estimated 20% of their workforce without 

                                                   
 

37  These include  sample surveys conducted by the General Statistical Office (GSO) in 1989, 1992, 1994, 
and 1996 which estimated the GDP of the informal sector at more than half the size of the formal 
sector’s; and the World Bank/IFC/MPDF Study “Informality and the Playing Field in Viet Nam’s Business 
Sector”, 2003, pg15, the share of the shadow economy in GDP increased from 30 percent in 1997 to 51 
percent in 2001 

38 Including the 2004 “Private Enterprise Formality and the Role of Local Government” Discussion Paper 
by the ADB-funded Making Markets Work for the Poor project  

39 This is particularly the case with marketing expenses whose tax deductibility is capped at 5% of COGS, 
or punitive income taxes which are imposed for ROE in excess of 20% 

40 Institute of Law Research. 1999. “The Social Research on Household and Land-Use Rights in Hanoi 
City in 1998”. Hanoi: Ministry of Justice. 

41 Dinh Duc Sinh. 2002. “Some Matters on Land and the Promotion of the Development of a Multi-sectoral 
Economy.” Paper presented at the Hanoi Association of Industry and Commerce conference, Land for 
Production and Business: Current Status and Solutions, November. 



 22

formal labor contracts42. According to the World Bank ‘Doing Business” database, Viet Nam’s 
score for employment rigidity was twice as high as its regional average (51 compared to a 
regional average of 24), indicating much higher restrictions on hiring, firing and changing the 
number of hours that workers can work. Lastly, the unofficial stock market in Viet Nam is thought 
to involve more than 1,000 companies with a total market value of about $1 billion, approximately 
six times as much as the official exchange, according to local investment banks43.  All of these 
informal activities are facilitated by the use of cash as the principal form of payment in the 
country. According to the U.S. Department of Commerce44, more than 50% of domestic business 
transactions are conducted outside the banking system.  
 
53. While informal business activity can be seen as a positive response to a poor business 
climate, it ultimately undermines the ability of the economy to rapidly integrate with regional and 
international partners.  Beyond the short-term costs of informal business transactions (which tend 
to be associated with informal payments to government officials45), businesses operating 
informally restrict their ability to enter into contracts with foreign firms and access finance through 
formal banking channels.  Resource allocation can therefore not be optimized. The more rapid 
integration of Viet Nam  into the world economy, and indeed the more rapid growth of its private 
sector will necessarily require increasing levels of formalization. 
 
54. To achieve higher rates of business formality, Viet Nam will need to (1) simplify the legal 
and regulatory framework for business, (2) harmonize its application to all business types 
(domestic, foreign, public, private), (3) ensure that regulations encourage rather than sanction 
investment  and (4) strengthen the government’s enforcement capabilities. This is not 
incompatible with maintaining a large population of informal, farm-based businesses which today 
absorb the majority of the workforce (59%), but it must be recognized that these businesses will 
not have the capacity to take in the more than 1.5 million new workers entering the labor force 
every year . Formalization will be gradual and can be largely voluntary, as farm-based businesses, 
Microenterprises and SMEs with the potential to grow see formalization as a means to access the 
resources necessary to fuel that growth.   
 

D. Private Provision of Physical Infrastructure 
 
55. Private provision of physical infrastructure is a vital component of an integrated PSD 
strategy, contributing to three key goals: (1) increasing business opportunities for private sector 
companies in the construction and operation of physical infrastructure facilities, (2) providing 
needed finance to leverage public sector contributions, (3) improving the overall competitiveness 
of the country by reducing transport and communications costs and increasing utility reliability.  
The following section describes the current service levels and investment requirements in the two 
major infrastructure subsectors (utilities and transport), legal and regulatory frameworks, sources 
of finance, extent of current PSP and key constraints to further PSP.  A proposed strategy for 
increasing PSP in each of these subsectors is presented in the recommendations section VI of 
this report.   

                                                   
 

42 Results from survey conducted by World Bank/IFC/MPDF Study “Informality and the Playing Field in 
Viet Nam’s Business Sector”, 2003 

43 Ha, K. Oanh. 2003. “Taking Stocks to the Street: Viet Nam’s Unofficial Stock Market Is Booming.” 
Mercury News. www.bayarea.com/mld/mercurynews/business/4959959.htm. 

44 Country Commercial Guide FY2002 
45 According to the survey conducted by World Bank/IFC/MPDF Study “Informality and the Playing Field in 

Viet Nam’s Business Sector”, 2003, a 20% reduction in the share of transactions going through banks is 
associated with a 50% increase in the share of revenues being paid in unofficial payments; moreover, 
unreported income by public sector officials with households businesses accounts for no less than half of 
their reported income 
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1. Current service coverage and investment requirements 
 
56. Viet Nam has made 
impressive progress in improving its 
infrastructure over the past decade. 
Between 1997-2002, the Viet Namese 
government directed 44% of total 
State investment to infrastructure, 
allowing this investment to 
consistently outpace GDP growth 
(see Figure 7 opposite). The result 
has been comparatively good service 
coverage levels in all major 
infrastructure categories: power, 
water, sanitation and transport. Only 
in telecommunications does Viet Nam 
lag significantly behind its neighbors. 
 
57. The rapid pace of economic and population growth continues to put strains on existing 
infrastructure resources, however, making further investments critical. Power generation is 
already close to capacity, as are port facilities in Viet Nam’s busiest port, HCMC. Transport 
volumes have been growing at a faster rate than GDP (in terms of tonnes and passengers) on all 
modes of transport, straining existing infrastructure.  Annual investment needs in energy and 
transport infrastructure alone during 2001-2010 are estimated at $3.4-3.9 billion46 or 6-7 percent 
of GDP, an amount equivalent to the entire public investment program in recent years. 
Subsequent Ministerial Decisions47 have placed the total even higher, at $5-7 billion annually, or 
15% of GDP at projected +7% annual GDP growth rates. These investment targets represent a 
60% increase over average levels since 2000. The scale of these financial requirements is 
beyond the fiscal capacity of the Government, even with expected contribution of increased user 
fees, equitization proceeds, new bond issues and ODA loans. The shortfall, which could be as 
much as $2.5 billion per year, will need to be mobilized from the private sector in the form of 
viable public-private partnerships.   
 
58. The following sections detail the service levels and estimated investment requirements in 
the utilities (power, water/sanitation and telecommunications) and transport (roads, ports, airports 
and railways) subsectors.  
 
Utilities: Power, Water, Sanitation and Telecommunications48 
 
59. Power: Although Viet Nam ’s electrification rate, at 75%, is comparatively high, weak 
transmission infrastructure leads to losses (13.4%) that are among the highest in the region.  
Rapid urbanization and industrialization have led to corresponding increases in demand, resulting 
in peak period outages in 2004 and 2005. According to the Government’s Revised Power 
Development Master Plan V (March 2003), demand for electricity is expected to grow at 15% per 
year to between 88.5- 93 billion KWh by 2010, almost triple the amount consumed in 200249 and 
                                                   
 

46 $2.0-2.5 billion annually in the energy sector, and $1.4 billion annually in the transport sector (World 
Bank, ADB, UNDP, Viet Nam 2010 – Entering the 21st Century. Pillars of Development, Joint Report to 
the CG Meeting for Viet Nam, December 2000 

47 Prime Ministerial Decisions 95 (22 June 2001), 40 (21 March 2003), 158 (11 Oct 2001), 162 (15 Nov 
2002) for the power (95 and 40), telecommunications and road/urban transport sectors, respectively. 
These Decisions and their underlying investment requirements are presented in the individual sector 
discussions below 

48 This section largely taken from “Private Sector Participation in Infrastructure” paper presented by Tony 
Foster at the Viet Nam Business Forum Consultative Group Meeting November 29, 2004 

49  The state-owned utility (EVN) generated  21.5 billion KWh in the first half of 2005 
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requiring investments of over $2.5 bn per year. Total installed generation capacity in 2004 was 
approximately 9,000 MW.  More than 55% of the country’s power generation is based on hydro 
sources, making it particularly vulnerable to periods of drought, as was the case in 2004. The 
state-owned utility (Electricity of Viet Nam) has 13 projects planned to add generation and 
transmission capacity, including 9 hydropower plants already under construction. EVN estimates 
its financing shortfall for these projects at $3 billion50.  
 
60. Water and Sanitation: The percentage of the population with improved access to water 
and sanitation was 77% and 47%, respectively, in 200351.  As in most countries, access is 
considerably higher in the major cities than in the rural areas, where current access to clean 
water supply stands at 48.5%.  High levels52 of non-revenue water in urban areas point to low 
efficiencies and poor operating practices. According to Prime Ministerial Decisions, the capital 
needed for development of the water systems in Hanoi and HCMC alone up to 2010 is around $2 
billion. In order to meet the goal of expanding access to 85% of the rural population by 2010, an 
estimated $600 million annually will need to be spent, four times the annual investment over the 
last 10 years. 
 
61. Telecoms: While growing rapidly, the teledensity rate of Viet Nam was still only 14.8% in 
May 2005. Internet access is even more limited, with only 3.2% of the total population as 
registered users. The Government is targeting a threefold increase in teledensity to between 32% 
and 36% by 2010, with mobile phones growing faster than fixed lines53.  Decision 158 of the 
Prime Minister dated 11 October 2001 estimated the capital needed for the telecoms sector 
between 2001 and 2010 at around $4 - 6 billion, 60 per cent of which is expected to come from 
domestic sources, and the other 40% to come from foreign investors.   
 
Transport: Roads, Railway, Ports, Airports  
 
62. Viet Nam’s transport infrastructure has developed rapidly over the past decade, with the 
density of the road network (0.63 km per square km of surface) now similar to that of more 
developed countries in ASEAN. Many road and rail bridges have been repaired or rebuilt, and 
port handling capacity has increased to more than 70 million tons per year, almost double the 
throughput observed five years earlier. Rail traction equipment and rolling stock, however, remain 
in poor shape. Despite these gains, the current transport infrastructure is inadequate to support 
the country’s high rates of economic growth.  
 
63. The Ministry of Transport estimates the transport sector’s investment needs over the 
2002-2010 period at VND 790 trillion, 25% of which would go to developing inner city 
metrorail/trams for Hanoi, Ho Chi Minh City and Danang. The road network would absorb 31%, 
while the railway would be the remaining big ticket item at 28% of the total.  
 
 
Table 6. Transport infrastructure Investment Requirements 2002-2020 (Billions VND) 

 Mode of Transport Infrastructure  Period 
2002-2010 

Period 2011-
2020 

Annual average 

1 Roads 
Of which : High ways 
                 National roads 
                 Regional roads 

245.990 
56.570 
139.420 
50.000 

328.530 
158.530 
125.000 
45.000 

31.918 
11.950 
14.690 
5.278 

                                                   
 

50 As reported in the Viet Nam News, July 4 2005, pg14 
51 World Bank Development Indicators, 2004 
52 Estimated at 69% in Hanoi in 1995 and 30% in HCMC in 1998 
53 This includes both fixed and mobile phones; if one considers only fixed lines, Viet Nam’s current 

teledensity is only 8%, and is expected to increase by approx one percentage point per year to reach 
15% in 2010. 
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 Mode of Transport Infrastructure  Period 
2002-2010 

Period 2011-
2020 

Annual average 

2 Railway 
Of which : High railway 
                 Normal railway 

218.661 
204.000 
14.661 

393.576 
361.500 
32.076 

34.013 
31.417 
2.596 

3 Sea transport Infrastructure  20.378 65.000 4.744 
4 Internal water transport infrastructure  4.673 4.507 510 
5 Air transport infrastructure 17.880 36.330 3.012 
6 Urban transport in Hanoi and HCMC 195.886 

 
423.595 

 
34.416 

 
7 Rural roads 86.500 77.850 9.131 
  Total 789.977 1.329.388 117.744 

Source: http://www.mt.gov.vn 
 
 
64. Roads: Viet Nam has an estimated 210,000 km of roads, representing twice the density 
of the networks of Thailand or Malaysia. Despite this broad coverage, only 13.5% of the network 
is considered to be in good condition, just 26% has two or more lanes, and only 29% is paved. 
Over 10% of villages are inaccessible by road for at least one month of the year54. Investment 
requirements in the sector are estimated by the Government at 246 trillion VND dur ing the 2002-
2010 period, and another 328 trillion VND through 2020. These investments will go to both 
maintenance, rehabilitation and modernization of the existing network as well as construction of 
new road corridors on key trade routes. 
 
65. Rail: Viet Nam's rail network consists of approximately 2,600 kilometers of single-track 
line covering seven routes, and is owned and operated by the vertically integrated government 
agency Viet Nam Railway. Rail plays a minor role in meeting the transportation needs of the 
country, carrying only 5% of total cargo and 12% of total passengers in 1995.  Indeed Viet Nam’s 
rail utilization rate (measured in tons + passengers per km) is one of the lowest in the ASEAN 
region, leading to poor financial performance and insufficient revenues to support ongoing 
maintenance55.  Government subsidization of coastal and in-land shipping has made it difficult for 
rail linkages to remain competitive, and tariffs remain at below cost-covering levels.  The Ministry 
of Transport estimates that as much as VND 219 trillion will be needed to rehabilitate the railways 
between 2002-2010, and another VND 394 trillion from 2011-2020, close to 30% of the total 
investment requirement for the transport sector.   
 
66. Ports: Viet Nam has seven international seaports, and five special ports through which 
only oil and coal are shipped. The major ports are Haiphong in the north (22% of traffic), Danang  
in the centre (8% of traffic) and Ho Chi Minh City in the south (70% of traffic). A significant 
amount of investment has gone into upgrading the ports over the past decade, which can now 
handle approximately 14m tonnes of freight per year (excluding crude oil), up from 4.5m tonnes in 
1993. Container traffic to and from Viet Nam has reached over 1,000,000 TEUs per year.  
Despite these upgrades, the main HCMC port is considered substandard by comparison to 
regional and international competitors, and will be insufficient to meet demand by as early as 
200656. Most of the other major ports in the country are congested, poorly maintained and 
managed, and possess inadequate water (channel) and road access. The current state of the 
ports results in higher unit costs for shipping lines, further depressing the competitiveness of the 
country as a whole.  The Government is considering a proposal to move the HCMC inner city 
ports to Cai Mep – Thi Vai, to add capacity and improve the competitiveness of the HCMC port 
network.  
                                                   
 

54 Source: Economist Intelligence Unit, Viet Nam Country Profile 2004. pg20  
55 Source: World Bank , Public-Private Infrastructure Advisory Facility, “Opportunities for Private Provision 

of Infrastructure: Country Framework Report for Viet Nam”, 1999, p53 
56 Source: Infrastructure SubGroup of Manufacturing and Distribution Working Group, Viet Nam Business 

Forum, as published in the November 2004 Meeting Notes 
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67. Airports: Viet Nam has three international airports (Ho Chi Minh City, Hanoi and Da 
Nang) and 13 domestic airports. Air transport remains largely undeveloped in the country, with 
less than 20% of the aircraft, freight and passenger traffic of countries such as the Philippines 
and Thailand.  Low per capita income makes air transport a luxury to most Viet Namese. The 
Ministry of Transport estimates that VND 18 trillion is needed to maintain and expand existing 
airport infrastructure from 2002-2010, or only 2% of the total investment requirement for the 
transport sector as a whole.   
 
 
 

2. Sector structures, regulatory frameworks and existing PSP 
 
68. State monopolies, low tariff levels and lack 
of receptivity to PSP have limited opportunities for 
private investment in infrastructure. Viet Nam has 
one of the lowest rates of PPI in the ASEAN region, 
with only $3.2 billion of realized investments since 
199057.  Most of the this investment (81%) was 
made in the power sector, particularly with Phu My 
2.2 and 3. While 15% of infrastructure investments 
had some private participation over the 1997-2003 
period, if one excludes the US$ 1.3 billion 
development of a gas field and pipeline in 2002, 
this percentage drops to 8.5%, a low number when 
compared to close to 20% for the Philippines58. In 
absolute terms, the $3.2 billion PPI number for Viet Nam is less than 10% of the estimated $30.2 
billion of public-private infrastructure investment in the Philippines during the same period, and 
less than 2% of the $198 billion of PPI for all of East Asia and the Pacific.  
 
Utilities: Power, Water, Sanitation and Telecommunications 
 
69. Power: The electricity sector is dominated by state-owned Electricity of Viet Nam (EVN), 
which generates 90% of the power, owns and operates all of the transmission infrastructure and 
most of the distribution networks. The new Electricity Law59, which came into effect on July 1 
2005, is the first law to govern activity in the sector. It calls for the unbundling of the sector and 
creation of competitive power supply market. EVN operating units are to be equitized and in some 
cases privatized.   
 
70. This ambitious plan is to be phased in over a number of years, beginning with a single 
buyer model and eventually developing into wholesale and finally retail competition.  It is 
expected that transmission assets will remain under state control. In the near term, the 
transformation of the sector will require the legal and financial unbundling of EVN, so that the 
corporatized EVN generating units can compete on equal terms with private generators.  This will 
be particularly challenging as the buyer of power will remain EVN in the near term. The GoV will 
also need to determine how to best structure additional generation capacity with private sector so 
that it does not create large PPA liabilities in the future when the power pool is put in place.  

                                                   
 

57 This figure presents both private and public contributions to projects in which private investment was 
involved 

58 The Philippines is used here as a relevant comparator due to its similar population size of approx 80 
million, although Philippine GDP is twice that of Viet Nam  

59 Law 28-2004-QH11 on Electricity; promulgated on December 3, 2004 and drafted in accordance with 
Viet Nam’s Strategy for Electricity Development 
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71. A number of issues will need to be addressed in the future implementing texts to the law, 
including the mechanics of spot trading, the roles and responsibilities of the Electricity Regulator, 
and the conditions and procedures for licensing each electricity activity. The Ministry of Industry, 
which maintains broad regulatory authority over the sector, will place these responsibilities with a 
new Regulator going forward, an entity which will be housed within the Ministry. The electricity 
retail tariffs will be prepared by the Minister of Industry with the assistance of the Regulator and 
approved by the Prime Minister. Electricity generation and wholesale tariffs, fees for electricity 
transmission and distribution, and auxiliary services will be proposed by the entities involved in 
the relevant electricity activity and will be evaluated by the Electricity Regulator and approved by 
the Minister of Industry. 
 
72. Tariffs in the sector have historically been sufficient to cover EVN’s operating costs, yet 
not enough to cover the long-run marginal costs of production.  At an average of $0.05/kWh for 
manufacturing customers in 2004, electricity tariffs remain below the regional average of 
$0.088/kWh and are among the lowest in ASEAN.  
 
73. To date, PSP in the sector has been limited to a number of small scale private 
distributors and approximately 100 private generators who provide close to 1000 MW of power. 
The largest of these is 375MW Hiep Phuoc plant built by a Taiwanese company to supply an 
industrial zone south of HCMC. Only two real IPP projects have been completed to date, in 
2002/2003: Phu My 2.2 and 3, both of whom are generating power from gas. These two projects, 
the first to be done under Viet Nam’s BOT laws, were funded by foreign consortiums and ODA 
loans60. Both are structured with PPAs guaranteed by the Government, with Phu My 2.2 receiving 
a World Bank partial credit guarantee61. A third IPP is under development at Oh Mon 2 with 
investment from Unocal and Mitsui, among others. 
 
74. Water and Sanitation: The water and sanitation sectors are decentralized, with center 
setting policy and approval of major projects, while provincial People’s Committees responsible 
for water supply services. In urban areas Water Supply companies operate piped water systems. 
In rural areas they are called Water Resource companies. But in both cases they are SOEs 
controlled by the provincial People’s Committees. Maximum tariffs are set by the State Price 
Committee, and typically only cover operating expenses, not maintenance or investment. Low 
tariffs, combined with high rates of non-revenue water, have made formal private sector 
participation in water distribution unviable. Private sector participation remains limited to small 
scale water retailers and some waste removal businesses. Private sector investment should be 
viable in bulk water supply, but only two attempts have been made to negotiate BOTs in this 
service, both of which ended unsuccessfully62.  
 
75. Looking forward, increasing private participation in water and sanitation services will 
require formalizing the rules of the game. There is no specific law regulating water supply at 
present. Moreover, the Government’s receptivity to private participation in water projects is 
unclear.  Prime Minister’s Decision 155 dated August 24, 2004 (“Decision 155 of 2004”) confirms 
that the State will retain at least 50% of capital in large urban water companies, but does not 
explicitly prohibit private (domestic or foreign) participation in bulk water supply. Given the 
                                                   
 

60 The Phu My 3 power project, a 720MW gas-fired power plant sponsored by BP, SembCorp, Kyushu 
Electric and Nissho Iwai, was financed by an ADB/Fortis led consortium, which included JBIC, Mizuho, 
Bank of Tokyo-Mitsubishi, Credit Agricole Indosuez and Credit Lyonnais. Phu My 2-2, another 720MW 
gas-fired power plant power project, was sponsored by Electricite de France, Sumitomo and TEPCO, 
and was financed by an ADB/ANZ Bank consortium. 

61 ADB financing for this project was in the form of a PSOD’s loan and guarantee. 
62 The first attempt involved a consortium with Lyonnaise des Eaux and ADB, and the second a Malaysian 

company Binh An Water Corporation Limited (BAWC), which was to supply 100,000 m3/day of treated 
water on take-or-pay basis to HCMC (approx 10% of total need), and also provide water to Bien Hoa 
Industrial Zone. Both deals broke down due to inability to agree take or pay terms. 
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existing confusion regarding the legality of PSP in the sector, a clear statement of policy and 
target sector structure is needed to create opportunities for investment.  The Government’s 
current work in preparing a new Decree for Urban Water Supply is a good opportunity to make 
PSP opportunities more explicit.  
 
76. Telecommunications63. This sector has been undergoing significant change in line with 
commitments made under the Bilateral Trade Agreement (BTA) with the US and forthcoming 
WTO accession. The telecom services monopoly has been broken, allowing new domestic 
service providers such as Military Communications Co (Vietel), the semi-private Saigon Posts 
and Telecommunications (Saigon Postel), and the Electricity Telecommunications and 
Information Company (ETIC) to enter the market. Viet Nam  Post and Telecommunications 
Corporation (VNPT) still holds a 90%+ market share64, but increased competition has helped 
reduce telephone rates and improve efficiencies.  Under the BTA, U.S. companies will be allowed 
to establish 49% U.S. equity JVEs beginning in December 2005 for mobile services and data 
transmission, and may enter the fixed line services market by the end of 2007. Other companies 
will have to wait for Viet Nam’s accession to the WTO. 
 
77. While the liberalization of the sector65 has allowed multiple operators to enter the market, 
almost all of these are SOEs, leaving virtually no private participation.  The sector is further 
distorted by the dominant role of VNPT, which is both the largest player in the market and 
exercises significant influence over the sector regulator, the Ministry of Post and Telematics 
(MoPT)66.  The MoPT fulfills the dual role of policy maker and sector regulator, as provided for in 
Government Decree No. 90/2002/ND-CP of November 11, 2002.  VNPT’s influence over MoPT 
reaches to key areas such as pricing and licensing. W hile formally MoPT sets consumer tariffs for 
telecommunications services and applicable interconnection charges between operators, in 
practice these prices are proposed by VNPT and validated by the Ministry. In the area of 
licensing, VNPT is widely considered to influence the process, preventing any business that is a 
potential rival of firms under VNPT’s umbrella from obtaining a license67. These practices 
highlight the importance of creating a truly independent regulatory authority capable of ensuring 
competition at the network level. 
 
78. The mobile market is controlled by VNPT via two dominant operators, Vinaphone and 
Mobifone, although 5 competitors are gaining market share: S-Fone68, Saigon Postel, Vietel, ETC 
and Hanoi Telecom. Full Internet services became available in mid-1998 in both Hanoi and Ho 
Chi Minh City, yet internet usage remains expensive and only 3.2% of the population are regular 
users, compared with around 7.7% in Thailand and 34% in Malaysia. The dominant Internet 
service providers remain state-owned, i.e. the Viet Nam Datacommunications Company (VDC), 
which  controls 62% of the market, followed by the Corporation for Financing and Promoting 
Technology (FPT), which controls 23%. Decree No 55 of 2001 opened up the ISP business to the 
private sector and foreign investors. Internet exchange provision business is still reserved only for 
state-owned enterprises or enterprises in which the Viet Namese state holds absolute majority 

                                                   
 

63 This section is largely based on data and analysis provided in the June 2005 report “Catalog of Legal 
Updates: Viet Nam Trade Policy Regime “ by the U.S.- Viet Nam Trade Council Education Forum, pp63-
64  

64 VNPT has 94 affiliates and eight foreign joint ventures operating in manufacturing telecom equipmen t 
65 Formalized with the Ordinance on Post and Telecommunications of May 25, 2002, abolishing VNPT’s 

monopoly over network infrastructure and services 
66 Decree 90-2002-ND-CP of the Government dated 11 November 2002 sets out the regulatory role of 

MoPT 
67 As reported in European Union’s Asia IT&C Programme document, “Status of Telecommunications 

Development in Viet Nam: Assessment Report”  March 2004.  According to this report, the recent 
delaying of SPT's CDMA mobile service is an example of VNPT’s monopolistic power 

68 S-Fone is the first privately invested mobile phone venture, operated by a South Korean joint venture, 
SLD Telecom (SK Telecom, LG Electronics and Dong A Telecom), and the semi-private Saigon Post and 
Telecommunications Co (Saigon Postel); invested capital as of end 2003 was $230 million 
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shares. 
 
Transport: Roads, Railway, Ports, Airports 
 
79. Roads: The road sector is planned, managed and operated by the Viet Nam Road 
Administration (VRA), a department within the Ministry of Transport. VRA has a substantial 
degree of autonomy, and manages 55 companies, including 6 freight transport enterprises, 1  
passenger transport enterprise, 4 regional road management units (Hanoi, HCM, Danang and 
Vinh), 40 sub-units, and 4 ferry groups. VRA is responsible for all national roads, highways and 
bridges. Provincial, district and urban roads are managed by their respective Provincial, District 
and Urban Departments of Transport.  
 
80. Private participation in the roads sector is very limited, with few instances of private 
companies obtaining construction and maintenance contracts, and only one private BOT toll 
road69.  In Quang Ninh, a private sector company built a segment of road in exchange for land 
use rights along the road corridor, a model which has been replicated in other locations. Apart 
from the Tan Thuan EPZ road, all other toll roads currently operational in the country are owned 
and managed by SOEs, most notably two toll roads in HCMC operated by the Ho Chi Minh City 
Infrastructure Investment company (CII), an SOE owned by the Ho Chi Minh City Investment 
Fund for Urban Development (HIFU). The Phu My Bridge linking districts 2 and 7 in HCM City, 
due to start construction in September 2005, will be developed on a BOT basis by a consortium 
of state-owned companies70. Complex land acquisition procedures and the difficulty of recovering 
costs with current tariff levels has deterred private consortia from developing new toll roads. The 
few road segments that have sufficient traffic to generate cost-covering revenues are managed 
by SOEs.  Looking forward, the Government is seeking private participation in 4 highway BOTs: 
the 176km Hochiminh city – My Thuan – Can Tho highway ($785 million), the 160km Da Nang – 
Quang Ngai highway ($340 million), the 48km Noi Bai – Ha Long highway ($400 million) and the 
106km Ha Noi – Hai Phong highway ($300 million)71. A fifth BOT (Hochiminh city – Long Thanh – 
Dau Day and Long Thanh – Vung Tau highways) is scheduled to be completed by the state-
owned Viet Nam Expressway Corporation at at total estimated cost of $650 million. It is not 
known if the proposed private BOT deals are financially viable without counterpart funding from 
Government.   
 
81. Beyond BOT opportunities, the domestic private sector could be much more present in 
the construction, rehabilitation and maintenance of the road network. State-owned companies 
provide the majority of these services, as Government procurement practice is in favor of SOEs. 
In addition, state enterprises often submit very low bids that reflect either a below-cost access to 
construction equipment or an inability or unwillingness to include all costs that allow adequate 
fulfillment of the contract. In some cases, these bids lead to very slow mobilization and 
implementation, or to less or different construction material being used than called for in the 
specifications, with negative consequences on the durability and operation and maintenance 
costs of the infrastructure. 
 
82. According to ADB’s 2002/03 Private Sector Assessment, only about 10% of private 
enterprises were able to participate in publicly funded projects in the 2000-2002 period. 
Companies surveyed by the Chamber of Commerce indicated that obtaining information on bids 
was expensive, prequalification requirements effectively screened out most private firms, and bid 
evaluation was not fair. In the construction industry, private firms (excluding household 
                                                   
 

69 The Tan Thuan EPZ  - Highway 1 toll road and bridge, financed by the Central Trading and 
Development Group of Taiwan (70%) and Ho Chi Minh City (30%); operational since 1997  

70 total cost estimated at over VND1.8 trillion; consortium members are Hanoi Construction, Construction 
Investment and Development, HCM City Infrastructure Development and Investment, Chau Thoi 
Concrete 620 and Thanh Danh Construction and Trading 

71 Source: Foreign Investment Agency, Ministry of Planning and Investment, “LIST OF KEY PROJECTS 
CALLING FOR FOREIGN DIRECT INVESTMENT”, June 2005 
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construction activities) accounted for only 12% of output. Many of these firms were small and had 
a limited track record and limited access to equipment and engineering expertise, and could not 
obtain guarantees (bid-bond) from banks. Further consideration should be given to designing 
procurement to allow domestic private firms to establish a track record without endangering 
quality or the project timetable. One way would be to allow smaller contracts, possibly resulting 
from the division of larger ones, to be available for (but not allocated to) smaller and younger 
firms, and to encourage sub-contracting. If these firms completed their contracts, they would be 
"graduated" in steps and eventually allowed to bid on larger contracts. Under this approach, 
intensifying third-party inspections may be necessary to ensure adequate quality. This would help 
create a more level playing field and overcome the historical lack of private firms of medium and 
large size in Viet Nam 
 
83. Railway: The national railway network is owned and operated by Viet Nam Railway, a 
wholly-integrated government department within the Ministry of Transport. There has been no 
significant PSP in the sector to date, although the Ministry of Planning and Investment has issued 
a list of four corridors in which the Government it seeks PSP via BOT: the 80km Bien Hoa – Vung 
Tau railway ($310 million), the 49km Trang Bom – Hoa Hung railway ($575 million), the 305km  
Dak Nong – Chon Thanh – Thi Vai railway ($590 million) and the 105km Ha Noi – Hai phong rail 
way ($320 million).  The city of HCM is also exploring an unsolicited BOT project proposal to build 
an underground metrorail at a estimated cost of $800 million. Attracting private sector investment 
into these projects will require creating a strong economic rationale, and clarifying the 
Government position regarding private investment into the sector. Decision 155 of 2004 in fact 
poses explicit restrictions on PSP : (1) Management and maintenance of the national railway 
network are to remain State owned, as are large airports and seaports, sewage treatment works 
in big cities and public lighting, (2) Companies that have State capital of at least VND 30 billion 
and average annual contribution to the State budget of VND 3 billion and that operate in air and 
rail transportation will continue to be 100% State owned.  
 
84. Ports: The ports sector is largely controlled by the Viet Nam National Maritime Group 
(Vinamarine), a state organization under the auspices of the Ministry of Transportation.  
Vinamarine is responsible for the planning, construction and management of ports, and directly 
operates the country’s 3 major ports in Haiphong, Danang and HCMC. The remaining 7 large 
national ports are operated by Vinaline, a General Corporation reporting directly to the Prime 
Minister. The country’s 60 other ports are operated by local SOEs and various other Ministries. 
Despite the dominance of public operators in the sector, three private ports have been developed 
under greenfield BOT schemes: a bulk cargo facility at Baria Serese (Joint Venture with 60% 
foreign equity, 40% SOEs), the VICT container handling terminal in Ho Chi Minh City (Joint 
Venture with 65% foreign equity, 35% SOE) and a small private terminal serving the industrial 
zone at Dinh Vu (100% foreign–owned). Two other private port projects are under development at 
Cai Map and Cailan, and the Government is seeking PSP in two large transshipment ports: Ben 
Dinh – Sao Mai ($637 million) and Van Phong ($500 million).  
 
85. Tariff levels for port services are fixed by the Ministry of Transportation and are the same 
for all ports in the country. Container charges are set by the individual ports to allow competition. 
As port service charges are already comparatively high in Viet Nam, allowing each port to set its 
own port service charges would incite greater competition and efficiencies in the sector. Those 
ports which are not economically viable but serve a public purpose could then be more effectively 
targeted for support by the government.  
 
86. The port sector has significant potential for increased private sector participation, both in 
the form of BOT schemes as well as with private management contracts. The Government has 
developed the framework for third-party management of ports, with Vinaline signing a formal 
lease with Vinamarine for the management of Cailan port in 2004. Although this was an example 
of a public sector entity signing a lease with another public sector company, the leasing 
framework could be replicated with private sector participation, if sector regulations are modified 
to allow it. Indeed, a clarification of PSP restrictions in the sector is needed, particularly in view of 
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Decision 155 of 2004 which prescribes that the management and maintenance of large ports is to 
remain under state ownership.  Until these regulations are clarified, and the Government’s plans 
to develop key supporting road and rail infrastructure surrounding the ports are backed with 
tangible investments, private investors will remain cautious.  
 
87. Airports: Viet Nam's airports are administered by the Civil Aviation Administration which 
reports directly to the Prime Minister's office.  PSP in the sector has been limited to small scale 
supply and construction contracts, but no significant opportunities for concession / management 
contract or BOT have been successfully developed72.  Looking forward, opportunities for PSP in 
the sector remain limited due to restrictions imposed by Decision 155 of 2004 (see paragraph 86 
above).  

3. Sources of Finance for Inf rastructure 
 
88. The low rate of private participation in infrastructure investment over the past decade has 
left the burden of finance largely with the Government.  While precise figures are not published, it 
is estimated that on average 70-80%  of infrastructure investment costs are borne by the 
government. A recent analysis by the World Bank73 confirmed this allocation for 2003, as 
illustrated in the table below.   
 
Table 7: Sources of Infrastructure Finance (c. 2003) 

Finance 
Source 

Transport 
(% GDP) 

Electricity 
(% GDP) 

Telecoms 
(% GDP) 

Water 
(% GDP) 

Total 
(% GDP) 

Percentage of 
Infrastructure 
Financing 

Users  0.9 0.2 0.1 1.2 14 
ODA 1.7 1.2  0.3 3.2 37 
Budget 0.8 0.1 0.6 0.1 1.6 18 
Govt. Bonds 1.2    1.2 14 
SOCBs 0.1    0.1 1 
Private 0.2 1.2  0.1 1.4 16 
Total 3.9 3.4 0.8 0.6 8.7 100 

Source: World Bank draft paper “Cross-sectoral aspects of Viet Nam's Infrastructure Strategy”, July 2005, pg30 

 
89. With the expected phasing out of concessional ODA funding in the coming years, the 
cost of infrastructure finance will continue to rise. Government bonds, which were issued for the 
first time in 2003 to finance infrastructure, will become an increasingly important source of 
replacement finance, but at considerably higher interest rates of 8-9% and higher. A total of VND 
5 trillion of infrastructure bonds were issued in 2003, another VND 5 trillion in 2004, and a further 
VND 10 trillion is planned for the August 1 to September 30 2005 period.  The main purchasers of 
the bonds have been State-owned Commercial Banks (SOCBs) and insurance companies. 
Despite the rapid rate of growth of the infrastructure bond issues, they represent only 2-3% of 
total outstanding public debt, which itself remains at a manageable level of 36% of GDP74. 
Looking forward, the government plans to raise a total of VND63 trillion (US$4 billion) by 2010 to 
finance infrastructure and education projects including the north-south Ho Chi Minh Highway, 
roads in mountainous areas and in the Mekong River Delta, and irrigation projects in the disaster-
prone central provinces. 
 

                                                   
 

72 In the mid-1990s, the Southern Airport Authority solicited qualification statements for a US$200 million 
Build-Transfer, turn-key expansion terminal for Tan Son Nhat Airport (Ho Chi Minh City), but that bidding 
process was eventually suspended. 

73 Unpublished draft paper titled “Cross-sectoral aspects of Viet Nam's Infrastructure Strategy”, July 2005  
74 This figure of 36% is the sum of the 33% of GDP officially published debt data and the 3% of 

government bond issues which the Government maintains as an off-budget item; this figure does not 
include the estimated VND6.5 trillion of arrears due from the Viet Nam Road Agency to various state-
owned road construction companies (source: World Bank Public Expenditure Review 2004, p21)  
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90. The Government’s continued ability to borrow for infrastructure investment has seemingly 
reduced the incentive to open up infrastructure markets to PSP. Needed reforms to introduce 
competition, establish regulatory frameworks and allow private management have been delayed 
in all infrastructure sectors with the notable exception of power. Looking forward, the investment 
levels required to achieve the Government’s target annual GDP growth rate of +7% will put 
strains on its borrowing margins, making increased PSP essential.  
 

4. Key constraints to expanded PSP in infrastructure 
 
91. As the preceding analysis demonstrates, a number of legal, regulatory, structural and 
resource constraints75 continue to complicate private participation in infrastructure.  Large scale 
private investments, of the kind needed to support Viet Nam’s continued 7%+ annual growth 
rates, have been “one-off” ventures that have not formed part of a concerted Government 
strategy to increase PSP in the sector.  While dialogue with the private sector on this issue has 
increased notably in recent years76, the Government continues to issue infrastructure 
development masterplans which generally include private financing as an afterthought, to fill 
shortfalls in government resources. These masterplans, while useful in identifying Government 
priorities, are largely supply-driven and inflexible by design, with limited room to accommodate 
private sector proposals not specifically defined in the plan. A more flexible planning process that 
accommodates unsolicited proposals for infrastructure investments, and is supported by simple, 
transparent proposal evaluation and award procedures would be an important step in improving 
the conditions for private investment.  
 
92. Beyond the constraints inherent in the Government’s general approach to infrastructure 
planning, the key remaining legal, regulatory and resource constraints to PSP in infrastructure 
can be broadly summarized as follows: 
 

§ the absence of a clear policy statement from the Government specifying the 
forms and sectors in which PSP is actively encouraged 

§ outdated BOT framework, absence of BOO modalities and unequal treatment of 
domestic and foreign participants in a BOT77 

§ high risks due to poorly regulated markets and financially opaque single buyers78;  
§ complicated tendering and licensing procedures allowing a high level of 

Government discretion and delays in negotiations for large projects,  
§ limitations on collateral and guarantee for foreign lenders, 
§ undeveloped capital market limiting the ability to raise domestic finance79 and 

diversify risk via securitization  
§ weak dispute resolution framework 

 
93. Additional PSP constraints specific to each subsector also exist. Many of these relate to 
the uncertain legality of PSP in each sector and/or limitations on forms of investment. They are 
summarized as follows: 
 
                                                   
 

75 In particular the difficulty of accessing land for development and the limited availability of long term local 
currency finance due to underdevelopment of debt and capital markets 

76 The creation of an Interministerial Team on PPI and bi-annual consultation with the Viet Nam Business 
Forum is a welcome step in this regard; the more recent formation of a public/private working group to 
further develop policies for PPI is another positive measure 

77 A new BOT framework with equal treatment for domestic and foreign firms is to be developed as one of 
the numerous implementing decrees to the proposed Unified Enterprise Law and Common Investment 
Law due to be enacted before end 2005 

78 these conditions create the need for government guarantees which are difficult to obtain 
79 Particularly in the form of institutional equity investment and project bonds that pay out in the same 

currency as the revenues collected 
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Infrastructure 
Subsector 

Key PSP Constraints 
 

Power • Issuance of implementing regulations to new Electricity Law is needed 
to define the future structure of the subsector and clarify mechanisms 
for transitioning from single buyer to competitive power pool 

• Reluctance of the government to issue guarantees for power purchase 
agreements  

Water and Sanitation • Decision 155 of 2004 prohibits private management and maintenance 
of sewerage treatment works in large cities, and requires State 
ownership of at least 50% capital in large urban water companies 

• No track record of successful BOT or management contracts in the 
sector 

• End-user price caps do not allow cost recovery, leaving bulk water 
supply the only viable form of PSP  

Telecommunications • Investment by foreigners in constructing and operating international 
telecommunications networks and local telecommunications networks 
restricted to Business Cooperation Contracts (BCC) until end 2005 for 
US companies and WTO accession for non-US firms  

• Lack of a functioning regulatory framework independent of policy 
making and influence from VNPT 

Ports • Decision 155 of 2004 prohibits privat e management and maintenance 
of large seaports 

• Legal form for PSP in the sector remains unclear; laws could be 
interpreted to mean that foreign investors can only participate in the 
form of joint ventures 

• Continued price controls and dominance of Vinamarine in the sector 
reduce opportunities for competition between ports  

Airports • Decision 155 of 2004 prohibits private management and maintenance 
of large airports  

• No track record of successful BOT or management contracts in the 
sector 

Roads • Difficult land access and clearance complicates road development on 
a BOT basis 

• Decision 155 of 2004 requires State ownership of at least 50% of the 
companies operating in the management and maintenance of 
important roads 

Rail • Decision 155 of 2004 prohibits private management and maintenance 
of national railway  

• Poor economics of the network make PSP unattractive except in 
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cases of specific corridors or urban transport 

 
94. Expanded participation of the private sector in infrastructure service provision, as part of 
a larger effort to increase competition, will be essential to improving service quality, sector 
economics and meeting the significant investment financing gap.  The Government is well aware 
of the need for increased PSP, but has not yet developed a focused strategy to achieve it.  In the 
current legal and regulatory environment, it would appear that the opportunities for PSP may be 
limited to IPPs in the power sector, upgrading of existing road segments into toll roads and 
management contracts for selected port services. The absence of functioning regulatory 
frameworks and continued restrictions on foreign investment will continue to limit PSP in 
telecommunications services. A significant expansion of private investment in infrastructure 
provision will therefore require fundamental policy, legal and regulatory reforms as outlined in 
Appendix IV of this PSA.  

5. Expanding PSP in Provincial/Municipal Infrastructure 
 
95. While most large infrastructure decisions and investment are made at the national level 
(e.g. power, telecommunications and national transport systems), provinces and municipalities 
retain responsibility for water , sanitation and urban transport systems. Increased PSP in 
infrastructure service provision must therefore also happen at the local level, in partnership with 
subnational authorities.  The Government’s 2001 Public Administration Reform Master Program 
(for 2001-2010) envisages the establishment of regulations on decentralization of administrative 
management and fiscal functions to provincial governments by 2005.  The two most significant 
components of this new finance framework will be: 
 
• Establishment of Provincial Infrastructure Development Funds (PIDFs) which would offer an 

operational and legal structure for the provincial governments to focus on infrastructure, 
including the ability to enter into contracts with the private sector.  

• Permission to provincial governments to borrow up to 30% of their annual budget for 
development investments; HCMC and Hanoi are allowed to borrow up to 100%. Provincial 
governments will be allowed to raise the debt through revenue or general obligation bonds. 

 
96. The new finance framework, already largely in place in HCMC, has demonstrated its 
effectiveness in streamlining decision-making and raising finance for infrastructure investment. 
The Ho Chi Minh City Investment Fund for Urban Development (HIFU) was the first infrastructure 
fund established by the Government in 199780.  During its 8 years of operation, it has provided 
VND 2.9 trillion in loans and VND 155 billion in direct investments in transportation, water, health, 
education, housing and industrial park projects, including investments in companies operating 
infrastructure assets81.  
 
97. Funds managed by HIFU are sourced in part through direct contributions from the state 
budget, proceeds from the sale of state-owned housing, borrowing from State-owned Banks and 
the Development Assistance Fund, and most recently the issuance of VND 4 trillion in HCMC 

                                                   
 

80 HIFU is a state-owned company reporting to the People’s Committee of HCMC, and has served as a 
model for 12 Provincial Infrastructure Development Funds which have been established throughout the 
country 

81 The most notable of these is the joint-stock Ho Chi Minh City Infrastructure Investment company (CII) 
which operates two toll road segments linking HCMC; CII paid a concession fee of VND 1 trillion to 
HCMC to gain control of the road segments which it manages and collects revenues from users for a 9-
year period. The CII “concession” model is one which HIFU seeks to replicate in other urban 
infrastructure sectors.  
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municipal bonds82. Purchasers of the bonds were large state-owned institutional investors 
including commercial banks, with a small portion bought up by individual investors (exact 
proportion not known).  While the direct participation of the private sector in HIFU (either as an 
owner or operator of infrastructure assets) remains minimal, a framework for contracting has 
been established which could facilitate PSP going forward.   
 
98. While HCMC has now set an important precedent for municipal finance, few other 
municipalities/provinces possess the capabilities and demonstrated creditworthiness to follow suit 
in the near term. Those that do still need to (i) upgrade their disclosure standards and practices83, 
(ii) strengthen financial management capabilities, (iii) establish mechanisms for consistent debt 
repayment and (iv) issue policies/procedures for public-private partnerships in infrastructure.   In 
short, if the mobilization of subnational finance is designed principally to raise capital for 
infrastructure, then a coherent infrastructure investment strategy is needed, supported by the 
capabilities and tools for its implementation.  
 

III. ENABLING ENVIRONMENT FOR PRIVATE SECTOR DEVELOPMENT 
 
99. The enabling environment for private sector development in any economy is 
characterized by a combination of physical and financial infrastructure, government policies, legal 
and regulatory frameworks and the institutional capacities for their implementation.  The following 
discussion focuses on those aspects of the enabling environment that continue to inhibit private 
sector development in Viet Nam, so as to highlight the needed reforms going forward. 

A. Policy and Institutional Framework for Private Sector Development 

1. Policy Towards Private Sector Development  
 
100. The Government’s commitment to developing the private sector can be traced to the 
adoption of the doi moi (renovation) policy in 1986. Necessary changes were made to the 
Constitution in 199284, and pro-private sector themes were mainstreamed in subsequent planning 
documents. The Strategy for Socio-Economic Development 2001-2010, approved by the 9th 
Communist Party Congress in April 2001 committed to the vigorous and durable development of 
all economic sectors, including “the individual and small-owner economic sector, the private 
capitalistic economic sector, … and the foreign invested economic sector.” [p.6-7].  “The State is 
to respect the objective principles and operational mechanisms of the market, creating conditions 
to promote its positive aspects while overcoming and restraining its negative effects…. [and]… 
radically reducing its direct interference by administrative measures in production and business 
activities” [p.20]. In addition to this oversight role, however, the Strategy also proposed that “the 
leading role of the State economic sector is to be enhanced, governing key domains of the 
economy; State enterprises are to be renewed and developed, ensuring production and business 
efficiency” [p.6]. More specifically, State enterprise development is to take place in a range of 
domestic and international markets, “such as petroleum, electricity, coal, aviation, railways, high-

                                                   
 

82 These 2 bond issues by HCMC represent the first such direct revenue-raising initiative by a subnational 
government. They were allowed to proceed despite the absence of a complete legal framework for 
municipal debt instruments, and as such were based on central government bond guidelines 

83 Current disclosure standards for provincial government operations are inadequate and inconsistent, and 
as such represent a significant constraint on the emerging decentralized municipal finance system  

84  Article 15 of the 1992 Constitution states “The State promotes a multi-component commodity 
economy functioning in accordance with market mechanisms under the management of the State and 
following a socialist orientation. The multi-component economic structure with various forms of 
organization of production and trading is based on a system of ownership by the entire people, by 
collectives, and by private individuals, of which ownership by the entire people and by collectives 
constitutes the foundation”.  
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sea transport, telecommunications, mechanical engineering, metallurgy, chemistry, building 
materials, import-export, banking, insurance, auditing, etc.” [p.18-19]. Similar themes are echoed 
in the 2001 Directions and Tasks for the Five-Year Socio-Economic Development Plan 2001-
2005. In addition, the Plan indicated that by 2005 “the process of restructuring, reorganizing and 
renewing the management system of SOEs will be essentially completed, ….[and] … those SOEs 
of which the state does not own 100% of capital will be equitized” [p.40]. 
 
101. To support the private sector, the Government issued Decree 90/2001/ND-CP––Support 
for Development of SMEs (Decree 90)––in November 2001 and officially recognized SMEs for 
the first time in Viet Nam. Decree 90 provides a framework for the Government to support and 
encourage private sector development and covers the establishment of (i) an SME Promotion 
Council with cross-ministry membership to act as an advisory body to the Prime Minister, and (ii) 
the Agency for SME Development in the Ministry of Planning and Investment (MPI) to coordinate 
SME-related activities. Further progress in refining the definition of SMEs to isolate micro, small 
and medium enterprises was done in 2005, with a concurrent commitment to collect relevant data 
and statistics to allow more targeted policies for each subsegment.  
 
102. While the Government’s formal pronouncements on the importance of private sector 
development are unambiguous, its approach to opening up markets has proved less so. A culture 
of control remains pervasive, where private business activity must be pre-checked, licensed 
and/or inspected, and all allowable activities must be explicitly permitted by law. This approach 
runs counter to the practices of governments in most vibrant private sector economies, where all 
activities not explicitly prohibited by law are allowed, and licensing is automatic, allowing no 
discretionary authority to implementing officials. The culture of control is also evident in the 
government’s continued operation of over 4,000 SOEs, many of which are non-strategic and 
compete against private companies.  SOEs benefit from implicit government guarantees on 
lending, generous land allocations and a myriad of other benefits85 which make them formidable 
competitors to private companies. While the government has made efforts to level the playing 
field for the private sector by equitizing SOEs, strengthening their corporate governance practices 
and developing a unified enterprise law to place all companies on equal regulatory footing, only a 
small portion (<10%) of total SOE equity is now in private hands86, and the draft Unified 
Enterprise Law (in its May 2005 draft form) will have limited application to SOEs. 
 
103. Despite these limitations it must be recognized that the Government’s reform agenda is 
ambitious, and significant progress has been made to date. The passage of the Enterprise Law in 
1999 greatly simplified the business registration process, reduced its duration from 98 to 10 days 
on average and its cost twenty-fold, from VND10 million to VND0.5 million. Annual business 
registration boomed as a result. The Foreign Investment Law, introduced in December 198787, 
progressively expanded the markets and business forms open to foreign investors. Viet Nam’s 
preparations for accession to the WTO, and its signature of the Bilateral Trade Agreement with 
the US in 2001 signaled its commitment to implementing a host of reforms regarding customs 
procedures, trade policies, intellectual property protection, competition, commercial dispute 
resolution, judicial transparency, banking reform and market access for foreign investors. As part 
of this process towards global  market integration, a critical next step will now be to harmonize the 
legal and regulatory framework for all forms of enterprises (domestic, foreign, public and private), 
which is the intent of the Unified Enterprise Law and Common Investment Law currently under 
preparation.   

                                                   
 

85 For example government support in finding foreign partners or markets, information on government 
procurement opportunities 

86 The total capital of the roughly two thousand SOEs equitized, sold or liquidated through mid 2004 
represents approximately 10 percent of total SOE capital in 2004, according to World Bank calculations 
(as reported in Viet Nam Development Report 2005, Joint Donor Report to the Viet Nam Consultative 
Group Meeting, December 2004). 

87 subsequently amended in June 1990, December 1992, November 1996, and June 2000 
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2. Interface with Public Administration 
 
104. Viet Nam 's administrative structure includes 64 provinces, altogether comprising 611 
districts subdivided into 10,602 communes. The ongoing decentralization process means that an 
increasingly larger number of government decisions are made at lower levels in the administrative 
structure, and especially at the province level. Businesses interface with the both the central and 
local authorities at all stages of their lifecycle, from startup and licensing to land acquisition, 
employee contracting,  import/export and operating/income taxes.  
 
105. While the institutional framework in support of private sector development remains highly 
centralized in policy (with central government promulgating most rules, regulations and incentives 
for private business activity), it is decentralized in implementation. While many of the rules and 
regulations issued by the center are very specific in their prescriptions (precisely to limit discretion 
in their implementation), the result is somtimes the opposite, i.e. the complexity and 
contradictions generated by the proliferation of detailed regulations often force interpretation. 
Compounding this problem is the fact that new laws often provide only a framework for action, 
with the ministerial circulars needed to guide implementation lagging months after the law has 
taken effect. Without guiding ministerial circulars, local bodies may be reluctant to move on a 
decree, even though it has already come into effect. But even if the roles of the various 
government institutions were clarified and the inconsistencies in the legislation addressed, there 
would still be substantial room for local authorities to apply their own interpretation to central 
policies. In this environment, local officials have different perceptions of how much administrative 
flexibility they actually have in order to make expenditure decisions and experiment with local 
development strategies. Some provinces see themselves as agents of the central government, 
others as representatives of their localities. Some provincial People’s Committees simply accept 
national dictates; others choose the most generous interpretation of a dictate or actively negotiate 
with higher administrative levels 
about expenditure decisions and 
development policies; and still 
others openly deviate from central 
norms and devise their own 
strategies on development issues or 
social service delivery88.  
 
106. Perhaps the most vivid 
demonstration of the role of local 
authorities in creating a pro-
business climate is in their 
application of the New Enterprise 
Law. While some provinces have 
applied even shorter business 
registration time limits than that 
required by Law, others have yet to 
meet the Law’s requirements. The 
success of Binh Duong province in attracting 50% more FDI inflow than its neighbor Dong Nai in 
2001, and ten times more private domestic investment per capita89, illustrates the power of local 
authorities to create a pro-business climate. Binh Duong created a “one-door” system to allow all 
administrative formalities associated with creating a business to be processed by one office, and 
senior officials meet weekly with both domestic and foreign businesspeople to quickly resolve 
issues such as land compensation, taxes, or disputes. The province also worked to make credit 
more available by allowing 70 percent of capital goods purchased with a loan to count as 

                                                   
 

88 World Bank/IFC/MPDF Study “Informality and the Playing Field in Viet Nam’s Business Sector”, 2003, 
pg19 

89 First four months of 2001 
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collateral towards the loan used to purchase the goods.  
 
107. The important role of provincial authorities in attracting investment has led to intensified 
competition between provinces for that investment90. In addition to efforts to facilitate 
administrative procedures, local governments have also issued a proliferation of investment 
incentives, some of which seemingly go beyond their authority to offer91 While this is a very 
positive development in its underlying motive to promote private sector development, a 
rationalization of incentives would be in the best interests of the central government so that 
revenue is not foregone unnecessarily.  
 
108. A second and equally important result of the complex legal and regulatory environment 
and discretionary authority of government officials (either central or local) is  the incentive to seek 
unofficial payments. The large size of the informal/shadow economy in Viet Nam suggests that 
some level of complicity is necessary to maintain it, and indeed Viet Nam scored poorly in 
Transparency International’s Corruption Perceptions Index for 2004, ranking 102 out of 145 
countries surveyed, behind all regional competitors save Indonesia and the Philippines. The 
World Economic Forum’s Global Competitiveness Report 2003/04 confirmed this result with its 
findings that the Business Costs of Corruption in Viet Nam are even higher than in Indonesia, 
although lower than in the Philippines. A 2003 survey by the World Bank92 found that on average, 
private firms reported paying 2.8% of their sales revenues in bribes to government officials. While 
bribes are paid to procure licenses and permits, pass/avoid inspections and to expedite various 
administrative procedures, they may to be less common in the calculation and payment of income 
tax than anecdotal evidence suggests. Indeed, the same World Bank survey found that only 8% 
of surveyed firms indicated that they negotiated with tax authrorities over the applicable rate of 
taxation.   
 
109. Avenues for combating corruption are invariably tied to the issues of improving 
transparency and accountability. Recently, the Government and the CPV leadership have 
devoted much attention to the issue of corruption. The need for Government cleansing was a 
major theme of the Sixth and Seventh CPV Plenum in October 1998 and August 1999, and the 
9th National Congress of CPV in April 2001, with criticism by the Party leadership of the heavy 
bureaucracy of Government, weak supervision and inspection and corruption and wastefulness. 
Important ordinances and decrees have been passed addressing anti-corruption, such as the 
ordinance against Corruption (March 1998), and related implementing regulations. The 
Government’s approach to fighting corruption centers on legal reforms, reform of administrative 
procedures, and reform of the structure and remuneration of the civil service.  This approach 
which looks at corruption as a systemic issue and not as a problem of individual behavior, 
improves the opportunity for successfully addressing the problem. 

3. Mechanism for Dialogue between the Private Sector and the 
Government  

 
110. Many of the obstacles to private sector development change as a result of evolving 
regulation and economic circumstances, and many of the services and support which private 
businesses need to grow can be provided more efficiently for an organized group than for single 
users. It is therefore important that processes exist, which allow private entrepreneurs to seek 
solution (among themselves or in cooperation with the Government ) to the most binding 
constraints at any given time. The importance of such dialogue mechanisms for a dynamic 

                                                   
 

90 For more on this topic see the USAID/VCCI/VNCI Provincial Competitiveness Index Summary Report, 
May 2005 

91 This is true of fiscal incentives offered by Danag and Bac Nihn provinces, for example, although their 
authority to do so is restricted under Decree 164 of 2004 

92 As reported in World Bank/IFC/MPDF Study “Informality and the Playing Field in Viet Nam’s Business 
Sector”, 2003, pg35; 629 private firms were surveys 
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economy cannot be overstated. Associations and forums are important vehicles for this dialogue.  
 
111. Decree 88/2003/ND-CP regulates the establishment and operation of professional 
associations, including those related to business. This legal framework allows entrepreneurs to 
be self-organized, although the formation of an association still requires government approval93. 
As of 2000, 150 associations (business and non-business) had been established at the national 
level, approximately 600 at the provincial level, and over one thousand (including clubs) at the 
district level. Most of these do not receive public financial support and should not be confused 
with the six political associations under the Government/Party umbrella94. Some of the most 
relevant business associations include95: 
 
• Viet Nam Chamber of Commerce and Industry (VCCI), sponsored by the Government with 

about 5,300 members, of which 33% are SOEs VCCI officials are Government employees. 
VCCI has 5 branch offices and 3 representative offices. It provides a range of services to its 
members including patents, arbitration, business software development, consulting, and 
technology information. 

• Viet Nam Cooperative Alliance (VCA), also sponsored by the Government, with staff 
appointed from government ranks. The Alliance has member-alliances in all 64 provinces and 
central cities. Any cooperative can be a member. The provincial alliances usually provide a 
range of services to their members, such as training, information delivery, promotional activity 
and consultation. These services are provided based on the Government’s and donors’ 
resources, as well as self-generated resources from service fees. 

• National Council of Young Business Leaders, established by the Ho Chi Minh City Youth 
Union following earlier Business Clubs. At present there are Young Business Associations 
and Clubs in 25 provinces. Majority of their members are private companies. 

• Hanoi and Ho Chi Minh City Unions of Associations of Industry and Commerce (UAIC), both 
of which were established before the doi moi reforms (1986), originally for private businesses. 
They can be considered as the first associations of private businesses in Viet Nam. At 
present, they have approximately 1,800 members, mostly from private enterprises.  

• There are a number of sector associations such as: IT Association, Civil Engineering 
Association, Footwear Association, etc.  Members of these associations are predominantly 
SOEs. 

• In addition, there are 20 nationality-based Chambers of Commerce such as the American, 
Australian, British and French Chamber of Commerce which meet regularly and try to 
advance the interests of their constituencies.  

 
112. Only a few of the many business associations registered in the country are actually active 
representatives of, or a service provider to their members.  A 2002 MPDF study96 indicated that 
the majority of surveyed business associations did not consider themselves capable of engaging 
in a dialogue with the government on behalf of their members, nor were they able to provide any 
services to these members beyond short-term training and research. Most business associations 

                                                   
 

93 Preparation committee for establishing an association of entrepreneurs should be approved by Ministry 
of Planning and Investment  

94 These include the Viet Nam Fatherland Front, Labor Union, Women’s Union, Ho Chi Minh Communist 
Youth Union, Farmers’ Association, and Veteran’s Association. 

95 See Appendix VII for list of registered Associations 
96  Nguyen Phuong Quynh Trang and Jonathan R. Stromseth. 2002. Business associations in Viet Nam:  
      Status, roles and performance. Private sector discussions No13. MPDF. August. 
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simply do not have the financial resources to conduct their activities, and there appears to be 
insufficient demand from the business community to commit the funding required to strengthen 
them.  
 
113. Dialogue between the business community and government agencies occurs on three 
levels. The first is between the business community and Government/Prime Minister, which 
usually is organized twice a year as the Viet Nam Business Forum97. The second is between the 
business community and relevant ministries/government agencies to discuss new draft laws or 
specific policy issues (tax, land...). These are becoming more regular and include the Monthly 
Business Forums in Hanoi and HCMC organized by VCCI/Asia Foundation. The third level of 
dialogue occurs between local authorities and the business community at provincial levels. These 
exchanges are typically focused on improving the investment environment and attracting 
investors to the provinces. It is worth noting that recently, the authority-business dialogue had 
become a regular practice in Viet Nam, and  an important  method of identifying issues, measures 
and solutions to improve the business environment. 
 
114. The foreign community is active in the Viet Nam Business Forum, and has spearheaded 
the formation of working groups to focus on specific subsectors, namely banking, manufacturing 
and distribution and infrastructure. These working groups meet with varying frequency throughout 
the year and aim at obtaining resolution to specific issues, which are then often announced at the 
plenary Business Forum meetings and incorporated in legislation and regulations as appropriate. 
While the Forum has proven to be a highly effective vehicle for identifying key weaknesses in the 
business climate, it would benefit from a stronger representation from the domestic business 
community as a means to ensure that the concerns of domestic SMEs are voiced.  
 
115. In addition to policy advocacy, business associations could assist their members by 
organizing training, marketing, and technical services. This may be done more effectively at the 
level of industry associations, grouped around the type of business such as shoes, textiles, 
ceramics, electronics, coffee, as typically done in other nations. These associations could be 
organized regionally by industry. Supporting the establishment of such groups and using them to 
provide business services and information more efficiently would be a concrete way to support 
the private sector. A very modest export or excise tax could partially fund such associations, in 
addition to membership dues and fees for services.98 Allowing such associations to register as 
non-profit entities without tax liability could be an important step to support their creation and 
development. 
 

B.  Legal and Regulatory Framework 

 1.  Access to Resources  
 
Finance 
 
116. Virtually every survey of Viet Nam’s SME sector identifies the lack of access to finance as 
a key constraint to business growth99. Most small businesses finance their operations through 
retained earnings and non-bank sources of credit and capital, e.g. supplier credit, contributions 

                                                   
 

97  Held to coincide with the midterm or year-end Consultative Group Meetings 
98  In Taipei, China a very low export tax (about one-tenth of 1%) was introduced on manufactured 

exports with matching funds from the government. These funds were handed over to the local industry 
association to use for marketing and technology surveys, and could be used for training. 

99 These include (1) Webster L and Taussig M, 1999, “Viet Nam’s Undersized Engine: A Survey of 95 
Private Manufacturers”, MPDF, Discussion Paper No 8, (2) Hemlin M, Ramamurthy B and Ronnas P, 
1998, “The Anatomy and Dynamics of Small Scale Private Manufacturing in Viet Nam”, Stockholm 
School of Economics, Working Paper Series in Economics and Finance No 236 
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from family and friends, etc, while larger, more formal firms contract bank credit and solicit third-
party equity investors. As is typical in the SME sector worldwide, the smaller the firm, the more 
informal the sources of finance tend to be.  A 2003 World Bank survey100 of 692 private firms of 
all sizes revealed that 66% of firms had borrowed money over the past 5 years, and 42% of these 
had received bank loans. In fact as many firms received bank loans as funds from family and 
friends (see figure 9 below). While this number may appear to signal easy access to bank 
lending, the high number of firms seeking loans from money lenders (27%) underscores the 
inability of some entrepreneurs to procure bank finance. By way of comparison, 90% of the SOEs 
surveyed in the study received bank loans, more than 80% of which was provided by state-owned 
banks.     
 
117. Viet Nam’s financial sector, 
although expanding, remains largely 
undeveloped, with many local business 
transactions occurring outside the 
banking system. Non-bank financing 
tools are limited, although the leasing 
sector is currently under development 
with support from the ADB101.  The 
banking sector is itself is dominated by 
four State-owned commercial banks 
(SOCBs) which hold approximately 
75% of outstanding bank credit. Private 
participation in the banking sector 
includes 34 Private Joint Stock Banks 
(PJSBs) and 26 foreign bank branches 
which together supply 17% of the 
commercial credit market. Other 
lenders include the Central Credit Fund/People’s Credit Fund (CCF/PCF) network, the Viet Nam 
Social Policy Bank (VSPB) and approximately 60 microfinance initiatives sponsored by various 
NGOs and channeled mainly through the Viet Nam Women’s Union (VWU) and the Viet Nam 
Farmer’s Union (VFU).  
 
118. An organized stock exchange has been established and the insurance sector is growing 
rapidly, but the development of the nonbanking financial sector is still limited. Only 29 enterprises 
have been listed on the stock exchange, 27 of which are equitized SOEs. None of these 
companies have raised additional capital since their listing, and their market capitalization, at 
$300 million, is less than 1% of GDP. An estimated 1,000 companies have their stock traded on 
the unofficial over-the-counter (OTC) market which is estimated to be 6 timers the size of the 
official market. The underdevelopment of the stock market seriously constrains the development 
of the venture capital industry and thus the opportunity for using this means as an investment 
vehicle for larger SMEs. Equity flows are further constrained by numerous restrictions in 
investment, particularly on the use of foreign capital, and by the poor quality of information and 
disclosure standards, which pose heighten risks for all investors. The debt market is larger than 
the equity market, at $1.5bn or 3% of GDP, but is still composed exclusively of sovereign and 
quasi-sovereign bonds.  
 
119. At the most basic level, credit flows to private enterprises are constrained by four key 
factors: (1) the propensity of the dominant state financial institutions to lend money to SOEs 

                                                   
 

100 World Bank/IFC/MPDF Study “Informality and the Playing Field in Viet Nam’s Business Sector”, 2003 
101 Leasing products are currently limited to financial leases; 5 of the 8 leasing companies currently 

operating are subsidiaries of the SOCBs; funding is generally sourced from parent banks as collateral-
backed instruments that could facilitate participation in the industry by institutional investors and channel 
institutional funds to SMEs have yet to be developed 

Source: World Bank/IFC/MPDF Study “Informality and the Playing 
Field in Vietnam’s Business Sector”, 2003
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(thereby “crowding out” private companies), (2) weak credit evaluation systems making it very 
costly to assess credit risk, (3) weak creditor rights regime, and (4) onerous collateral 
requirements . 
 
(1) Crowding Out by SOEs. SOEs absorb an estimated 45% of the credit channeled through 
SOCBs, which themselves provide 75% of all commercial credit in Viet Nam. Thus 33% of all 
commercial credit in the country is allocated to SOEs. While the share of SOEs in total lending is 
on the decline, SOCBs continue to favor SOE lending because of the implicit Government 
guarantee on such loans or explicit “encouragement” by local authorities to do so102. Although the 
recent elimination of interest rate caps allows banks to price risk into loan prices, few have the 
technical resources to do so (see 2 below) 
 
(2) Weak Credit Evaluation 
Systems. Viet Nam lacks a 
functioning credit scoring system, 
giving banks few mechanisms by 
which to evaluate the creditworthiness 
of borrowers. This leads to an over 
reliance on collateral-based credit, 
and very few instances of contract or 
cash-flow based lending103. While the 
Central Bank does maintain a credit 
bureau, it only tracks information on 
large corporate borrower s and SOEs. 
No information on SME borrowers is 
collected104.    
 
(3) Weak Creditor Rights Regime. 
Functioning creditor rights regimes 
are essential to credit flows. With the cumbersome procedure to foreclose on assets pledged 
against a loan, banks will be reluctant to lend, or will severely discount the value of assets 
pledged. While the establishment of a Secured Transactions Registry105 and the revision of the 
Bankruptcy Law106 are positive steps in strengthening creditor rights, the absence of a regulatory 
framework for foreclosure will continue to constrain their use107.  

                                                   
 

102 Years of directed lending and poor credit evaluation systems has led to high levels of nonperforming 
loans (NPLs) in Viet Nam’s SOCBs; the IMF estimated NPLs at $8–10 billion in June 2003, which was 
equivalent to approximately 55–65 percent of total domestic credit. Standard & Poor’s estimated NPLs at 
between 50 and 75 percent of SOCB loan portfolios in November 2003 

103 Decree 178/1999 ND/CP legalized non-collateral loans, yet most of these are being allocated to SOEs, 
not private firms 

104 It should be noted that as part of its 2005-2006 programme, the MPDF proposes to work with the State 
Bank of Viet Nam to create a new credit bureau to collect information on SMEs and individuals. Work will 
entail the creation of a legal framework for credit information collection and dissemination as well as the 
creation of the institution 

105 As of 2004, the STR had approximately 60,000 registered assets, all of which can be assumed to have 
been pledged as collateral for financing 

106 The 2004 Bankruptcy Law has simplified the concept of bankruptcy and facilitated the initiation and 
conduct of proceedings, yet key limitations remain, including: (i) business households and individuals are 
not eligible to declare bankruptcy, (ii) secured creditors are not entitled to file petitions to start bankruptcy 
proceedings (iii) there are no regulations about the mechanism for debtors to recover when they are in 
financial difficulties unless bankruptcy proceedings are underway; and (iv) the regulations about the 
responsibility to continue settling debts indefinitely, even after selling all existing operating and own 
assets are considered too strict. 

107 A related issue is the complex and inherently weak bankruptcy regime in Viet Nam which discourages 
enterprise from filing; indeed it is estimated that only about 100 enterprises in Viet Nam have filed 
bankruptcy applications and the number of bankruptcy announcements is even smaller.  
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(4) Onerous collateral requirements. Most bank lending remains strictly collateral-based, with 
land use right certificates (LURC) the preferred form of security. Even when borrowers do have 
LURCs to pledge, the allowable collateral value set by banks is often significantly below market 
prices, thereby reducing the mortgage value of the asset (see Figure 11 above). Project-based 
lending remains rare, as does lending against the value of purchased assets. 
 
120. It is important to recognize that constraints to formal credit flows also exist on the 
demand side, where enterprises consciously prefer to forego bank credit due to the disclosure 
requirements inherent in such borrowing. This is most evidently the case for companies operating 
in the informal sector, but affects SMEs of all sizes. 
 
121. Looking forward, increasing the access of private companies to bank credit will require (i) 
strengthening the corporate governance and imposing harder budget constraints on SOCBs so 
that lending to SOEs is done on the same terms as to the private sector, (ii) further development 
of information sources and credit evaluation capabilities of banks, (iii) modernizing the regulatory 
framework for lending, including bankruptcy and foreclosure, and (iv) establishing a market-based 
mechanism for valuing LURCs and strengthening the capabilities of banks to provide project-
based loans or loans secured with future assets.  
 
122. It is important to note that efforts to improve the regulatory framework and market 
mechanisms for SME lending should also be supported by reforms to the Government’s 
Development Assistance Fund (DAF), which is one of the largest financial institution in the 
country. Although the DAF does not operate like a commercial bank, it does provide loans to 
SOEs on concessional terms. In 2004, its outstanding stock of loans was estimated at close to 12 
percent of GDP , approximately 50% of which was onlending from domestic sources. Of the 
resources mobilized domestically, about 80 percent has been on-lent to SOEs108. The issuance of 
Decree 106/2004/ND-CP, which regulates the operation of DAF, is a step towards providing a 
sound regulatory framework for this policy lending as it limits funding to projects that are capable 
of direct repayment, have socio-economic efficiency, and have feasible business or production 
plans.  
 
 
 
 
Land 
 
123. There is no system of private 
property in Viet Nam, the state owns 
the land and issues land-use rights 
(LURs) which can be bought, sold, 
inherited and mortgaged. The scarcity 
of land and complex regulatory 
framework governing its commercial 
use may be the most significant 
constraint posed to PSD in the country. 
Indeed, the World Bank’s August 2005 
draft Investment Climate Assessment 
found that access to land was the most 
important constraint to doing business 
for private firms in HCMC and the Red 
River Delta. Although a new Land Law 
(Law 13/2003/QH11) came into effect 

                                                   
 

108 Source: World Bank, 2004. Public Expenditure Review, p22 
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on January 1, 2004109, with the intention of simplifying the regulatory framework and formalizing 
defacto LURs, implementation will be a major undertaking requiring the establishment of 
functioning land use registries and the mechanisms to allow greater market-based pricing of land. 
 
124. It is estimated that 95% of existing LURs are held by individuals and households, and 
only 5% by SMEs. There is evidence that SME demand for land far exceeds available supply.  In 
Hanoi, the 8-year period from 1994 to September 2002, only 147 new land leases were awarded 
to private companies, which is less than the number of applicants for land in the first 10 months of 
2002 alone110. There is a shortage of land throughout the country, as existing industrial land is 
already occupied111 and the conversion of agricultural land to industrial use is cumbersome.  In 
most provinces, no more than 50% of private enterprises have formal LURC for the land they 
occupy, and almost all indicate that they would purchase additional land to expand their 
businesses if it would be made available112. Thus, despite the complex procedures for valuing 
land and obtaining LURCs, a more fundamental constraint to land access is an actual physical 
shortage of commercial and industrial land.   
 
125. While private businesses suffer from this 
general shortage, SOEs are illegally subleasing the 
excess land that they control throughout the 
country. Many of the lessees are SMEs. By law, 
SOEs are required to return any idle land that is not 
required for the conduct of their business operations 
to the State, yet in practice none have done so. 
Revenue generated from subleasing this land is not 
recorded in the annual accounts, nor do the lessees 
have any contract ensuring them any tenure on the 
land. As a result, SMEs with tenuous land use rights 
are sometimes reluctant to make long-term 
investments in machinery and equipment. 
Moreover, these businesses cannot deduct the 
rental expenses from their taxes, nor can they use the “lease” as collateral for credit. While no 
data is available to estimate the total amount of “unused” SOE land, a 2003 survey of 692 private 
firms found 14% leased land from SOEs113.  
 
126. SOEs occupy a significant portion of the industrial land in the country. In Hanoi, 95% of 
the 3 million square meters of new rental contracts issued between 1994 and 2002 went to SOEs, 
with the balance being contracted by private firms and cooperatives. To the extent that SOE hold 
significant land holdings in reserve, an effective process to formalize these LURs would be an 
important step in freeing up valuable resources for the private sector. The current land law, while 
it requires the surrender of this excess land, does not provide a definition of excess land nor 
define a mechanism by which this formalization can be done. Implementing regulations to this 
effect are now required.  
 
127. Land can also be made more accessible to the private sector with more transparent 
planning mechanisms. Viet Nam has an extensive urban planning system, but lacks a clear policy 
with respect to: the assignment of land for commercial and industrial purposes reflected in the 
master plans on the development of urban and rural areas; and the rational distribution of 
                                                   
 

109 Subsequently amended in July 2004 
110 Report from Architect Pham Cao Nguyen, Director of Hanoi Land & Housing Management Dept, Nov 

2002 Conference "Land for Production & Business" 
111 It should be noted that 35% of the land available in the 71 industrial zones operating the country is 

vacant, but in most cases their location and/or price makes them unattractive to SMEs seeking land  
112 Survey of 255 private firms throughout the country;, as reported in Malesky, Edmund. “Entrepreneurs 

on the Periphery”, Mekong Project Development Facility (MPDF) July 2003 
113 World Bank/IFC/MPDF Study “Informality and the Playing Field in Viet Nam’s Business Sector”, 2003 
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commercial and industrial land between the state sector and the private sector. Peoples’ 
Committees are also meant to publicly announce their land use plans so that enterprises can see 
where potential for investment exists. In practice, it is rare for SME applicants to be able to 
access this information because the relevant agencies do not comply with this requirement. The 
information on land zoning and plans is valuable and is sometimes used as the basis for land 
speculation. Finally, the system for land acquisition involving compensatory payments to existing 
users and site clearance is expensive and time consuming and deters investment by SMEs114. 
 
128. While the new legal framework for land management addresses many of the issues 
inhibiting the development of a formal land market, a number of these remain. Most important is 
the absence of a market-based mechanism to price land. The new law stipulates that land prices 
shall be determined either by (i) Provincial PC’s (ii) auction of LURs (iii) agreement among land 
users and concerned parties (with some limitations), and (iv) the price registered by the owner, 
provided that it is within the price-frame of the State.  Open public bidding been successfully 
piloted in the case of LUR for urban estate development projects in Hanoi and HCMC.  Extending 
this pilot to land for commercial use, such as manufacturing, services, and office-space, would be 
an important step in creating true market values, but the intention of the government in this regard 
is not clear. It appears that the price of LURs will continue to be under the control of the State, 
although the State is expected to calculate the price of LUR “close to market value”. How this will 
be done will be spelled out in the implementing guidelines to the Law. Until a market-based 
mechanism can be used to price LUR transactions, dual prices will persist, with parties to a 
transaction agreeing on a price that is likely to be substantially higher than the officially recorded 
price determined by the provincial authorities. Beyond the lost tax revenue that such a system 
creates, it also generates incentives for corruption.     
 
 
Information 
 
129. Information is a vital resource for an entrepreneur, as it helps to inform investment 
decisions and facilitates the expansion of activities into new markets. Information resources are 
scarce in Viet Nam, with limited dissemination from public sources and few private providers. The 
general lack of information is rooted in both the limited supply and general reticence of private 
firms to pay for specialized research. Thus the market for business services remains 
undeveloped. 
 
130. On the supply side, few Government Ministries or Provincial authorities publish (in hard 
or soft copy) market profiles with data on suppliers, buyers and types of products produced. 
Similarly, information related to planned changes to sector regulations, tariffs and other market-
altering issues are not readily available to private firms115. As importantly, very few Ministries and 
SOEs post procurement opportunities on the web 116. Surveys of private firms indicate that even 
profession Business Associations, which should provide such information, rarely do so on a 
systematic and current basis. In some cases information is purposefully diverted to SOE 
recipients, such as when trade associations direct potential buyers exclusively to SOEs. In official 
delegations, trade shows and commercial offices abroad, SOEs are promoted much more 
prominently than private companies. In short, private firms must therefore operate with very little 
visibility regarding their market and potential opportunities/threats.  
                                                   
 

114 Paragraph take from World Bank. Viet Nam Development Report 2005: Governance. Joint Donor 
Report to the Viet Nam Consultative Group Meeting. Hanoi 2004 

115 Even the most business-friendly cities such as HCMC do not include public procurement /investment 
plans on their website 

116 Information on public procurement opportunities is must be made public by law, but wide dissemination 
is rare; of the government Ministries, only the websites of the Ministry of Transportation and MPI have 
some information on procurement opportunities for large projects; other Ministries with large 
procurement budgets such as the Ministries of Education, Health, Agriculture and Rural Development do 
not provide this basic data. 
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131. On the demand side, SMEs are reluctant to pay for specialized market research or other 
professional services, resulting in an underdevelopment of this market. While larger firms and 
SOEs do contract out these services, their 
cost is considered prohibitive by most 
SMEs. While this phenomenon is 
expected to change as markets mature, 
firms become larger and BDS providers 
more established, in the interim most 
SMEs have to operate with very little 
information with which to expand their 
business linkages (suppliers, buyers), 
improve their products (new technologies, 
technical standards) and refine their 
competitive strategies (pricing, product 
differentiation, etc). 
 
132. The Government and donor 
community is well aware of the information 
problem, and is taking measures to 
publish basic market, regulatory and 
planning data on a more systematic basis. 
While this will help, the extent of the 
problem will likely require grass-roots 
solutions, where local business groups 
can be supported with training on how to 
access market information, can publish their own directories and organize trade fairs. Similarly, 
Provincial governments could establish free business information centers with internet access, 
and larger subcontracting firms (including SOEs) should be encouraged to regularly publish 
contracting opportunities and technical requirements.  

 2. Regulation 
 
133. The regulatory environment for doing business in Viet Nam is highly complex and 
evolving. As is to be expected in an economy transitioning from a highly centralized system of 
economic management to an increasingly market-based framework, a large number of new rules 
and regulations are issued, often with conflicting provisions117. Between 1992 and 1999, for 
example, Viet Nam issued 120 new laws and ordinances, and thousands of implementing 
regulations and guidelines. The Law on Foreign Investment was changed four times between 
1987 and 2000. Old laws are not replaced entirely by new laws, but rather are superseded by 
new laws and amendments only in cases of direct conflict, thereby adding further complexity. 
Although the business community recognizes the Government’s good faith efforts to improve the 
investment climate through the issuance of these new rules and regulations, the ensuing 
instability of the framework raises the risks/costs of doing business in the country.  
 
134. At the most basic level, SMEs are affected by legal and regulatory requirements for 
business establishment, financial reporting, taxation, contract and dispute resolution, bankruptcy, 
land use rights, technical standards, and banking and finance. The rapid pace of regulatory 
changes have given rise to several generic problems, specifically; incomplete implementing 
provisions allow for interpretation in their application and lead to inconsistent implementation; a 
tendency to overly regulate and supervise rather than create an enabling environment for 
business; and shortfalls in implementation capacity in terms of adequately skilled and resourced 
                                                   
 

117 For example, the 1998 Law on Complaints lays out a path for appeals of local administrative decisions. 
At the same time, it requires complainants to accept the findings of the relevant body without appeal 

Business Registration Under Enterprise Law 

Following the enactment of the Enterprise Law in 2000, the 
business registration process for new private companies has 
simplified significantly, as widely perceived and evidenced by 
this survey. This improvement has been widely commended 
by the business community in Viet Nam. The four principal 
steps of the business registration process and start-up 
process are as follows: 

(i) Register for a business certificate from the local DPI; 

(ii) Get a corporate seal made and register it at the local 
police station; 

(iii) Receive a company tax code from the local tax office; and 

(iv) Purchase a red invoice book from the tax office. 

Firms must follow this process, one step after another, 
according to this strict sequence.  It is not possible to pursue 
multiple steps in tandem. Our survey found that, on average,  
it took a firm about 50 days to complete the whole registration 
and start -up process. 

Source: MPDF, “Business registration and Startup in Viet 
Nam”, Private Sector Discussions No20, May 2005  
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personnel.118. 
 
135. While the Enterprise Law of 2000 has resulted in an increase in business registration and 
significant reductions in the time, cost and documentation requirements for starting a business, 
the implementation of the new provisions for simplified business registration has not been 
consistent nationally. Post registration formalities to obtain seals, tax codes and VAT invoices 
have remained cumbersome, time consuming and expensive. Finally, the business registration 
system itself has not been established on a unified national basis, potentially nullifying many of its 
benefits, and both human and physical resources are inadequate in some locations. 
 
136. The Enterprise law successfully abolished 150 licensing requirements which restricted 
market entry, leaving a total of 228. Since 2001, however, the government has issued more than 
70 legal documents—including 2 laws, 2 ordinances, 13 decrees, and 31 circulars—reintroducing, 
in disguised form, licenses, capital requirements, and other entry restrictions119. These have 
served to increase the time and costs associated with starting a business, reversing some of the 
key gains of the Enterprise Law.  Recognizing the propensity of government agencies to want to 
control business activities through excessive licensing requirements, the Prime Minister is 
currently exploring options to implement a process of regulatory impact assessments (RIAs). 
These RIAs would in the first instance be designed to rationalize the current range of 298 
licenses, and place more rigorous controls on the issuance of any new regulations.  
 
137. The government has also been working to harmonize the regulatory regimes for all 
enterprises: domestic, foreign, public and private120. A second draft Unified Enterprise Law 
(UEL)121 and 8th draft of a proposed Common Investment Law (CIL) have been under preparation 
for many months, and are intended to be finalized by end 2005122. The stated purpose of these 
new laws is to (i) create a level playing field for all enterprises in Viet Nam, (ii) open up all 
business activities not specifically proscribed by law to the private sector and (iii) strengthen 
corporate governance practices. The UEL focuses on business registration and corporate 
governance, while the CIL focuses on investment incentives, prohibited sectors and licensing 
requirements. The laws have been prepared with active input from the private sector and donor 
community.  
 
138. While these new laws will introduce a welcome shift from an investment licensing to an 
investment registration system, simplify the complex web of over 300 existing investment 
incentives, and strengthen corporate governance guidelines, the current drafts fall short of 
creating a level playing field for all enterprises. Key shortcomings include: 
 
• The UEL will only apply to SOEs that are LLCs or have been equitized, which is only 8% of 

the SOEs (measured in terms of capital)123 

• According to the CIL, FIEs will still be excluded from certain sectors that will remain open to 
domestic private enterprises 

                                                   
 

118 This paragraph adapted from Enterplan/PwC “Preparing the SME Sector Development Program: SME 
Roadmap” May 2004, p61 

119 Central Institute of Economic Management (CIEM). 2002. The Enterprise Law’s Enforcement: 
Achievements, Challenges and Solutions. Hanoi. 

120 Including all forms of private enterprises (sole proprietorships, LLCs, joint-stock, etc) 
121 The UEL will apply to domestic enterprises (currently regulated by the existing Law on Enterprises), 

FIEs (regulated by the Law on Foreign Investment) and equitized SOEs (regulated by the Law on State 
Owned Enterprises).  

122 The laws will be accompanied by 10 implementing decrees, including one intending to harmonize the 
legal regime for BOT transactions for all enterprises 

123 There is an ongoing debate within the Government as to if and how SOEs might be brought under the 
law; the UEL does not provide any requirements in this regard 
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• The UEL allows a broad range of licensing/permit requirements proscribed in other laws, 
decrees and ordinances to persist. 

• The corporate governance prescriptions of the UEL are very detailed and overly prescriptive 
for smaller enterprises  

 
It will be important for the next iterations of these laws to address these shortcomings, as in their 
current form the laws may not achieve their full intended purpose. Moreover, changes to over 60 
related regulations (regarding business establishment, tax, finance, land, corporate governance, 
etc) will also be required to ensure that the spirit of the new UEL and CIL is consistently applied.  

 3. Competition 
 
Competitive Landscape 
 
139. Viet Nam’s competitive landscape has long been distorted by numerous rules and 
regulations applying inconsistently to the various 
types of enterprises: private, public, foreign, 
domestic, large and small. While changes to this 
regulatory framework are underway to provide 
national treatment to foreign enterprises and 
harmonize rules applying to all enterprise types (see 
section B above), the SOE sector will remain largely 
exempt from the new UEL and as such will continue 
to distort the playing field. With over 4845 SOEs124 
operating in almost every sector of the economy, 
competition between private and public enterprises is widespread (see Table 8 above). While 
SOEs generate a smaller portion of GDP than the private sector (29% for SOEs compared to 
40% for the non-farm private sector), they consume 75% of state-owned bank credit and are 
widely believed to occupy most of the available industrial land. According to the World Bank’s 
August 2005 draft Investment Climate Assessment, SOEs pay close to 5 times less per square 
meter than private domestic firms to rent land. SOEs are capital intensive, yet produce 2-3 times 
less revenue per employee than private SMEs. SOEs dominate the large enterprise segment 
(>299 employees) of the domestic enterprise sector, generating 99% of its GDP. SOEs hold 
monopolies in a wide range of sectors including electricity, petroleum, aviation, ports, railway, 
cigarette production and mining, and hold dominant positions in banking, telecommunications, 
construction, cement , steel , shipping, textiles and a number of other sectors.  
 
140. The Government’s stated policy is to encourage fair competition in the economy as a 
whole, in line with Constitutional changes made in 2001 to end official discrimination between the 
public and private sectors.  As part of this policy, the gov ernment has pursued a policy of SOE 
restructuring to increase their competitiveness. Between 2001-2004, the government restructured 
an estimated 2,657 SOEs, of which 2,242 were equitized125. Restructuring efforts created 17 
conglomerates and 77 “special corporations” which account for 80% of the state sector’s 
production capacity. While SOE restructuring and equitization has resulted in only a small amount 
of divestment, the purpose of the program is to improve the financial performance of SOEs126. To 

                                                   
 

124 2947 of these operate at the provincial level, 1898 at the central level 
125 Equitization is a process by which shares are issued by a company but not necessarily sold to the 

private sector; shares can remain in state or local government control, or be sold or transferred to the 
enterprises’ workers, or sold to outside parties. Shares of the 2242 state firms equitized represent a total 
value of $1.13bn, or about 8.2% of all SOE capital., 46.5% of the shares are still held by the state, 38.1% 
have gone to employees and 15.4% have been sold to private investors 

126 It should be noted that this program is ongoing, with the goal of equitising another 1,460 SOEs in 
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the extent that this has been achieved by introducing hardened budget constraints and reduced 
subsidies to the restructured SOEs, it has succeeded in placing them on a more equal footing 
with private firms127.  
 
141. Other measures taken to place SOEs on a more level playing field with private 
enterprises include: 
 

§ Decision 155/2004/QD-TTg reduc ing the number of sectors considered strategic 
and reserved for SOEs128 

§ Decree 153 of 2003 allowing the creation of holding company structures and 
facilitating corporate governance reforms to clarify the shareholder/manager 
relationship 

§ The adoption of new accounting standards based on international practice 
harmonizingd accounting practices between SOEs and private firms 

 
142. While important, these changes are only the beginning of what should be a much larger 
program of reform, and which should include the application of UEL and CIL provisions to SOEs, 
and measures to eliminate fundamental differences in their access to key resources.  Specifically, 
additional measures should include: 
 

§ the formalization of land resources held by the SOEs, through the issuance of 
LURCs for the land and inclusion in balance sheets 

§ hardened credit evaluation processes by SOCBs and DAF, applying the same 
collateral and/or profitability standards to SOEs as to private firms 

§ corporatization of SOEs and strengthened corporate governance reforms, 
allowing the simplification of the SOE shareholder role within the government and 
improved transparency in operations  

§ equal allocation of export quotas to private as well as public firms 
§ equal access to public procurement contracts129 
§ equal access to foreign partners130 
§ introduction of equal tax treatment for public and private firms   

 
143. The proposed agenda is ambitious, and may prove too sensitive to apply to some of the 
largest and most powerful SOEs. It is recognized that a close network of relationships exists 
between bureaucrats, politicians and SOE managers. This, together with unclear lines of 
command and control between ministries and SOEs, serves to create broad areas of vested 
interests that are likely to stiffly resist change. It is however imperative that the government 
pursue the SOE reform process as an essential element in creating a level playing field for private 
sector development. 
 
Competition Legislation 
 
144. A new Competition Law went into effect on July 1st 2005. The law will apply to business 

                                                                                                                                                       
 

2006–07, in line with commitments made under the IMF Poverty Reduction and Growth Facility (PRGF) 
and World Bank Poverty Reduction Support Credit (PRSC). 

127 It should be noted that the financial performance of SOEs, although difficult to measure, appears to be 
improving. A 1999 survey by the Ministry of Finance indicated that 40% of SOEs (covering approximately 
70% of SOE value added) could be defined as profitable, while 44% were intermittently profitable, and 
16% (accounting for 6% of value added) were loss making or insolvent 

128 Strategic sectors listed in the Decree are national defence, public utilities, power transmission and 
cigarette production; the Decree also restricts the management and operation of large airports, seaports, 
roads and railways to SOEs  

129 This may require a revision of bid qualifications which in some cases are designed to exclude all but 
SOEs 

130 Qualifications for partnership with foreign investors should not unduly favor SOEs  
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enterprises and professional and trade associations in Viet Nam; overseas enterprises and 
associations with activities in Viet Nam; public utilities and state monopoly enterprises; and state 
administrative bodies. “Overseas enterprises” include foreign companies with a commercial 
presence (such as branch or sales offices), foreign-invested businesses such as wholly owned 
ventures, and foreign contractors having an office or otherwise doing business directly in Viet 
Nam. The new competition law will prohibit four broad types of anti-competitive activity: (1) 
agreements that restrain competition; (2) abuse of monopoly or dominant market position131; (3) 
economic concentrations (mergers and acquisitions); and (4) acts of unhealthy competition. The 
last three are considered to be subsets of the first category. 
 
145. Implementation of the law is intended to be done with a 3-pronged institutional structure 
modeled on international best practices. The first of these has already been established: the 
Competition Management Department which will exercise the function of State Administration of 
Competition. While currently under the MoT, the National Assembly acknowlged that, in the long 
term, it will be necessary to make the State Administrative Body for Competition independent of 
the MoT. The Competition Law also provides for the establishment of associated advisory and 
enforcement bodies, the Competition Commission and Competition Council. Four implementing 
decrees are under preparation to allow implementation of the law:  
 

§ A Decree on administrative penalties for offences in the competition sector 
§ A Decree providing detailed guidelines and regulations for implementation of a 

number of articles of the Law on Competition (June 2005 Draft) which provides 
greater detail on the types of market behavior that will constitute practices in 
restraint of competition and, in particular, on how the market position of entities 
will be determined  

§ A Decree on functions and organizational structure of Viet Nam's competition 
authorities; and  

§ A Decree on illegal multi-level selling  
 
146. Viet Nam’s introduction of this complex legislation is quite important, and regional 
experience (e.g. Indonesia) demonstrates that although highly complex, the spirit of these laws 
can be successfully implemented if protected from political interference. In Viet Nam, particular 
attention will need to be paid to the way that the Competition Bureau handles cases of anti-
competitive behavior involving SOEs, as these are the only companies holding dominant market 
positions today. While the law allows the Bureau or the Prime Minister to provide exemptions, the 
rationale and frequency of their use will provide an indicator of the independence of the Bureau.   
   
147. For tradable goods, the best insurance against effective monopoly is relatively free trade. 
The phase-in of lower trade barriers and of competition in banking and telecommunications over 
the next several years (linked with the BTA and other ASEAN commitments) will reduce the 
power of several general corporations and improve the welfare of consumers and industrial users 
of their products. Establishing customers' associations and promoting the development of better 
market information would also have a pro-competitive effect. 
 

 4. Taxation 
 
148. Viet Nam’s corporate tax system has been evolving rapidly over the past years, both in 
terms of regulations and implementation. The new law on Corporate Income tax (CIT) and 
implementing Decree 164, which took effect in 2004, applies the same standard CIT rate of 28 
percent and the same preferential rates of 20 percent, 15 percent and 10 percent to both 

                                                   
 

131 The law prohibits abuses of dominant market position, but not the existence of dominant positions, 
except when they are proposed as the result of mergers or acquisitions 
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domestic and foreign invested enterprises throughout Viet Nam 132. The number of VAT tax rates 
has also been cut from 4 to 3, including the abolishing of the highest rate of 20 percent, and the  
overseas profit remittance tax and surtax on enterprise incom e have been abolished. Most 
notably, in 2002, agricultural land use tax has been reduced by 50 percent; and since 2003 nearly 
all farmers are exempted from such tax, so that approximately 75% of Viet Nam’s population no 
longer pay direct taxes. 
 
149. An increasingly sophisticated and computerized tax inspection system has been 
developed to reduce the opportunities for tax avoidance, although it is unclear if this system has 
reduced the level of discretion exercized by tax officials in calculating and collecting payments. 
Indeed while the level of CIT is comparable to that in other countries in the region, the structure is 
very complicated, making it difficult for firms to calculate tax liabilities. Overall tax collection 
receipts continue to grow, however, with the General Department of Taxation (GDT) estimating 
that total tax receipts in the 2001–05 period would reach VND720trn, or approximately 22.8% of 
GDP.  
 
150. Private enterprises consistently cite high tax rates and complicated tax rules as a 
significant constraint to doing business. While the official CIT rate is now capped at 28%, the 
effective tax rate is higher due to the method of calculating profit. Expenses which in most 
countries are consider ed legitimate business expenses are arbitrarily capped133, while others are 
refused entirely, such as rental/utility costs of land leased from SOEs or the use of private homes 
for office space. While surveys suggest that the level of discretion exercized by tax officials in 
calculating taxable income varies from district to district, a further simplification of tax rules and 
alignment with international best practices would be an important step in reducing the 
opportunities for discretion.  
 
151. Viet Nam also has a complex system of tax incentives, with over 300 different rules which 
are defining eligibility and terms of application, many of which are overlapping and/or 
contradictory. In practice, few newly established enterprises have managed to take advantage of 
tax reductions and exemptions, due to lack of information on the applicable incentives and the 
process for procurement. The system is also largely ineffective, with most firms having 
successfully received fiscal incentives reporting that they would have proceeded with their 
investments in the same form and location had the incentives not existed. The proposed new 
Common Investment Law includes a necessary rationalization of the tax incentive regime.  
 

5. Commercial Dispute Resolution 
 
152. A functioning legal framework with implementing judicial institutions is essential for  
supporting formal private sector investment. Where it does not exist, the risks of doing business 
are necessarily higher, thereby depressing the competitiveness of the country and discouraging 
companies from entering into large scale contracts.  In Viet Nam, the effective absence of this 
functioning framework (see relative performance in Table 9 opposite) has meant that most SMEs 
limit contracting as much as possible, and resolve any disputes that arise with contractors outside 
of the formal court system134. Foreign investors have mitigated risks by including international 
arbitration clauses in their contracts, or working with SOEs, where they have more confidence 

                                                   
 

132 FIEs licensed from January 1st 2004 are subject to the new tax regime. FIEs licensed prior to this date 
will remain subject to the tax rates stipulated in their licenses. 

133 An often-cited example of this is marketing expenses which are capped at 10% of total business 
expenses; other examples include caps on employee salaries 

134 In Hanoi, which has approximately 10,000 firms, only 70 cases were brought to the Economic Court in 
2003, and 20 to the International Arbitration Center operated by VCCI; firms generally avoid the courts 
because the process is lengthy and expensive, decisions are considered arbitrary and the enforcement 
mechanism is ineffective 
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that commitments made in the 
absence of contracts will be 
honored. The Government 
recognizes the importance of 
developing of a more formal legal 
basis for contracts, dispute 
resolution and enforcement for the 
growth and global integration of Viet 
Nam’s economy, and is preparing a Legal Reform Masterplan to guide its implementation. 
 
153. Strengthening the legal basis for business contracting necessarily involves 3 
components: (1) reforming the body of legal codes pertaining to contracts, (2) strengthening the 
capacity of the courts and arbitration bodies to objectively adjudicate disputes, and (3) 
strengthening the capacity of the Enforcement Agency to enforce decisions. Viet Nam has made 
notable progress in addressing the needs of all three of these components, specifically: 
 
• A revision of Viet Nam's 1997 Commercial Law was approved by the National Assembly at its 

May 2005 Session, and will take effect in January 2006. The new Law reconciles differences 
between Viet Namese commercial law and international commercial laws in order to 
accommodate requirements arising from the BTA and other international agreements. 

• A revised Civil Code was also approved by the National Assembly in May 2005, for effect in 
January 2006. Where previously business contracts could be governed by the Commercial 
Law, the Civil Code or the Ordinance on Economic Contracts, now all contracts will be 
governed by the revised Civil Code. As a part of this reform the Ordinance on Economic 
Contracts was repealed, and contracts will now be governed by the civil code and disputes 
adjudicated by the civil courts135.  

• A new Commercial Arbitration Ordinance (08-2003-PL-UBTVQH11) became effective on 1 
July 2003, making arbitration decisions involving a foreign party legally binding and 
enforceable.  Foreign arbitrators may be appointed and arbitration proceedings may be 
conducted under foreign laws and/or in a foreign country. The Ordinance represents a vast 
improvement on previous Viet Namese arbitration law. 

• A revised Ordinance (13-2004-PL-UBTVQH11) on the Execution of Civil Judgments came 
into effect in July 2004 and provides for enforcement of decisions on bankruptcy and 
domestic arbitration awards as civil judgments. The time limit within which an enforcement 
body must issue a decision on enforcement of a judgment was reduced to five days. 

• A new Civil Procedure Code (24-2004-QH11) came into effect in January 2005, consolidates 
and simplifies the procedures for all types of legal proceedings, including economic and 
commercial matters. 

 
154. The implementation of these new laws and regulations will require significant efforts in 
capacity building, including improving the overall transparency of the court system. The 
publication of decisions, a major breakthrough achieved on a pilot basis in 2005, is an important 
element in this effort. Looking forward, emphasis should now also be placed on strengthening the 
mechanisms for the enforcement of decisions, one of the weakest components of the dispute 
resolution framework136. While in the past the role of enforcing court decisions fell to the 

                                                   
 

135 The Economic Court, which had jurisdiction over the Ordinance on Economic Contracts, may be 
refocused on matters of intellectual property and non-contractual commercial disputes. 

136 Legal observers in Viet Nam estimate that of the 15,000 decisions rendered every year in civil cases, 
only 5% are enforced 

Table 9: Costs of Enforcing Contracts

Number of 
Procedures

Time (days) Cost  
(% of debt)  

Vietnam 37 404 30.1%
China 25 241 25.5%
Thailand 26 390 13.4%
Philippines 25 380 50.7%
Cambodia 31 401 121.3%
Singapore 23 69 9.0%
Source: World Bank, Doing Business 2005 Database
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Enforcement Agency within the Ministry of Justice, but was in fact subordinate to the local 
People’s Committees, in the future the Enforcement Agency will only consult the People’s 
Committees as required, and will have more direct control over the Judicial Police. A new Law on 
the Enforcement of Judgments is expected to be promulgated in May 2006 to elevate Ordinance 
13 and provide detailed policies and procedures for enforcement .  
 
155. In summary, Viet Nam has made significant progress in creating a functioning framework 
for commercial transactions, contracts and dispute resolution. As has been the experience of its 
SouthEast Asian neighbors, legal reform takes time and requires significant resources, 
particularly in building the technical capacity of the implementing institutions. The donor 
community137 has and should continue to support this effort as an essential component to private 
sector development.  
 

6. Summary of Key Constraints to PSD 
 
156. As the preceding analysis demonstrates, the key constraints to private sector 
development remain centered on the limited access to key resources, the market protections and 
concessional resources given to SOEs (creating an uneven playing field), the intrusive 
bureaucracy charged with implementing the legal and regulatory framework for doing business, 
the complex nature of this legal and regulatory framework, and the absence of reliable 
mechanisms for the resolution of commercial disputes. Together, these constraints create 
incentives for the private sector to operate informally, avoiding as many regulations as possible 
and in the process placing themselves outside the formal credit and business networks. In 
summary: 
 
• Limited access to credit and capital. Private enterprises continue to find it difficult to borrow 

from the commercial banking sector, and the relative underdevelopment of the financial 
sector makes few other sources of finance available. Bank credit is restricted by weak credit 
evaluation systems and creditor rights regimes, onerous collateral requirements and a 
general crowding out by SOEs who benefit from implicit government guarantees, making 
them better credit risks.  

• Limited access to suitable land/business premises. The shortage of suitable industrial land 
and absence of a formal land market present considerable challenges to private enterprises. 
Moreover, existing titling systems and regulations make it difficult for enterprises with leased 
facilities to fully utilize these assets to mobilize additional business investment 

• Limited access to information. Information regarding market structures, suppliers, customers, 
public procurement contracts, planned public investment programs and regulatory changes is 
not readily available in Viet Nam, leaving companies to either expend valuable time 
researching it or simply operate without. In the absence of this information, businesses find it 
very difficult to identify new market opportunities or make significant investment decisions.  

• Lack of a level playing field. SOEs continue to dominate the economy, benefiting from market 
protections and resources offered at concessional rates by the government (in particular 
finance and land). This shuts the private sector out of certain commercial sectors, and 
creates unfair competition in others. Continued subsidization of the SOE sector not only 
diverts government resources which might be otherwise channeled in support of PSD, but 
also restricts the competition which could stimulate innovation and value-creation for the Viet 
Namese consumer    

                                                   
 

137 Major donors in Legal Reform include Danida, Cida, USAID and JICA 
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• Intrusive bureaucracy. While results vary significantly from province to province, businesses 
often complain of the frequency of inspections, degree of discretion exercized in tax 
collection, and time spent dealing with the changing requirements of various licensing offices. 
The sheer success of some provincial governments in facilitating the regulatory compliance 
of its private sector point to the progress that can be made by their more intrusive peers. 

• Complex legal and regulatory framework for doing business. The propensity of lawmakers in 
Viet Nam to want to prescribe all allowable activities in law leads to an extensive set of laws, 
decrees, ordinances and implementing regulations.  At the same time, the efforts of the 
government to transition to a market economy have generated a host of new rules and 
regulations, many of which overlap and/or contradict the existing ones. The complexity of the 
framework at best creates delays in implementation, (as officials seek clarifications on the 
law), or at worst opportunities for unofficial payments (as officials use discretion in applying 
the law).  

• Absence of reliable dispute resolution mechanisms. In Viet Nam, the effective absence of 
formal and reliable dispute resolution mechanisms raises the risks of doing business and 
leads most SMEs and foreign investors to limit contracting as much as possible, thereby 
restricting the development of domestic business networks.   

 
157. While these constraints persist, it should be noted that Viet Nam is making remarkable 
progress in improving its investment climate and preparing for greater economic integration via 
the WTO. Indeed the transition to a more, open, market -based economy is a complex 
undertaking, made more so by the government’s desire to maintain a large grouping of SOEs to 
coexist with the private sector. The momentum created by the issuance of competition-enhancing 
legislation must be maintained into implementation if tangible benefits are to reach the private 
sector.  
 

C. Firm-level Operations 

1. Comparative Analysis of the Cost of Doing Business  
 
158. The costs of doing business in any country are critical factors in its competitiveness. In an 
increasingly global market, intense competition for both export markets and scarce investment 
capital makes cost competitiveness critical to economic growth. This is particularly true for the 
developing economies of the GMS, which not only compete against each other but also against 
regional neighbors in SouthEast Asia.  
 
159. To assess the comparative costs of doing business in a country, one must consider both 
basic manufacturing costs as well as the added costs associated with licensing, permits, dispute 
resolution and general administrative procedures necessary for operations. Direct 
manufacturing/production costs would include the following:  
 

§ raw materials (including all costs associated with delivering the raw materials to 
their location of transformation, including customs processing) 

§ labor (wage rates, social security taxes, severance payment liabilities, other 
benefit obligations, limitations on working hours, etc) 

§ productivity 
§ taxes (corporate income individual income,  property, machinery and equipment) 
§ office / property rents 
§ utilities 
§ logistics (cost of delivering goods from the factory to their point of sale) 
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Indirect costs of doing business also play a role in determining competitiveness. These costs 
include: 
 

§ licensing and permits (time required to obtain and renew permits and licenses) 
§ dispute resolution (efficiency, reliability and equity of the legal system in resolving 

business disputes and enforcing judgments) 
§ efficiency and equity of tax assessment and payment process 

 
While the indirect costs of doing business have been detailed in the preceding analysis, this 
section focuses on the direct costs – those which can be more easily compared with competing 
investment destinations. A summary of this direct cost analysis is presented as Viet Nam’s Total 
Factor Productivity (TFP), a measure of the output of the economy relative to the size of all of its 
primary factor inputs. The higher the TFP, the more efficient and competitive the economy.  
 
160. According to the World Bank’s draft Investment Climate Assessment for Viet Nam 
(August 2005), Viet Nam’s TFP compares favorably to Malaysia, Philippines and Thailand in most 
manufacturing sectors. More specifically, Viet Nam is as efficient as these 3 competitors in  the 
garments, metals and  food processing subsectors, is at least 21% more efficient in wood 
processing and 10% less efficient than Thailand (but on par with Malaysia and Philippines) in 
textiles. 
 
161. Viet Nam’s success in 
attracting FDI in manufacturing over 
the past decade was largely driven by 
its low labor cost. This key cost 
advantage has begun to erode, 
however, as productivity gains in 
other countries have outpaced those 
of Viet Nam (see Figure 13 opposite). 
To these productivity figures one 
should add the labor rigidity index, 
which measures the ease of hiring 
and firing workers, along with the 
associated costs. According to the 
World Bank’s Doing Business 2005 
survey, Viet Nam had the second 
highest labor rigidity index in the 
region, at 55 compared to a regional 
average of 37 (only Indonesia was 
higher, at 57; China was 30). During the period 2002-2004, the average wage rates of workers 
and mid-level manager s in Viet Nam increased 11% and 21% respectively. 
 

Figure 14: Comparative Wage Rates and Productivity
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162. Viet Nam’s key non-labor input costs are largely on par with regional competitors: 
 
 
Office rental: Office rental costs in Viet Nam are among the highest in the region, reflecting the 
general shortage of space. Monthly office rental costs in 2004 in Hanoi was $US 27/square 
meter, or 2.5 times that of Bangkok. Office rents increased 12% between 2000 to 2004.  
 
Telecommunication cost: Telecommunications cost have fallen dramatically in Viet Nam, and it is 
now 72% cheaper to make a 3 minute call to Japan than it was in 2002. International telecoms 
costs are now roughly on par with regional averages. Internet costs, however, remain among the 
highest in the region, second only to Indonesia. The ADSL basic charge in Viet Nam was $US 
76.35  per month, 10 times less than Indonesia at $US 782.12 but 5 times more than Bangkok, at 
$US 14.61.  
 
Electricity: Electricity cost, a major component of manufacturing costs, averaged $0.05/kWh in 
Viet Nam, 10% higher than Jakarta or Kuala Lumpur and 30% higher than Bangkok, but 39% less 
than New Dehli or Karachi From 2002 to 2004 the power cost in Viet Nam decreased 8 percent. 
 
Transportation cost: International shipping costs from Viet Nam are among the highest in the 
region, due largely to high port handling charges and the relatively limited capacity of Viet Nam’s 
ports. The cost of shipping a 40ft container from Hanoi to Japan was 44% higher than the 
regional average, while from HCMC the cost was roughly on par with the regional average. From 
2002 to 2004 the cost of international shipping increased 9 percent. 
 
163. A number of measures could reverse the trend of Viet Nam’s declining input cost 
competitiveness, including: (1) the development of better domestic supply networks, reducing the 
amount of inputs that need to be imported, (2) improvement in the quality and capacity of physical 
infrastructure, (3) simplification of rules and regulations for hiring/firing workers, (4) release of 
surplus industrial land held by SOEs and simplification of land procurement procedures.  
 

2. Business Support  Services 
 

Source: JETRO Survey of Investment Related Costs, November 2004 
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164. Business support services (BSS) include training, consultancy and advisory services, 
marketing assistance, research, technology development and transfer, and business linkage 
promotion. BSS are designed to help enterprises reduce costs, improve efficiency, access new 
markets, increase sales, enhance productivity and grow. As detailed in section B 1 above, the 
BSS market in Viet Nam is largely underdeveloped, representing an estimated 1-2 percent138 of 
GDP.  
 
165. The underdevelopment of the sector is due to limitations in both supply and demand. On 
the supply side, there are only a small number of private BSS providers, and the SOEs that 
dominate the market lack are largely subsidized by the government and have few incentives to 
develop their market. Even the more active business associations lack the resources to provide 
value-added services to their members. On the demand side, the general perception among the 
SME community is that available BSS are expensive and of limited added value. Moreover, SMEs 
tend to consider BSS services as more tailored to the needs of large enterprises than the specific 
challenges of SMEs.  Purchasers of BSS are predominantly SOEs and FIEs in the manufacturing 
sectors.  
 
166. The development of the BSS market is also constrained by an incomplete legal and 
regulatory framework. Firms have difficulty deducting BSS expenses from taxable income, 
consultants cannot offer services without operating within a consulting firm, and legal contracts 
are difficult to enforce. As business standards are raised throughout the country (e.g. technology, 
disclosure), and competition intensifies with accession to the WTO, the demand for BSS is 
expected to grow.  Addressing the legal and regulatory constraints to the development of the 
market will be essential to providing Viet Namese companies with higher-quality BSS. In tandem 
with these reforms, the SOEs operating in the sector should be corporatized and placed on more 
equal competitive footing with private providers, this will facilitate the emergence of more efficient 
BSS providers thereby lowering costs to the consumer.  
 

IV.    OTHER AID AGENCIES’ ACTIVITIES IN SUPPORT OF PRIVATE SECTOR  
 
167. A large number of aid agencies and NGOs are active in promoting private sector 
development in Viet Nam. A recent study conducted by the Mekong Private Sector Development 
Facility139 found that 58 projects are in progress and/or recently completed, with a total funding 
commitment of nearly US$840 million over a ten-year period of 2001-2010. Out of these, 26 
(45%) were new projects that were launched in 2004 and 2005. In this study, PSD activities are 
defined as those that fall into three categories:  
 
(i)  Business Enabling Environment (BEE): legal/regulatory environment, government 
capacity, and business culture/entrepreneurship 
 
(ii)  Access to Finance (ATF) : short/medium/long-term credit, microfinance, equity finance, 
and other non-banking financial services such as leasing, guarantees, insurance, etc. 
 
(iii)  Business Development Services (BDS): business services (legal, accounting, finance, 
marketing, IT, etc.), consulting, training, business linkages (clusters, associations, incubators, and 
other types of groupings to achieve economies of scale), information on domestic market, 
information on foreign markets (trade promotion), and technology transfer.  
 
The following paragraphs summarize the main findings of the report, to which is added a short 
profile of work being conducted in two critical related areas: (i) Judicial reform and (ii) SOE 
                                                   
 

138 CIEM, Vision and Associates Ltd, and Deacons Viet Nam. 2003. 
139 Nhu-An Tran,  “Private Sector Development in Viet Nam: An Analysis of Potential Gaps and Conflicts 

in Donor Interventions” MPDF, May 2005  
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reform140. A complete listing of the projects underway is included in Appendix III. 
 

A. Projects by Technical Area 
 
168. In general, donors are taking an increasingly integrated approach to private sector 
development support, with more emphasis on addressing shortcomings in the legal and 
regulatory frameworks than was true in the past, and a broader view of financial sector 
development, including the role of non-banking financial services for SMEs. Specific gaps by 
technical area include:  
 
• BEE: Business Culture/Entrepreneurship. Most of the current projects focus on assisting 

provincial authorities with the implementation of appropriate policies and regulations for the 
private sector.  However, none of these projects focus on: (a) sensitizing the private sector on 
the importance of legal compliance; and, (b) helping the private sector meet the requirements 
of these regulations. 

• ATF: Non-bank financial services. Several donors are investing in leasing companies geared 
towards SMEs.  However, ADB, through a loan co-finance with AFD and KfW, is the only one 
working to improve the legal and regulatory env ironment to facilitate the growth of the leasing 
sector and to develop other non-financial instruments. 

• BDS: Information on domestic market. Current projects in this technical area seem to focus 
more on export-oriented businesses, rather than enterprises interested in serving the 
domestic market. In the coming years, as donors increase their presence in the provinces, 
the provision of domestic market information is expected to play a greater role.  

• Judicial Reform: Current projects are focused on increasing the transparency of the courts , 
building the capacity of the Ministry of Justice to draft Laws, and supporting the development 
of a civil judgment enforcement code; no projects currently have the resources or scope to 
provide training to key enforcement institutions at the national or provincial level 

• SOE Reform: an estimated $35 million has been allocated to projects in support of SOE 
corporatization, equitization, corporate governance reform and in developing enhanced 
systems for SOE management. Ongoing programs focus on case-by-case restructuring of 
SOEs and support to the Debt Asset trading Company and State Capital Investment 
Corporation, but little support is available for implementation of corporate governance 
reforms, in particular those that impose hard budget constraints on SOEs and impose more 
transparency regarding government interventions in their activities.  

 
169. Specific overlaps or conflicts by technical area include: 
 
• Credit Lines.  There are eight credit lines being supported by 7 donors amounting to a total of 

US$337 million. Of these credit lines, 5 are for rural enterprise finance and the other 3 are for 
SME finance, with 4 of the rural finance credit lines being channeled through one bank, 
VBARD.  Greater donor coordination on these financing schemes might result in a more 
uniform approach and potentially wider coverage. 

• Support Center for SMEs. Several donors are establishing government -run support centers 
for SMEs at the national and provincial level. Collaboration between donors and ASMED 

                                                   
 

140 These are not included in the 58 project count cited above 
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would minimize the danger that government-supported SME centers compete directly with 
private providers, or undercut the existing market by providing subsidized services. 

B. Projects by Location 
 
170. Donors are starting to fund more PSD activities at the provincial level, focusing 
particularly on assisting local authorities with the implementation of laws and regulations enacted 
at the national level. While the majority of projects (69%) are still concentrated in the major urban 
areas, there does not seem to be any glaring gap when it comes to project locations, although 
mountainous and more remote regions such as the North West, the Central Highlands, and the 
South East, comprise less than 10% of all projects.  

C. Projects by Beneficiaries 
 
171. SMEs are the focus of 50% of donor PSD activities.  Half of the projects inventoried also 
include a capacity building component for government agencies. Rural non-farm SMEs have not 
received focused donor support in the same way that urban SMEs have in the past. Household 
enterprises and those in the semi-formal/informal sector have also been overlooked as 
beneficiaries.  Most credit lines are being channeled to only a handful of financial institutions, 
most of whom are state-owned or government affiliated.  This concentration of resources has the 
potential to reinforce the existing government dominance in the banking sector and crowd out 
private players.  

D. Projects by Sector 
 
172. Of the 58 PSD projects inventoried in this study (not including Judicial and SOE reform 
projects), only a quarter target a specific sector or economic activity. Conversely, 80% of sector-
specific projects are focused on export-oriented businesses and activities.  Even within the 
services industry, interventions in the tourism, hotels and restaurant sector are focused more 
towards the external market, rather than the domestic market. Three sectors were mentioned by 
donors as potential areas for further support:   
 
• Services. The field of Information and Communications Technology (ICT) is one area that has 

a lot of potential and the tourism industry could also use additional support. 

• Agriculture. Assistance in growing quality rice is another gap that was mentioned by donors 
during interviews. 

• Manufacturing. The manufacturing of furniture is a growing industry and could benefit from 
additional donor inputs. 

173. The above review shows that there is a significant – though not always systematic – 
presence of external assistance sources in the area of PSD. Policy dialogue on wide-ranging 
PSD issues has mainly been supported by multilateral agencies (World Bank, IMF, ADB), USAID 
(under the STAR project) and most recently by Japan under the New Miyazawa initiative. Funds 
for long term credit have been provi ded on a fairly large scale, but perhaps without enough 
attention to diversification of channels and mechanisms. There is a rich variety of initiatives in the 
areas of microcredit, business services, training in small business management and 
entrepreneurial development, but the results have not been systematized into an approach 
replicable on a large scale. 
 

V. SUMMARY OF THE ANALYSIS AND IMPLICATIONS FOR ADB STRATEGY 
 
174. The principal findings of this private sector assessment can be summarized as follows: 
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• The private enterprise sector already plays a significant role in the economy, generating over 

40% of GDP and employing 30% of the workforce. If one includes private farm households to 
these numbers, total contribution to GDP becomes 60% and employment close to 90%. Total 
value-added of the private sector remains low, as most private enterprises are 
microenterprises selling low value-added goods into local markets. The growth of most 
private enterprises continues to be constrained by their difficult access to finance, land and 
information.  

• The Government recognizes the importance of the private sector in supporting the continued 
growth of the economy. While the general attitude of the government appears to favour 
control over private sector activities rather than facilitation, important progress has been 
made in improving the conditions for investment. The large body of new legislation which has 
been introduced to govern business activities now requires some harmonization, but the most 
relevant challenge is moving from legislation to implementation, and ensuring predictable and 
transparent application of existing laws. 

• The State intents to retain a significant role in the economy, not only through heavy regulation 
but also in the ownership and management of thousands of SOEs which compete directly 
with the private sector and generate an estimated 29% of GDP. SOEs enjoy preferred access 
to credit, land and markets which deters private enterprises from making the investment s 
required to successfully compete against them.  Improving competitive conditions is a major 
challenge for the government going forward.  

• Viet Nam’s infrastructure development needs are considerable. However, the government’s 
attitude towards private sector participation through BOT and other similar arrangements is 
unclear, and the capacity of local governments to develop public-private partnership 
opportunities is weak. Conflicting regulations both allow and prohibit private sector 
participation, and low tariff levels, incomplete regulations, and “bundling” of sector utilities all 
contribute to reducing the potential for widespread private sector participation. During the 
next five years, gradual removal of these barriers should be accompanied by individual 
demonstration projects, at both the national and provincial level. At the same time, given the 
large investment requirements, there is scope for gradually increasing private contractors’ 
participation in public procurement . 

• In Viet Nam’s highly regulated economy, local governments play a critical role in improving 
conditions for private investment. The creation of “one-stop shops” in some provinces has 
greatly reduced the time and costs associated with regulatory compliance, and has catalyzed 
more investment. The replication of these best practices throughout the country should 
produce a similar result.  

• The market economy requires reliable mechanisms with which to resolve disputes. While key 
legislation is now in place to govern contracts, bankruptcy, creditor rights and arbitration, 
much remains to be done to strengthen the mechanisms for the enforcement of decisions. 
This effort should be part of a broader program to strengthen the capacity and transparency 
of the judicial system.  

• External assistance to PSD comes from a variety of multilateral and bilateral agencies and 
NGOs. While their programs broadly cover all of the important components of the investment 
climate (legal and regulatory, access to resources and markets, SOE reform, judicial reform), 
support tends to be concentrated in the design rather than the implementation of reforms, 
particularly in the area of land reform, private participation in infrastructure and dispute 
resolution.  

This analysis, taken together with ADB’s current programs in Viet Nam and the bank’s overall 
technical focus, forms the basis of the proposed PSD strategy outlined below.  
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VI. THE PROPOSED ADB PRIVATE SECTOR DEVELOPMENT STRATEGY 
 
175. ADB has adopted in March 2000 a Private Sector Development Strategy (PSDS), based 
on three strategic thrusts: creating enabling conditions; generating business opportunities; and 
catalyzing private investment. The first two are to be pursued through ADB public sector 
operations, and the third through ADB private sector activities. The types of support that  ADB can 
provide for PSD under each of the three thrusts is outlined below, and placed in an overall sector 
roadmap in Appendix IV. 
 
176.  Since 1993, ADB’s lending programs in Viet Nam have focused on (i) rehabilitating 
physical infrastructure in the agricultural, energy, and transport sectors; (ii) financial sector reform 
with a focus on the non-banking sector; (iii) public administration reform; and (iv) preventive heath 
care and secondary education.  Measures specifically designed to enhance private sector 
participation in the economy were included in the first 3 categories of programs, in particular 
support for the formulation of the Electricity Sector Development Plan, the ongoing SME 
Development Program designed to improve operating conditions  for SMEs and facilitate their 
access to key resources, an SOE Reform and Corporate Governance program and public 
administration reforms designed to improve the efficiency and transparency of government 
interface with the private sector.   
 

A. Overall Approach  
 
177. Based on the above analysis, five key goals can be identified to effectively support PSD 
in Viet Nam: 
 
(i) Level the playing field. While the proposed UEL and CIL are designed to establish the 
legal and regulatory framework for equal treatment of all enterprises (public, private, foreign and 
domestic), and the new competition law should help to prevent anti-competitive behavior, a 
number of additional measures must be taken if the full benefits of these new laws are to be 
realized: (1) further corporatize and/or equitize SOEs so that an increasing number are covered 
by the UEL and CIL, (2) open up markets currently closed to PSP (e.g. infrastructure),  (3) further 
reduce licensing requirements applicable only to FIEs, (4) improve private sector access to 
information on public investment plans and procurement opportunities.  
 
(ii) Simplify the Regulatory Framework: (1) Eliminate conflicts and inconsistencies 
between proposed new UEL and CIL with related legislation and regulations, (2) rationalize the 
investment incentive framework, (3) clarify and align corporate income tax rules to internationally 
accepted principles, (4) prepare new regulatory frameworks to facilitate competition in the 
infrastructure sectors 
 
(iii) Improve access to land and finance. This will require (1) support for the 
implementation of Land Law reforms, (2) creation of LURCs for SOE land holdings and inclusion 
of these into the new land market, (3) strengthening credit evaluation skills within the banking 
sector, (4) strengthening the creditor rights regime, (4) ensuring that SOCBs operate under hard 
budget constraints, (5) improving disclosure standards among private enterprises and (6) 
pursuing the development of the non-banking financial sector to provide increased access to 
leasing and capital markets.   
 
(iv) Strengthen the framework for business contracting and dispute resolution.  With 
the promulgation of the new Civil Code and Civil Procedures Code, contract law and its 
implementation have been clarified. Further progress will now be required in ensuring that 
judgments and arbitration awards can be enforced, with the promulgation of a new Law on the 
Enforcement of Judgments and a strengthening of the technical capabilities of the Enforcement 
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Agency.  
 
(v) Support the creation of pro-private sector business environments at the local level.  
Local governments have a significant impact on the business conditions in their constituencies, 
as has been demonstrated by PCI and numerous subnational surveys. Demonstrated best 
practices of those provinces with the highest business climate ratings should serve as a models 
for replication throughout Viet Nam.  
 
178. While it is recognized that a necessary element to achieving these goals will be the 
continuing strengthening of Viet Nam’s public administration, with the increased transparency, 
accountability and efficiency necessary to channel state resources in support of private sector 
development, a detailed discussion of these needs is not included in this analysis, for reasons of 
scope. It should be noted however that ADB’s continued support of the Government’s Public 
Administration Reform with a cluster program loan is helping the Government to more effectively 
service the needs of the private sector. Further examples of mechanisms by which some 
subnational administrations have improved governance and created pro-private sector conditions 
are included in section III. A. 2 above .  
 
179. As described in section IV, the donor community is active in addressing some aspect of 
each of the five major PSD goals listed above. Gaps exist, however, and these should be an 
important determinant in selecting ADB’s PSD interventions, along with ADB’s available 
resources and opportunities to leverage ongoing programs and core capabilities.  ADB’s ongoing 
programs in diversifying the financial sector, improving the legal and regulatory environment for 
SMEs, facilitating access to finance and land through improved accounting standards, immovable 
and movable asset registration, expanding access to international markets through improved 
technical standards and creating opportunities for increased private sector participation in 
infrastructure sectors all respond to critical needs for private sector development. Over the next 
5 years (through 2010), it is proposed that ADB continue its efforts in the financial sector, 
as is proposed with the FSDP III,  pursue the implementation of the reforms begun under 
the SME Development Program,  support legal and regulatory reforms in the infrastructure 
sector to facilitate private sector participation, and consider technical support to the 
government to prepare a pipeline of public-private partnership opportunities in 
infrastructure.   
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180. This proposed program mix would 
allow ADB to continue to address 3 of the 5 
major PSD goals set out above (leveling the 
playing field, simplifying regulatory 
frameworks and improving access to land 
and finance), and is  fully in line with the 
government’s draft Five-Year Socio-
Economic Development Plan 2006-2010, 
which emphasizes infrastructure 
development, expansion of the financial 
sector and continued improvement in the 
legal framework for private sector 
development.  
 
181. It is suggested that ADB engage 
only peripherally, and as needed to 
complement its focus on domestic private 
sector development, in SOE reform and 
downsizing. If pursued at the level of 
individual enterprises (by assisting in their 
equitization or privatization) SOE reform is 
very costly and resource intensive, and ADB 
could only support a limited number of such 
cases.  In addition, other aid agencies 
(notably the World Bank) have been 
providing substantial support in this area, 
and the Government is pursuing its 
equitization agenda. While the Government 
commitment to the task is encouraging, the 
political obstacles to its implementation 
must not be underestimated, and actual 
implementation may be slower than 
anticipated due to controversy over the 
details. If ADB were also to make this area 
its main focus for PSD, there is a risk that 
balanced PSD would not result because of 
inadequate support being provided to other 
areas of PSD. ADB support to SOE reform 
may be necessary in specific sectors, 
however, most notably infrastructure where 
the introduction of competition and revised 
regulatory frameworks would require placing 
SOEs on equal corporate footing as their 
private sector counterparts.  
 
182. It is also proposed that ADB do not 
significantly engage in direct support for dispute resolution (strengthening the judgment 
enforcement mechanisms) nor in the ongoing trade reforms. Dispute resolution and judicial 
reform are highly specialized areas requiring long term support, and do not represent a strategic 
fit with the ADB’s technical resources. Regarding trade reforms, considerable momentum in this 
area already exists from the implementation of the BTA with the United States, the ASEAN Free 
Trade Agreement, and the PRGF approved by the IMF. The United States, IMF, UNDP, and a 
few bilateral donors and NGOs are providing support to the Government to further analyze these 
issues and design the relevant policies and transition arrangements. ADB, by contrast, has not 
significantly engaged in this area of policy debate in Viet Nam in the past. FIEs have also been 

Promoting PSD in the Greater Mekong 
Subregion 

 
ADB’s Program of Economic Cooperation in the GMS 
presents unique opportunities to promote private sector 
development throughout the region. In their effor ts to 
accelerate the construction of improved intraregional 
transport and to maximize its benefits, the GMS countries 
have begun to adopt a holistic approach in what has been 
termed economic corridors.  

With the economic corridor approach, the link between 
infrastructure development and the expansion of 
production investments increases employment and 
generates income, thereby helping reduce poverty. There 
is one GMS infrastructure project already completed (the 
210 MW Theun Hinboun Hydropower Project) and nine 
under implementation in transport and energy sectors. For 
these projects, ADB has provided US$770 million of loans 
and mobilized about US$230 million of co-financing. 

While implementation has so far been largely on a national 
basis, covering part of a subregional link, several cross-
border projects directly involving more than one country 
are now either under implementation or at advanced 
stages of preparation, including: 
 

§ Civil works for the Phnom Penh-Ho Chi Minh 
City Highway Project financed by ADB loans to 
Cambodia (US$40 million) and Viet Nam 
(US$100 million) started in late 1999;  

§ Financing has been secured for various major 
sections of the Thailand-Lao PDR-Viet Nam 
East-West Transport Corridor Project from ADB, 
Government of Japan, World Bank, and the 
Royal Thai Government;  

§ For the Chiang Rai-Kunming Road Improvement 
Project (also called the North-South Corridor), 
assuming the satisfactory resolution of 
outstanding issues pertaining to the existing 
concessionaire agreement between the 
Government of Lao PDR and a private company, 
ADB and other resources are expected to 
finance the Lao section of the project; and  

§ Feasibility study of the East Loop 
Telecommunications Project was completed in 
early 1999; ADB technical assistance is being 
provided to update the feasibility study in view of 
the regrouping of the project into a two-phased 
telecommunications backbone project. 

§ A TA loan for detailed economic, financial and 
engineering assessments of the GMS Kunming-
Haiphong Transport Corridor Project - Noi Bai-
Lao Cai Expressway is under preparation  
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reasonably successful in recent years, through the Private Sector Forum and other consultation 
mechanisms, in promoting the removal of obstacles to their operations. Since the trend in the 
BTA is for national treatment of foreign enterprises, ADB support for improved policies and 
conditions for domestic enterprises would eventually benefit FIE as well, once the parity of status 
is achieved. In this respect, ADB should join other forces in promoting the operation of all 
enterprises, regardless of size, ownership and origin, under one legal framework (possibly the 
Enterprise Law) over the medium term. 
 
183. Within the proposed overall approach, it now possible to narrow down the priorities for 
ADB operations in support of PSD in Viet Nam . They are summarized in Table 10 below, 
arranged according to ADB’s three categories of interventions for PSD:  creating enabling 
conditions; generating business opportunities; and catalyzing private investment.  A broader 
Roadmap for Private Sector Development is included in Appendix IV, which places proposed 
ADB initiatives within the broader group of all reforms needed to support PSD in Viet Nam.  
 
  
Table 10 – Strategic Thrusts for ADB support to PSD in Viet Nam 
 
Creating 
Enabling Conditions 

Generating 
Business Opportunities  

Catalyzing 
Private Investment 

 
Develop financial intermediation 
of long-term funding, in particular 
via insurance and pension 
products 
 
Expand piloting of key reforms 
begun under SME Development 
Program to improve SME access 
to finance  
 
Strengthen the policy, legal and 
planning framework for PSP in 
infrastructure, including the 
development of standard 
contracting modalities  
 
In the power sector, support the 
government in implementing the 
new Electricity Law, including 
determining appropriate 
mechanisms for attracting PSP 
during the transition  
 
In the transport sector, support 
the government in defining future 
sector structures for ports, 
airports and roads and 
corresponding PSP modalities  
 

 
Create opportunities for public-
private partnerships in 
infrastructure through the creation 
of project development facilities 
 
Improve access of private 
companies to public procurement 
contracts through (1) improved 
dissemination of information on 
procurement opportunities and (2) 
revised tendering procedures 
 
 

 
Demonstration projects for 
private participation in 
infrastructure or infrastructure 
services 
 
Funds or other financial 
instruments to develop domestic 
private firms’ access to long 
term funding, including in local 
currency 
 
 
 
 

B. Creating Enabling Conditions 
 
184. ADB’s support to the Government in developing the non-banking financial sector,  which 
under the Financial Sector Program Loan II (FSPL II) encouraged financial intermediation to 
diversify beyond banking, should be pursued with an emphasis on mobilizing long term sources 
of funding for private sector investment. The banking sector, with its short term funding sources, 
is unable to provide loans beyond the medium term (5 years). Long term, local currency-
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denominated funding could be mobilized through contractual savings institutions (e.g. insurance 
and pension funds), however, if the legal and regulatory frameworks for their development and 
intermediation were put in place. Development of these mechanisms will be particularly important 
to support pr ivate investment in infrastructure, most importantly in those sectors where revenues 
are denominated in local currency.  
 
185. ADB’s SME Development Program, supported by a technical assistance grant, is  
addressing some of the key deficiencies in the policy and regulatory environment for private 
enterprises (in particular registration and licensing) and facilitating SME access to finance by: 
 

(a) reducing the costs and risks of lending to SMEs by developing an SME accounting 
system;  
(b) establishing land registration and valuation methods to improve the use of land-use 
rights certificates as collateral;  
(c) supporting the use of movable properties as collateral through a functioning secured 
transactions registry;  
(d) improving the operational environment of financial leasing companies by expanding 
the types of leasing products and diversifying their funding sources; and  
(e) completing legal and institutional frameworks for market-based transactions on land 
by establishing the legal basis for issuance of land-use rights certificates, making 
information on land accessible to the public, and promoting good governance in 
administrative procedures. 

 
While these activities are all being supported by technical assistance, grant resources do not 
allow implementation support beyond 2006 nor to more than a small number of pilot sites. This is 
particularly true in the area of land reform, where technical support will be provided to 3 provincial 
land titling offices, with the expectation that policies and procedures developed there can be 
rolled out to other provincial offices. Further support is certain to be important to sustainably 
operationalize new systems in these offices as well in the district offices with which they 
communicate141. 
 
186. State monopolies, low tariff levels and lack of receptivity to PSP have limited 
opportunities for private investment in infrastructure.  Most fundamentally, the Government’s 
stated desire to attract increased PPI has been contradicted by regulatory provisions spec ifically 
reserving key activities to SOEs, as is the case with Decree 155 of 2004.  Increasing PSP in 
infrastructure will therefore require fundamental reforms to (a) clarify the scope and modalities142 
for PSP, (b) introduce sector structures that allow fair competition, (c) review pricing frameworks 
to allow cost recovery, (d) simplify tendering procedures to add transparency and allow equal 
access to private bidders and (e) formalize a government risk guarantee framework.  While these 
measures should improve the conditions for PSP in the infrastructure sector as a whole, further  
reforms will be required in each subsector to address their specific constraints. It is recommended 
that ADB’s subsector focus remain in power and transport, where it can leverage its existing 
policy dialog developed through ongoing loan programs.   
 
187. In the power sector, the recent promulgation of the new Electricity Law (Law 28-2004-
QH11) paves the way for the unbundling of the sector and creation of a competitive power 
market. This ambitious plan is to be phased in over a number of years, beginning with a single 
buyer model and eventually developing into wholesale and finally retail competition.  ADB support 
                                                   
 

141 While the provincial land titling offices are responsible for registering LURC of SMEs, the district offices 
provide this service for individual and household LURCs, which represent 95% of the total  

142 Modalities will include management contracts, concessions, BOOs and BOTs;  the exiting BOT 
framework is outdated and does not provide equal treatment for domestic and foreign firms; it is 
anticipated that a new BOT framework is to be developed as one of the numerous implementing decrees 
to the proposed Unified Enterprise Law and Common Investment Law due to be enacted before end 
2005 
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to the government in this context could include (a) establishing a Road Map for transitioning to a 
competitive power market, (b) support for the legal and financial unbundling of EVN, so that the 
corporatized EVN generating units can compete on equal terms with private generators, (c) 
developing a strategy for adding additional private generation capacity so that it does not create 
large PPA liabilities in the future when the power pool is put in place, (d) defining the roles, 
responsibilities and institutional structure of the Electricity Regulator, (e) the conditions and 
procedures for licensing each electricity activity and (f) the mechanisms for spot trading. ADB is 
currently undertaking a Power Sector Assessment which should help to further identify areas of 
needed support for the successful implementation of the Electricity Law.  
 
188. In the transport sector, ADB could support the development of “blueprints” to identify 
target market environments necessary to attract private participation143. This is particularly true in 
the ports sector where there is potential for PSP, but where the dominance of SOEs, rigid tariff 
schedules and absence of a regulatory framework conducive to PSP make it unattractive. It is 
unclear whether private participation will be allowed in airport management or railways until 
further clarification of Decree 155 of 2004 is provided. In the roads subsector, there appear to be 
opportunities for the private management of toll roads on a concession basis (as has been done 
with CII in HCMC), but complex land acquisition procedures and the difficulty of recovering costs 
with current tariff levels are likely to deter private consortia from developing new toll roads on a 
BOT basis.  

C. Generating Business Opportunities 
 
189. In some cases, ADB operations can go beyond the promotion of a favorable environment 
for PSD and directly generate business opportunities. In the infrastructure sectors, this work 
would be a natural complement to legal and regulatory reforms designed to open the sectors to 
greater PSP. There is a general lack of experience and hence expertise within the government 
regarding the mechanisms for structuring successful Public Private Partnerships in infrastructure.  
While this is certainly true at the provincial level, it is also the case within the central government.  
To address this need and support the development of a PPI project pipeline, ADB could support 
the establishment of Project Development Facilities (PDFs). These facilities could be set up at the 
national and/or provincial level, and would provide technical assistance to the Government for 
project conceptualization, feasibility studies, deal structuring, documentation and tendering, bid 
evaluation, negotiation, and award. Technical assistance would be provided both on a grant and 
loan basis. 
 
190. Worldwide experience has demonstrated the effectiveness of these facilities 144 when the 
beneficiaries share a portion of the costs. For example, while early stage feasibility studies could 
be financed entirely with PDF funds, downstream technical assistance costs for tender 
documentation, bid evaluation, etc would be financed through a PDF loan to the government. If 
the tendering was unsuccessful, the loan would become a grant, but if successful, the loan would 
be reimbursable through proceeds from the PPI. This structure builds rigor into the arrangement 
so that only those projects which both parties145 believe will succeed are selected for processing. 
Beyond the creation of concrete business opportunities for the private sector, PDF serve an 
important role in capacity building and establishing transparent policies and procedures for 
contract tendering and management. 
 
191. At the provincial level, the establishment of Provincial Infrastructure Development Funds 
(PIDFs) may serve as an ideal testing ground for this concept. Indeed, HIFU is already receiving 
support from the US Trade Development Authority (USTDA) and the World Bank  to enhance its 

                                                   
 

143 These blueprints would identify regulatory frameworks, competition and role of existing SOEs   
144 In particular the experiences of India, Philippines, and South Africa with urban infrastructure PSP 

facilities 
145 the PDF staff  and government 



 67

capabilities in developing and managing PPI deals. ADB support could either target other PIDFs, 
such as Hanoi and Danang, or focus on national level projects, supporting the MPI, RDA, sector 
ministries or even SOEs seeking to contract out selected activities to the private sector146.  Where 
conditions are apprpriate, ADB’s new subsovereign and local currency lending facilities147could 
be piloted to further support subnational infrastructure development.  
 
192. Beyond formal PPI contracts, the domestic private sector could be much more present in 
the construction, rehabilitation and maintenance of government-owned infrastructure, if 
information regarding procurement opportunities were more widely disseminated, tendering more 
transparent and qualification criteria made less discriminatory vis a vis private companies. ADB 
support in this area could include input into clarifying the legal framework for tendering, which is 
now composed of numerous decrees, ordinances and circulars which prescribe different 
procedures for construction projects as for other government procurement.  Beyond clarifying the 
legal framework, consideration should be given to amending qualification requirements which 
unfairly exclude private companies, and perhaps breaking down larger projects into smaller 
pieces that would be more accessible to private SMEs.  
 

D. Catalyzing Private Investment 
 
193. ADB’s Private Sector Operations Department (PSOD) has invested a cement company in 
1996, a BOT water treatment plant in 2000, and a private university in the areas of technology 
and business administration and a private hospital in 2001. A regional SME development fund 
has also been supported. The March 2000 PSDS narrows the types of eligible investments for 
PSOD support to the infrastructure sector, financial institutions and funds, and pilot health and 
education projects. The PSDS also underlines how PSO should “think development impact” and 
pursue development impact, demonstration effects, and poverty reduction. 
 
194. In infrastructure, there would appear to be a strong case for PSOD investment in 
demonstration projects in both the power and transport sectors, as there has been virtually no 
PSP in these sectors since the Phu My projects in 2002/03.  Demonstration projects would be 
valuable in both sending a signal to the marketplace but also in creating a broader base of 
experience on which later codification and sifting of best practices will become possible. The 
criteria that should be applied in the selection of possible demonstration projects in the power and 
transport subsectors should therefore be: 
 
• Demonstration effect and pilot testing of concepts, approach, and contractual arrangements 

for specific subsectors and for private involvement in infrastructure as a whole 
• Use of open bidding procedures as opposed to negotiated deals, to promote transparency 

and good governance. This may require use of technical assistance for preparation of 
detailed bid specifications, whose cost should then be recovered from the Government and 
the project sponsors 

• Synergy, where possible, with public sector operations in Viet Nam.  
 
195. In the area of financial institutions and funds, PSO should take into account ADB’s overall 
strategy to develop the domestic private sector. Operations that facilitate private enterprises 
access to medium and long term capital, including in local currency, and access to business 
services and market information would address the most relevant gaps at present.  
 
196. Since at present bottlenecks for build-operate-transfer (BOT) development stem mainly 
from regulatory requirements and Government’s reservations at the entry stage, policy dialogue 
                                                   
 

146 a similar ADB program is currently under development in Indonesia to focus on provincial urban 
infrastructure 

147 developed under the ADB’s Innovation and Efficiency Initiative 
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to address these issues will be pursued. Partial credit guarantees could be used to cover the later 
part of the repayment of long term infrastructure projects, and political risk guarantee to address 
“creeping expropriation” through ex-post introduction of taxes and fees, or breach of contract in 
case Government entities fail to provide inputs or purchase outputs as earlier agreed. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Foreign Direct Investment by Sector 
 

 N o   Sec tors  
 No of  
Proj .  

 Total  Investment 
Capital  

 Legal  Capi ta l   D isbursment  

Industry 3,758    28 ,802 ,284 ,568        12 ,528 ,382 ,773      17,726,928,797      
Crude o i l  &  Gas 28            1 ,913,191,815             1 ,406,191,815           4,587,290,313           
L ight  Industry 1,554       7 ,893,872,598             3 ,543,066,176           3,044,990,645           
Heavy Industry 1,627       12 ,026 ,414 ,301           4 ,802,812,055           6,135,175,115           
Foodstuf f  Industry 250          3 ,000,856,935             1 ,342,903,022           1,843,596,879           
Construct ion 299          3 ,967,948,919             1 ,433,409,705           2,115,875,845           

Agricul ture,  Forestry & Aquat ic 737       3 ,577,788,614          1 ,557,758,319        1,760,327,568        
Agricul ture & Forestry 629          3 ,277,117,434             1 ,425,502,938           1,608,310,193           
Aquatic 108          300 ,671 ,180                132 ,255 ,381              152,017,375              

Services 1,068    16 ,409 ,449 ,929        7 ,491,133,258        6,339,772,804        
Transpor ta t ion & Telecommunicat ion 157          2 ,909,263,979             2 ,313,217,639           700,017,343              
Hote l  & Tour ism 164          3 ,624,975,035             1 ,260,618,239           2,148,627,792           
F inance  &  bank ing 56            738 ,550 ,000                714 ,595 ,000              632,930,077              
Cul ture,  Heal th  care & Educat ion 193          696 ,124 ,463                316 ,694 ,773              277,241,662              
New C i ty 4              2 ,551,674,000             700 ,683 ,000              51 ,294 ,598                
Of f ice & House Renta l 107          3 ,824,281,377             1 ,338,191,210           1,662,438,820           
EPZ, IPZ Infrastructure 20            986 ,099 ,546                379 ,519 ,597              521,371,777              
Others 367          1 ,078,481,529             467 ,613 ,800              345,850,735              

5,563    48 ,789 ,523 ,111        21 ,577 ,274 ,350      25,827,029,169      
Source:  Fore ign Investment  Agency -  Min is t ry  o f  P lann ing & Investment

FDI by sector 1988-2005
(up to 20 July 2005 -  counted effect ive projects)
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As of May 31, 2005

Donor Project Title
Technical Focus 

Area/ Sector
Main Activities Budget

Counterpart 
Organization

Practitioner Beneficiaries Location Start Date End Date Contact Information 

ADB, KfW, AFD SME Development Program Loan

BEE-legal/regulatory, 
infrastructure; Access 
to finance-short-
term/long credit; BDS-
production tech

The project has three main components:

(a) Enhancing the policy and regulatory framework.
(b) Improving SMEs' access to finance and land 
use rights
(c) Increase SME access to domestic and 
international markets by improving industrial and 
technical standards.

A $2.3 million advisory technical assistance grant 
included in the loan package will provide key 
technical inputs for the project and institutional 
capacity building support to implementing agencies. 
ADB will finance $1.4 million of the TA cost, with the 
remaining being co-financed by the Danish 
Consultancy Trust Fund and the Swiss Consultant 
Trust Fund.

$ 100 million total 
($60 mil from ADB, 
Euro 25 mil from AFD, 
Euro 20 mil from KfW)

MPI ADB, MPI SMEs Nationwide end 2004 2007

ADB
Unit 701-706, Sun Red River 
Building
23 Phan Chu Trinh
Hanoi, Vietnam
Tel: 933 1374
Fax: 933 1373

ADB, AFD

Second Financial Sector Program Loan to support 
the development of alternative channels of market-
based financial intermediation including insurance, 
leasing, money market and capital market, and 
financial market infrastructure such as secured 
transactions registration and accounting 
association.

SBV SBV SMEs Nationwide 2004 2006

ADB
Technical assistance for capacity building for 
nonbank financial institutions and the capital market SBV SBV Non-bank fin. Inst. Nationwide 2004 2006

AFD
AFD Fund to strengthen export 
capacities

BDS - Foreign Market 
Access

To strengthen Vietnam's trade capacities in order to 
stimulate economic growth and to help to fight 
poverty. The projects focus on supporting exports 
and export oriented businesses.

Euro 1.5 Million 
(grant)

Ministry of Planning 
and Investment 
(ASMED)

MPI/ASMED SMEs Nationwide 2003 2005
Marc Gilbert
AFD
gilbertm@groupe-afd.org

AFD Support to rural enterprise finance
Access to finance-
Microfinance

Contribution to agriculture development, efficiency 
improvement and increase of rural households 
incomes

Euro 45 Million (loan) VBARD VBARD rural households All Vietnam 2003 2006
Marc Gilbert
AFD
gilbertm@groupe-afd.org

ADB, Belgium, 
Finland, Norway, 
SECO

Mekong Enterprise Fund 
(MEF)

Access to finance-
equity; BDS-business 
services/consulting

The investment objectives of the Fund are to 
provide SMEs in Cambodia, Lao, PDR, and 
Vietnam (i) equity and/or quasi equity capital; (ii) 
business support and advisory services; and (iii) 
investing the Fund in private sector SMEs in the 
Mekong Region in order to positively impact private 
sector development in general and SME growth in 
particular.

$18.5 million
Mekong Capital and 
MPDF

Mekong Capital & 
MPDF

SMEs
VN, Laos & 
Cambodia

2002 ongoing

Unit 701 - 706, Sun Red River 
Building
23 Phan Chu Trinh, Hanoi
Tel: 933 1374
Fax: 9331373

ADB
Equity Investment in Mekong Capital Ltd. 
(MC)

Access to finance-
equity

Equity investment in Mekong Capital Ltd., manager 
of the Mekong Enterprise Fund

Up to $125,000 Mekong Capital Mekong Capital Mekong Capital
VN, Laos & 
Cambodia

2001 2001

Unit 701 - 706, Sun Red River 
Building
23 Phan Chu Trinh, Hanoi
Tel: 933 1374
Fax: 9331373

ADB ADB Rural Enterprise Finance Project Access to finance-
short-term/long credit

Promoting private sector investments in micro and 
small rural enterprises through (1) the provision of 
medium and long-term credit and (2) strengthening 
the operations of the Vietnamese Bank for 
Agriculture and Rural Development (VBARD) and 
the Central People’s Credit Fund and its member 
People’s Credit Funds.

Total cost $145.5 
million (ADB, $60.9 
million)

VBARD
VBARD, Central 
PCF and member 
PCFs

Rural enterprises Nationwide 2001 2006

Unit 701 - 706, Sun Red River 
Building
23 Phan Chu Trinh, Hanoi
Tel: 933 1374
Fax: 9331373

AusAID Support for CEP Expansion
Access to finance-
microfinance

Expansion of CEP microfinance program. A$5.5 million
HCMC Labor 
Confederation

CEP
poor and salaried 
workers from low-
income households

HCMC 2001 2005

8 Dao Tan, Ba Dinh Dist.
Hanoi, Vietnam.  
Tel: 8317755
Fax: 8317711

ADB Financial Sector Program Loan II
Access to finance-
other financial prods

$50 million (AFD: 
Euro 11.1 million)

ADB
Unit 701-706, Sun Red River 
Building
23 Phan Chu Trinh
Hanoi, Vietnam
Tel: 933 1374
Fax: 933 1373
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APPENDIX III. MATRIX OF PRIVATE SECTOR DEVELOPMENT ACTIVITIES IN VIETNAM

AusAID
Rural Development for a Future Without 
Poverty: 
Tuyen Quang Province

BDS-Training; Access 
to finance-
Microfinance

Services include:
- development of micro- and small enterprise with 
potential to be profitable and sustainable
- establishment of Women’s Business Groups in 
each commune
- improving livelihood choices and business 
capacity of commune women and their families 
- training for enterprise and business development
- loans for business development grants for trial of 
new business enterprises

A$650,933 
Vietnam Women's 
Union

Vietnam Women's 
Union

poor women and 
their families

Tuyen Quang 
(north mtn reg)

2002 2006

8 Dao Tan, Ba Dinh Dist.
Hanoi, Vietnam.  
Tel: 8317755
Fax: 8317711

AusAID Impact of Land Markets on the Poor BEE-legal/regulatory

To undertake research to assess how the operation 
of the emerging land use market in Vietnam 
impacts the poor, with particular emphasis on the 
implementation and impact of the current Land Law 
and the new 2003 Land Law, resulting in 
recommendations for policy development or 
interventions in the land administration system to 
maximize their positive impact on the poor.

$33,600 ADB ADB Policymakers Nationwide May-04 Nov-04

8 Dao Tan, Ba Dinh Dist.
Hanoi, Vietnam.  
Tel: 8317755
Fax: 8317711

AusAID
MPDF/FIAS Technical Assistance 
Project: Support to Drafting Key 
Business Legislation in Vietnam

BEE-legal/regulatory

Technical assistance and research in the drafting of 
Common Investment Law and Unified Enterprise 
Law; workshops with stakeholders throughout the 
drafting process. Research studies will include:
(a) corporate governance in Vnmese enterprises
(b) investment incentives in VN
(c) impacts of new laws on private sector.

$139,600 PMRC, CIEM, MPI MPDF Policymakers Nationwide Dec-05

8 Dao Tan, Ba Dinh Dist.
Hanoi, Vietnam.  
Tel: 8317755
Fax: 8317711

AusAID
Developing the Private Sector in Lang 
Son for the Province People’s 
Committee

BEE-legal/regulatory; 
BDS-domestic market

(a) Assist the province people committee in the 
revision and clarification of Government regulations 
and implementation procedures to further develop 
the private sector in the province. (b) Finance the 
set up of an information center which is more 
accessible and clearer about business regulations 
and markets for private sector businesses and 
households, including information about business 
regulations and Vietnam markets for Chinese 
business people.

$90,000 
Lang Son Dept of 
Planning and 
Investment

Lang Son Dept of 
Planning and 
Investment

Lang Son Province 
People's Comte

Lang Son 2004 2005

8 Dao Tan, Ba Dinh Dist.
Hanoi, Vietnam.  
Tel: 8317755
Fax: 8317711

CIDA
Rural Enterprise Expansion Project 
(REEP)

BDS-Business 
services, Business 
linkages

1) Partners capacity building, 2) Support to dialogue 
and coordination, 3) Learning about MSME’s 
development support, with a gender approach, 4) 
Entrepreneurs capacity building and support, 5) 
Business networking

 CA$4,220,000 

Women's Union (WU) 
and Vietnam 
Cooperative Alliance 
(VCA) at the 
provincial level (3 
provinces)

Oxfam-Quebec
Micro enterprises 
(80%) & SME (20%) 
in poor rural areas

Quang Ninh, Hai 
Duong and Thanh 
Hoa

Oct-04 Sep-09

Claude Goulet
CIDA
31 Hung Vuong, Hanoi
Tel: 8235500
Fax: 8235333
or
Sylvie Dupuis
Oxfam Quebec
16 Ngo 164, Doi Can, Hanoi
Tel: (04) 843632
Fax: (04) 8430472

CIDA
Legal Reform Assistance Project 
(LERAP)

Legal Reform

Designed to help Vietnam acceed to WTO by 
meeting requirements in legal reform. Components 
include (1) capacity building for Ministry of Justice 
in drafting laws, (2) capacity building in comparative 
law research and analysis, (3) support for civil 
judgment enforcement

CA$5,000,000 Ministry of Justice Hanoi Nov-07
Isabeau Vilandre, Field Project 
Manager LERAP                            tel: 
844-943-6695

DANIDA Private Sector Development Program BDS-business 
linkages

Supports the establishment of commercial 
partnerships between Danish and Vietnamese 
companies in order to improve the business 
competencies in Vietnam. Partnerships are realized 
through grants for match making of companies; 
study visits; preparatory analysis; transfer of 
technology and know-how; training; export 
promotion; improvement of working conditions; and 
improvement of the external environment.

$30 million granted to 
date

SMEs Nationwide 1997 ongoing

Henrik Vistisen, Development 
Counselor
Danish Embassy
19 Dien Bien Phu
Hanoi, Vietnam
Tel: 823 1888
Fax: 934 1361
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DANIDA
Business Sector Program Support 
(BSPS)

BEE-legal/regulatory, 
govt capacity; BDS-
business services, 
business linkages

Supports the development of the business sector in 
five areas:
(i)  removal of barriers for establishing and 
developing business in the provinces;
(ii) improvement of labour conditions, including 
occupational health hazards;
(iii) support to business development services 
(through a SME Competitiveness Fund);
(iv) assistance to proper resolution of commercial 
disputes;
(v) policy advice to the Govt of VN through a 
business research programme.

$ 33 million

MPI, ASMED, 
MOLISA, CIEM, VCCI, 
VN General 
Confederation of 
Labour, Supreme 
Court, provincial 
authorities & 
organizations in 4 
provinces, Economic 
Institute at University 
of Copenhagen

MPI, ASMED, 
MOLISA, CIEM, 
VCCI, VN General 
Confederation of 
Labour, Supreme 
Court, provincial 
authorities & 
organizations in 4 
provinces, 
Economic Institute 
at University of 
Copenhagen

SMEs, provincial 
authorities

4 provinces: Ha 
Tay, Nghe An, 
Lam Dong, and 
Khanh Hoa

2005 2009

Henrik Vistisen, Development 
Counselor
Danish Embassy
19 Dien Bien Phu
Hanoi, Vietnam
Tel: 823 1888
Fax: 934 1361

DFID/ADB
Capacity Building for Central Regions 
Poverty Reduction

Access to finance-
microfinance; BEE-
legal/regulatory

Piloting approaches to improve livelihoods of the 
poor including extension, credit, infrastructure, land-
use planning models

£1.8 Million (DFID) ADB/MPI Consultants
Rural poor in 
selected provinces

Kon Tum, Quang 
Binh, Quang Tri, 
and Thua Thien 
Hue

2002 2005

DFID/ADB
Central Regions Livelihood Improvement 
Project

Access to finance-
microfinance

Implementing and scaling up pilot approaches to 
livelihood improvement, including on credit 
provision.

£12 million (DFID), 
Euro 60 million (ADB)

ADB/MPI Consultants
Rural poor in 
selected provinces

Kon Tum, Quang 
Binh, Quang Tri, 
and Thua Thien 
Hue

2004 2007/09

DFID/ADB Making Markets Work Better for the Poor
Assessment; BEE-
govt capacity

Facilitate substantive analysis focused on 
operational and policy issues linked to the further 
development of market institutions to achieve more 
pro-poor development outcomes. The analysis will 
address specific reform measures under 
consideration by the Government, and underpin 
implementation of ADB's CSP in Vietnam. It will 
support and facilitate dialogue among government 
agencies, national stakeholders including the poor, 
sources of ODA and NGO's. For details, go to 
www.markets4poor.org

$2.2 million (DFID: $2 
million, ADB: 
$200,000)

MPI ADB, MPI Policymakers Nationwide 2003 2006

Alwyn Chilver
Sustainable Livelihoods Advisor
DFID
31 Hai Ba Trung
Hanoi, Vietnam
Tel: 936 0555

EU BEE-legal/regulatory
Development of the private sector by creating an 
enabling business environment in nine provinces.

ASMED/MPI ASMED/MPI, DPI SMEs
3 pilot provinces: 
Hanoi, Danang 
and Can Tho

EU
BDS-business 
linkages

Establish pilot business-technology incubators to 
support the creation of enterprises in selected 
sectors, with the aim of replicating them thereafter 
in other locations. Planning two incubators in Hanoi 
(food processing and packaging) and one in HCMC 
(information technology).

ASMED/MPI

ASMED/MPI, DPI, 
People's 
Committee HCMC 
& Hanoi

SMEs Hanoi and HCMC

EU
Small and Medium Enterprise 
Development Funds (SMEDFs)

Access to finance-
short-term/long credit

Provision of improved financial services (medium 
and long-term credit)  to SMEs to enhance social 
and economic development in Viet-nam through a 
refinancing facility; Provision of training to 
participating banks and DAF; Provision of training 
to SME managers.

Euro 20 million 
Revolving Fund and 
about Euro 1 million 
for Technical 
Assistance (50% 
earmarked for training 
alone)

DAF and selected 
JSBs

DAF and selected 
JSBs

SMEs and JSBs Nationwide 2005 2008

Francisco Fontan
56 Ly Thai To
Hanoi, Vietnam
Tel: 84-4-9341300

EU Private Sector Support Program 
(PSSP) Euro 9,050,000 2005

Alwyn Chilver, Sustainable 
Livelihoods Adviser
DFID
31 Hai Ba Trung
Ha Noi, Vietnam
Tel 04-9360555

Francisco Fontan
56 Ly Thai To
Hanoi, Vietnam
Tel: 84-4-9341300

2008
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EU
Economic and Cultural Heritage 
Development in Hai Duong

ESS-business 
linkages, business 
services, 

(1) To develop the skills and capacity of staff from 
the municipality of Hai Duong. 
(2) To assist the municipality and other local 
agencies develop a co-ordinated approach to 
supporting enterprises involved in producing 
cultural crafts and in exploiting the tourist potential 
and local economic development potential of these 
crafts.
(3) To set up a Crafts Development Board which will 
take overall responsibility for the development of 
initiatives developed to assist craft businesses and 
exploit their tourist and economic development 
potential
(4) To establish the Crafts Promotion Centre to 
provide support to local craft businesses, and act 
as a flagship project and an example of good 
practice in urban economic development and 
regeneration.
(5) To develop sustainable links between the 3 
municipalities (London Borough of Hackney in the 
UK, the Municipality of Hai Duong in Vietnam, and 
Limerick Corporation in Ireland) involved in the 
project.

Euro 719,487 (65% 
EC Asia Urbs, 35% 
other partners)

Hai Duong City 
Council

Hai Duong City 
Council

SMEs, Hai Duong 
City Council

Hai Duong Jan-02 Jan-04

Francisco Fontan
56 Ly Thai To
Hanoi, Vietnam
Tel: 84-4-9341300

BDS-training

SMEs Exporting capacities training project: develop 
human resources capacity of 20 SMEs through 
technical training and series of seminars and 
workshops.

College of Business 
Administration for 
Managers (CBAM)

CBAM, Association 
de Formation 
Professionnelle 
pour l'Industrie 
(Lyon, France)

SMEs HCMC

BDS-training; 
Information-foreign 
market

Improvement of shrimp products' quality exported to 
Europe through building up capacity of shrimp 
producers, private sector and local authority.

Institute of Agricultural 
Science of South VN

Institute of 
Agricultural 
Science of South 
VN, Gembloux 
Agricultural 
University 
(Belgium)

SMEs Bac Lieu

BDS-training, foreign 
market information

VIETEXAID: assist 20 SMEs to improve and 
strengthen export capabilities through training.

Young Business 
People's Association 
of HCMC

Belgian 
Luxembourg 
Chamber of 
Commerce

SMEs HCMC

BDS-business 
linkages

Promoting Business Women networking in Vietnam
Hanoi Business 
Association

Hanoi Business 
Association

SMEs Hanoi

BEE-govt capacity
Develop the capacity of HCMC Department of 
Labour, Invalids and Social Affairs in the field of 
vocational training and project management.

HCMC DOLISA

Triangle 
Generation 
Humanitaire (Lyon, 
France)

HCMC DOLISA HCMC

BDS-production tech

Technical assistance/setting up a welding training 
institute in Vietnam according to European 
standards, with an afffiliated testing laboratory for 
destructive and non-destructive material testing.

Vietnam-German 
Technology Transfer 
and Training Center

Vietnam-German 
Technology 
Transfer and 
Training Center

SMEs Hanoi

BDS-business 
services

Enhance the effectivesness of the VCCI to deliver 
professional services to assist local SMEs to 
develop and expand through int'l trade and enhance 
wider Chamber SME support activity.

VCCI
Sheffield Chamber 
of Commerce and 
Industry Ltd

SMEs, VCCI Hanoi

BDS-business 
services

Strengthen capacities of Vnmese business 
organisations in preparing enterprises for doing 
business with the EU.

Fdn for Econ Dev and 
Vocational Training

Antwerp Chamber 
of Commerce, 
EuroCham

SMEs

BDS-business 
services

Assist 6 business intermediaries to enhance their 
institutional capacity in terms of organizational 
development, creation of a database and 
development of research methodologies to provide 
better quality information to meet the local SMEs' 
requirement in market settings, and study 
workshops and staff twinning to enable them to 
provide better business practices.

Southern Foreign 
Investment Centre

Mid-Yorkshire 
Chamber of 
Commerce and 
Industry, 
EuroCham

Southern Foreign 
Investment Centre

HCMC

EU-Vietnam Small Projects Facility in 
Economic Cooperation

Euro 2,000,000

ASIA-INVEST Grant Program Euro 20 million

EU

2003EU

Mar-04

Patrick Cooney
56 Ly Thai To
Hanoi, Vietnam
Tel: 84-4-9341300

2007

Patrick Cooney
56 Ly Thai To
Hanoi, Vietnam
Tel: 84-4-9341300

Dec-07
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BDS-training, 
consulting

Technical assistance and training to strengthen 
Vietnam Garment sector competitiveness and 
export capabilities.

College of Business 
Administration for 
Managers (CBAM)

CBAM, Association 
de Formation 
Professionnelle 
pour l'Industrie 
(Lyon, France)

SMEs HCMC

BDS-training, 
consulting

Improve the capacity of business intermediary 
organizations in providing services to SMEs, 
focusing on the formulation of investment promotion 
strategies. Development of Training Manual and 
mentoring for 10 trainer candidates.

VCCI

Trade 
Development and 
Management 
Consulting Ltd. 
(Germany)

VCCI Hanoi

BDS-training
Boosting Vnmese expertise in International 
Business Law through seminars, workshops, and 
training.

Foreign Trade 
University

University of Tours
Foreign Trade 
University

Hanoi

BDS-business 
linkages; Information-
foreign market

Vietnam/EU Creative Industries Expo: increase 
economic cooperation b/w Vietnam and the EU 
through business matchmaking events and 
meetings.

VCCI VCCI SMEs Hanoi

BDS-Foreign Market 
Access

Export promotion: support entrepreneurs in 
displaying their products at trade fairs; support 
export by providing information through the Internet.

SMEs Nationwide

BDS-business 
services/consulting/tra
ining

Capacity building: help BDS providers to develop 
and improve the diversity and quality of 
management training; organize Train the Trainer 
courses for new and for advanced trainers, provide 
ongoing assistance to organizations to develop and 
adjust training concepts, modules and manuals, 
and help organize pilot courses; expand capacity of 
the Business Promotion and Service Center to 
provide management training, based on the CEFE 
(Competency-based Economies through Formation 
of Enterprise) experiential learning approach. 

BDS providers 16 provinces

BEE-legal/regulatory
Support the sector in terms of formulation and 
implementation of SME-related policy, laws and 
regulations.

ASMED, CIEM, 
PMRC, MOJ and 
Provincial People's 
Committee

GTZ SMEs

Nationwide, w/ 
provincial focus 
on An Giang, 
Quang Nam, Dak 
Lak and Hung 
Yen

BEE-legal/regulatory, 
govt capacity

Support to public and private stakeholders in 
selected provinces in their implementation of 
essential promotional policies and activities.

Provincial People's 
Cmte, VCCI, business 
associations, pubic 
and private 
stakholders

GTZ SMEs

Initial focus on An 
Giang, Quang 
Nam, Dak Lak 
and Hung Yen; 
with possible 
extension to 
neighboring 
provinces.

BDS-consulting, 
business linkages

Value Chain development: strengthen business and 
cooperative relationships between the stakeholders 
(production, processing, trade and services) of 
selected sub-sectors.  Initial focus on agro-industry.

Provincial People's 
Cmte, VCCI, business 
associations, pubic 
and private 
stakeholders

GTZ SMEs

Initial focus on An 
Giang, Quang 
Nam, Dak Lak 
and Hung Yen; 
with possible 
extension to 
neighboring 
provinces.

BDS-production tech

Strengthen the capacity of the Institute of Material 
Testing and relevant agencies in the field of 
material testing and advanced technical services 
for industry.

Institute of Material 
Testing (IMS), SITE 2, 
Quatest

GTZ IMS, SMEs Nationwide

Improvement of Coffee-Quality and Sustainability of 
Coffee Production in Vietnam

GTZ, Kraft Foods 
and Sara 
Lee/Douwe 
Egberts

Dak Lak

Introduction of a uniform model for improving social 
standards 

GTZ, Interbuy 
Consulting GmbH

Ecological production of marine products for export
An Giang Fisheries 
Assn

GTZ, Binca 
Seafoods GmbH, 
Naturland e.V

An Giang

Multimedia vocational qualification GTZ, Lukas Nülle

GTZ

Corinna Kuesel
41 Ly Thai To
Hanoi, Vietnam
Tel: 934 4951/2/3
Fax: 934-9450
Email: corinna.kuesel@gtz.de

GTZ 1994

SME Development Program Euro 8.3 million

Promotion of Small and Medium 
Enterprise

Euro 7.4 million

VN Cooperative 
Alliance (VCA), 
Business Promotion 
and Service Centre 
(BPSC), Vnmese 
Chamber of 
Commerce and 
Industry (VCCI), 
Directorate for 
Standards and Quality 
(STAMEQ), Ministry of 
Industry (MoT)

Apr-05

Public-Private Partnership (PPP)

ongoing

ongoing

Mar-09

Thomas Finkel 
Tel: 84.4.8224901
Mobile: 84.912396884
Email: thomas.finkel@gtz.de

BDS-Business 
Linkages

ongoing

ongoing

2005

GTZ

GTZ

Corinna Kuesel
41 Ly Thai To
Hanoi, Vietnam
Tel: 934 4951/2/3
Fax: 934-9450
Email: corinna.kuesel@gtz.de
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Wine production by small farms in poor regions GTZ, Gres Winery

Capacity building for the export-oriented clothing 
industry in Vietnam

GTZ, Venture 
International 
Vietnam Co., Ltd.

Hai Duong

IFC
Sponsorship of the Vietnam Business 
Forum (VBF)

BEE-business culture 
& govt capacity

Twice a year the PSF brings together high level 
government officials (from MPI) and representatives 
from local and foreign businesses to discuss the 
Vietnamese business environment.

$120,000 (annually) MPI IFC
Govt and private 
sector

Hanoi 1999 ongoing

3rd Floor, 63 Ly Thai To
Hanoi, Vietnam
Tel: 934 2282
Fax: 934 2289

Italy 
Technical Assistance to the design of the 
Roadmap for SME Development 

Assessment
To co-finance the technical assistance to the design 
of the roadmap for SME Development.

Euro 316,000 MPI ADB ADB Hanoi 2002 2003

Mr. Pietro Sequi
Director
Development Cooperation Office
Embassy of Italy
9 Le Phung Hieu, Hanoi
Tel: (04) 9341663

Italy & Finland
UNIDO Estabilishing the National and 
Provincial Small and Medium Enterprises 
(SMEs) Support Structure

BEE-govt capacity

To assist the Vietnamese Government in the initial 
establishment and start-up activities of the national 
and provincial institutions to support structures for 
SMEs sector development.

Euro 2.4 million (Italy 
50%, Finland 50%)

MPI UNIDO ASMED

5 provinces: 
Hanoi, HCMC, 
Danang, plus 2 
more to be 
selected

Jun-04 Jun-06

Nilgun Tas
Room 456, Building A
2 Hoang Van Thu
Hanoi, Vietnam
Tel: 733 8171

BEE-govt capacity
Capacity building for SBV as executing agency for 
SME credit policies

SBV
International 
consultant

SBV Hanoi Dec-01 Mar-05

Access to finance-
short-term/long credit

Provide credit to SMEs through two step loan 
process: first to Government, then to selected 
banks for loans to SMEs.

SBV
two SOCBs (BIDV 
& ICBV), two JSBs 
(ACB & EAB)

80% SMEs, 20% 
equitized SOEs

Hanoi, HCMC, 
Haiphong, 
Danang

1999 Mar-05

JICA JICA Capacity Building for ASMED BEE-govt capacity
Placement of JICA Expert at Agency for Small and 
Medium Enterprise Development (ASMED), MPI $340,000 MPI

International 
consultant MPI Ha Noi 2004 2006

JICA Technical Assistance Center
BDS-business 
services

Support for the establishment of Technical 
Assistance Center for SMEs within ASMED

TBD MPI/ASMED ASMED MPI/ASMED Hanoi

JICA
Vietnam Japan Cooperation Center 
(VJCC)

BDS-training
Development of business training courses for 
managers & directors of SMEs; placement of long-
term resident expert at Foreign Trade University.

TBD
Foreign Trade 
University

Foreign Trade 
University

SMEs Hanoi 2005 2010

KfW Economic Reform and PS Promotion
Access to finance-
short-term/long credit

SME finance: Credit Line to SMEs through JSBs, 
Leasing, Urban Microfinance, Cleaner Production.

Euro 10.2 million TBD TBD SMEs TBD

6th Fl, Hanoi Tower, 49 Hai Ba Trung
Hanoi, Vietnam
Tel: 84-4-9345355
Fax: 84-4-9345356

KfW KfW Rural Credit and Savings Program
Access to finance-
Microfinance

Credit line through VBARD Euro 2.5 million VBARD VBARD Rural enterprises Nationwide 2002 2005

6th Fl, Hanoi Tower, 49 Hai Ba Trung
Hanoi, Vietnam
Tel: 84-4-9345355
Fax: 84-4-9345356

KfW
KfW Revolving Credit Fund for Poverty 
Alleviation

Access to finance-
Microfinance

Credit line through VBARD Euro 5.1 million VBARD VBARD Rural enterprises Nationwide 2001 2005

6th Fl, Hanoi Tower, 49 Hai Ba Trung
Hanoi, Vietnam
Tel: 84-4-9345355
Fax: 84-4-9345356

BEE-legal/regulatory; 
Assessment

Business Enabling Environment: Research 
studies and dissemination of information in a variety 
of forms (business issues bulletins, formal studies, 
etc.) to inform and promote policy dialogue; 
Technical assistance to the PMRC & CIEM on the 
drafting of the Common Investment Law and 
Unified Enterprise Law.

PMRC, CIEM, MPI, 
VCCI

IFC

Private Sector and 
government 
agencies working on 
PS issues

Nationwide

ongoing

ongoing

$40 million

Planned

Planned

Makoto Uchida
6th Fl, 63 Ly Thai To
Hanoi, Vietnam
Tel: 84-4-8248934
Fax: 84-4-8248937

JBIC SME Finance Project

Koji Oshikiri
11th Fl, Daeha Business Centre, 360 
Kim Ma
Hanoi, Vietnam
Tel: 84-4-8315005
Fax: 84-4-8315009

JBIC
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BDS-training, 
business linkages, 
consulting, foreign & 
domestic market, prod 
tech

Business Development Programs: Development 
of management training products and services 
designed to improve the performance of SME 
managers and would-be managers ("Business 
Edge"); Establishment of the Bank Training Center 
to promote a reliable supply of international 
standard training, tailored to local needs and at 
locally-affordable prices; Strengthen the capacity of 
industry associations to provide services that 
enhance members’ satisfaction, create value, and 
attract new members; Export promotion activities in 
e-Commerce, Market Access Support/ Certification, 
and Market Education.

JSBs, business 
associations

IFC

Business 
associations, SMEs, 
JSBs

Nationwide

BDS-business 
services, business 
linkages, consulting

Company Advisory Assistance: Access to 
Finance and Direct Assistance, Strengthening 
Grassroots Business Organizations Initiative 
(SGBI), Consultant Development, and Linkages. 

JSBs, consulting firms IFC
JSBs, SMEs, 
Consulting firms

Nationwide

NZAid BDS-Market Access
Developing measures of fruit fly management on 
mangos and dragon fruits for New Zealand market.

NZ$500,000 Hort Research Tien Giang ongoing

NZAid
BDS-Production 
technology

Identify medicinal plants for commercial 
development.

NZ$500,000
Forest Herbs 
Research

Sapa ongoing

NZAid
BDS-Production 
technology

Developing national guidelines and testing methods 
for organic tea.

NZ$500,000 Bio Global Thai Nguyen ongoing

Netherlands
BDS-Production 
technology

Piloting contract growing of hybrid seed in North 
Vietnam to initiate export activities: the project aims 
to develop hybrid cucurbit seed production for 
export in the area of Hoa Binh province. Trainings 
and knowledge transfer of hybrid vegetable seed 
production skills to rice and sugarcane farmers. 

MPI, VCCI SMEs Hoa Binh 2003 2005

Netherlands
BDS-Production 
technology

High Quality Tailor made industrial clothing in 
Vietnam: the project aims to set up a long term 
trade relationship for tailor made development, 
design, production and customised distribution of 
High Quality water-proof coats for professional use. 
With the implementation of the project, Vietnamese 
company will gain access to state-of-the-art 
technology, hardware and technical transfer in 
Tailor made production of specialty coats.

MPI, VCCI SMEs 2003 2005

Netherlands
BDS-Production 
technology

Establishing a quality chain for Vietnamese Cocoa: 
the purpose of the project is to pioneer a quality-
oriented supply chain of Vietnamese cocoa from 2 
locations. Direct training to farmers to optimize 
quality of cocao beans through post harvest 
treatment (fermentation, drying, handling, storage, 
packaging) and distribution. Since cocao farming is 
new in Vietnam, the project will help to position the 
sector to operate efficiently in the long term.

MPI, VCCI SMEs Ben Tre, Daklak 2003 2005

Netherlands 
Embassy

Bank Modernization Project Access to finance

Twinning arrangement between Vietcombank and 
ING-Barings to build capacity of Vietcombank. The 
twining focus on developing priority areas of the 
bank such as treasury and asset- liability 
management, risk management, internal audit, 
problem loan resolution, IT fuctions, strategy and 
organisation, etc. With the aim to assist 
modernising VCB's banking platform and structure 
and to bring it in line with international banking 
standard, the twining is regarded as an important 
activity in the process of banking sector reform 
scheme in the framework of the Poverty Reduction 
Support Credit. 

Euro 3.5 million Vietcombank
Vietcombank & 
ING Barings

Vietcombank Hanoi 2004 2006

Hans Peter Verhoeff
Royal Netherlands Embassy
Daeha Office Tower, 6th fl.
360 Kim Ma Street
Hanoi, Vietnam
Tel: 84-4-8315650
Fax: 84-4-8315655

Martin Welsh
New Zealand Embassy
5th floor, 63 Ly Thai To Street
Hanoi, Vietnam
Tel: 84 4 824  1481
Fax: 84 4 824 1480

Hans Peter Verhoeff
Royal Netherlands Embassy
Daeha Office Tower, 6th fl.
360 Kim Ma Street
Hanoi, Vietnam
Tel: 84-4-8315650
Fax: 84-4-8315655

Program for Cooperation with Emerging 
Markets (PSOM)

1997 2007

(i) Farmers of 
mangos, longans 
and dragon fruits in 
Tien Giang; (ii) Plant 
Protection research 
workers; (iii) SOFRI 
workers of post 
harvest industry 

Asia Development Assistance Facility 
(ADAF)

$29.5 million (phase 
2: 2002-2007)

ADB, Australia, 
Canada, Finland, 
IFC, Japan, Norway, 
Sweden, 
Switzerland, UK

Mekong Private Sector Development 
Facility (MPDF)

Adam Sack
3rd Fl, 63 Ly Thai To
Hanoi, Vietnam
Tel: 84-4-8247892
Fax: 84-4-8247898
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Netherlands/FMO Finance for Development (FMO) Access to finance
Investment in two VN financial institutions to 
promote financing for micro and small 
entrepreneurs.

Euro 2-3 million

Sacombank, 
Vietnam 
International 
Leasing Corporation

Ho Chi Minh 2004 2009

Hans Peter Verhoeff
Royal Netherlands Embassy
Daeha Office Tower, 6th fl.
360 Kim Ma Street
Hanoi, Vietnam
Tel: 84-4-8315650
Fax: 84-4-8315655

Govt of Netherlands
Integrated Support to Small Enterprises 
in Mekong Delta countries

BEE-business culture 
& govt capacity; BDS-
training, business 
linkages

Support the implementation of Decree 90 at the 
local level. Five main technical areas:
(I) training of local govt officials to enable them to 
assess and improve local environment for MSEs; 
(ii) capacity building for local govt officials and other 
stakeholders on how to develop public private 
partnerships; (iii) strengthening of small business 
associations; (iv) providing BDS to enable growth of 
private sector; (v) improving quality of employment 
in MSEs.

$250,000 VCCI ILO & VCCI
SMEs, local 
authorities

3 provinces 2002 2004

Jens Dyring Christensen
48-50 Nguyen Thai Hoc
Hanoi, Vietnam
Tel: 84-4-7340902
Fax: 84-4-7340904

NORAD
Market access and Trade facilitation 
support for Mekong Delta countries

BDS-Foreign Market 
Info

Facilitate industrial development and export 
capabilities of the assisted countries by reducing 
technical barriers to trade through the strengthening 
of standards, metrology, testing and quality 
institutional structures and national capacities.

$908,520 MoST/STAMEQ UNIDO

(i) Apex institution 
dealing w/ 
standards, 
accreditation, 
metrology and 
testing; (ii) 
Manufacturing 
facilities; (iii) 
Exporters

Vietnam, Laos & 
Cambodia

2003 2005

Ragna Fidjestol
NORAD
Embassy of Norway
Metropole Centre, 56 Ly Thai To 
Street
Hanoi, Vietnam
Tel: 84 4 826 2111
Fax: 84 4 826 0222

NORAD NORAD Rural Economic Development BDS-Training

The overall project goal is to improve the living 
standard of the poor people in the area, through five 
main components: i) economic development and 
income generation (shrimp farming); ii) 
environmental rehabilitation; iii) rural infrastructure 
(roads and electricity system); iv) capacity building 
(training); and v) project coordination.

$5 million
Trieu Phuong 
People's Committee

Trieu Phuong 
People's 
Committee

rural households
Trieu Phuong 
District in Quang 
Tri province

2001 2006

Ingrid Norstein
NORAD
Embassy of Norway
Metropole Centre, 56 Ly Thai To 
Street
Hanoi, Vietnam
Tel: 84 4 826 2111
Fax: 84 4 826 0222

BEE-legal/regulatory
Supporting legal framework for fisheries industry. 
Capacity building for fisheries administration.

$3.3 million Ministry of Fisheries
Ministry of 
Fisheries

SMEs 2004 2009

BDS-Production 
Tech,business 
services

Capacity building of Research Institute for 
Aquaculture. Extension activities like farm trials, 
genetic improvement, caging, etc.

$4.1 million (1st 
phase: 1999-2002, 
2nd phase: 2002-
2006/7)

Research Inst. Of 
Aquaculture

Research Inst. Of 
Aquaculture

Household 
enterprises & 
Informal sector

Vinh & 
mountainous 
regions

2002 2007

BDS-business 
services

Capacity building of faculty of University of 
Fisheries in economics and aquaculture. 

$2.4 million University of Fisheries
University of 
Fisheries

Nha Trang 2003 2007

SIDA
SIDA Assistance to Medium-Sized 
Vietnamese Enterprises

Access to finance-
short-term/long credit

Credit line to joint stock bank to make loans to 
privately-owned or majority private manufacturers 
with 25-200 employees

$1 million (Kronas 8 
million)

EAB EAB SMEs
Hanoi, HCMC, 
Can Tho

1996 2004

James Donovan
Swedish Embassy
2 Nui Truc, Van Phuc
Hanoi, Vietnam
Tel: 84-4-8454824

SIDA
Start and Improve Your Business 
Program (SIYB)

BDS-training

Strengthen the Vnmese small business sector 
through the development and distribution of small 
business development materials, training staff of 
partner organizations and program promotion and 
market development.

$2.8 million VCCI ILO & VCCI SMEs 42 provinces 1998 2004

Jens Dyring Christensen
48-50 Nguyen Thai Hoc
Hanoi, Vietnam
Tel: 84-4-7340902
Fax: 84-4-7340904

SIDA
Poverty Reduction through Integrated 
Small Enterprise Development (PRISED)

BEE-business culture 
& govt capacity; BDS-
training, business 
linkages

(i) improving local economies & business 
environments at provincial level; (ii) introducing new 
and innovative training materials and services for 
providers and enterprises to improve BDS markets; 
(iii) stimulating use of mass media by MSEs for 
improved access to knowledge, information and 
services; (iv) developing national capacity to 
provide training and support in the areas of local 
econ dev., policy reform, public private partnerships 
and management of small business associations.

$4.5 million VCCI

ILO, VCCI, MPI, 
MOLISA, VN 
General 
Confederation of 
Labor, VN 
Women's Union, 
Provincial People's 
Committees

SMEs, local 
authorities

6 provinces: Binh 
Phuoc, Quang 
Ngai, Thanh Hoa, 
Tra Vinh, Yen 
Bai, and one 
other province

2005 2009

Jens Dyring Christensen
48-50 Nguyen Thai Hoc
Hanoi, Vietnam
Tel: 84-4-7340902
Fax: 84-4-7340904

Ragna Fidjestol
NORAD
Embassy of Norway
Metropole Centre, 56 Ly Thai To 
Street
Hanoi, Vietnam
Tel: 84 4 826 2111
Fax: 84 4 826 0222

NORAD Supporting Fisheries IndustryNORAD
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SIDA & SECO
Support to Trade Promotion and Export 
Development

BDS-business 
linkages

Assist VIETRADE in the development of a national 
export strategy and in strengthening the capacity of 
VIETRADE as the focal point for a national trade 
development network. Strengthen VIETRADE's 
capacity to respond to the needs of exporting 
enterprises and to provide trade-related training, 
trade information and counseling services to trade 
support institutions and exporting enterprises on a 
sustainable basis.

SIDA: $700,000 
(Kronas 5 million), 
SECO: CHF 3.45 
million

International Trade 
Center (ITC), MOT

ITC & VIETRADE SMEs Nationwide 2004 2006

Alain Chevalier
Advisor, Mekong Trade Project
106 Pho Hue, 7th floor, Hanoi
Tel: 943 8440/2

SNV, Cordaid, 
ICCO/EU, McKnight 
Fdn, Oxfam Hong 
Kong

Market Access for the Poor (MAP)
BDS-training & 
business services; 
Access to finance

Provides advice in the following areas:

(a) Finance: improve access to banks for credit and 
other financial services
(b) Training: obtain suitable business, technical 
and marketing skills
(c) Business Services: market access, product 
development, business information, IT, marketing 
and exporting
(d) Management Services: strengthen 
organisations w/ mission and strategy development 
by participating in organisational development, 
operational planning, and service development.
(e) Communication and Promotion: raise 
awareness of the private sector, facilitate public-
private partnerships, offer support in private sector 
coordinations, policy-making and trade promotion
(f) Research and Planning: provide market and 
sub-sector scans, roll out provincial economic 
planning.

1. SNV: Euro 
50,000/year plus Euro 
680,000 for 
operational and 
personnel costs.
2. Cordaid: Euro 
70,000
3. ICCO/EU: Euro 
500,000
4. McKnight Fdn: 
$40,000
5. Oxfam HKG: 
$20,000

Provincial & District 
Women's Union, 
Provincial People's 
Committee, VCA, 
Dept of Industry, Dept 
of Trade, VBARD, 
BSP, business 
associations

Provincial & District 
Women's Union, 
Provincial People's 
Committee, VCA, 
Dept of Industry, 
Dept of Trade, 
VBARD, BSP, 
business 
associations

Micro, household, 
and small 
enterprises

8 provinces: Ninh 
Binh, Thai 
Nguyen, Son La, 
Lai Chau, Dien 
Bien, Quang 
Binh, Quang Tri 
and Thua Thien 
Hue

2004 ongoing

Haasje van der Mandele
105-112, D1 Van Phuc Compound, 
298 Kim Ma Str.
Hanoi, Vietnam
Tel: 84-4-8463791
Fax: 84-4-8463794

SECO
Swiss Organisation for Facilitating 
Investments (SOFI)

BDS-Business 
services, Training, 
Consulting & 
Business linkages

To provide services incl. Info. on investment climate 
and opportunities in VN, advice and assistance in 
preparing and implementing investment projects, 
searching business partners for Swiss 
enterpreneurs.

CHF 4.5 million per 
year

KPMG KPMG
Swiss and 
Vietnamese 
enterprises

Switzerland 1998 2007

Barbara Jaeggin Sprenger
15th fl, Melia Centre
44B Ly Thuong Kiet
Hanoi, Vietnam
Tel: 934 6589

SECO SECO Start-up Fund
Access to finance-
Short term credits

To provide loans for the early phase of investment 
projects from investors residing in Switzerland.

CHF 15 million for the 
revolving fund

SOFI Swiss SMEs Switzerland 1997 open

Barbara Jaeggin Sprenger
15th fl, Melia Centre
44B Ly Thuong Kiet
Hanoi, Vietnam
Tel: 934 6589

SECO
Swiss Import Promotion Programme 
(SIPPO)

BDS-training, 
consulting,foreign 
market info, business 
linkages

Support Vietnamese exporters to penetrate the EU 
and Swiss markets by providing information, 
contacts, and training.

CHF 450,000 per yearVietrade Vietrade VN exporting SMEs Switzerland 1999 2009

Barbara Jaeggin Sprenger
15th fl, Melia Centre
44B Ly Thuong Kiet
Hanoi, Vietnam
Tel: 934 6589

SECO
Facilitating Market Access: strengthening 
capacities related to metrology, testing 
and conformity

BEE-Government 
capacity; BDS-Foreign 
market, Domestic 
market & Production 
technology

To facilitate exports and market access for 
Vietnamese products by the strengthening of 
standards, metrology and testing institutional 
structures, as well as developing national experts in 
quality and conformity assessment.

CHF 1.5 million STAMEQ UNIDO
STAMEQ and VN 
exporting SMEs

Nationwide 2004 2006

Barbara Jaeggin Sprenger
15th fl, Melia Centre
44B Ly Thuong Kiet
Hanoi, Vietnam
Tel: 934 6589

BDS-Business 
training, Business 
consulting, Production 
technology

Promotion and implementation of eco-efficient 
industrial production modes through Cleaner 
Porduction incl. Cleaner Technology.

Hanoi University of 
Technology

UNIDO VN SMEs Nationwide 2004 2007

BEE-
Legal/Regulatory; 
BDS-Training & 
Consulting

To support improvement of the working conditions 
in enterprises in compliance with ILO's core labour 
standards and VN labour legislation. The objective 
is to increase productivity of the enterprises.

VCCI 
ILO, UNIDO and 
VN CPC

VN Enterprises Nationwide 2004 2007

Vietnam Cleaner Production Centre (VN 
CPC)

Barbara Jaeggin Sprenger
15th fl, Melia Centre
44B Ly Thuong Kiet
Hanoi, Vietnam
Tel: 934 6589

USD 2.3 million 
(phase 2)

SECO
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SECO
Technical assistance to joint stock 
commercial banks

Access to finance-
Training

To contribute to setting up sound, efficient banking 
and financing services by targeted trainings to 
managers and staff of joint stock commercial 
banks.

CHF 900,000
Vietnamese J.S. 
banks

Banking Training 
Centre BTC (under 
MPDF)

VN JS banks Nationwide 1998 2007

Barbara Jaeggin Sprenger
15th fl, Melia Centre
44B Ly Thuong Kiet
Hanoi, Vietnam
Tel: 934 6589

TAF
TAF Improving the Regulatory 
Environment for Business

BEE-legal/regulatory; 
BDS-business 
linkages

Enhance the role of Vietnamese business 
associations in improving the regulatory 
environment for commercial enterprise in Vietnam. 
Through monthly meetings of businesspeople and 
policymakers in Hanoi and Ho Chi Minh City, the 
project supports implementation of the new 
Enterprise Law and the development of competition 
policy and other business legislation. Related 
research projects focus on the private sector's 
vision for government regulation and oversight, and 
on how to upgrade the competitiveness of 
Vietnam's business environment. 

$200-400,000 (annual 
grant program)

VCCI and other 
business assns

VCCI, business 
assn, research 
institutions

SMEs, 
policymakers, 
business assns

Nationwide 2000 ongoing

Jonathan Stromseth
#10 - 03 Prime Center, 53 Quang 
Trung
Hanoi, Vietnam
Tel: 84-4-9433263
Fax: 84-4-9433257

UNDP
UNDP Improving the Regulatory 
Environment for Business (VIE/01/025)

BEE-legal/regulatory, 
govt capacity, 
business culture

The project's goals are to contribute to increased 
employment and income; an increased role for 
small businesses, especially in rural areas and for 
groups with less access (women, ethnic minorities); 
and building an enabling environment for expanded 
private sector development.  The project aims to 
achieve six outputs: (i) increased capacity to 
address constraints through Business-Government 
partnerships; (ii) more uniform and consistent 
policies and regulations by supporting the drafting 
of the Unified Enterprise Law and Common 
Investment Law; (iii) regular dialogue between 
business and governments; (iv) strengthened 
capacity to implement enterprise regulations, 
especially at the provincial levels; (v) capacity 
building for SOE regulatory framework; (vi) 
identifying and addressing constraints on factor 
market development.

$1,983,000 CIEM, MPI UNDP SMEs Nationwide 2002 2006
25-29 Phan Boi Chau
Hanoi, Vietnam.
Tel: 84-4-9421495

Finland, Japan, 
UNDP and Belgium

UNIDO Entrepreneurship development 
program for women in food processing in 
Central Vietnam

BDS-training & 
consulting; Access to 
finance

Train women entrepreneurs in the processing of 
food products at micro and small-scale levels. 
Training focuses on quality, food safety, 
management issues, and investment/financing 
issues. Build capacity of Women's Union to provide 
training on a sustainable basis.  Encourage the 
development of clusters through self-help groups.  
Establishment of Rural Resource Centers to 
provide vocational training and access to food 
processing machines.

1. Phase 1 (2002-
2005): $860,000 (Ha 
Tinh, Quang Binh, 
Quang Tri)
2. Phase 2 (2004-
2006): $665,000 
(Thua Thien Hue, 
Danang, Quang Nam)

Vietnam Women's 
Union

UNIDO
Women 
entrepreneurs

6 provinces: Ha 
Tinh, Quang Binh, 
Quang Tri, Thua 
Thien Hue, 
Danang, Quang 
Nam

2002 2006
Philip Scholtes
72 Ly Thuong Kiet, Hanoi, Vietnam
Tel: 84-4-8224490

BEE-legal/regulatory 
& business culture

Policy environment component wich will focus on 
microeconomic and regulatory reform, investment 
policy, competition policy and advocacy (a 
Provincial Competitiveness Index will be designed 
to provide a benchmark for monitoring provincial 
performance and instill a healthy competition 
between them)

DAI, TAF
Provincial 
authorities Nationwide

BDS-business 
linkages

SME capacity building, which will pursue the work 
with pilot clusters identified in the previous phase 
as well as new clusters (ICT, fruit, artisan craft for 
the previous, and tourism, home accessories, 
banking/financial services for the later)

DAI SMEs

Hanoi, HCMC, Ha 
Tay, Quang Ninh 
(Ha Long City), 
Binh Duong

Access to finance-
short-term/long credit

SME financing, which increase the lending by Joint 
Stock Banks (JSBs) to SMEs through delivering 
training and implementing a cluster approach

DAI JSBs Hanoi, HCMC

Robert Webster
No 2 15th Fl, Prime Centre Building, 
53 Quang Trung
Tel: 84-4- 9438163
Fax: 84-4-9438160

2006VN Competitiveness Initiative (VNCI) $5.6 million

Task Force for 
Implementation of 
Enterprise Law, Prime 
Minister's Research 
Council, Hanoi School 
of Business, VCCI, 
Young Entrepreneurs' 
Association, CIEM, 
Ministry of Trade, 
SBV, Ministry of 
Finance, ASMED

2003USAID
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USAID Support for Trade Acceleration (STAR)
Legal and Regulatory 
Reforms to support 
BTA implementation

Support for drafting of new commercial legislation, 
enhancing transparency in the judiciary, creating 
legal framework for e-commerce, strengthening IPR 
protection, supporting tariff policy reform, training 
for judges, lawyers and enforcement agents

MOJ, Ministry of 
Trade, Ministry of 
Finance, National 
Assembly

IMB/DAI Hanoi 2001 Dec-05
Steve Parker, Project Director           
tel: 844-934-9814

USDA
Mekong Delta's Rural Business Services 
Development Project (RBSD)

BDS-business 
services

Strengthen the regional market, especially for 
SMEs, by supporting and providing local high-
quality commercial services.

$1 million
VN Association of 
Rural Industrial SMEs

ACDI/VOCA Rural SMEs
An Giang, Ben 
Tre, Kien Giang

2004 2006

World Bank SOE Reform and Equitization SOE Reform

Provide general technical assistance for the 
management, restructuring and equitization of 
SOEs so as to meet terms of CPRGS ; technical 
assistance is currently underway for the 
restructuring of  3 General Corporations: Vinatex, 
Vinacafe and Seaprodex through a grant from DFID 

NSCERD
PwC / Enterplan / 
Vision & 
Associates

Nationwide 2003 2006
Daniel Musson, SOE Specialist, 
World Bank

World Bank World Bank Rural Finance Program Access to finance

Project goals are to: (1) increase resources 
available for short, medium, and long term credit to 
rural areas; (2) increase savings mobilization 
among the poor; (3) increase competition in supply 
of rural financial services; (4) support the 
strengthening of rural financial institutions; (5) 
improve access of the poorer half of the rural 
population to formal credit and savings services. 
The Rural Development Fund (RDF), a revolving 
credit fund, would be established to make short, 
medium, and long term credit available through 
competing Participating Financial Institutions (PFIs) 
to finance household and private enterprise 
investments in agricultural and other viable rural 
operations (both in fixed assets and incremental 
working capital). Technical assistance and training 
would be given to State Bank staff and Bank of the 
Poor staff.

$122 million SBV SBV, BSP Rural SMEs Nationwide 2003 2009
7-8th Fl, 63 Ly Thai To, Vietnam. Tel: 
84-4-9346600; Fax: 84-4-9346597

World Bank Investment Climate Assessment Assessment

(a) Take a thermometer reading of the business 
environment, (b) provide inputs to the debate on the 
draft Unified Enterprise Law and the Common 
Investment Law, (c) benchmark Vietnam's 
investment climate against regional and 
international competitors, (d) provide 
insight/analysis and policy recommendations to 
address selected issues of key concern to policy 
makers and firms.

$350,000 MPI World Bank SMEs Nationwide 2005 2005
7-8th Fl, 63 Ly Thai To, Vietnam. Tel: 
84-4-9346600; Fax: 84-4-9346597

World Bank
Preparing Mekong Housing Bank for 
External Strategic Investment

Access to finance-
long term credit

Provide technical assistance in the privatization of 
MHB: 2 years of independent financial audit, loan 
portfolio review, review of the legislative and 
regulatory environment to identify necessary 
changes to support the transaction, stakeholder 
discussions to get agreement on ideal type of 
strategic investor and preparations of the ToR for 
the transaction phase.

$350,000 SBV World Bank
Mekong Housing 
Bank

Nationwide 2005 2006
7-8th Fl, 63 Ly Thai To, Vietnam. Tel: 
84-4-9346600; Fax: 84-4-9346597
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Level the Playing Field  

Diagnostic: Enterprises continue to operate under different rules and licensing requirements depending on their ownership: private, public, 
domestic or foreign-invested. Whole segments of the economy remain effectively closed to private sector participation, either by law (e.g 
infrastructure), or due to effective SOE monopolies or lack of information on business opportunities. While the proposed UEL and CIL are 
designed to reduce discrimination, and the new competition law should help to prevent anti-competitive behaviour, a number of additional 
measures must be taken to open up markets and place SOEs on a more even playing field with private enterprises.  

Key PSD Constraint  Key Roadmap 
Recommendations 

Short-term Actions  Medium -term Actions Long-term Actions  

Place all equitized SOEs under new 
UEL and CIL 
 
 

Pursue corporatization of those 
SOEs not slated for equitization 

Pursue corporatization of 
those SOEs not slated for 
equitization 

Ensure that increasing 
number of SOEs are brought 
under new UEL and CIL  

Develop implementation plan for 
Directive 45 calling for 
corporatization of larger SOEs 

Implement Directive 45 to bring 
larger SOEs under UEL and CIL 

Pursue implementation of 
Directive 45 

Strengthen SOE corporate 
governance regime 

Pursue implementation of model 
charter and corporate governance 
practices outlined NSCERD official 
letter 81/DMDN (19 November 
2002). 

  

Simplify SOE shareholder 
role 

Define strategy for rationalizing 
ownership and control functions for 
largest SOEs, including  
implementation of Decree 153 of 
2003 and possible broadening of 
NSCERD role to include 
management and sale of SOE 
shares  

Transfer ownership and control 
functions of first group of SOEs 
to NSCERD 

Transfer ownership and 
control functions of second 
group of SOEs to 
NSCERD 

Ensure that all SOEs apply 
the same accounting and 
disclosure practices as 
private enterprises 

Begin implementation of new 
accounting standards in all 
corporatized SO Es 

Pursue implementation of new 
accounting standards in all SOEs 

 

SOEs compete 
against private 
enterprises on an 
unequal basis 

Formalize land resources 
held by SOEs through the 
issuance of LURCs and 
inclusion of land assets in 
balance sheets 

Develop roadmap for formalization of 
SOE land assets 

Implement roadmap for 
formalization of SOE land assets, 
including issuance of LURCs and 
restatements of assets 

Pursue roadmap 
implementation  
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Key PSD Constraint  Key Roadmap 
Recommendations 

Short-term Actions  Medium -term Actions Long-term Actions  

Ensure that SOEs fall under 
same tax rules as private 
enterprises  

Review tax status of all SOEs and 
identify variances with private 
domestic and FIEs; prepare action 
plan for harmonization 

Implement action plan to 
harmonize tax treatment of SOEs 
and private enterprises 

Pursue implementation of 
action plan to harmonize 
tax treatment of SOEs and 
private enterprises 

Review proposed CIL to ensure that 
list of negative sectors for FDI is 
strictly limited to “strategic” sectors 

  Further reduce licensing 
requirements applicable only 
to FIEs  

Make licensing of FIEs automatic for 
all activities not specifically 
proscribed in CIL 

  

Private enterprises 
excluded by law from 
non-strategic sectors 
of the economy 

Clarify sectors which are 
reserved for SOEs, allowing 
private/FIE competition in all 
others 

Review Decision 155/2004/QD-TTg 
to clarify which infrastructure 
subsectors and services are 
reserved for SOEs  

  

Strengthen the competition 
framework to reduce 
instances of monopolistic 
abuse 

Issue implementing decrees to new 
Competition Law and appoint key 
staff to implementing Council and 
Commission 

Provide financial autonomy and 
regulatory independence to  
Competition Management 
Department by moving it outside 
of Ministry of Trade  

 

Develop strategy for increasing 
dissemination of information on 
public procurement opportunities and 
public investment plans; including 
MPI’s proposed Procurement 
Bulletin and Website 

Implement information 
dissemination strategy, at both 
national and provincial levels  

 

Review and revise bid qualification 
criteria to ensure that they do not 
unduly discriminate against private 
enterprises 

  

Identify inconsistencies within legal 
framework for public tendering and 
issue clarifying legislation  

  

Dominance of SOEs 
in many sectors 
effectively crowds out 
private sector 
competition 

Ensure that private 
enterprises have equal 
access to public 
procurement contracts 

Implement procurement principles 
introduced in Decree 66/2003/ND-
CP 
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Simplify the Regulatory Framework: General Provisions  

Diagnostic: The complex licensing and regulatory framework encourages discrimination and increases the costs and risks of doing business and 
provides an inadequate framework for promoting competition in sectors heretofore closed to private participation.   

Key PSD Constraint  Key Roadmap 
Recommendations 

Short-term Actions  Medium-term Actions Long-term Actions 

Initial review of inconsistencies 
with draft UEL and CIL has been 
completed by PMRC; assess need 
to revise findings once final UEL 
and CIL are promulgated  

  Proposed UEL and 
CIL will be difficult to 
implement due to 
conflicts with up to 60 
existing regulations 

Harmonize related 
regulations on business 
establishment, taxes, 
finance, land, corporate 
governance etc to 
ensure consistency with 
UEL and CIL 

Develop implementation plan to 
eliminate inconsistencies  

Complete amendments/revisions of 
relevant regulations 

 

Conduct review of existing 
licensing regime and identify all 
those which conflict with 
provisions of existing laws  

Conduct regulatory impact 
assessment of all licensing 
requirements that are not in conflict 
with existing legislation; eliminate 
those licensing requirements where 
costs exceed benefits  

 Despite introduction 
of Enterprise Law in 
2000, over 298 
business licensing 
requirements still 
exist  

Simplify licensing regime 
and introduce a 
regulatory impact 
assessment (RIA) 
process going forward  

Issue regulation requiring RIAs as 
a prerequisite for all new licensing 
requirements 

Support dissemination of standard 
RIA methodology throughout 
national and provincial 
governments 

 

Implement CIL with new 
investment incentive regime 

  The investment 
incentive regime is 
complex and 
ineffective 

Rationalize and simplify 
investment incentive 
regime, clarifying what 
incentives can be 
granted by local 
governments  

Issue revised schedule of 
allowable investment incentives, 
eligibility criteria, and responsible 
authority for issuance 

  

High effective 
corporate income tax 
rates depress 
Vietnam’s 
competitiveness as 
an investment 
destination  

Align corporate income 
tax rules with 
internationally accepted 
principles  

Revise regulations regarding 
deductibility of business expenses 
and charges such as marketing 
expenses, salaries, bad debt write-
offs  
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Simplify the Regulatory Framework: Facilitate Private Sector Participation in Infrastructure  

Diagnostic: The infrastructure sector lacks the regulatory framework necessary to attract private investment and promote competition   

Key PSD Constraint  Key Roadmap 
Recommendations 

Short-term Actions  Medium-term Actions Long-term Actions 

Review Decision 155/2004/QD-TTg to 
clarify which infrastructure subsectors 
and services are reserved for SOEs, then 
issue a policy statement specifically 
promoting PSP in each targeted 
infrastructure subsector  

  Absence of a clear 
policy framework for 
increased PSP in 
infrastructure  

Formulate and issue a 
clear policy statement 
identifying the forms of 
acceptable PSP in each 
infrastructure subsector  

Review guarantee policy and establish 
risk management framework to assess, 
price and track guarantee obligations 

  

Issue Urban Water Supply Decree 
delineating scope of permissible 
PSP 

 

Finalize regulatory framework and 
establish independent telecoms 
regulator with full authority over 
pricing, licensing and competition 
issues, in line with WTO / BTA 
commitments 

 

Develop sector blueprints outlining 
mechanisms to introduce competition and 
desired future role of private enterprises 
in each subsector 

Define port, airport and toll road 
regulatory framework  
 

Establish transport sector 
regulator independent of 
sector Ministries and SOEs, 
with full authority over 
pricing, licensing and 
competition issues 

Establish power sector regulator Implement competitive 
power pool 

Establish regulatory 
frameworks in power, 
water, transport and 
telecommunications 
sectors 

Issue implementing regulations to 
Electricity law  

Unbundle EVN into corporatized 
operating units for generation, 
transmission and distribution 

Equitize EVN’s power 
generating units 

Absence of a 
functioning regulatory 
framework for 
increased PSP 

Update contracting 
mechanisms for PSP 

Revise BOT framework giving equal 
treatment to foreign/domestic investors;   
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Key PSD Constraint  Key Roadmap 
Recommendations 

Short-term Actions  Medium-term Actions Long-term Actions 

Limited institutional 
experience in 
structuring, tendering 
and monitoring PPI 
projects  

Strengthen institutional 
capabilities for 
formulating PPI projects,  
processing unsolicited 
proposals, tendering and 
monitoring 
implementation 

Establish a Project Development Facility 
(PDF) to support national sector 
Ministries in developing viable PPI 
proposals 

Consider establishing similar PDFs 
to support Provincial Infrastructure 
Development Funds outside of 
HCMC 

 

Retail tariffs in water 
and electricity sectors 
are maintained at 
below cost-recovery 
levels 

Allow cost-recovery for 
private service providers, 
either through output 
based subsidies or 
general increase in user 
fees  

Review tariff policies and develop 
strategy/implementation plan for allowing 
cost-recovery for private service 
providers  

Implement new tariff policies  

Investment planning 
process does not 
sufficiently integrate 
role of private sector  

Revise planning process 
to allow more active 
consultation of private 
sector 

Develop revised planning process and 
mechanisms for periodic  

  

Complexity and 
opacity of licensing 
process deters 
investors    

Simplify licensing 
process for all projects 

Establish “One stop shop” for all licensing 
and approvals related to infrastructure 
investments  
 

  

Develop capital markets, 
in particular contractual 
savings institutions and 
investment funds as 
sources of long term 
local currency finance 

Agree a strategy for developing 
secondary debt market, contractual 
savings institutions and investment funds 

Develop legal and regulatory 
framework for secondary debt 
market, contractual savings 
institutions and investment funds 

 

Allow LURCs to be pledged to foreign 
banks as collateral 
Extend step-in rights for lenders to non-
BOT projects. 
Amend Bankruptcy Law to allow secured 
creditors to initiate proceedings 

Limited forms of 
finance available 
and/or permitted 

Strengthen rights and 
forms of security 
available to creditors 

Develop regulatory framework for 
foreclosure and asset auctions 

Implement strengthened creditor 
rights regime 
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Improve Private Sector Access to Land and Finance 

Diagnostic: Although improving, private enterprises continue to encounter difficulties procuring land and finance. This is particularly true of 
microenterprises and SMEs which represent the largest segments of the private sector.   

Key PSD Constraint Key Roadmap 
Recommendations  

Short-term Actions  Medium-term Actions Long-term Actions 

Pursue SOCB restructuring and corporate 
governance reforms to (i) eliminate 
directed lending to SOEs, (ii) eliminate 
implicit government guarantee of SOE 
debt and (iii) ensure that credit evaluation 
process is same for SOEs and private 
enterprises.  

Further reduce share of SOEs in 
total lending portfolio  

 SOCBs discriminate 
against private sector 
enterprises by 
applying higher 
standards of loan 
security to private 
enterprises than to 
SOEs  

Ensure that SOCB 
lending is conducted on 
equal terms for all 
customers 

Develop manuals and training programs 
to Improve capacities of SOCBs to 
evaluate risk and provide credit secured 
by contracts, future property or future 
cash flows  

Implement training programs within 
SOCBs 

 

Lack of information 
regarding credit 
histories of SMEs 
heightens risk of 
lending  

Strengthen and expand 
Credit Information 
Center so that it can act 
as a Credit Bureau for 
SMEs 

The Government amends Decree 52 (May 
2003) on the organisation and function of 
SBV and Decision 415 to enable credit 
bureau services to operate alongside SBV 
but not necessarily within SBV. 

  

Ensure that the 
bankruptcy system is 
fully integrated with the 
secured transactions 
system. 

The interrelationship between the 
bankruptcy laws and the laws in relation to 
secured transactions requires closer 
attention to remove the present 
ambiguities regarding the rights of 
secured creditors.  The two legal regimes 
should be synthesised. 
 

Develop legal system for the 
valuation of assets to facilitate 
classification of creditors (fully 
secured, oversecured or 
undersecured). 
 

 Limitations in 
Bankruptcy Law and 
conflicts with the 
system for secured 
transactions weaken 
creditor rights. 

Allow creditors to initiate 
bankruptcy proceedings 

Amend Bankruptcy Law to allow secured 
creditors to initiate proceedings 
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Key PSD Constraint Key Roadmap 
Recommendations  

Short-term Actions  Medium-term Actions Long-term Actions 

The Ministry of Justice should establish an 
education and assessment program for 
court officers, administrators and 
professionals involved in the bankruptcy 
system. 

Consider creating a separate 
bankruptcy court, with 
accompanying detailed procedural 
guidelines for proceedings and 
appeals. 

 

Strengthen capacity of courts 
responsible for foreclosure 
execution  

 

Lack of institutional 
capacity to  
administer bankruptcy 
proceedings 

Strengthen the capacity 
of the courts to  
administer bankruptcy 
proceedings 

Develop regulatory framework for 
foreclosure and asset auctions 

Introduce sanctions applicable to 
borrowers who refuse to cooperate 
with the foreclosure process, e.g.:  
damages and interest awarded 
against those debtors who delay 
the process of realisation of the 
collateral as well as administrative 
penalties imposed on non-
cooperative debtors by the police 

 

SME accounting rules 
are complex and 
therefore increase the 
time and costs of 
applying for credit  

Develop a simplified 
SME accounting system 

Complete work underway to develop the 
simplified accounting system, ensuring 
that it is consistent with new Law 03-2003-
QH11 on Accounting; this may include 
issuance of a new decision or revised 
Decision 141 on the Accounting System of 
SMEs  

Roll out new simplified accounting 
rules for SMEs 

 

Based on Decree No 28/2005/ND-CP 
regulating microfinance institutions, SBV 
finalises policies and procedures for the 
supervision of MFIs and commences 
regular supervision activities. 
 
 

SBV maintains consultative 
relationships over modifications to 
MFI regulation and supervision 
practices. 
 

 Underdeveloped 
microfinance sector  

Legalise microfinance 
activities affording the 
formal development of 
multiple, sustainable, 
autonomous models, 
develop microfinance 
supervision capacity, 
and encourage self-
regulation by 
microfinance 
practitioners. 

SBV develops internal capacity to provide 
training for MFIs on prudential and 
supervisory requirements and BIS 
principles on risk management. 
 

SBV identifies and trains 
supervision intermediaries to 
extend the outreach of prudential 
supervision in line with the growth 
of the MF sector. 

 



Vietnam: Private Sector Assessment  Appendix IV 
August 2005  Private Sector Development Road Map  
 

Key PSD Constraint Key Roadmap 
Recommendations  

Short-term Actions  Medium-term Actions Long-term Actions 

MFI practitioners establish an MFI 
Industry Association with membership 
from the private sector, INGOs, donors 
and mass organisations to represent the 
industry in dialogue with the Government 
and develop a “Microfinance Code of 
Practice” concerning the design and 
operation of microfinance initiatives 
(particularly non-deposit-taking schemes). 
 

The MFI Association enhances 
self-regulation in non-prudentially 
supervised MF schemes. 
 

 

Valuation of land for 
collateral purposes 
does not reflect actual 
market value  

Develop new land 
valuation mechanism 
that approaches actual 
market value of land  

Issue implementing regulations to Land 
Law to detail new LURC valuation process  

Conduct public auctions for an 
increasing number of LURCs so as 
to provide further benchmarks of 
market prices   

 

Develop standard procedures and 
systems at provincial and district level to 
register, issue and transfer LURCs 

Implement standard procedures 
and systems at provincial and 
district level to register, issue and 
transfer LURCs 

 The procedures and 
institutions for 
implementation of 
simplified LUR 
system are not yet in 
place  

Implement simplified 
LUR system at 
provincial and district 
levels 

Develop new organizational model for 
Land Registry offices  

Implement new organizational 
model for Land Registry offices 

 

The existing zoning 
system fails to 
provide adequate and 
affordable facilities for 
SMEs  

Establish specialized 
industrial parks and/or 
incubators for SMEs 

Government approves a new Decree on 
Industrial Zones, Export Processing 
Zones and High-Tech Zones which 
delegates authority to approve the 
establishment of SME industrial parks to 
the local Peoples’ Committees. 

  

Government to issue directive to SOEs to 
account for all land assets, including 
surplus land (directive to include clear 
definition of “surplus land”) 

Surplus land assets of SOEs to be 
centralized in land bank and 
auctioned to highest bidder (current 
tenants, if any,  would have right to 
match highest bid price on 
auctioned LURCs) 
 

 SOEs possess 
surplus land assets 
which remain outside 
of the public domain  

Place all SOE surplus 
land assets in land 
market where they can 
be freely traded  

Government to formalize SOE land assets 
with LURCs, requiring SOEs to account 
for land assets in financial statements  
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Strengthen the Framework for Business Contracting and Dispute Resolution 

Diagnostic: In the absence of a functioning legal framework for business contracting and dispute resolution, supplier-buyer linkages cannot be 
developed and large scale investments are necessarily riskier. Now that the legal framework for contracts has been clarified with the promulgation 
of the new Civil Code and Civil Procedures Code, further progress is needed in ensuring that judgments and arbitration awards can be enforced.   

 
Key PSD Constraint  Key Roadmap 

Recommendations  
Short-term Actions  Medium-term Actions Long-term Actions 

Consider creating a separate 
bankruptcy court, with 
accompanying detailed procedural 
guidelines for proceedings and 
appeals. 

 Private investors 
have little confidence 
in the court system as 
an effective 
mechanism to 
objectively resolve 
disputes 

Enhance investor 
confidence by 
simplifying court 
procedures, making 
them more transparent 
and reducing time 
required for processing  

Launch capacity-building program to train 
judges on provisions of new civil code and 
civil procedures code, and consider 
creation of  small claims court to resolve 
minor disputes  

Introduce greater transparency with 
the periodic publication of decisions 

 

Promulgate new Law on the Enforcement 
of Judgments 

Publicize success of Enforcement 
Agency as a means of raising 
awareness 

 

Strengthen technical capabilities of the 
Enforcement Agency and Judicial Police 
to implement Law 

Pursue capacity building efforts 
with Enforcement Agency and 
Judicial Police 

 

Define role of local People’s Committees 
in Enforcement 

  

Enforcement of court 
decisions and 
arbitration awards 
remains the weakest 
link in the dispute 
resolution framework  

Strengthen the capacity 
of the courts and 
Ministry of Justice to 
enforce decisions, 
including arbitral awards 

Create penalty mechanism for parties who 
refuse implementation of court or arbitral 
decision 
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Support the creation of pro-private sector business environments at the local level  

Diagnostic: Local governments have a significant impact on the business conditions in their constituencies, as has been demonstrated by the 
Provincial Competitiveness Index (PCI) and numerous subnational surveys. Poor economic governance in some provinces severely undermines 
national efforts to improve the investment environment, just as good governance can attract investment even in those provinces with relatively 
weak supporting infrastructure.   

Key PSD Constraint  Key Roadmap 
Recommendations 

Short-term Actions  Medium-term Actions Long-term Actions 

Identify best practices from results 
of PCI  

  

Offer technical assistance to 
replicate best practices in 
provinces soliciting such support 

Continue to publicize results and 
surveys of provinces with best 
economic governance practices 

 

Finalize new anti-corruption 
strategy (as per resolution of 
Central Committee of the party in 
Dec 2003)  

  

Issue revised Anticorruption 
Ordinance and Law on 
Complaints 

  

Develop implementation plan for 
anti-corruption strategy at the 
provincial level 

Implement anti-corruption 
measures at the provincial level 

 

Poor economic 
governance at the 
provincial level 
undermines national 
efforts to improve the 
business environment  

Improve economic 
governance throughout 
provinces to facilitate 
enterprise registration, 
licensing, tax 
assessment and 
inspections  

Pursue implementation of public 
financial management reforms as 
a mechanism to improve 
transparency and reduce 
opportunities for discretion in 
dealings with private enterprises 
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Persons Interviewed 
 
 
Phm Chi Lan, Senior Advisor, Prime Minister’s Research Commission 
 
Nguyen Dinh Cung, Director of Department for Research on Macroeconomic Policies, Central 
Institute for Economic Management 
 
Phan Huu Thang, Director General, Foreign Investment Agency, Ministry of Planning and 
Investment 
 
Nguyen Ba Cuong, Head of Investment Promotion and International Cooperation Division, 
Foreign Investment Agency, Ministry of Planning and Investment 
 
Tran Huu Huyn, General Director of Legal Department, Vietnam Chamber of Commerce and 
Industry 
 
Hoang Le Hang, Officer, Vietnam International Arbitration Center 
 
William Costin, Deputy Country Director, VRM 
 
Dr. Ernest Koch, Team Leader, ADB-TA 4418 – VIE Capacity Building for SME Development 
 
Elaine MacEachern, Land Titling Specialist, -TA 4418 – VIE Capacity Building for SME 
Development  
 
Le Cong Luyen Viet, Economist, Making Markets Work Better for the Poor, VRM 
 
Thomas F. Jones – Team Leader, ADB TA 4410: Development of the Transport Sector Review of 
Policy and Regulations 
 
Pham Nghiem Xuan Bac – Managing Partner, Vision and Associates; Team Member, ADB TA 
4410: Development of the Transport Sector Review of Policy and Regulations 
 
Tony Foster, Managing Partner, Freshfields Bruckhaus Deringer International Lawyers 
 
Do Thi Nguyet Nga - Programme Officer, Governance Cluster UNDP 
 
Amanda Carlier, Private Sector Development Coordinator, World Bank 
 
Son Thanh Tran – Private Sector Development Specialist, World Bank 
 
Richard Spencer – Senior Energy Specialist, World Bank 
 
Simon Ellis – Transport Sector Coordinator, World Bank 
 
Daniel Musson, SOE Specialist, World Bank 
 
Deepak Khanna – Country Manager, IFC 
 
Nguyen Hanh Nam – Business Development Officer, Mekong Private Sector Development 
Facility (MPDF), IFC 
 
Yuho Hayakawa – Representative JIBC 
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David Ray, Deputy Project Director, Vietnam Competitiveness Initiative 
 
Steve Parker, Project Director, Support for Trade Acceleration Project (STAR) 
 
John Bentley, Chief Legal Advisor, Support for Trade Acceleration Project (STAR) 
 
Pernille Kjaerulff – Team Leader, Dispute Resolution Component, DANIDA Business Sector 
Program Support 
 
Isabeau Vilandre, Field Project Manager, Legal Reform Assistance Project (LERAP) 
 
Henrik Vistisen, Development Counsellor, Royal Danish Ministry of Foreign Affairs 
 
Michael Frisby, CEO, South Fork Development  
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