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EXECUTIVE SUMMARY

1. Viet Nan-r’s  transition from a centrally planned economic system to a more market-
oriented economy has made considerable progress. Since its formal adoption in late 1986 and
with the acceleration of the reform process in 1989, the policy of “Doi  Moi”  or renovation has
greatly strengthened the economy and is leading to significant improvements in living standards.
It is noteworthy that until late 1993, economic reform and adjustment were undertaken without
the benefit of substantial external assistance.

2. Despite recent progress, Viet Nam remains a poor country and one that faces a
host of development challenges. Indeed, Viet Nam’s critical development needs - the
continuing transition to a more market-oriented economy, maintenance of macroeconomic
stability, poverty reduction, regional balance, human development, resource mobilization,
infrastructure development, and environmental management - are extensive and varied. Prior
to 1993, access to external capital was limited. Given the low domestic savings, the rate of
investment was constrained, leading to a serious rundown in the country’s capital stock. At
present, poverty is widespread and needs in both basic health and education are substantial.
The ability to provide social services is increasingly under pressure. Progress across a broad
front is therefore necessary to lay the foundation for long-term sustained growth.

3. Viet N,am’s critical development needs must be the starting point for the Bank’s,
Country Strategy. The Country Operational Strategy (COS) should support the Government’s
own development strategy and take account of the Government’s expectations of the Bank as
one of the country’s principal sources of external assistance. It should also reflect the vital role
that ODA has to play in assisting Viet Nam to lay the necessary foundations for long-term
development. The new strategy should also be consistent with the Bank’s own broader
development goals, objectives and operational concerns, The strategy must also take account’
of and complement the activities of other external assistance agencies.

4. In developing a strategy for Viet Nam at this time, the challenge is to define a
strategic framework that allows the Bank to address a range of the country’s most critical needs
but in a more integrated and coordinated manner so as to maximize the effectiveness and
development impact of Bank operations.

5. The COS is designed to facilitate the transition and restructuring of the economy
according to market-based principles while promoting balanced and sustainable development.
In line with the Government’s own development thinking, this is captured by the strategic goal
of sustainable growth with equity. To fulfil this goal, the Bank’s strategic objectives should be
to promote efficient economic growth, poverty reduction, and environmentally sound
development. To integrate the strategic objectives and to facilitate thereby a more coordinated
set of programs and projects for Viet Nam during the three to five years time frame of the COS,
it is proposed that the strategy be guided by the concept of linkages.

6. The concept of linkages has a strong geographic dimension. A feature of Viet
Nam’s development strategy is the identification of three focal areas for economic growth, one
in the north encompassing Hanoi, Haiphong and the southern part of Quang Ninh province; one
in the center encompassing the coastal zone of Quang Nam Da Nang and Quang Ngai
provinces; and one in the south encompassing Ho Chi Minh City (HCMC), Bien Hoa, and Vung
Tau. The Government recognizes the need to develop effective linkages between these focal
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zones and their hinterlands to ensure economic integration and a more equitable distribution of
the benefits of development.

_
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7. The COS for Viet Nam will incorporate this geographic dimension in a proactive
manner. The concept of linkages would therefore mean linkages between the three growth
zones and their surrounding rural hinterlands, linkages between the growth zones themselves
and linkages between the growth zones and neighboring countries in the Greater Mekong
Subregion.’ The Bank would concentrate its project interventions on transportation corridors
and related development zones that best serve the Government’s goal of rapid but balanced
economic growth. Upgraded transportation corridors connecting the growth areas and selected
rural areas would improve the overall business environment within which households and
enterprises in Viet Nam could seek out and develop new market and employment opportunities.
Some of these transportation corridors would not only link growth centers with poor rural areas
but also provide linkages with the subregion. Feeder roads to the transportation corridors would
reach out into remoter areas. Map 1 shows the three designated growth zones, potential
transport corridors, and related development zones.

a. The concept of linkages also has sectoral  dimensions. To ensure efficient
economic growth and poverty reduction implies close attention to agriculture and rur‘al
development. In particular, attention must be given to ways of increasing farm labor productivity.
The recent Viet Nam Living Standards Survey (VLSS)2 has indicated the importance of farm-to-
market roads, rural electrification, irrigation and other infrastructure, as well as rural credit in
increasing the opportunities for productive employment in rural areas. It has also indicated the
importance of social factors. The human development activities of the Bank in Viet Nam should
focus on improving the quality of the labor force, including training and health of disadvantaged
groups so as to draw them into the transformation of the economy. While Bank support for
social sector projects should, to the extent possible, follow the geographic focus underlying the
strategy, assistance to particularly disadvantaged groups and areas will necessitate a rather
broader focus in the case of these sectors.

9. There is also the potential for greater linkage between the public and private
sectors. The Government has already indicated that it welcomes private sector participation in
the provision of infrastructure and this is likely to be essential, given the level of funding needed
to rehabilitate and upgrade Viet Nam’s infrastructure. Drawing foreign private investment into
the provision of economic infrastructure that can offer a commercial return will free up resources
for other essential economic and social infrastructure. Private sector interest in such investment
is already growing. Through support for a strengthening of the legal and regulatory framework
and through assistance in financing, either through Government loans or nonguaranteed loans
and equity investments under the Bank’s private sector operations, the Bank can play a vital
catalytic role in this key area. The linkage between the public and private sector should also
encompass the Government’s continuing efforts to strengthen the domestic private sector. While
this will come mainly through further improvements in the enabling environment, including
financial sector reform, a strengthened legal and regulatory framework, and progress in
equitization/privatization of state-owned enterprises (SOEs),  measures to strengthen the dialogue
between the Government and the private sector will be important.

1
See Section V.D.,p.  44 for more details on subregional cooperation.

2
State Planning Committee-General Statistics Office. 1994. ‘Wet Nam Living Standards Survey, 1992-1993.”
April. Hanoi.
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10. Finally, there is the need to ensure effective linkage and complementarity between
the operations of the Bank and those of other funding agencies. In some sectors, where funding
requirements are large and/or development needs complex, active cooperation between funding
agencies, including the cofinancing of projects and programs, would be required. In other
cases, specialization in sector/subsector or geographic coverage would be necessary.

11. Defining the COS in this manner combines sectoral, geographic, and thematic
considerations. Sector proposals would have to indicate that they are within the geographic
scope as defined by the transportation corridors and selected development zones. The only
exceptions would be specific interventions in the social sectors targeted at particularly
disadvantaged areas and groups, and initiatives in environmental management that address
areas of severe environmental distress. Policy-based sector programs would, of course, have
national implications, but these would be consistent with improving interindustry and rural/urban
linkages and the encouragement of private sector investment.

12. The concept of linkages would require that, to the extent possible, sector projects
are interrelated with other elements of the strategy. Programs and projects will be assessed to
determine whether they contribute to the transformation and restructuring of the economy in a
balanced or orderly way. The result should be a series of building blocks that, together, promote
efficient economic growth in a manner that best contributes to poverty reduction and sound
environmental management. While the strategy is broad based in a sectoral sense, Bank
support will be targeted’ at selected subsectors where its assistance will be most effective in
supporting Viet Nam’s development, while the geographic dimension will also provide focus.

13. Guided by the above strategic framework, and taking account of the activities of
other external assistance agencies, Bank support over the medium term should address selected
critical constraints in five areas of special emphasis: policy reform and institutional development,
infrastructure development, rural development, human development, and natural resource and
environmental management.

14. Table 1 sets out Viet Nam’s critical development needs and concerns. Table 2
summarizes the Bank’s strategy. Within the framework of the Bank’s strategy and taking account
of the expected level of Bank operations in Viet Nam, as well as the activities of other external
assistance agencies, Table 3 summarizes the main program elements of the sector/subsector
activities expected to be the focus of Bank operations.
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Table 1: Viet  .Nant  - Mai?  Development Needs and Concerns

Development Needs/Concerns Issues/Constraints and
Development Agenda

1. Transition to More Market-Oriented
Economy

2. Ensuring Stable Macroeconomic
Climate

3. Poverty Reduction

4. Regional Balance

5. Human Development/
Quality of the Labor
Force

6. Increased Savings and Investment

7. Infrastructure Development

8. Environmental Management

Policy, legal and regulatory reform
Institutional development/capacity building
Strengthening of the private sector
Commercialization of state enterprises
Modernization and industrialization

Low inflation (monetary and fiscal policy)
Stable exchange rate (balance of payments)
Debt management

Rapid economic growth/employment creation
Productivity improvement (esp. agriculture)
Provision of basic social services (e.g., health services
and basic education)
Targeted support to poorest groups/areas

Resource base in lagging regions
Rural/urban migration
Expansion of infrastructure
Measures to reduce regional disparities

1

Education/training/labor mobility
Technology transfer and adaptation
Health services, nutrition, housing, water supply
Population planning
Women in development

Resource mobilization
Financial sector reform
Fiscal reforms/tax structure
Public administration reform
Resource gap and external funding requirements
Aid coordination

Key public infrastructure requirements
Encouragement of private sector participation
Linkages to regional and global markets

Sound management of natural resources
Regulations and investments to reduce urban pollution
Policy and institutional reforms

Table 2: The Bank’s Strategy, Goal, Objectives
and Areas of Special Emphasis

Strategic Goal Strategic Objectives

Efficient Economic Growth

Areas of Special Emphasis

Polic
Y

Reform and Institutional
Deve opment

Infrastructure Development

Sustainable Growth with
Equity

Poverty Reduction Rural Development

Human Development

Environmentally Sound Development Natural Resource and Environmental
Management
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Areas of Special SectorBubsector  Activities to be
Emphasis Supported

Focus

Policy Reform and _

Institutional Development
Sector policy reform,
especially,
- finance
- agriculture
- social sectors
Legal framework
Capacity building

Transport
- transport corridors
- rural transport
Energy
- transmission/distribution
- rural electrification
Enhanced private sector
participation in infrastructure

Rural finance
Water management
Farm-to-market roads
Provincial and rural towns
water supply and sanitation
Agro-industry linkages

Education
- secondary
- skills training
Health
- population and

family health
Community-based water
supply and sanitation

Soil and water conservation
and management
Coastal and marine resource
management
Regreening barren lands
- reforestation
- upland agriculture
Drainage and waste
management systems

Infrastructure
Development

Rural Development

Human Development

Natural Resource and
Environmental
Management

Creation of level playing field
for public and private sectors
Assist Government in redefining
its role in economy
Public sector management
Project management and
i m p l e m e n t a t i o n

Linkage of growth zones with
rural hinterlands/subregional
linkages
Improved access to power
supply in growth and 7

development zones
Catalytic role of the Rank in
support of increased private
sector participation

More integrated development of
rural hinterland
Rural income growth
Rural employment diversification
Support for small- and medium
-size enterprises

Integration of education, health
and community water supply
Rural areas/needs
Targeted support for vulnerable
groups/areas
Needs of women and children

Capacity building at provincial/
local level in development zones
Use of economic instruments
Targeted support for areas of
severe environmental stress
Environmental management in
urban centers
Subregional cooperation



6

I. REVIEW OF ECONOMIC AND SOCIAL DEVELOPMENTS

A. Economic Performance’

15. “Doi Moi” or renovation, which is the widely used term for describing Viet Nam’s
transition from a centrally planned economic system based on public ownership to a more
market-oriented system, has achieved considerable progress. Since its formal adoption in 1986
and with the acceleration of the reform process in 1989, Viet Nam’s renovation policy has greatly
strengthened the economy and is leading to significant improvements in living standards. Box
1 gives a summary of the major milestones in Viet Nam’s economic reform program.

16. As shown in Table 4, Viet Nam’s gross domestic product (GDP) expanded by 8-9
percent annually during 1992-l 994. This rate of growth is expected to continue during 1995 and
1996.2 The construction industry has been expanding by 18 percent annually since 1993 and
at much higher rates in urban centers, notably in HCMC. Industrial output has been increasing
by 12-13 percent annually, the service sector by about 9 percent and the agriculture sector by
about 3.5 percent. State enterprises have performed better than expected; despite the 25
percent cut in employment levels since 1990, their output levels have continued to grow mar;
rapidly than those of the nonstate  industry sector. The rapid growth of the service sector reflects
both the expansion of trade and other support services and the influx of foreign visitors. Exports
have been growing by 1 5r20 percent annually. Restructuring of the economy is proceeding, but
agriculture continues to account for more than a third of GDP and for more than 70 percent of
total employment.

17. Gross domestic investment is estimated to be about 22 percent of GDP, while
national savings are about 14.8 percent. Success in curbing inflation, which was about 10
percent in 1994 compared with 38 percent in 1992 and much higher in preceding years, is
contributing to domestic resource mobilization, Parallel market activities suggest that savings
may be higher than reflected in official data. Nonetheless, the current account deficit is around
7.1 percent of GDP.

18. Foreign direct investment (FDI) is an important factor in overcoming the resource
gap. Commitments of FDI in the first nine months of 1995 amounted to some $6 billion, 58 per
cent higher than the total for the whole of 1994, bringing to $18 billion the total commitments
since the enactment of the Foreign Investment Law in 1987. Disbursement rates, which were
initially low, have increased significantly since 1994 and for 1995 FDI disbursement is expected
to reach around $1.4 billion. FDI is still limited relative to some neighboring countries, but is
significant in relation to Viet Nam’s GDP. Taipei,China has been the largest source of FDI,
followed by Hong Kong, Singapore, Republic of Korea, Japan, and Australia.

19. Although international business confidence in Viet Nam is strong, reflecting the
country’s solid economic performance since 1989, until recently the macroeconomic situation
remained fragile. Increases in budgetary expenditures were unsustainable, especially between
1991 and 1993 when expenditures doubled because of a sharply increased investment in
infrastructure and higher public service salaries. With external assistance grants and loans

1 For a more complete discussion of recent economic performance and further prospects, see EBO VIE 95011:
Viet  Nam, August 1995.

2 Preliminary estimates indicated that growth will reach 9.5 percent in 1995.
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!;. ) Box 1: Milestones in the Reform Process flQQ6-19951

1988 -

1987 -

--- \---- ----,

Renovation or “Doi Moi”, formally endorsed,

Differences between free market prices and official prices reduced. Ration system abolished for
many commodities. Internal trade liberalized.
Enactment of a Foreign Investment Code, followed by by-laws and regulations, and establishment of
the State Committee for Cooperation and Investments.

1988 - Farmers given user rights for land for at least 15 years, and allowed to take initiative in farming
activities and benefit  from surplus production.
Increased autonomy given to state enterprises.
Initial reform of the banking system, including separation of the functions of the State Bank from
those of commercial banks.

1989 - Wide-ranging price reform. With few exceptions (electricity, accommodation, medicine), the
distinction between official prices and market prices was abolished. Interest rates raised to yield
positive real rates.
Devaluation of the official exchange rate close to the market rate.
Trade liberalization was intensified. Private sector allowed to produce export commodities and trade
with foreign partners, import-export quotas were significantly reduced, export subsidies were
terminated, and foreign exchange restrictions were relaxed.
Fiscal reforms introduced, including a broadening of the tax base and equal tax rates applied to all
economic sectors.

1990 - National Assembly adopts the Law on Private Business and the Law on Companies, allowing the
establishment of private businesses.
Initial restructuring of State enterprises; merging or dissolution of lossmaking enterprises.

1991 - Broadening of trade relations, due to reduced markets with former Soviet Union and Eastern
European countries.
Socio-Economic Stabil,ization  and Development Strategy to the Year 2000 approved.
Establishment of foreign exchange centers, utilization of exchange rates established at these centers
as basis for formulating official exchange rates.
Elimination of the practice of increasing money supply to finance budget deficit,

1992 - Series of decrees concerning reorganization of state enterprises, including provisions for lease, sale,
merger, or liquidation, and policy vis-a-vis surplus labor.
Tight fiscal and monetary measures, sharply reducing the rate of inflation; introduction of real
positive interest rates.
Adoption of a new Constitution, introducing changes to democratic freedoms and property rights,
and right to free business activities in line with law.

1993 - Relicensing of all state enterprises; all forms of subsidized credit to state enterprises effectively
terminated.
Continued fiscal reforms, introduction of land user tax with the tax rate reduced by one half of the
previous rate, introduction of new salary for public and state enterprises workers.
Passage of Land Law, granting land use rights and right to construct and use fixtures on land to
private  Vietnamese entities and individuals. Farmers granted flexible landholding rights over
farmland for 20-50  years depending on use.
Passage of Law on Disputes Resolution.

1994 - Adoption of Bankruptcy Law (passed on 30 December 1993) that governs all enterprises.
Establishment of an interbank foreign exchange market.
Establishment of economic courts to hear economic and bankruptcy cases.
Comprehensive legal framework for the protection of the environment.
Adoption of a Labor Code containing labor contracts, wages, collective labor agreement.
Law on Promotion of Domestic Investment.

1995 - Labor Code
Law on State Enterprises
Copyright Law
Civil Code
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-’ gr@@ing  more slowly than had been expected at the time the 1993 budget was prepared, the budget deficit
rose from around 2 percent of’GDP in 1991 to 5.5 percent in 1993, despite a strong growth in revenues.

c\
’

In the case of monetary policy, while the rate of growth in total liquidity (M2) continued to fall, dong liquidity
continued to rise quickly as a result of the sharp growth in domestic credit, which is estimated to have
grown by around 56 percent in 1993. Despite this, inflation continued to subside because much of the
growing demand pressure was met by a rapid growth in imports of both capital and consumer goods. The
result was a sharp deterioration in the trade and current account balance (see Table 4) with the external
deficit financed largely by a drawdown  in international reserves.

Table 4: Major Economic Indicators: Viet Nam

lndlcator 1991 1992 1993 1994

Gross Domestic Product % change 6.0 8.6 8.1 8.8

Agriculture % change 2.2 7.2 3.8 3.9

Industry % change 9.9 14.6 12.8 12.9

Services % change 8.3 7.0 9.2 10.2
1

Gross Domestic Investment % of GDP 15.1 17.0 19.4 21.9

Gross National Savings % of GDP 12.8 16.3 11.2 14.8

Government Expenditures % of GDP 15.0 2q.7 28.5 26.5,

Current % of GDP 14.4 16.9 21.5 20.3

Capital % of GDP 2.8 5.8 7.0 6.9

Government Revenues % of GDP 13.1 18.3 22.3 24.0

Government Deficit (Cash) % of GDP -1.9 -2.5 -5.5 -2.4

Inflation Rate % change 3.1 3j.8 8.3 9.5

Merchandise Exports (fob) $ billion 2.0 2.5 2.9 3.6

% change 15.1 21.2 15.2 26.3

Merchandise Imports (fob) $ billion 2.1 2.5 3.5 4.5

% change 18.8 20.4 38.3 28.4

Current Account (excl. official transfers) $ billion -0.2 -0.1 -1.1 -1.1

% of GDP -2.3 -0.7 -8.3 -7.1

External Convertible Debt Outstanding $ billion 2.7 3.8 4.0 4.3

Debt-Service Ratio (convertible only) % of exports 20.0 22.0 27.0 11.9

Sources: General Statistical Office of the Socialist Republic of Viet Nam and staff estimates.

20. Corrective fiscal and monetary measures were undertaken in 1994. Further efforts
to boost revenues, which reached 24 percent of GDP in 1994, as well as a continued tight
control on expenditure reduced the budget deficit to 2.4 percent of GDP. Despite the more
favorable prices for Viet Nam’s major exports, the external current account deficit recorded only
a modest improvement to 7.1 percent of GDP. However, in contrast with 1993, much of the
deficit was financed by inflows of external assistance and, more importantly, FDI.

21. As long as prudent macroeconomic policies are maintained, the foundation for
sustained growth over the medium term is now reasonably firm. The normalization of relations

-- _-
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-. with the United States and Viet Nam’s membership in the Association of Southeast Asian Nations
(ASEAN),  which both occurred in July ?995,  have contributed to a further boost in business
confidence. However, the Government’s goal of doubling GDP per capita during the 1990s
represents a major challenge. Ultimately, Viet Nam’s potential will be determined by productivity
improvements and its international competitiveness. Overheating of the economy would detract
from both and ultimately set back the goal of improved living standards. Absorptive capacity
must be kept in mind. The relatively easy gains in economic growth from increased rice
production, crude oil exports, and other sources may be tapering off. As the economy diversifies
into light industry, modern services, and more value-added export products, the policy,
regulatory, and institutional framework so essential to an efficient market system will become
increasingly complex and sophisticated. The reform process must be deepened and broadened
to facilitate this. In particular, greater priority must be given to domestic resource mobilization
and, over the short term, to boosting disbursements of foreign savings from both FDI and
external assistance.

B. Social Developments

22. Table 5 provides a summary of social indicators in Viet Nam. Per capita income
in Viet Nam is less than $200, among the lowest in the world. While this understates real living
standards in Viet Nam, poverty and malnutrition are widespread. Unofficial Government
estimates, which measure poverty according to adequacy of food consumption, suggest that 21
percent of the popul&tion is poor. However, the recently completed Viet Nam Living Standards
Survey (VLSS)’  indicates that 51 percent of the population has inadequate provision for food
and nonfood  items. Because of malnutrition, a high proportion of children are underweight (40
percent) or stunted (57 percent). Rural/urban and regional differences in per capita income are
marked.*

23. Underemployment is a major problem in the agriculture sector, reflecting both the
seasonal nature of the industry and small farm sizes. Employment diversification in rural areas
is needed, including the growth of small and medium-size agroprocessing, manufacturing, and
service enterprises. Unemployment is also a serious problem, particularly for the more than 2
million urban unemployed since they usually lack the social support systems that prevail in rural
areas. Job creation programs and worker retraining programs have been initiated to address
this problem. Special assistance has also been given to rural and mountainous areas that are
lagging in terms of employment opportunities. Employment has been increasing by just under
3 percent annually in recent years, but the growth of the labor force has been even more rapid.
Because Viet Nam’s population is young (40 percent is age 15 or under), there are
approximately 1.2 million new entrants to the labor force each year.

24. Viet Nam’s population growth rate is approximately 2.1 percent annually, reflecting
a total fertility rate of 3.1 percent and a life expectancy of 67 years. The population density is
among the highest in Southeast Asia; 45 percent of the population live in the Mekong and Red
River delta areas. Even if the fertility rate were to fall to replacement levels (which is the

1
VLSS, the most extensive such survey yet in Viet  Nam, was undertaken as part of a UNDP/SIDA-financed,
World Bank-executed technical assistance project.

2 See Section 1I.C  and Appendix 1 for more detailed discussions of poverty.



Government’s target for the year 2005),. growth momentum wouldadd  some’39 million to the
current poputation of 73 million. This growth iti population can be expectedto compound the
problems of environmental quality, health, and poverty reduction,

., . .._..

25. Despite population pressures, Viet Nam’s basic social indicators are on par with
those of many middle-income countries.’ The literacy rate is 89 percent and the mortality of
children- under five is about one third that of other low-income countries. Immunization coverage
is over 80 percent. The protracted fiscal restraint during the 1980s and early 1990s however,
resulted in deterioration in the public health and education systems. Recent budgets have
augmented the financial resources for these sectors, including funds for public awareness
programs concerning the human immunodeficiency virus/acquired immune deficiency syndrome
(HIV/AIDS) epidemic. Various fees are also being charged to augment the resources for the
health and education systems.

Table 5: Social Indicators in Vlet Nam

Per Capita Income

Incidence of Poverty

,

Population

Population Growth Rate

Age Structure

Medium Age

Rural Population

Ethnic Minorii Population

Persons Per km*

Fertility Rate

Life Expectancy

Calorie Intake

Infant Mortality

Persons Per Doctor

Piped Water

Sanitation

Literacy Rate

$200

51 percent nationwide
71 percent in north central region
33 percent in southeast
57 percent rural
26 percent urban

73 million

2.1 percent

40 percent less than 15 years

20 years

78 percent

13 percent

220

3.1 percent

67

1,928 calories per adult

45 deaths per 1,000 live births

2,694

approx. 50 percent of urban population
approx. 20 percent of rural population

53 percent

69 percent for adult population
84 percent for females
93 percent for males

t

Average Number of Years of Schooling 5.4 years

1 Viet Nam’s Human Development Index is 0.51. This would place it at 1 16m out of 173 countries, but 631d  out
of 120 in terms of low-income and middle-income countries.
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II. MAIN DEVELOPMENT CONCERNS AND CONSTRAINTS

26. Table 1 summarizes the main development needs and concerns confronting Viet
Nam, and the issues, constraints, and key aspects of the development agenda associated with
them. Although the table does not provide a priority ranking, continued transition to a more
market-based economy, a stable macroeconomic climate for investment, and poverty reduction
are among the top priorities. The first two will provide the foundation for sustained growth, which
is essential for poverty reduction. This, in turn, will allow for progress in other areas, such as
management of the environment.

A. Transition to a More Market-oriented Economy

27. The transition to a more market-based economy through deepening and extension

u s e d  a s  c o l l a t e r a l  f o r  l e n d i n g
purposes, the implementing regulations for urban commercial land are not yet clear. In the case

29. Serious weaknesses also persist in the financial system; despite progress in

1 The code recognizes a wide range of civil rights and sets out a legally protected relationship between
individuals and the state. 1

.._._
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companies. Otherweaknesses include the lack of an effective payments system and of financial
markets.

30. Administrativeproceduresforforeigninvestors aretime-consumingand costly, and
the screening conditions exacting.’ The Government has recently sought to streamline
procedures. The merger of the State Planning Committee (WC) and State Committee for
Cooperation and Investment (SCCI) into a new Ministry of Planning and Investment (MPI) is a
vital step towards establishing a “one stop shop” for foreign investors. Further amendments to
the Foreign investment Code are planned to bring it into line with recent legislation. Although
Viet Nam has become a fairly open economy, as illustrated by the fact that the ratio of exports
plus imports to GOP is almost 60 percent, the trade regime is still protectionist. Measures have
recently been undertaken to liberalize and simplify some of the most restrictive features. For
example, the number of “strategic” goods subject to import quotas has been reduced from 15
to 7. The tariff regime and the export/import licensing system, however, has yet to be reformed
in a manner consistent with an open economy, although, in October, the National Assembly
passed a resolution requiring the Government to develop a simplified tariff system.*

31. One of the most serious gaps in the transition to a more market-based economv
is the relatively weak state of the domestic private sector in Viet Nam. The principal components
are the agriculture and service sectors. More recently, there has been a strong growth in private
business within the industrial sector, although from a low base. Equally, while the number of
private enterprises in the formal sector now exceed SOEs by a factor of three, most are very
small and consist of individual proprietorships; there are few privately incorporated enterprises
that are domestically owned.3 SOEs dominate Viet Nam’s heavy industry and account for
almost half of the total output in the industry. Foreign investors are dominant in the oil and gas
industry, and are increasingly active in food processing and other light industry where, however,
they most often operate in joint ventures with SOEs.  To ensure that Viet Nam benefits to the
maximum extent possible from foreign investment, and that its economy is sufficiently agile to
respond to emerging market opportunities, attention must be given to nurturing the growth and
competitiveness of domestic private sector service and manufacturing enterprises. It will also
require putting state enterprises on a commercial basis, so that there is a “level playing field” for
the private and public sectors.

32. Prior to recent restructuring, only about one third of SOEs were reported to be
financially viable. The closure, consolidation, or privatization of approximately half of all state
enterprises since 19904 has been accompanied by sharp productivity improvements by
remaining state enterprises which have strengthened the position of this sector. Thus, while
between 1986-1990 the contribution of SOEs  to GDP declined from over 29 percent to 23

1
For example, although exceptions can be granted, many foreign enterprises are expected to export at least
80 percent of their products or earn at least 80 percent of their revenue in foreign currencies.

2
Tariff reforms are one of the areas being supported under the International Monetary Fund (IMF) enhanced
structural adjustment facility and the World Sank structural adjustment credit.

3 World Dank. 1995. ‘Vet Nam Economic Report on Industrialization and Industrial Policy.” October.
Washington, D.C. pp. 23-26.

4
Most of these were the smaller state enterprises. There are now just over 6000 SOEs, of which 300 account
for the major portion of capital and SOE contributions to the budget.
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’ percent, by t 994 it had recovered to 28.5 percent.’ The number of loss making SOEs has also
! declined dramatically; Govemmentestimates indicate that less than 10 percent of SOEs  recorded

losses in 1994, although. because of the use of inadequate accounting systems, which do not
properly reflect revenues and production costs, the real figure is considered to be somewhat
higher.2  In addition, several factors continue to favor state enterprises and to crowd out the
domestic private secto? (i) free use of land, holdings of which may be extensive and well-
situated in urban areas; (ii) easier access to permits and quotas; (iii) better access to technology
as a result of activities by state agencies on behalf of state enterprises; (iv) favored access to
official development assistance (ODA); and (v) privileged access to credit for “strategic”
enterprises. Although interest rate differentials in favor of SOEs were removed in 1992, SOEs
still account for more than half of the credit outstanding from the banking system, a reflection
of both formal and informal directives by the Government and the continued close relationship
between the banks and enterprises that have traditionally been their main borrowers.

33. It is difficult for the private sector to effect change to remove such systemic bias.
The Government has indicated it will limit state enterprises to “strategic” areas, but these have
yet to be defined. In addition, the distinction between the state and nonstate sector is becoming
increasingly hazy. A growing number of “nonstate” enterprises, currently estimated’ at hround
700, are nominally private, but belong to ministries or party organizations, and enjoy various
privileges as a result of these links. Further rationalization, whether through corporatization or
equitization, is necessary if the domestic corporate sector is to be strengthened. Although the
Government has tried to promote equitization since 1993, only three SOEs, all located in the
municipality of HCMC, have so far been successfully equitized, although a number of other
enterprises are awaiting. final approval to begin issuing shares. The future success of this
program will be closely linked to the development of a capital market. However, the Law on
State Enterprises is an important step towards corporatization as it establishes state ,enterprises
and corporations as limited liability companies and lays down a number of other requirements
relating to corporate governance. These include the need for the publication of annual reports
and external audits. It also specifies fixed-term performance contracts for managers.

34. Reform of public administration is urgently needed. The Government remains
overly centralized, reflecting the earlier economic system of central planning. Local governments
have relatively little discretionary powers concerning taxation or expenditure, hence they lack the
means to respond in a service-oriented manner to local needs, including those of the business
community, while incentives to mobilize additional revenues are weak. The Organic Budget Law,
expected to be considered by the National Assembly early in 1996, seeks to clarify and redefine
the roles of the central and provincial/local governments with respect to fiscal relations and
responsibilities.

35. There is an urgent need to continue to reorient the role of the Government in a
way consistent with the requirements of a more market-based economy. This will necessitate

1 World Bank. 1995. “Viet Nam Economic Report on Industrialization and Industrial Policy,” Table 4.1, p. 97.
2 Ibid., p. 98.
3 See Fforde, Adam. “The Level Playing Field Problem and Rural Development in Vietnam.” Paper presented

to the Conference on Rural Development: An Exchange of Chinese and Vietnamese Experiences, Hanoi, 28
February - 2 March 1995, for a fuller discussion.
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the continued reduction in direct Government interventions in production and in the remaining
restrictions on r&ource  allocation. At the same time, the regulatory role of the Government must
be strengthened along with the capacity to effectively manage macroeconomic policy.
Institutional development and capacity building are needed in many areas to support and
complement policy reforms.

B. Ensuring a Stable Macroeconomic Climate

36. A stable macroeconomic climate is essential for investor confidence and in
marshalling domestic savings for productive use. Economic growth during recent years has
been robust, but without the very high rates of inflation that plagued Viet Nam during the late
1980s and early 1990s. However, inflation is a recurring threat. Although it was tamed in 1992,
the excessive credit expansion in 1993 nearly reignited it. Bank-by-bank credit ceilings had to
be imposed - a cumbersome intervention in lieu of open market and other more sophisticated
operations by the State Bank of Viet Nam (SBV) -which as yet cannot be undertaken because
of the still underdeveloped state of the financial system. Inflation picked up again from the last
quarter of 1994; by August 1995, inflation on a year-on-year basis was over 18 percent.
However, the rate of increase has been slowing since the first quarter and the inflation rate’is
thus expected to be around 14 percent for 1995. The increase in inflation during 1994 and early
1995 was partly due to the increase in rice prices, which has a heavy weighting in Viet Nam’s
consumer price index. .It may also reflect an overheating economy as strong inflows of foreign
capital, particularly FDI, come up against absorptive capacity constraints. While confidence in
the dong has improved, the dollar still circulates freely as a second currency despite the
approval of new foreign exchange regulations. It is, therefore, essential that the Government
continue to follow prudent macroeconomic policies.

37. Fiscal and monetary management in Viet Nam is shared by the SBV, the Ministry
of Finance (MOF) and MPI. Consensus among the three is expected to prevail, with the Prime
Minister the deciding authority in the event of a difference of view. It is a structure of decision-
making unsuited to the flexibility and responsiveness needed in a market economy open to
global forces. Further, it defies independence in central bank operations, which is generally
considered desirable in striving for price stability. Data limitations are also a particularly serious
problem in Viet Nam. Fiscal and monetary management are difficult in part because it is hard
to read the state of the economy with any degree of accuracy.

C. Poverty Reduction’

38. According to VLSS, half of Viet Nam’s population live in poverty. Table 1,
Appendix 1 provides survey data relating to per capita consumption. On a national basis,
average annual per capita consumption at the time of the Survey (1992/93)  was about 1.4 million
dong, or the equivalent of $140. The table also shows that, on average, 59 percent of all
consumption expenditures were devoted to food; despite this, calorie consumption was only
2,075 per day. The poorest groups have very low calorie consumption levels. Rural areas
account for 90 percent of the poor. The incidence of rural poverty is estimated to be 57 percent,
or more than twice the urban rate. Poverty is closely correlated with levels of underemployment

1 See Appendix 1 for a more detailed discussion on poverty.
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Central Coast are the poorest (see Table 2, Appendix l), accounting for about 40 percent of total
poverty in Viet Nam.

39. By gender, 44 percent of women are poor, compared with 53 percent of males,
By ethnic group, the Khome, Muong, Nung, H’mong, and Dao are poorest. By employment, the
highest poverty rate, 60 percent, is found among farmers. To be effective, policies to reduce
poverty must reach agricultural and rural households. Poverty and educational attainment are
highly interrelated; the poorest 20 percent of the population had only 5 years of schooling, while
the top 20 percent had 8 years of schooling. Poverty and malnutrition are also directly related.
Stunting among children is nearly 70 percent in the poorest quintile. The poor are also
extremely disadvantaged in access to safe sources of water and sanitation. Less than 1 percent
of the poorest quintile have access to piped water; almost none have access to ‘sanitary toilets.
Further, less than 25 percent of this quintile has household use of electricity.

40. Rapid growth and the creation of more productive employment opportunities,
including modernization of the agricultural sector, provision of basic health, family planning and
education services, and targeted support for the poorest groups, are all critical to a rediction
in poverty. Given the very high incidence of poverty, rapid economic growth is vital. Estimates
by the World Bank indicate that if the current annual GDP growth rate of 8-9 percent is
maintained to the end of the decade, the incidence of poverty will be reduced to 29 percent.*
GDP growth rates of 10 percent would lower the incidence of poverty to 25 percent by the year
2000. In contrast, GDP growth rates of 6 percent would only lower the incidence of poverty to
35 percent.

(41. The other main strategy for poverty reduction is targeted support for the poorest
groups and areas. Currently, the Central Government makes a wide variety of fiscal transfers
to the provinces for special programs, a number of which are related to poverty reduction. Their
funding, however, is at very low levels and too thinly spread to have much effect. Special
support for targeted groups must include measures to ensure their access to basic services.
VLSS found that in rural households excessive costs were the main reason for nonattendance
of 40 percent of children in primary schools and 52 percent of children in secondary schools.
The quality of education also varies considerably by income level, which could be addressed by
fiscal transfers to the poorer provinces to ensure a general standard of universal education. The
poor also have much less access to high-quality medical services - public hospitals and private
doctors -than the better-off. Again, user fees act as a deterrent to access by the poor. There
is no systematic system for exempting the poor from paying fees and drug costs, although fees
at the commune level are usually waived.

42. Viet Nam’s social security system must also be further reformed. More than 80
percent of outlays for social security is for pensions and disability payments to government
workers. Another 7 percent is for war victims, and only 11 percent is for social relief targeted
at victims of natural disasters, starvation, or other misfortunes. Social relief is relevant to support
for the poorest quintile, as it covers those not insured by the formal social security program.
Social relief is largely financed and administered by local governments, and is of three forms.

1 See Map 2 for details on Viet Nam’s provinces and regions. ,
2 World Bank. 1995. ‘Vet Nam Poverty Assessment and Strategy.” January. Washington, D.C.
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Regular relief is directed to the elderly (mainly widows), orphans, and the handicapped; some
140,000 were eligible under this program in 1994. Emergency relief is directed to victims of
natural calamities, including flooding. About 2 million persons received funds under the
emergency relief program in 1993. Starvation relief is targeted at the very poor, and 3 million
to 5 million people are assisted each year. A new form of social assistance is now directed to
the prevention of prostitution and drug abuse so as to help control the spread of HIV/AIDS. Data
from VLSS indicate that social transfers are only weakly ‘pro-poor.” Since government pensions
dominate the expenditures, the poorest 20 percent of the population receive only 8 percent of
the total amount budgeted for social relief. More effective support for the very poor will require
significant budgetary reallocations.

f5

D. Regional Balance

43. The contribution of rapid economic growth to poverty reduction would be even
greater if differences in regional growth rates were less pronounced. The North Central Coast
Region grew at less than 3 percent in 1993, while the Southeast, which includes HCMC and
surrounding provinces, grew at 15 percent. Aside from the oil and gas sector, which accoupts
for one third of FDI, most FDI has been in the south of the country. Recently, however, FDI in
Hanoi and other centers in the northern and central regions increased considerably. As
infrastructure and labor costs rise in HCMC and Hanoi, FDI is beginning to search out other
locations, This trend is reinforced,by  the increasing proportion of FDI being directed into more
labor-intensive and resource-based industries. In 1994, these two cities accounted for slightly
less than 50 percent of FDI.

44. If all regions were to grow at the current national average rate of 8-9 percent, the
additional contribution to poverty reduction would be considerable. Redistribution of income and
economic activities to achieve balanced regional growth would, however, lower the aggregate
growth rate, reflecting the poorer resource endowments and the less favorable geography of
most lagging regions. Poverty reduction strategies normally involve an equity/efficiency trade-off.
The question is how to minimize that trade-off.

45. Some insight into the question may be drawn from VLSS. Improvements in the
agriculture sector and in rural living conditions are central to poverty reduction. The survey
shows that while health and education services are essential for improvements in living
standards, other forms of social and economic infrastructure are also vital. Rural roads, inland
waterways, irrigation systems, electricity, and rural credit facilities are necessary elements for
productive employment. All-weather roads, for example, provide access to markets and thereby
promote the commercialization of agriculture. Further, they expand the job market and open the
possibility of more than one form of employment. This is important for rural communities
dependent on seasonal agriculture work and for areas where plots of land are too small to yield
more than a limited surplus above household subsistence. Employment diversification in rural
towns and villages should be an element of Viet Nam’s development strategy. It would
contribute to poverty reduction and help prevent undue congestion in the major urban centers.
Almost six million rural people will need employment in nonfarm  sectors by the year 2000.’

1 Socialist Republic of Vietnam. 1993. “Vietnam: A Development Perspective.” September. Hanoi. p. 63.
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46. The urban population is now growing rapidly in line with the restructuring and
modernization of the economy. This restructuring of the economy should proceed systematically
to avoid excessive urban congestion and environmental degradation experienced by some other
countries in the region. Ensuring that rural development and urban growth proceed in parallel
will contribute to a more balanced and equitable outcome. This will require close attention to
interindustry and rural/urban linkages, which currently are relatively weak. Both will be served
by improving the transportation network, including farm-to-market roads.

E. Human Development’

47. The quality of the labor force is a key factor bearing on productivity and
competitiveness, and hence living standards. Education and health are the two variables most
relevant to the quality of the labor force, but other factors are also relevant, including the age
structure and the status of women.

48. Viet Nan-r  has a comprehensive network of educational facilities throughout the
country. There are some 14,000 primary or combined primary/lower secondary schools,
reflecting the objective of a school for every village. There are approximately 4,000 lower
secondary schools; 1 ,100 upper secondary schools; 105 institutions of higher education, mostly
teacher training institutions; and a large number of specialized universities or colleges.
Underfunding is a serious problem. Although the highest rates of return on investment in
education tend to come from basic education, a large share of public expenditure goes to higher
education. Even so, there is a serious discrepancy between the skill composition of graduates
of higher education and the skills relevant to a more market-oriented economy.

49. Poor quality of education is a major concern. Physical facilities are in disrepair,
equipment is substandard, and learning materials badly lacking. While improvements have been
made in teachers’ qualifications, some 40 percent of primary teachers are underqualified.
Teacher salaries were raised in 1993, but are still low. Since 1989 primary student enrollment
has risen from 8.6 million to 10 million, but the enrollment ratio has improved only marginally.
Repetition and dropout rates have declined somewhat since 1989 to 8 and 9 percent
respectively. Semipublic schools (government-provided facilities and curriculum, all other
financing private) now account for about 5 percent of total primary students.

50. Enrollment is now over 3.7 million at the lower secondary level, and 863,000 at
the upper secondary level. Enrollment ratios are low: 55 percent for lower secondary age
children and 19 percent for upper secondary age children. Double or, in some cases, triple
shifts occur at both primary and lower secondary levels, reflecting shortages of classrooms rather
than teachers. While there has been improvement in the qualifications of secondary school
teachers, some 25 percent are still underqualified. Further, while graduation rates have improved
and repetition rates have fallen, dropout rates have increased among secondary students.
Increasing numbers appear to be opting for technical and vocational training. The number of
trainees at local institutions offering short programs tripled to 300,000 in 1993/94.  In contrast,
institutions offering training programs of two to four years have experienced a sharp drop in
enrollment. All types of training institutions are poorly equipped and most trainers are
underqualified. In 1994 50,000 students were enrolled in universities and colleges. Higher
education institutions are being reorganized and consolidated.

1 See Appendix 2 for a more detailed discussion on human development issues.
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51. Education accounts for around 8 percent of total government expenditures. A
more decentralized system of Government would enable local authorities to respond more
efficiently to deficiencies in the education system, but this would have to be combined with fiscal
transfers from the Central Government to poor provinces so as to ensure equality of service.
Increasingly, user fees and various forms of private and community contributions are being relied
upon. Unless combined with targeted support for poor families, this will undermine universality
of access. More than 95 percent of students rely on public schools, hence it would seem
prudent to revitalize these rather than encourage the development of a two-tier system.

52. Viet Nam has an extensive network of hospitals and medical clinics.’ The ratio
of communal health centers to population and the hospital bed ratio are much higher than in
most other countries in the region. However, over the past six to seven years a large proportion
of health facilities have become dilapidated and unusable for want of equipment and medical
supplies. Low medical salaries and the introduction of user fees are factors that further
discourage visits and consultations. Since 1989, private sector provision of curative services and
pharmaceutical sales has been allowed, contributing further to the decline in status of the public
health system. Less than 20 percent of all medical treatment involves contact with any public
sector provider. Better trained staff and adequate supplies of affordable drugs would contribuie
importantly to improving the quality of publicly provided health services. The Central
Government finances 25 percent of overall public expenditures on health, and local governments
finance the balance. Very little (less than 3 percent) is spent on preventive health care. The
Government has decided to incorporate the salaries of commune health workers into the state
budget, in an effort to upgrade local health services.

53. The wide disparities in health indicators across regions and between urban and
rural areas reflect in part the differences in the quality of health services. Infant mortality is on

average almost 40 percent higher in rural areas than in urban areas, and the rate in the Central
Highlands is almost twice the rate in the Southeast. Several provinces in the Northern Uplands
have very high infant mortality rates. High fertility rates in these areas also lead to high maternal
mortality rates. Vector-borne diseases - in particular malaria, diarrhea, and respiratory diseases
- are the leading causes of morbidity. Poor efficiency of child immunizations contributes to
relatively high morbidity rates associated with vaccine-preventable childhood diseases.
Malnutrition weakens the overall health of a large proportion of the population. Viet Nam has
one of the highest rates of underweight and stunted children among Southeast Asian countries.
The Red River Delta, Central Coast, and the Central Highlands have the highest rates of
malnutrition.

54. The Government has identified population and family planning as one of its
priorities in seeking to improve health and boost living standards. Although the National
Committee for Population and Family Planning (NCPFP), with support from a number of aid
agencies, in particular, the United Nations Fund for Population Activities (UNFPA), has been
implementing a comprehensive program of family planning, results have fallen short of
expectations, Viet Nam is still short of the target set in 1985 of reducing population growth to
1.6 percent. The Government is aware of the pressure that current population growth is placing
on the country’s natural resources. Current policies are designed to achieve stabilization of the
population by the middle of the next century.2

1 World Bank. 1993. ‘Vet Nam: Population, Health, and Nutrition Sector Review.” Washington, D.C.
2 National Committee for Population and Family Planning. 1993. ‘Vet Nam Policies and Strategies on

Population and Family Planning.” Hanoi.
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55. Underfunding of the health system, including family planning, is a serious
problem. Although there is some scope to increase reliance on private funding, it would seem
more appropriate in a country as poor as Viet Nam to view private financing as a complement
rather-than a substitute for public funding. Better funding is required for the public health system
and the Government appears to be moving to correct past deficiencies. While there is much that
can and must be done to upgrade public health services, including the attention to preventive
health care, other factors outside health care per se must also be addressed including for
example, improvement in water supply and sanitation (see section II.G below.)

56. The Government has had a long-standing commitment to the advancement of
women.’ Viet Nam’s first Constitution in 1946 guaranteed equal rights to women and this has
remained a basic constitutional principle since then. Women have also benefited from
guaranteed access to maternal health and child care facilities. However, many factors still
discriminate against the advancement of women and a gender gap is evident. The skill levels
of women are generally much below those of men. Female/male ratios for school enrollment
(age 1 O-14) and secondary school completion are 0.93 and 0.65, respectively. In addition,
gender disparities seem to be increasing as a result of economic reforms. These have included
severe cutbacks in subsidies for social services, especially education and health. Insu)ficient
attention has been paid to the gender implications of policy reform: under the recently enacted
Land Law, land is allocated according to the number of members and labor capacity of
households, which encourages larger families and early marriages. More significantly, the law
does not provide for joint title holders, seriously weakening the position of women with respect
to land use rights. It also appears that a higher proportion of women than men have lost their
jobs as a result of the reduction in public sector employment. At the same time, the transition
to a more market-oriented economy brings new opportunities for women. The rapid growth of
the informal sector, services, and of manufacturing brings with it new employment opportunities
and the potential for independent incomes.

F. Savings and Investment

57. Until very recently, savings and investment were substantially below the levels
needed to sustain rapid economic growth. Viet Nam was highly dependent on foreign savings
prior to 1989. By 1994, the savings rate had strengthened, in part reflecting the turnaround in
public savings. Public savings have been positive since 1991 and by 1994 amounted to 6.6
percent of GDP. Gross national savings amounted to about 14.8 percent of GDP in 1994. Gross
domestic investment has strengthened even more, to a level of about 22 percent of GDP.
Further, the composition of this investment has shifted in favor of the private sector. Clearly,
higher levels of savings and investment are needed if Viet Nam is to attain the goal of doubling
its per capita income. Most of this increased savings and investment should come from the
private sector, both domestic and foreign, but the public sector must also further strengthen its
performance.

58. Private domestic savings must be mobilized more effectively, especially in rural
areas. Although public confidence in the banking system has improved, it will take steady
monetary and fiscal policy management, as well as further financial sector reforms, to further
improve this confidence. Improvement of the operations of commercial banks is also a priority.
Despite banking reforms that encourage private sector participation, including foreign banks, the
banking sector is dominated by state-owned commercial banks (SOCBs).  The four  largest

1 See Box 3, p. 41, and Appendix 3 for a fuller discussion on WID issues.
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: ‘- *% 1. SOCBs
t h e y  s t i l l  s u f f e r  f r o m  siteable

nonperforming loan portfolios associated with earlier lending to SOEs (although the significance
of these is declining as new lending increases), poor c l e a r a n c e  a n d  i n t e r b a n k  s e t t l e m e n t
systems, and inadequately trained staff. Adequate prudential regulations need to be developed.
The entry of foreign banks is helping to rectify these problems, since several joint ventures have

SOCBs.  A l t h o u g h  t h e  G o v e r n m e n t  c o n t i n u e s  t o  i n t e r v e n e  o f
credit in favor of strategic state enterprises, the banking system has sharply increased credit
availability to the private sector. However, small-scale rural credit continues to be in short
supply. Expansion of the banking system is being hampered by the combination of high reserve
requirements, turnover taxes, and profit taxes, which, by reducing intermediation margins,
undermine the incentive to mobilize additional deposits. Some relief will be provided from
January 1996 when banks will be exempted from turnover tax.

59.
FDI.

F o r e i g n  s a v i n g s  e m p l o y e d  i n  V i e t  N a m  h a v e  b e e n  i n c r e a s i n g ,  e s p e c i a l l y  t h r o u g h
FDI disbursements amounted to more than $650 million in 1994, more than double the level

in 1993. Yet another source of foreign savings is ODA; annual commitments are now in excess
of $2 billion. Partly because of difficulties of aid administration, ODA disbursements have be&

$400  m i l l i o n  i n  1 9 9 4  b u t  r o s e  o n l y
marginally to an estimated $430 million in 1995.

60. The resource gap is currently around 7 percent of GDP. To achieve its new
growth target for the rest of the decade, the Government estimates that total investments of $42
billion will be required for the period 1996-2000, more than twice the level for the previous five-
year period.’ Of this total, the Government expects about 50 percent to come from domestic
sources (almost two thirds from the domestic private sector) and 50 percent from external
sources (two thirds, some $18 billion-$20 biliion, from FDI and the rest from ODA). Consistent
with Viet Nam’s ongoing transition to a more market-oriented economy, the private sector will
be the primary source of investment in directly productive sectors while public investment will
focus on providing critical economic and social infrastructure. ODA has a critical role to play in
supporting the Government’s public investment program.

61. The level of investment and the proportion financed by FDI could be even higher
if the Government were to facilitate build-operate-and-transfer (BOT) contracts for infrastructure
projects. New foreign investment regulations enacted in 1993 provide more generous provisions
for BOT projects. To date, however, work on only one BOT project-a $30 million water supply
plant in HCMC being undertaken by a Malaysian consortium - h a s  b e g u n .  O n l y  o n e  o t h e r  B O T
project has been licensed - i n  e a r l y  M a r c h  1 9 9 5  a  c o n s o r t i u m  o f  S i n g a p o r e a n ,  J a p a n e s e ,  a n d
Malaysian investors entered into a contract with the Government to build and operate a $637

- a l t h o u g h  a  n u m b e r  o f  o t h e r  B O T
projects are under processing. Several build-own-operate (BOO) projects have been approved,
including the power plant in Hiep Phuoc near HCMC and a toll road in the same area. Telstra
of Australia has a telecommunications contract with the Directorate General of Port and
Telecommunications (DGPT) that is similar to a BOO arrangement. Factors discouraging
BOT/BOO

1 S o c i a l i s t  R e p u b l i c  o f  V i e t  N a m .  1 9 9 5 .  “ S o c i o - E c o n o m i c  D e v e l o p m e n t  a n d  I n v e s t m e n t  Requirerhents
Five Years 1996-2000.”
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and the limited capacity within the SCCI to carry out appropriate financial, economic, and
technical assessments of such proposals; the recent merger of SCCI with SPC to form the new
MPI should help to reduce problems of overlapping responsibility.

G. Infrastructure Requirements

62. The public investment program of the Government is dominated by transport and
energy investments. The country’s transport system is weak. Although the major road networks
provide adequate coverage of the country (with the exception of the Central Highlands and some
other areas), provincial and local roads are very poor and even national roads are classified as
poor  to very poor. Some 87 percent of road surfaces are unpaved, including one third of the
national road system. The roads in the north are much worse than those in the south. The
serious shortage of funds for operation and maintenance has meant that road foundations and
surfaces have deteriorated to the point where rehabilitation is very costly. Bridge rehabilitation
and extension of the network of two-lane roads are also necessary. All-weather road systems
for rural communities are required to allow the marketing of farm produce. Urban congestion
is increasing rapidly. t

63. The main inland waterways, an important component of the transportation system,
are the Red River and Thai Binh system in the north, and the Mekong and Dong Nai River
system in the south. Most river transport systems also serve as drainage and irrigation systems.
Silting is the main problem of river transport and insufficient dredging is causing increasing
reliance on roads. Other problems of inland waterways are poor navigation aids and inadequate
river port facilities. Coastal shipping is hampered by the poor state of infrastructure and the lack
of modern ports.

64. The main railway linking Hanoi and HCMC, built between 1889 and 1935, is meter
gauge. Most of the 1,470 railway bridges were built 80-90 years ago. Those rebuilt immediately
after 1975 were designed on an emergency basis and have a limited life span. Because of the
weakness of the railway system, loads are restricted and slow speeds are imposed. Two options
are being considered: rehabilitation and other measures to improve efficiency at a relatively low
cost (approximately $100 million) or extensive rebuilding of the main line (for a cost of more than
$1 billion). Air transport is served by 16 airports, three of which are international. The terminal
facilities need to be modernized and expanded. Runways and navigational equipment are
substandard.

65. Investment in energy to satisfy domestic demand and to develop the coal and
hydrocarbon subsectors as important export industries is expected to be the largest single
component of the public investment program to the year 2000. FDI in offshore oil and gas
exploration and development is extensive. A pipeline has been proposed to harness offshore
natural gas; natural gas found in combination with oil is currently being flared. British Petroleum
and the Statoil  group have proposed that the most economic use of this natural gas would be
for generating electricity. The consortium has proposed that two or three gas turbine units be
constructed on a BOT basis, each producing between 110 and 140 megawatts (MW). Proposals
for the construction of a major oil refinery are also under consideration. Increased coal exports
will depend on improved coal handling facilities.

66. Domestic demand for power is increasing rapidly. Traditional sources,of  e n e r g y
in the form of fuelwood a n d  r i c e  s t r a w  s t i l l  a c c o u n t  f o r  6 0  percent of primary energy
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L. : consumption. In the past decade, the demand for electricity grew by about 10 percent per
knnum; hydroelectricity now accounts for around 60 percent of installed capacity. With
accelerated growth and rising per capita incomes, the demand for electricity and petroleum
products will also accelerate. Power shortages have been a serious problem in parts of the
country, especially in the south. The completion of the 500 Kv north-south transmission line has
largely resolved these shortages, at least in the short term. Construction has started on the Ya
Li, Ham Thuan-Da Mi, That MO, and Vinh Son power projects. Rehabilitation of thermal plants
and construction of new ones have been undertaken to increase power supply, particularly for
the south. Transmission networks in both urban and rural areas are being expanded to ensure
widespread electrification. Total investment requirements for the energy sector are estimated to
be at least $7 billion to the year 2000. Private investment and ODA are expected to contribute
heavily to meeting these requirements. The Government also plans to invest in energy efficiency
measures including demand side management. Upward revisions in energy tariffs would
contribute to energy efficiency and conservation and better protection of the environment.

67. In addition to transport and energy, infrastructure deficiencies in water supply and
sanitation are serious. Access to piped water is only about 50 percent for the urban population+
while only 21 per cent of the rural population have access to protected water supply. For those.
with access, the existing water supply, sewerage, and sanitation facilities have been deteriorating
because of insufficient investment, poorly trained personnel, and uncoordinated planning. Water
treatment and distribution facilities are generally old and in poor condition throughout the
country. Water quality in urban areas is substandard. Most of the piped water supply systems
date back many years and were built with low-quality cast-iron pipe, bricks, and mortar and low-
quality meters. Consequently, “unaccounted for water” varies from 40 - 70 percent in the piped
supply systems’. Pressure levels are generally very low and water supply service is intermittent.
Urban districts that are not serviced by piped water supplies rely on shallow wells, rivers, canals,
and water vendors.

68. Sanitary facilities are also seriously inadequate. Some 30-40 percent of urban
areas rely on septic tanks, many of which are operated as leaching pits; 20-40  percent rely on
latrines. The remaining 20-50 percent have no organized system of excreta disposal. This
situation contributes to the contamination of shallow groundwater - often used as the
household water supply - and the spread of waterborne diseases. Most urban areas have
basic combined drainage systems for storm water, septic tank effluent, and sullage. Many were
constructed several decades ago and are beyond economic repair. Others have deteriorated
significantly and require increasing maintenance and rehabilitation. The lack of proper solid
waste management exacerbates the drainage problem and also poses serious environmental
health hazards.

69. The Government is formulating preliminary plans for the development of the water
supply and sanitation sector. It has set a tentative national objective of 85 percent water supply
coverage by the year 2000. The Ministry of Construction has made feasibility studies for the
rehabilitation and upgrading of water supplies for 27 provincial capitals, which represents the
Government’s priority program for water supply. A National Urban Sanitation Strategy, expected
to be completed in 1995, will include master plans for sanitation/sewerage in many of the largest

1 The Bank’s 1993 study of 38 Developing Member Countries cities’ water utilities indicated an aberage level
of unaccounted for water of 36 percent.
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urban centers. To improve services to households with piped water and to meet the needs of

program. Using a figure of $80/capita,

H.

resource-
based activities, Deforestation, soil erosion and degradation, drought, flooding, and dwindling
fish stocks all threaten the livelihood of a significant number of people. With population growth
s t i l l  e x c e e d i n g  2  p e r c e n t  p e r  a n n u m ,  t h e  p r e s s u r e s  o n  a  d w i n d l i n g  r e s o u r c e  b a s e  c a n  b e
expected to intensify. t

71. Extensive deforestation has resulted in widespread soil erosion, siltation, flooding,
and periods of drought. Over the past 50 years, the forest cover has shrunk from 14.3 million
hectares (ha) to about 9 million ha. The main causes of deforestation include slash-and-burn
practices primarily by ethnic minorities in the highlands, the use of forest cover as a source of
f u e l ,  a n d  c o m m e r c i a l  l o g g i n g .  V i e t  N a m  b a n s  t h e  e x p o r t  o f  l o g s ,  b u t  t r a n s b o u n d a r y  i l l e g a l
logging activities seriously violate this regulation. With assistance from the Bank, the six
countries2  of the Greater Mekong Subregion (GMS) have agreed to a technical assistance (TA)
project that would assist in the formulation of an accord to more effectively protect the forests,
Energy alternatives to fuelwood  must be developed and slash-and-burn practices curtailed.
Investment priorities in the forestry sector include regreening of barren lands, reforestation of
mangrove forests, and incentives to minority peoples and settlers in the new economic zones
for replanting trees. The regreening of barren lands is dependent on identifying and supplying
fast-growing species that require little care and maintenance, and at the same time give
marketable products.

72. Stress from population growth and industrialization will need to be addressed in
the short and medium terms if future environmental problems are to be avoided. In this regard,
efforts are needed to increase the institutional capacity for environmental assessment,
monitoring, and ensuring compliance with regulations. Implementation guidelines are needed
to translate the Environmental Protection Law into consistent sector-specific regulations and
operational procedures. At the same time, the capacity of agencies at the center and provincial
level responsible for environmental issues must be strengthened.

73. Viet Nam’s transition to a more market-based economy based on increased
openness among Southeast Asian neighbors will have important implications for regional
environmental action. Effective watershed management of shared river systems, coastal zone

1 See Appendix 4 for a more detailed discussion of natural resource management and environment issues.
2 Cambodia, Lao PDR, Myanmar, People’s Republic of China, Thailand, and Viet Nam.



protection, and efforts to conserve biodiversity will require increased institutional capacity and
commitment to subregional environmental programs.

III. THE GOVERNMENT’S MEDIUM-TERM STRATEGY

74. The Government believes that transformation of the economy to a more market-
based system is the best way to achieve rapid economic growth and reduce the incidence of
poverty. Viet Nam’s key economic target has been to double its GDP in real terms by the year
2000. In the light of stronger than expected growth, the target was revised in 1994 to double
1990 GDP per capita during this decade. This is attainable if growth in the 8-9 percent range
experienced in recent years is maintained.

75. The Government’s basic framework for the development of Viet Nam is outlined
in the “Socio-Economic Stabilization and Development Strategy to the Year 2000,” which was
approved in 1991. The Fifth Five-Year Plan 1991-1995 is in the process of being replacedtby
the Sixth Five-Year Plan for 1996-2000. The detailed policies and programs under the Sixth Plan,
which will be approved by the National Assembly during 1996, are still under preparation.
However, it is expected that the key objectives and priorities of the Government’s current
development strategy .will  be continued but with greater focus on developing human and
physical capital.’

76. The development strategy includes deepening of the reform process; continued
macroeconomic stability; rehabilitation and development of critical infrastructure; human resource
development, especially the revitalization of the education and health systems; building on areas
of comparative advantage and sectoral  strengths (e.g., agriculture, agroprocessing, and light
industry); poverty reduction; and more balanced regional growth according to the principles of
sustainable development; institutional strengthening; reform of public administration; promotion
of the private sector; commercialization of state enterprises; domestic resource mobilization; and
promotion of exports and foreign investment.

77. Governance issues have been clearly identified as one of the key dimensions of
the on-going reform process. The Government recognizes the need to further improve public
sector management and complete the establishment of institutions appropriate to a market
system “so as to bring into play the positive flexibility of the market system”.* Reforms planned
or in process include the strengthening of the legal system to ensure transparency and
accountability in business transactions; establishment of mortgage and collateral mechanisms;
continued rationalization of the role of state enterprises and their commercialization; further
improvements to the tax system, reducing the reliance on transfers from state enterprises; and
reform of public administration in line with the needs of a more market-oriented economy. Other
priority measures include continued financial sector development, particularly greater private
sector access to bank credit and the development of medium-term and long-term capital

1 Socialist Republic of Viet Nam. 1995. “Socio-Economic Development and Investment Requirements for the
Five Years 1996-2000.”  Report to the Consultative Group Meeting, Paris, 30 November 1995. October,
Hanoi.

2 Ibid., p. 27.
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-., markets; and, simplification and lowering of tariff and nontariff trade barriers, enabling domestic
producers to improve their efficiency and competitiveness.

78. The Government has a twin investment program designed to strengthen human
resource development and Viet Nam’s social and economic infrastructure. Education and
training goals include the achievement of universal primary education; further reduction in
illiteracy, especially among ethnic minorities; improved linkage between employers’ needs and
vocational and technical education; improvements in the quality of education in the primary,
secondary, and postsecondary systems; and the reorganization of higher education institutions
and research institutes through consolidation and multidisciplinary programs. Investment in
people also includes the commitment to reestablishing the former strength of the health system
and increased emphasis on preventive health care. Another dimension of investment in people
is family planning and the health of mother and child, including better nutrition. The continued
decline in population growth rate is being encouraged through a strengthening of the
Government’s family planning program and, equally importantly, through improved education
and employment opportunities for women.

79. Increased investment in infrastructure is also fundamental to Viet Ngm’s
development strategy. Immediate priority projects are estimated at about $8 billion for economic
infrastructure (especially for transport, power, telecommunications, water supply and sanitation)
and $2 billion for social infrastructure (especially health and education). Rehabilitation and
extension of Viet Nam’s transport system is important, both as a catalyst to economic activity
throughout the country and to help enhance the economic growth of disadvantaged regions.
Farm-to-market roads, irrigation systems, and measures to control flooding are required to
modernize the agriculture sector. Credit facilities are another vital element.

80. Productivity improvement at the sectoral  level is expected to follow from the
opening of the economy to both domestic and international competition. In addition to investing
in human capital and physical capital, Viet Nam’s development strategy calls for investment in
technology and management expertise. It also calls for a combined agriculture-forestry-fisheries
natural resources-based economy with a modern industry, trade, and services-based economy,
so as to create employment synergies. This must be accomplished in a manner that is
environmentally and ecologically sustainable. A major theme of the Government’s strategy is
sustainable development with equity.

81. A feature of Viet Nam’s development strategy is the identification of three focal
areas for economic growth: one in the north encompassing Hanoi, Haiphong and parts of Quang
Ninh province; one in the south encompassing HCMC, Bien Hoa, and Vung Tau; and one in the
center, encompassing the coastal zone of Quang Nam Da Nang, and Quang Ngai province.
These growth areas are recognized as “engines of growth.” Some 80 percent of FDI
commitments to date are for these areas, and a high proportion of ODA is also urban oriented.
While the Government bestows no generalized special tax provisions on these growth areas,
other than the duty drawback-exemption system for imports incorporated into exported goods,
export processing zones, industrial parks and other infrastructure in support of new
manufacturing and service enterprises are being established. Further, the Government has
approved the construction of five export processing zones, two of them in HCMC. Export
processing zones offer free trade conditions and a liberal regulatory environment to enterprises
that locate within them.
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62. The Government wants to ensure that modernization and industrialization are
linked to rural development. While resources will be committed to the development of high-
potential areas, with the aim of promoting rapid economic growth, special attention is to be given

to enhancing economic linkages between the areas of high potential growth and other regions
to ensure a more equitable distribution of the benefits of development.’ In addition, the
Government also intends to provide support to the less prosperous central, coastal, and
mountainous areas, which face particular difficulties. Priority in the provision of grant aid will be
given to areas that face the greatest development constraints: the border areas, islands, and
ethnic minority communities.

63. In summary, while macroeconomic stability and a deepening of the reform
process, together with investment in people and infrastructure, are the key components of the
Government’s development strategy, there is an important geographic dimension as well. To
better focus scarce resources, the Government is concentrating major private and public
investments in three growth areas and linking these with rural areas to strengthen industry and
regional relationships and ensure that the benefits of development in the growth areas also
spread to the surrounding provinces and regions.

.

IV. REVIEW OF THE BANK’S OPERATIONS AND EXTERNAL ASSISTANCE

A. Bank Operations and Strategy

64. The Bank’s program of activities in Viet Nam in the initial period following the
resumption of operations in October 1993 has been guided by an Interim Operational Strategy
(10s).  The IOS addresses four priority areas: (i) financial support for an intensive program of
rehabilitation, upgrading, and development of the country’s physical infrastructure to underpin
growth in production and trade; (ii) promotion of economic and sectoral policy reforms to
improve public sector efficiency and promote private sector development; (iii) support for
measures to boost domestic resource mobilization, including reform of the financial sector,
institutional restructuring, and promotion of cost recovery in public services; and (iv) rehabilitation
of social infrastructure and promotion of critical social sector activities, human development, and
environmental preservation.

65. At the resumption of Bank operations, it was envisaged that Bank lending would
total around $250 million-$300 million per year over the first few years, rising thereafter to $350
million-$400 million subject to absorptive capacity and country performance. By November
1995, nine loans, totaling $634.50 million had been approved, along with 40 TAs amounting to
$25.9 million.2

1 Socialist Republic of Viet Nam. 1994. “Report of the Government of the Socialist Republic of Viet Nam to the
Consultative Group Meeting.” Paris, 12-16 November 1994. October. Hanoi.

2
Of the loans, four support development in the agriculture sector, including agriculture policy reforms; three
support the rehabilitation of economic infrastructure, namely in the roads, power, and ports sectors; and two
support rehabilitation of social infrastructures, namely water supply and sanitation systems in HCMC and
selected provincial towns.
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(7;: “-.. B. Evaluation of the Bank’s Program

86. While much has been achieved since October 1993, delays in processing,
approval, and implementation of the Bank loan and TA projects, particularly in 1994, resulted in
a lower level and progress in Bank operations than previously agreed upon. Thus, after the
approval of three loans for a total of $261.5 million in the last quarter of 1993, Bank lending in
1994 amounted to only $140 million, for two projects, compared with the proposed lending level
of $266 million for four projects. However, four loans for a total of $233 million have been
approved in 1995.

87. A number of factors contributed to the delays. First, given the nature of the recent
resumption in funding activities, the Government had to adjust to the different systems and
procedures of a large number of different agencies. Second, Viet Nam’s own systems and
procedures for aid mobilization and management were not well suited to the needs of a rapidly
expanding external assistance program. As a result, delays have, affected all external assistance
agencies.

88. The Government’s serious concern about the problems of aid absorptibn and
management was reflected in the extensive discussions on those issues at the Consultative
Group meetings in Paris in 1994 and 1995. The Government has already taken important steps
toward improving 1 the systems and procedures for aid mobilization, management, and
utilization.’ However, the respective roles of MPI, SBV, and MOF in this area need to be further
clarified. Other areas that need to be addressed to accelerate implementation and disbursement
of ODA include: loan and TA processing and approval procedures; procedures for the use of
imprest  fund accounts; rules regarding tax treatment of goods and services procured under
ODA-financed projects; and, provision of counterpart funds. Since the Government’s systems
and procedures are still evolving, and knowledge or experience with the Bank’s operational
policies and procedures, particularly within line ministries and Executing Agencies are still
limited, the processing of loan and TA projects will continue to place a significant burden on staff
in both Viet Nam and the Bank over the next few years.

C. External Assistance and Aid Coordination*

89. Until the drastic cutbacks in aid from the former Soviet Union and other member
countries of the former Council for Mutual Economic Assistance (CMEA) in the late 1980s Viet
Nam had been heavily dependent on aid from these countries. In the absence of lending by
multilateral financial institutions, the United Nations Development Programme (UNDP) and other
United Nations (UN) agencies were an important source of assistance. Since the mid-1980s
UNDP has played a particularly important role in providing TA to support Viet Nam’s economic
reform program, including support to the Office of Government, SBV, MOF, the Ministry of
Justice, and to both SPC and SCCI  (now MPI) prior to their recent merger. Support for the

1 These include the promulgation of Decree 20-CP (15 March 1994) on the Management, Coordination and
Utilization of ODA, which designates SPC as the focal point for the management and coordination of external
assistance; and the establishment in April 1994 of a National Committee for Procurement Evaluation. Bank
TA No. 2247: Institutional Strengthening of the National Office of Procurement Evaluation for $600.000.00,
approved on 20 December 1994, is assisting the Government in this area.

2 See Appendix 5 for a more detailed discussion on external assistance.
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transition to a market economy, social development and the environment are the main focus of
UNDP’s  fourth country program for 1992-l 996.

90. Among the bilateral sources of assistance, Sweden and Finland have a long
history of support to Viet Nam, while Australia became an important source from the mid-l 980s.
Although a number of bilateral agencies, including Japan, resumed operations in 1992, most
either resumed or expanded their assistance in late 1993 in line with the resumption of lending
by multilateral financial institutions. Japan is now Viet Nam’s principal source of external
assistance. At the most recent Consultative Group in Paris in November 1995, Japan pledged
$700 million in soft loans and $100 million in grants for 1996, mainly for physical and social
infrastructure rehabilitation. Other significant sources are France, Netherlands, Italy, Canada, the
Republic of Korea, Germany and the United Kingdom.

91. Nongovernment Organizations (NGOs) also played an important role in providing
external assistance to Viet Nam before 1993, and continue to do so, especially in grass-roots
rural development work and programs targeting disadvantaged groups. NGOs are currently
providing support to some 700 generally small-scale projects and programs, ranging frqm
humanitarian/emergency relief to rural credit and the development of small-scale irrigatibn
facilities.’

92. After Japan, the World Bank and the Bank are the largest sources of external
assistance. The World Bank expects to lend around $400 million-$500 million per year over the
medium-term. The International Monetary Fund (IMF) has been providing necessary stabilization
and adjustment support, initially under a standby arrangement and, since November 1994, under
a three-year Enhanced Structural Adjustment Facility (ESAF)  program. The European Union has
emerged as another important multilateral donor since 1996.

93. The operations of the Bank are closely coordinated with all of Viet Nam’s major
external assistance agencies, with particular attention given to coordination with the World Bank,
IMF and Overseas Economic Cooperation Fund (OECF).  In addition to more formal aid
coordination meetings, Bank staff meet regularly with staff of the resident missions of the World
Bank, IMF, and OECF in Hanoi. Bank staff have participated in a number of IMF missions since
mid-l 993. In view of its well-established presence in Hanoi, UNDP has played an important role
in aid coordination in recent years and assisted the Government in organizing an initial Donors’
Conference on Viet Nam held in Paris in November 1993. Overall coordination of external
assistance funding is now undertaken within the framework of a Consultative Group with the
World Bank in the chair. The first Consultative Group was held in Paris in November 1994, the
second in late November 1995.

94. While the annual meeting between the Government and funding agencies provides
a basic framework for aid coordination, it was recognized at the time of the first Donors’
Conference that the annual meeting should be supplemented by more regular sector and
subsector meetings. To this end, a transport sector meeting, organized by the Government with
support from the World Bank, was held in October 1994. The Bank provided similar support to
the Government for an agriculture sector coordination meeting in June 1995. An education

1 See Appendix 6 for a more detailed discussion of NGOs and issues concerning their operatioh,  as well as
ways in which the Bank  can work with such organizations.
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sector coordination meeting was held in September 1995. UNDP continues to play an important
role in aid coordination, assisting the Government in meeting the costs of the sector meetings
and in taking a lead role in coordinating the capacity building TA in the area of aid coordination.

95. During the 1993 Donor Conference, more than $1.8 billion in assistance was
pledged to Viet Nam for 1994; $2 billion pledged during the Consultative Group in November
1994 was mostly for 1995. A further $2.3 billion was pledged during the Consultative Group in
November 1995. In keeping with the Government’s priorities, ODA is being directed to three
main areas of concern: (i) rehabilitating and expanding Viet Nam’s infrastructure; (ii) support for
the social sectors, especially health and education; and (iii) assisting in the reform process and
institutional strengthening. The Government estimates that it must realize aid disbursements in
the order of $1 billion annually to meet its growth targets.

V. THE FUTURE ROLE OF THE BANK

9
A. Overall Strategic Framework

96. Viet Nam’s critical development needs must be the starting point for the Bank’s
Country Strategy. The COS should support the Government’s own development strategy and
take account of the Government’s expectations of the Bank as one of the country’s principal
sources of external assistance. It should also reflect the vital role that ODA has to play in helping
Viet Nam to lay the necessary foundations for its long-term development. The new strategy
should also be consistent with the Bank’s own broader development goals, objectives and
operational concerns as set out in the Bank’s Medium-Term Strategic Framework (79957998).
The strategy must also take account of and complement the activities of other external
assistance agencies.

97. Viet Nam’s critical development needs are extensive and cover almost all sectors
(see Table 1 and Section II). Prior to 1993, access to external capital was limited. Given the low
domestic savings, the rate of investment was constrained, leading to a serious rundown in the
country’s capital stock. At present, poverty is widespread and needs in both basic health and
education are substantial. The ability to provide social services is increasingly under pressure.
Progress across a broad front is therefore necessary to lay the foundation for long-term
sustained growth.

98. In designing the COS, the key question is, therefore, how can the Bank best
contribute, at this time, to meeting Viet Nam’s extensive and diverse development needs. One
option would be to identify two to three high priority sectors as the principal focus of Bank
operations. Obvious candidates would be transport, energy and agriculture. Each of these
sectors requires major investment in basic infrastructure while offering considerable scope for
policy reform. However, such a strategy would likely face serious problems with respect to
absorptive capacity since, even with the extensive technical assistance already under way from
the Bank and other external assistance agencies, it will take time to build up this capacity. Such
a strategy would also be unbalanced; while support for such directly productive sectors would
help to relieve immediate constraints to growth, appropriate longer-term investments in the social
sectors also need to be made now if growth is to be sustainable. Such a strategy would also
limit the scope for ensuring that rapid growth contributes most effectively to poverty reduction.
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99. In the same way, a strategy that focused primarily on social sectors would fail to

address some of the most immediate constraints to growth. Equally, the adverse impact of rapid
growth on the environment experienced by other countries in the region emphasizes the need
for Viet Nam to address environmental protection and resource management at an early stage.
Finally, a strategy based on just a few such priority sectors would also limit the potential to
develop the catalytic role of the Bank with respect to the mobilization of private sector funding
for infrastructure development which the Government recognizes to be essential.

100. In developing a strategy for Viet Nam at this time, the challenge is, therefore, to
define a strategic framework that allows the Bank to address a range of the country’s most
critical needs but in a more integrated and coordinated manner so as to maximize the
effectiveness and development impact of Bank operations.

B. Strategic Goal and Objectives of the Bank in Viet Nam

1. Strategic Theme: Sustainable Growth With Equity

101. The transition to a more market-based economy through deepening and extensidn
of the reform process is a necessary condition for sustained economic growth and poverty
reduction. As indicated in Sections I and II, a top priority must be to help ensure implementation
of the policy, legal, and regulatory reforms that are still necessary for the creation of a more
favorable environment within which private enterprise can prosper. Institutional development and
capacity building is also important, for the Government must assume a support role and
deemphasize the ownership and control roles characteristic of centrally planned economic
systems.

102. Viet Nam has reached the stage in its development where sustained rapid
economic growth is possible, and during which profound changes will greatly alter the structure
of the economy and the employment and living conditions of the people. It is vital that this
restructuring and modernization of the economy proceed systematically so that, to the extent
possible, the severe problems associated with rapid urban growth and environmental
degradation can be avoided. Rural development will be a key factor determining whether or not
Viet Nam’s rapid growth unfolds in a way that brings widespread benefits in a relatively balanced
manner. Poverty reduction for most Vietnamese means rural development.

103. The proposed COS is, ?herefore,  designed to facilitate the transition and
restructuring of the economy according to market-based principles while promoting balanced
and sustainable development. In line with the Government’s own development thinking, this is
captured by the strategic goal of sustainable growth with equity.

2. Strategic Objectives

104. To fulfil this goal, the Bank’s strategic objectives should be to promote efficient
economic growth, poverty reduction and environmentally sound development. To integrate
efficient economic growth, poverty reduction, and environmentally sound development and to
facilitate thereby a more coordinated set of programs and projects for Viet Nam during the three
to five years time frame of COS, it is proposed that the strategy be guided by the concept of
linkages. Rapid economic growth is the most important means for reducing poverty in Yiet Nam,
but this growth must include rural development where 90 percent of poverty occurs. National
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economic growth and rural development are best advanced by improving the policy and
regulatory framework and the social and economic infrastructure and services expected of
government to enable a market-based economy to function effectively. It is recommended that
the strategy emphasize programs and projects that promote a more conducive framework and
environment for productive investment and employment, thereby encouraging private enterprise
to determine which sectors and sub-sectors offer opportunities in domestic and export markets.
This market-based approach must be complemented by targeted support for particularly
disadvantaged groups -human resource development and other measures to assist in opening
up new employment opportunities for these groups are needed - and measures to compensate
for market failure, particularly in respect to management of the environment. The strategy
includes, therefore, measures concerning sustainable natural resource management and urban
environmental management.

105. The concept of linkages has a strong geographic dimension. As noted earlier, a
feature of Viet Nam’s development strategy is the identification of three focal areas for economic
growth, one in the north, one in the center, and one in the south. The three areas are already
attracting most of the foreign investment as well as much domestic private investment, a process
that would continue even in the absence of any Government policy support. While ths policy
of channeling investment into growth zones runs the risk of accentuating regional imbalances,
the fact that there are three such focal zones, one each in the country’s major geographic areas,
will help to minimize this tendency. More importantly, the Government recognizes the need to
develop effective linkages between these focal zones and their hinterlands to ensure economic
integration and a more equitable distribution of the benefits of development.

106. To ensure that the benefits of growth are spread more widely, it is proposed that
the COS for Viet Nam incorporate this geographic dimension in a proactive manner. There
would be linkages between the three growth zones and their surrounding rural hinterlands,
linkages between the growth zones themselves, and linkages between the growth zones and the
subregion. For this purpose, the Bank would concentrate its project interventions on
transportation corridors and related development zones that best serve the Government’s goal
of rapid but balanced economic growth. Upgraded transportation corridors to better connect
the growth areas and selected rural areas would improve the overall business environment within
which households and enterprises in Viet Nam could seek out and develop new markets and
employment opportunities. Some of these transportation corridors would not only link growth
centers with poor rural areas but also provide linkages with the subregion. Feeder roads to the
transportation corridors would reach out into remote areas.

107. Map 1 shows the three designated growth zones, potential transport corridors, and
related development zones. Highway 1, which links all three growth zones, is already being
rehabilitated with support from the Bank, the World Bank, and OECF. With possible transport
corridors linked to Highway 1 and those fanning out from the growth zones, including those that
have a potential subregional dimension, the geographic area subsumed under the Bank’s
strategy will cover large parts of Viet Nam. Importantly, it would also encompass provinces at
different levels of development: some remote provinces where poverty is widespread, upland
provinces such as Lao Cai, and poor provinces in the center and in the southern Mekong delta.

108. The concept of linkages also has sectoral  dimensions. Apart from the
transportation sector, agriculture and rural development are critical to ensuring efficient economic
growth and poverty reduction. In particular, attention must be given to ways of increasing farm
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tabor  p roduct iv i ty . The VLSS has indicated the importance of farm-to-market roads,
efectrification, irrigation, and other infrastructure, as well as rural credit in improving the
opportunities for productive employment in rural areas. It has also indicated the importance of
social factors. While Bank support for social sector projects should, to the extent possible, follow
the geographic focus underlying the strategy, it is recognized that assisting particularly
disadvantaged groups will necessitate a rather broader coverage in the case of these sectors.

109. There is also the potential for greater linkage between the public and private
sectors. The Government has already indicated that it welcomes private sector participation in
the provision of infrastructure and that is likely to be essential given the level of funding needed
to rehabilitate and upgrade Viet Nam’s infrastructure. Drawing foreign private investment into
economic infrastructure that can offer a commercial return will free up resources that can be
channeled into other essential economic and social infrastructure or other development
programs. In Viet Nam, interest in BOT and related approaches to infrastructure investment is
growing. Through support for a strengthening of the legal and regulatory framework and
through the encouragement of cofinancing including nonguaranteed private sector loan and
equity investments in public-private joint ventures, the Bank can play a vital catalytic role. t

110. The linkage between the public and private sectors would also encompass the
Government’s continuing efforts to strengthen the domestic private sector. This will come mainly
through further improvements in the enabling environment - including financial sector reform,
strengthening the legal and regulatory framework, and progress in equitization and privatization
of SOEs - although measures to strengthen the dialogue between the Government and the
private sector will also be important. The use of the Bank’s public guaranteed loans to affect
change in these areas will, therefore, be important. In addition, the Bank’s nonguaranteed loan
and quity investments can be used to develop and strengthen the domestic private sector in
Viet Nam. However, in line with Viet Nam’s shift to a more market-oriented economy, the Bank’s
private sector operations should not be restricted to only certain sectors but should, in addition
to commercial viability, be guided by the catalytic role of such investment and the likely multiplier
effects on private sector development.

111. Defining the COS in this manner combines sectoral, geographic, and thematic
considerations. Sector proposals would have to indicate that they are within the geographic
scope as defined by the transportation corridors and selected development zones. The only
exceptions would be specific interventions in the social sectors targeted at particularly
disadvantaged areas and groups, and initiatives in environmental management that address
areas of severe environmental distress. Policy-based sector programs would, of course, have
national implications, but these would be consistent with improving interindustry and rural/urban
linkages and the encouragement of private sector investment. The concept of linkages would
require that, to the extent possible, sector projects are interrelated with other elements of the
strategy. Programs and projects will be assessed to determine whether they contribute to the
transformation and restructuring of the economy in a balanced or orderly way. The result should
be a series of building blocks that, together, promote efficient economic growth in a manner that
best contributes to poverty reduction and sound environmental management. While the strategy
is broad based in a sectoral sense, Bank support will be targeted at selected subsectors where
its assistance will be most effective in supporting Viet Nam’s development, while the geographic
dimension will also provide focus.
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_’ of other aid agencies. This places importance on continuing efforts to ensure effective aid
management and coordination in Viet Nam. In some sectors, where funding requirements are
large and/or development needs are complex, active cooperation between aid agencies,
including the cofinancing of projects and programs, may be required. In other cases,
specialization in terms of sector/subsector  or in geographic coverage may be in order. In this
regard, while it would be desirable to link Bank interventions in transport with those in other
sectors in the same area, the Bank could also decide to undertake complementary investments
linked to interventions of other aid agencies, for example upgrading farm-to-market roads that
connect with highways being upgraded by the World Bank, OECF, or others.

C. Areas of Special Emphasis

113. Given the above strategic framework, and taking account of the activities of other
external assistance agencies, especially the World Bank and OECF, which together with the
Bank are Viet Nam’s main sources of concessional project loan finance, Bank support over the
medium term should address selected critical constraints in the following five areas of special
emphasis: policy reform and institutional development, infrastructure development,’ rural
development, human development, and natural resource and environmental management.

1. Policy Reform and Institutional Development

114. Despite the very significant progress made in shifting from central planning to a
more market-oriented economy, the agenda for reform, including in the area of governance,
remains substantial. To assist the Government in meeting this challenge, the Bank will need to
continue extensive support for policy reform, including assistance in developing and
strengthening the legal/regulatory framework, and building up institutional capacity appropriate
to the needs of a more market-oriented economy. Further reforms are needed to create a level
playing field for the public and private sectors to improve efficiency and encourage further
increases in private sector investment. By identifying policy reform and institutional development
as one of the five areas of special emphasis, the Bank will make an important contribution, at
both the macro and sector level, towards helping the Government (i) redefine its role in the
economy, (ii) formulate and implement policies that provide an appropriate enabling environment
for a market-oriented economy, and, (iii) build up its capacity to efficiently and effectively manage
the economy, including the use of public resources, all of which are essential to the success of
the Government’s development strategy.

115. Support for policy reform and institutional development will be relevant in all
sectors where the Bank is operating. However, reflecting their importance to both Viet Nam’s
successful transition and the success of the COS, the Bank will devote special attention over the
medium term to the following areas: domestic resource mobilization and financial sector
development, agriculture, and the social sectors,’

1 SOE reform is another critical area. However, UNDP and the World Bank are already providing extensive
assistance in this area. Where appropriate, policy issues in other sectors/subsectors  where the Bank will
operate are covered in subsequent sections.
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116. Despite recent progress, increased domestic resource mobilization remains critical
to sustaining, Viet Nam’s long-temr growth. Even over the short and medium term, adequate
local resources are needed to efficiently utilize the foreign savings now available to Viet Nam.
Enhanced domestic resource mobilization is also necessary to avoid overdependence on
external funding and excessive growth in external debt. Deepening financial sector reform is
central to enhanced domestic resource mobilization and growth of the private sector. In the
ongoing preparations for the proposed Financial Sector Program Loan, the Bank is already
engaged in a policy dialogue with the Government in this area.’ The proposed loan will assist
the Government in strengthening and modernizing the financial sector, build up consumer trust
and confidence in the banking system, assist in resource mobilization and contribute to the
improved use of financial instruments as mechanisms of monetary policy. The Bank should
continue to provide support in the area of financial sector reform and capital market development
over the period covered by the COS.

117. While financial sector reforms will be particularly important to the development of
the private sector, the Government also needs to emphasize resource mobilization within the
public sector. Although Government revenues have continued to grow as a share of GDP,
pressures on the expenditure side mean that it will be difficult to reduce the deficit as a sh&re
of GDP over the medium term. Financing the deficit from both domestic borrowings including
Government bonds, and foreign loans is now more secure, although given the current interest
rates on bonds, domestic borrowing imposes a significant cost on the budget and may also
crowd out private sector investment. On the revenue side, the Government will need to continue
to expand the coverage of the tax system, particularly with respect to the rapidly growing private
sector activities, and improve the efficiency of tax collections, This is already happening. Tax
yields were up some 20 percent in 1994 despite lower taxes rates, particularly for taxes on
external trade. On the expenditure side, the Government will need to continue to rationalize
expenditure and keep a particularly tight control on recurrent expenditure, if the ambitious public
investment program is not to stall because of a shortage of local counterpart funds. Further
reform and strengthening of tax administration, coupled with decentralization and rationalization
of revenue sharing between the center and the provinces is likely to be an essential element of
future efforts to enhance revenue raising and boost expenditure on infrastructure and services
at the local level. The Bank has initiated a TA study on fiscal issues in Viet Nam and other
transition economies with a view to assisting in the design of appropriate fiscal reform policies.’

118. Apart from its contribution to growth, agricultural development will be vital to
poverty reduction. The Bank has already established itself as a leading source of assistance to
the sector and in June 1995 assisted the Government in organizing a coordination meeting of
funding agencies in agriculture in Hanoi. Future policy reforms in agriculture should build upon
the solid policy foundation being created with the support of the Agriculture Program Loan, and
involve continued emphasis on further liberalization of external trade in both inputs and outputs,
the restructuring and commercialization of SOEs  involved in the agriculture sector, as well as
support for the development and strengthening of rural financial markets.

1 Preparations for this loan are being closely coordinated with the World Bank  and IMF and with a number of
bilateral aid agencies active in the sector.

2 RETA 5616: Public Finance issues  in the Transition Economies of Asia for $400,000, approved on 27
December 1994. Bank  support in this area will be closely coordinated with the assistance being provided
by IMF in the fiscal area.
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t19. Effectively addressing social sector needs in Viet Nam at a time when the pressure
on fiscal resources remains intense presents a major challenge. To meet this challenge, the
Government must develop an appropriate policy framework. The Bank’s ongoing TA on
Financing of Social Services’ provides the basis for dialogue with the Government on both the
overall level and allocation of Government funding in the social sectors and the identification of
new approaches to financing these services including, where appropriate, the introduction of
user charges. Attention should also be given to establishing a social safety net, particularly for
the urban poor. This needs to include support for those being displaced by the ongoing
restructuring of SOEs and the public administration, many of whom are women. Nevertheless,
given the strong growth of the urban economy, the adverse impacts of dislocation are likely to
be temporary.

120. Reflecting both the importance attached to governance issues by the Government
and the need to further build up absorptive capacity with respect to growing international
assistance, Viet Nam has special needs in institutional development and capacity building that
impinge on all aspects of Bank operations.* The Bank is already providing substantial TA
support in these areas;3
strategy.4

however, future assistance needs to be tailored to the needs ?f the

121. Core areas of need include (i) policy analysis, (ii) administrative reform, and (iii)
aid absorption. The Bank is already providing TA in all three areas, most of it closely linked to
ongoing or planned Bank projects. However, with the increased emphasis on capacity building
for development management under the Bank’s Medium-Term Strategic Framework (7995-7998),
it is recognized that, to be successful and sustainable, the Bank’s capacity-building program in
any country should be part of a more comprehensive assessment of capacity-building needs,
especially at the sector level. Related to this, it is expected that support for capacity building will
be given on a more long-term basis, rather than as “one-shot” interventions. The need for strong
“ownership” on the part of the government and the concerned institutions is also essential. Given
both limited financial and staff resources, the move toward more long-term comprehensive
programs of support also implies a need for the Bank’s capacity-building program in any
country to be more focused on a selected number of sectors/subsectors where such support is
considered most critical.

1 TA 2134: Financing of Social Services for $575,000, approved on 12 August 1994.
2 See also Appendix 7 on Institutional Development and Capacity Building.
3 For example: TA 1998: National Water Tariff Policy Study for $600,000, approved 29 November 1993; TA

2233: Capacity Building in the Water Resources Sector for $1,350,000,  approved 13 December 1994; TA
2247: Institutional Strengthening of the National Office for Procurement Evaluation for $600,000, approved 20
December 1994; and, TA 2345: Improvement of Financial and  Accounting Systems of the Power Companies
for $1,200,000,  approved 8 June 1995. Sank technical assistance to assist the State Auditor General’s Office,
which was set up in July 1994, in its task of acting as external auditor for public expenditures, was recently
finalized and is expected to be approved before the end of 1995.

4 In addition, there has been a growing concern within the Bank with the long-term effectiveness and
sustainability of earlier efforts at capacity building within its developing member countries (DMCs).  (See the
“Bank’s Medium-Term Strategic Framework (1995-1998),”  March 1995, p.7.) It is important at this relatively
early stage in the Bank’s operations in Viet Nam to ensure that the lessons from experience elsewhere are
incorporated in the Bank’s capacity-building program.
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These concerns need to be duly reflected in the design of the Bank’s capacity .*-
building program in Viet Nam. However, since it is proposed that the Bank continue to operate
across a range of sectors/subsectors,  all of which, to a greater or lesser extent, require support
forcapacity building, a narrow focus on just one or two sectors would not be appropriate to Viet
Nam in the medium term. The fact that other sources of external assistance, both multilateral
and bilateral, are providing support for capacity building offers some scope for a clearer division
of labor and clearly external support for capacity building needs to be closely coordinated.’
Even so, a relatively large and comprehensive capacity-building program covering a range of
sectors will continue to be needed, at least for the next three to five years. Therefore other ways
to ensure that a cost-effective and sustainable capacity building program can be undertaken will
need to be found.

123. In this regard, it is essential that the Bank’s capacity-building program is geared
not only toward the needs of the individuals and institutions targeted for support but also toward
the training of trainers and the development of local institutions that will in time be able to meet
the bulk of the country’s capacity-building needs. Many areas now targeted for support under
Bank TAs,  including project planning, implementation and management, financial managemer$
and accounting and policy analysis are common to most ministries and executing agencies and
could be addressed by funding the development of appropriate in-country programs and the
participation of staff from a number of agencies, rather than through the upgrading of in-house
training units and the development of programs dedicated to staff of just one agency.

124. Developing such in-country training capacity will take time. The priority for the
Bank during the period covered by this COS should be to lay the foundation for such a system
and assist in the development of appropriate training programs in the common “core” areas. As
a first step, the Bank must work with the Government to identify both appropriate local and
external training institutions. In the meantime, more dedicated capacity building programs will
be required, designed in-such a way as to make use of selected training institutes which will be
able to contribute to the eventual goal of strengthening in-country training capacity.

125. For all capacity-building programs, it will be essential that adequate time is given
to developing “ownership” by the institution concerned through a process of consultation and
dialogue during project identification and preparation. To this end, greater emphasis should, to
the extent possible, be given to “free-standing” capacity-building TA rather than to TA projects
that are piggybacked to a loan. The added advantage is that work on capacity building can be
initiated prior to the approval and implementation of loan projects and programs, thereby
minimizing the risk of delays associated with lack of absorptive capacity.

126. While it must be recognized that the design, implementation, and administration
of such an extensive program of capacity building will make heavy demands on Bank staff
resources (as well as those of counterpart agencies), it is nonetheless considered essential that
the Bank continue to give due priority to this aspect of its operations since, in the absence of
such a program, absorptive capacity constraints will become a significant brake not only on the
Bank’s own program but also on Viet Nam’s overall development.

1 UNDP is supporting the Government in its efforts to coordinate capacity-building assistance, particularly in
the area of aid coordination and management.
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Box 2: Capacity Building for the Ministry of Planning and investment (MPI)

1. Notwithstanding the need for a relatively broad-based capacity building program in Viet Nam, a major
proposal for capacity building and institutional development within MPI has been identified as being of
particular importance over the medium-term.

2. Institutionally, the old SPC was at the core of the old system of central planning. Its role and
responsibilities are changing dramatically with the shift to a more market-oriented economy. The exact role of
MPI, as well as its relationship with other central agencies, such as SBV, MOF, and Office of Government
(OOG), still have to be clearly defined. However, MPI is already established as the principal agency
responsible for (indicative) planning. investment planning and appraisal, and aid management and
coordination.’ The efficiency with which MPI undertakes these tasks will have implications for the country’s
overall economic performance. Coupled with the ongoing reorganization of MPI, there is a need to build up
staff skills across the full range of its functions.

3. The Bank has already reached agreement with the Government on a proposed long-term program of
support for MPI to strengthen its development management capability in a market-oriented economy. More
specifically, the proposed TA is aimed at strengthening MPl’s capacity to (i) coordinate, assess, formulate, and
monitor economic policies and programs to foster sustainable economic growth with equity in the country: (ii)
undertake broad indicative planning (for the short, medium, and long term) to guide public sector investments
efficiently and equitably across regions to the extent possible; (iii) formulate appropriate public investment
programming leading to development budget preparation with due concern for public resource constraints
facing the Government; and (iv) undertake program and project appraisal, evaluation, and monitoring. MPI
has received and continues to receive assistance from other muttilateral and bilateral agencies. A detailed
assessment of such assistance has been undertaken to confirm that the proposed TA will not duplicate the
efforts of other aid agencies. Support for policy analysis and training will be particularly important areas of
support. As part of the TA, it is proposed that the recently established MPI training center (located adjacent to
the Central Institute of Economic Management [CIEM])  be developed as one of the core training institutes in
the area of development planning and management. It should be geared to serving not only MPI staff at both
central and provincial level but also staff of other central and line ministries and provincial authorities.*

2. Infrastructure Development

127. Given the emphasis on linkages in the Bank’s strategy, investment for the
rehabilitation and upgrading of transport will be a major priority. This will focus on the
development of transport corridors that will facilitate trade and other economic linkages between
the growth zones and their surrounding hinterlands. The actual routes to be chosen would
depend on the likely rates of return as well as the programs of other aid agencies. Where
economically justified, special attention should also be given to enhancing linkage with the
subregion, While the rehabilitation and upgrading of major trunk routes will remain a priority,
effective rural development necessitates improvements in rural transport. Subject to economic
viability, preference should be given to investments that support other components of the Bank’s
program, either ongoing or planned. The roads subsector will remain the principal focus of
investment in transport, reflecting the fact that it accounts for the bulk of both freight and
passenger traffic movements. Inland waterways are the second most important mode of

1 As set out in Decree 2O-CP, 15 March
2 See Appendix 7 for more details.

1994.
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Red River deltas will also be important for agricultural and rural modernization.’

128. The availability of adequate and reliable power supplies is critical to economic
growth. As in other sectors, attention to the policy framework within the energy sector will also
be important. Further reforms are needed to ensure the availability of adequate funds for the
investment needed to meet the rapid growth in demand. Apart from continued attention to tariff
reforms and improved efficiency within public sector power companies, enhancing the role of
the private sector  will also be needed. This is particularly true of power generation where private
sector interest is already significant. Even in power transmission and distribution, there may be
some scope for private sector investment over the longer term. The private sector is already a
major investor in the hydrocarbons sector, although here too, there is a need to develop the
policy framework in such a way as to ensure that the sector makes the most effective
contribution to both domestic energy and industrial needs and to export earnings.

129. Currently, the transmission and distribution of power are a critical constraint
requiring extensive public sector investment. The Bank will, therefore, continue to support the
rehabilitation and improvement of transmission and distribution systems serving urban center;
in the major growth zones and the surrounding development zones. Greater emphasis will also
be given to rural electrification. While this will make an important contribution to rural
employment diversification, investment in rural electrification will also need to be justified by its
impact on the quality of life of the rural population.

130. Major investments in a wide range of other economic infrastructure will be needed
to sustain economic growth and to meet the needs of increased urbanization. Investments will
be needed to rehabilitate or construct new ports, expressways and mass transit systems,
telecommunications, urban water supply, and sanitation. Like energy, all these sectors offer
significant potential for private sector participation. Although basic enabling legislation for BOT-
type investments has been promulgated, BOT regulations are unclear in a number of areas. In
addition, inadequacies within the general commercial and corporate legal framework act as a
constraint on BOT-type investments, that, by their nature, tend to be both large and long term.
An appropriate regulatory framework for BOT-BOO investments is essential to ensure a fair
distribution of benefits among private investors, the Government, and the wider economy.

131. While concentrating its own loan operations within the selected subsectors of
transport and energy that form critical elements of the COS, the Bank should also seek to play
a catalytic role in encouraging increased private sector participation in infrastructure
development. While Bank support for financial sector reforms, the development of the capital
market (see para. 116),  and further improvement in the legal and regulatory framework are all
important in this respect, the catalytic role of the Bank will come primarily through partial
financing of infrastructure projects in which the private sector is a significant player. Joint
ventures between the Government and private interests are one way of encouraging increased
private sector investment in infrastructure. The Bank could take a direct equity interest in, or
provide loans to, BOT-type investments through its own private sector operations.

While rail transport can also be expected to increase in importance, a number of other donors, including
Japan and France, are already providing support. In addition, a joint venture was recently signed between
Viet Nam Railways and New Zealand Rail which in particular will support modernization of freight handling.
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132. As outlin@ earlier (see in particular paras. 102, 108, 118),  the strategy requires
a particular  focus on rural development especially agriculture, and also fisheries since Viet Nam’s
long coastline gives the country access to substantial marine resources. Apart from the
contribution that a dynamic rural sector can make to overall economic growth, agriculture and
rural development can contribute to poverty reduction, primarily through improved income and
employment opportunities. Improved natural resource management in agriculture and fisheries
is a critical component of environmentally sound development.’

133. The Bank’s project loans within agriculture and the rural sector must build on the
improved policy environment being supported by the Agriculture Program Loan (see para.  118).
In particular, priority should be given to the provision of critical support services and
infrastructure that will enable farmers to respond to new opportunities. Efficient rural financial
markets that are able to mobilize savings as well as channel credit to rural borrowers are needed
to overcome limited access to credit. The Viet Nam Bank for Agriculture (VBA) is rapidly
expanding its lending to small borrowers, through both direct lending and group lending. Private
shareholding banks and people’s credit funds (PCFs)  have recently emerged as pot’entially
important players and need support to efficiently expand their operations. Credit must be
available to rural entrepreneurs to encourage greater linkage between agriculture and industry
and to promote employment diversification through the development of agro-industry and
handicrafts. Adaptive research and improved extension are also important to increased
agricultural productivity and diversification. Extension services should be designed to support
investment in postharvest activities and agro-industry.

134. Improvements in water management, including both irrigation and drainage, are
important to improved farm productivity and the Bank is already supporting the rehabilitation of
irrigation schemes in northern Viet Nam. The needs of agriculture must, however, be set against
the rapidly increasing demand for water for industry, energy, and human consumption,
emphasizing the importance of river basin water balance studies. The Government is currently
preparing a water sector review with support from the Bank, the World Bank, FAO, and other
funding agencies. While the details of the Bank’s future activities in irrigation and drainage must
await the outcome of this review, experience from other DMCs suggests that, besides the
rehabilitation of existing schemes, support for the development of small and medium-scale
farmer-based systems is likely to provide a more cost-effective and sustainable approach to
improved water management than investment in new large-scale irrigation facilities.

135. Other improvements in rural infrastructure are necessary to support both
agriculture and rural development and strengthen linkages between the rural and urban sectors.
Alongside improvements in interprovincial and intraprovincial routes that will come with the
upgrading of transport corridors, farm-to-market roads will help to reduce costs and open up
new market opportunities. Besides improving the quality of life, rural electrification, will also help
to encourage rural industrialization and employment diversification. Investment in water supply
and sanitation systems in provincial and rural towns will also serve both economic and social
guais. Gtiler social sector investment WIII also be targeted to rural areas within the development
zones.

1 The issue of natural resource management is discussed in Section V.C.5.
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136. A focus on rural development is one key to minimizing the growth-equity trade-off.
Given the high incidence of rural poverty and Viet Nam’s still relatively egalitarian asset base,
broad-based development in rural areas will contribute much to poverty reduction. Even so, in
the design and implementation of agri’culture  and rural sector projects, it will still be necessary
to ensure that the poorest groups are not by-passed.

f37. With agriculture currently accounting for the bulk of private sector activity in Viet
Nam, the modernization of agriculture and, in particular, the growth of agroprocessing and other
rural industries offer significant potential for the growth of the domestic private sector. In addition
to ensuring a level playing field for the public and private sectors, public sector institutions need
to be restructured and their activities reoriented to enable them to more effectively assist in this
process. A critical step in the process was the recent establishment of the Ministry of Agriculture
and Rural Development which has absorbed the functions carried out by the ministries of
agriculture, forestry and water resources, and some of those of the Ministry of Fisheries.’

4. Human Developmenf

138. The importance of investment in human capital for sustained economic growth is’
now well established. Studies, including those by the Bank, demonstrate the importance of
providing basic services (education, health, population, water supply/sanitation) if the benefits
of development are to be-spread widely and equitably. However, as an economy in transition,
Viet Nam also has special needs; for example, the rapid buildup of a labor force with the critical
skills, including management and accounting, required by a fast growing market-oriented
economy.

139. To complement the development of an appropriate policy framework (see para.
119),  cost-effective approaches to the delivery of basic services and a clearly prioritized
investment program are needed. Through its support for appropriate project interventions, the
Bank can also make a key contribution in these areas. The Bank should take the lead in
ensuring effective targeting of interventions. Mapping systems for basic education coverage,
mortality and morbidity patterns and rural water supply and sanitation systems need to be
developed.

140. While such areas of Bank support would address issues at a national level, Bank
support for social sector project or program interventions in the development zones should, to
the extent possible and feasible, be linked with other areas of Bank support. Given that the
proposed transport corridors will traverse provinces with very different levels of income, the
precise nature and balance of the Bank’s social sector and human development interventions
will vary between areas. In all areas, however, priority should be given to assisting the
particularly vulnerable groups, including women and children (see Box 3). A more integrated
approach to Bank support for human development, e.g., emphasizing the linkages between
education, health and population planning, and water supply and sanitation, should be stressed.
However, a broader focus for social sector development will also be necessary to ensure that
particularly vulnerable groups and areas can be targeted by the Bank. Therefore, social sector
investments will not be limited only to areas covered by the development zones.

c1

i

1 This is part of the Government’s wider public administration reform program.
? See Appendix 2 for further discussion on Human Development issues and strategy.
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Box 3: Women in Development’

1. Women’s issues cut across development  strategies, policies, and programs. Experience in other
countries, indicates that the impact of many development programs, particularly in terms of access to
resources and employment ?pportunitie%  iS often gender differentiated. It is, therefore, essential for the Bank
to take a pro-active approach to designing gender-sensitive projects and selected initiatives specific to women
in development (WID).

2. In this regard, the Bank should encourage the “mainstreaming” of gender issues into development policies
and strategies and into new laws and regulations. While this can, where appropriate, be done as part of the
Bank’s capacity-building technical assistance projects, it will also require specific training to increase gender
awareness at the decision-making levels  and to recognize the need for gender-sensitive policies. So that they
can more effectively contribute to policy debates, it may also be necessary to strengthen the capacity of Viet
Nam’s Women’s Union and Women’s Bureau within line ministries in areas of macroeconomjcs  and statistical
and policy analysis.

3. To assist in the understanding of the impact of economic reform on women and to assist the Government
in designing appropriate policies to meet the needs of women, there is a need to strengthen the capacity to
identify and use gender-disaggregated  data and information. Bank support in this area could be an extension
tc the ongoing support to the Government Statistical Office (GSO) for the improvement of national income
accounts data.

4. In the case of projects, apart from ensuring that intended women beneficiaries are consulted in the
identification and design of projects, efforts need to be made to involve women in the implementation and
management of Bank projects and programs. This is particularly true of projects, such as those in health,
where women are identified as primary beneficiaries.

5. In agriculture, access of women to services such as credit and extension needs to be assured. In
education, it is important that the curriculum takes account of the needs of girls and women. This is especially
so in the case of Technical and Vocational Education Training (TVET).  To enable women to respond to
growing employment opportunities, it is also important that training facilities to develop skills needed in
growing urban areas are available to rural women. Support for women (and other disadvantaged groups)
could also be given through merit-driven scholarships.

6. With its focus on issues of population planning and family health, women are already targeted as primary
beneficiaries under the Bank’s program of support in the health sector and this should remain a focus of
Bank operations over the medium term.

7. Finally, the growing informal sector and the service sector are both likely to be major sources of new
employment opportunities for women. The Bank should, therefore, seek to identify ways in which it can help
foster both the growth of these sectors and the enhancement of female participation in their development.

141. Given the importance of basic education as a foundation for long-term
development, one strand of the Bank’s education sector strategy should support improvements
in the quality and efficiency of basic education. To complement the World Bank support for
primary education, the Bank program will support secondary education, especially lower
secondary. Part of this longer term objective could also involve support for selective expansion
of upper secondary education.

142. The second strand of the Bank’s education strategy should be to assist the
Government in promoting a cost-effective and market-driven system of vocational and technical

1 Gender issues are discussed more fully in Appendix 3.
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education that will support the workings of a fluid labor market. The Bank should assist the
Government in setting the overall policy and regulatory framework, including the setting of
standards for curricula, trainers, and examinations to ensure market responsiveness and quality
assurance. Priority should be given to help in designing systems of vocational and technical
education that are particularly suited to develop skills in rural areas as a means to rural
employment diversification and job creation. Support could be given to an integrated credit and
vocational education and training program to ensure access to disadvantaged groups. In
providing support for curriculum development, the Bank should ensure that women have
marketable skills beyond the stereotyped ones for females.

143. The provision of improved basic health services geared to preventive rather than
curative care provides the most cost-effective means of improving the health of the majority of
Viet Nam’s population. While needs within the health sector are extensive, a particularly urgent
priority relates to enhanced access to family planning, and improvements in maternal and child
health. The Bank is already preparing a Population and Family Health project in close
collaboration with the World Bank and Kreditanstalt  fur Wiederaufbau (KfW) to be implemented
by NCPFP. *

144. In view of the importance of further improvements in population planning as well
as the direct impact that projects such as Population and Family Health will have on both women
and children, it is proposed that these areas remain the principal focus of the Bank’s activities
within the health sector over the medium term. The Bank should, however, also consider
expansion of its health activities into the area of communicable diseases. Although broader in
terms of target beneficiaries, a program to support the prevention of communicable disease,
through immunization as well as information, education, and communication (IEC), would provide
a logical extension of the Bank’s activities in the area of Population and Family Health and offers
a very cost-effective means of improving health conditions. As with proposed activities under
the Population and Family Health project, priority would need to be given to building up the
capacity to deliver such services at the provincial and local level.

145. Where viable community based schemes can be developed, improved rural water
supply and sanitation should also be a component of the Bank’s program to support human
development. Improved rural access to safe water and sanitation would significantly benefit
health and the environment and optimize other health care investments. It would reduce the time
spent (especially by women and children) in fetching water from distant sources. This would free
women and children for other productive activities. Mapping existing access to such facilities
would be important in preparing a targeted program for the provision of new facilities. Bank
assistance would be most effective if it forms part of an integrated rural health education
program.

5. Natural Resource and Environmental Management’

146. The promotion of environmentally sound development is essential if economic
growth is to be sustained. Given the environmental problems facing Viet Nam, three broad areas
need to be addressed: (i) strengthening natural resource management (protection of water, soils,
forests, coastal wetlands, and offshore resources) to preserve the foundation for longer term
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economic growth; (ii) tackling the emerging problems of industrialization and urbanization as
integral parts of Viet Nam’s industrialization strategy to avoid problems of urban pollution and
industrial hazards; and (iii) enhancing subregional environmental management.

147. All three areas require support for a strengthening of institutional capacity,
including the policy, legal, and regulatory framework. The 1994 Environmental Protection Law
provides the basic framework within which to address environmental concerns. There is,
however, a need to further refine the legal and regulatory framework for specific sectors as well
as to incorporate, to the extent possible, the use of market-based instruments as a means of
reinforcing regulation. The capacity to undertake environmental analysis and to effectively
implement legal and regulatory controls so that environmental considerations of major
investment projects are adequately addressed must also be developed. Since assistance is
already being given by the Bank and UNDP at the central level, priority now needs to be given
to building up capacity at the provincial level. In line with the geographic focus of the country
strategy and to complement ongoing support at the national level for improvements to the legal
and regulatory framework by the Bank and other sources, including UNDP, the Bank should pay
special attention to strengthening institutional capacity in the core cities and secondary towns
in the three growth zones as well as in provinces in the development zones. t

148. Given the priority attached to agriculture and rural development under the COS,
natural resource management should be a principal focus of the Bank’s operations concerning
the environment. Appropriate pricing policies for critical inputs such as credit, water, fertilizer
are a basic condition for efficient resource use. In the case of pesticides, the Government is
already promoting integrated pest management (IPM) techniques with support from FAO,
bilateral aid agencies and NGOs. However, the needs in this respect are extensive and Bank
support, as part of its assistance to improved extension, could be justified. In both the fisheries
and forestry subsectors, resource management will be a critical issue. The Bank’s Fisheries
Infrastructure Rehabilitation Project, approved in November 1995, is designed to establish
effective resource monitoring and management systems. However, drawing significant numbers
of fishermen away from marine fishing into other occupations, including aquaculture, will be
essential to the sustainable development of the subsector.

149. Regreening the country’s extensive barren uplands, one of the top priorities of the
Government’s agriculture sector strategy, is to be achieved by promoting both upland agriculture
and reforestation. Effective reclamation of barren lands by reducing soil erosion and flooding
will significantly benefit lowland agriculture. In promoting reforestation, priority should be given
to community forestry. Bank support for natural resource management will be closely linked to
other components of Bank support for rural development within the targeted development zones.
However, assistance to areas of severe environmental stress will also be undertaken where this
forms part of a broader national program, such as in the case of regreening barren lands.

150. Rapid growth and industrialization can increase pressure on the environment,
especially in urban areas. While improvements to the policy, legal, and institutional framework
discussed above will help to mitigate such pressures, specific investments, for example in
drainage and waste water management and solid waste disposal systems, will be needed to
tackle the problems. While appropriate policies on cost recovery should be encouraged, it is
likely to be difficult to attract significant private sector funding to such areas, at least over the
medium term. Partnership between the public and private sectors should be encouraged, but,
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where necessary, the Bank will continue to support public investment in those areas, given the
significant environmental and health benefits associated with such investment.

151. The subregional dimension to environmental issues is becoming increasingly
important. This applies. equally to natural resources management and pollution, where the
negative impacts of unsustainable development, as well as the positive impacts from proper
management and control, transcend national boundaries. There is significant scope for the
establishment of regional training programs in environmental and natural resources management
and monitoring, the development of regional guidelines on pollution control, and the
establishment of a regional network to support the development and exchange of
environmentally sound technologies and practices.

D. Subregional Cooperation

152. Viet Nam has been a strong supporter of recent moves toward enhanced
economic cooperation within the Greater Mekong Subregion (GMS) promoted by the Bank.’
In the case of infrastructure development, particularly transport, priority should be given, where
economically justified, to upgrading of transport corridors that can also selve  subregion;1
linkages. The road from Hanoi to Lang Son on the border with the People’s Republic of China
(PRC) has already been identified as one of the priority roads under GMS. A feasibility study for
the HCMC-Phnom Penh-Bangkok highway was recently completed. A regional project
preparatory TA for a detailed design for this route has now been approved.* A feasibility study
for the development of an East-West transport corridor through Lao PDR connecting northeast
Thailand and central Viet Nam has also recently been initiated by the Bank.3  The opening up
of the East-West corridor would be particularly important for the central Viet Nam growth and
development zone, since it is a region that lacks a natural hinterland within Viet Nam. Another
possible subregional corridor would be the road and rail route from Hanoi to Lao Cai.

153. In the case of the energy sector, while there is potential for cooperation, for
example through cross border power exchange and the development of a subregional gas
pipeline network, these will be longer term developments. There is already some private sector
interest in developing coal-fired power plants in northern Viet Nam, which would serve the
domestic market and export power to PRC.

154. Other areas where Bank support for subregional initiatives will be particularly
important are in human development and, as noted above, the environment. In the case of
human development, the Bank is already supporting a number of initiatives in both education
and health under the existing TA on subregional cooperation. The scope for subregional
cooperation is particularly strong in the health sector, notably in control of malaria and HIV/AIDS.
The promotion of cooperation on the environment is already one of the priority areas identified
under the ongoing Bank TA.

1 RETA 5535: Promoting Subregional Cooperation Among Cambodia, People’s Republic of China, Lao PDR,
Myanmar,  Thailand and Wet Nam for $4.0 million, approved on 10 July 1993.

2 RETA56.49:  “Greater Mekong Subregion Infrastructure Improvement: Ho Chi Minh to Phnom Penh Highway,”
for $3.0 million, approved on 9 November 1995.

3 RETA 5566: Study of the Lao-Thailand-Wet /Vam-East-  West Transport Corridor for $1 ,OOO,OOO,  approved on
16 July 1994.  This TA is financed by France with the Bank acting as the Executing Agency.
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POVERTY PROFILE’

1. Raising the nation’s general living standards has been Viet Nam’s primary
objective since the reunification and the implementation of economic reforms in late 1986. To
facilitate long-term gains in this area the Government has adopted an extensive and ambitious
economic reform program. With 80 percent of households engaged in agricultural activities,
policy reforms such as land contracting, price liberalization, and currency devaluation resulted
in rising incomes and improved living standards for a large segment of the population despite
significant public sector and military layoffs: 800,000 of the 2.4 million employees in the state
enterprise sector and 500,000 soldiers. The bulk of those laid off has been successfully
absorbed into the private sector.

2. However, economic progress has not come without some social pain. Much of
the initial success of the reforms was due to fiscal restraint that reduced public expenditures
(both capital and recurrent) on important services such as health and education and impacted
on those who can least afford it -the poor. Since 1989, however, expenditure on these sectors
has recovered.

3. Poverty tends to limit the poor’s access to better education, nutrition, and health.
Lack of access to these in turn hinders escape from poverty.2  This can be seen in the labor
market. The impact of schooling duration on both post-school wages and productivity is
considerable. Findings also show that the impact of schooling quality appears to be equally
important. Improving the curriculum, providing relevant materials and textbooks, combined with
more effective teacher inputs can attain significant educational gains within a relatively shot-t
period.

4. It is important that Viet Nam facilitate poverty reduction by establishing and
supporting an appropriate policy framework that is conducive to growth in productivity, and by
providing targeted basic physical and social infrastructure focusing on human development
requirements. Sustained economic progress and human resource development need to be seen
as complementary and mutually reinforcing over time.

5. There are three broad strategic choices for poverty reduction. First, Viet Nam can
focus on rapid economic growth to facilitate increases in real incomes through the creation of
more employment opportunities. Although critical, this approach will not capture all of the poor,
especially those in disadvantaged regions of the country. Further, without any supporting
policies, it can be criticized from an equity standpoint. Second, through the general uplifting of
basic health and education, long-term distributive benefits would be expected to emerge and
spread nationwide. However, this initiative can take time with benefits not being immediately
realized. The last alternative is poverty reduction through integrated social programs and/or
sectoral targeting. Interventions can be sector/subsector  specific, and targeted to those

I Prepared by 8. Dark.
2 Asian Development Bank, 1992. Asian Development Out/oak  7992. April. Manila.
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disadvantaged areas most in need. However, sustainability and impacts on recurrent
expenditures are important issues to consider in this approach. Possible interventions to
facilitate poverty reduction alternatives are wide ranging: from rural credit schemes to more
elaborate social program loans. In reality, the Government will want to select a combination of
these approaches, fostering growth while at the same time adopting policies that address the
most severe problems of poverty more directly, especially as fiscal constraints ease over time
as a result of stronger growth.

A. Methodology and Findings on Poverty

6. The Viet Nam Living Standards Survey (VLSS) undertaken in 1992/93,  provides
detailed information on the nature of poverty, based on a survey of 23,000 people living in 4,800
rural and urban households.’ Using this survey the World Bank estimated the incidence of
poverty at 51 percent.* The World Bank derived the poverty line on the basis of a ba+et of
goods in which the food items reflect local consumption patterns and contain 2,100 calories per
person per day. The nonfood items reflect the cost of basic goods consumed by people who
just reach the poverty line. If one were to exclude the minimal nonfood component, the
incidence of poverty in Viet Nam falls to about 41 percent of the population. Common to both
calculations is a sizable fraction of 25 percent of the population who are food poor, i.e., they
cannot meet their basic calorie intake, even if they were to spend all their money on the basic
food basket.

7. Table 1 shows significant interpersonal and regional disparities in living standards.
Calorie intake varies from as much as 2,751 per day for the richest quintile to only 1,591 per day
for the poorest. Food accounts for 70 percent of total consumption of the poorest quintile, but
only 47 percent for the richest. On a regional basis,3 poverty ranges from 33 percent in the
Southeast to 71 percent on the North Central Coast. Table 2 provides more details on the
regional incidence of poverty. Rural areas throughout the country, according to the study, are
much poorer than urban (i.e., 57 percent poverty incidence in rural areas versus 26 percent in
urban areas). Rural poverty accounts for 90 percent of the poor.

8. While accepting the broad conclusions of the World Bank analysis of VLSS data,
the Government has not yet adopted an official poverty line. Some senior Vietnamese officials
and researchers dispute the high incidence of poverty reported by the World Bank. The
Government’s own unofficial poverty line gives an incidence of 20-21 percent. This is, however,
based on a rice only consumption basket (with all of a person’s calorie intake deemed to come
from rice, with a small percentage of the rice used to cover nonfood  consumption) and based
on an intake of 1,500 calories per day, which is very low by international standards. In part this
level was chosen to enable a more effective targeting of the limited funds available for welfare
payment to those most in need. However, to support the view that poverty may not be as
widespread as indicated by the World Bank study, the Government can point to the fact that
around 50 percent of the population have access to electricity and that over 60 percent have

9 State Planning Committee - General Statistical Office. 1994. ‘Yiet Nam Living Standards Survey, 1992-1993.”
April. Hanoi.

2 World Bank. 1995. ‘Yiet Nam Poverty Assessment and Strategy.” January. Washington, D.C.
3 For information on Viet Nam’s regions and provinces, see Table 1 and Map 2.
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Table 1: Summary Indicators  of Per Capita Consumption, 1992/93
and incidence of Poverty

Item Per Capita Consum Food Share Calories
(D'OOO  per year

Incidence of
(%) Per Day Poverty (%)

Nominal Real

EE%z 541 562
II

1,591
602 821 6750

III 1,063
1,655

1,075
!iihest

2,020
3,134 1,406 2,939 1,467 !40  47 2.160

2,751

%‘h”,:n U lands
Red River Belta
North Central Coast
Central Coast
Ce;ZeAzg hland

Mekong Delta

Urban/Rural
Urban
R u r a l

994 1,007 68 2,054 59
1,257 1,349 :42 2,062

951 974 1,991 ;:
1,439 1,457 55 1,867
1,228 1,159

z:
1,982 2:

2,290 2,008 2,154 33 t
1,605 1,506 54 2,226 48

2,406
1,157 2,199 51 2,124

1,167 61 2,062 E

Viet Nam 1,407 1,373 59 2,075 51

’ The regions consist of the following provinces (see also Map 2):

Nor thern Uplands - Lao Cai, Lai Chau, Yen Bai, Ha Giang, Tuyen Quang, Cao Bang, Lang Son, Bat
Thai, Vinh Phu, Son La, Hoa Binh, Ha Bat,  Quang Ninh

Red River Delta -
N. Central Coast -
Central Coast -

Central  Highlands -
Sout beast
Mekong Delta x

Ha Tay, Hanoi, Hai Phong, Hai Hung, Thai Binh, Ninh Binh, Nam Ha
Thanh Hoa, Nghe An, Ha Tinh, Quang Binh, Quan
Quan

Tri, Thua Thien Hue

Binh ?huan
Nam-Da Nang. Quang Ngai, Binh Dinh, Phu 9(en, Khanh Hoa, Ninh Thuan,

Gia Lai, Kon Tom, Dac Lac, Lam Dong
Song Be, Tay Ninh, Ho Chr Minh City, Don
Long An, Tien Giang, Ben Tre, Vinh Long, 9

Nai, Ba Ria, Vung Tau

Giang, Can Tho, See Trang, Minh Hai
ra Vrnh,  Dong Thap, An Giang, Kien

Region

Table 2: Incidence of Poverty
(Head count measure, in percent)

Rural Urban Total

Northern Uplands 63 34 59

Red River Delta 55 15 49

North Central Coast 74 42 71
Central Coast 54 36 49

Central Highland 50 _ 50

Southeast 45 17 33

Mekong Delta 52 28 48

Average 57 26 51

Source: World Bank. 1995. Viet Nam: Poverty Assessment and Strategy. January.
Washington, D.C.
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permanent or semipermanent housing. Even in rural areas, significant investment has been
made in house improvement and building as incomes have risen.

9. Certainly, despite the high incidence of poverty based on a benchmark of 2,100
calories per day, Viet Nam’s record on most social indicators has been impressive relative to that
of most other countries at its income level. The nation’s literacy rate is 88 percent, comparable
with those of countries with per capita income several times higher than Viet Nam. Mortality for
children under five is about one third that of other low-income countries. Immunization coverage
is reported to be 88 percent, double the rate found in comparable countries, and life expectancy
is 67 years. However, malnutrition rates as reported by VLSS are high, with almost half the
children under age five stunted.

10. Poverty and educational attainment are also interrelated. The poorest 20 percent
of the population in Viet Nam had only 5 years of schooling, while the top 20 percent had 8.
Access to quality education by students from poor families is hampered by official fees, unofficial
contributions, the cost of textbooks, uniforms, transport, and other factors. There is no
consistent mechanism of exempting the poor from these costs. Outlays triple at the secondary
level and double again at the postsecondary level. According to VLSS, 40 percent of rural
households indicated that excessive costs were the main reason for nonattendance in primary
schools. Nonaffordability was cited for 52 percent of children of secondary school age. The
poor are also extremely disadvantaged in access to safe sources of water supply and sanitation.
Less than 1 percent of the poorest 20 percent of the population have access to piped water and
almost none have access to a flush toilet. Less than 25 percent of this grouping have access
to household electricity.

For the country as a whole, average per capita consumption at the time of VLSS
1:992/93) was about 1.4 million dong ($140). Urban per capita expenditures are much higher
than rural, on average 1.74 million dong ($174) for urban and 1.19 million dong ($119) for rural.
The urban areas in the poorest provinces are still more prosperous than the rural poor in the
wealthier provinces (except for the southeast where the rural areas are thriving). Private sector
workers are most likely to be poor followed by the self-employed (mainly farmers). Three fourths
of Vietnamese live in households where the head is self-employed. About 5 to 6 percent live in
households headed by someone who works for the Government or a state enterprise, and this
sector is least likely to be poor.

B. Poverty and Gender’

12. Although gender-disaggregated data are lacking, it is estimated that approximately
27 percent of rural families are headed by women (VLSS, 1994). The transition to a market
economy and the erosion of social safety nets has forced some impoverished women into
prostitution, with a subsequent rise in Human lmmunodeficiency Virus/Acquired Immune
Deficiency Syndrome (HIV/AIDS). Viet Nam has adopted prevention and abolition of “social evils”
- drug addiction and prostitution - as one of eight national strategic objectives to the year
2000.

See Appendix 3 for a more detailed discussion on gender issues.
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13. Unemployment has increased sharply since 1986 and is estimated to be as high
as 20 percent in some urban areas. An estimated 58 percent of the unemployed are women.
Women also constitute a large proportion of the newly unemployed. A 1990 survey of workers
released from the public sector and state-owned enterprises in Ho Chi Minh City indicated that
69 percent of those laid off were women (National Center for Women’s Studies, 1990).

C. Poverty and Minorities

14. The Northern Uplands and North Central Coastal regions are the poorest in Viet
Nam. They account for about 40 percent of the country’s total poverty and the bulk of minority
groups. Nine provinces in the country currently do not have locally available funds for poverty
reduction according to the Ministry of Labor, Invalids, and Social Affairs. They are: Lai Chau, Lao
Cai, Ha Tay, Ninh Binh, Thua Thien Hue, Quang Ngai, Gia Rai, Tien Giang and Tuyen Quang.
Of Viet Nam’s 53 ethnic minorities groups, which total roughly 8 million people or about 13
percent of the country’s 73 million population, the Knome, Muong, Nung, H’mong, and Doa are
the poorest. Some estimates indicate that the living standard of minority villages in Viet Nam is
only one fortieth of the level of Hanoi.

15. Traditional slash-and-burn shifting agricultural practices combined with increasing
population pressures, illegal logging, and encroachment by people living in the lowlands are
largely responsible for the widespread environmental degradation of the highlands. The
Government lacks essential capital to build public projects like irrigation networks, roads, and
schools and to help reduce poverty, so many of the shifting or slash-and-burn cultivators keep
moving. A forestry study by FAO argues that pressure on land in the highlands is so intense that
slash-and-burn farming is no longer a sustainable form of cultivation because land shortage is
causing shorter fallow cycles. Resettlement of minority mountain groups has had only limited
success in stabilizing the lives of those resettled. Of those resettled in fixed villages, some 70
percent continue to practice slash-and-burn techniques because of lack of alternative
employment opportunities. caused severe destruction of mountain forests while soil erosion and
silting has damaged many agricultural systems.

16. Enforcement against illegal logging activities is also underfunded, leading to
inadequate surveillance and monitoring of highland forest areas. Encroachment from the
lowland populations has left the minorities with less space in which to undertake traditional
farming activities. A combination of a number of factors in the highlands not only leads to
environmental degradation but also impacts directly on the overall economic and social welfare
of minority groups.

17. Population growth in the minority mountain tribes in the highlands is very high.
In Lao Cai Province, the predominantly H’mong area, the birth rate was reported at 5 percent
compared with the national average of 2.5 percent. The high rate, reflects the fact that over 30
percent of the district’s girls were married by the time they were 14 years old.

18. The incidence of malaria is growing, particularly in the central highlands and areas
bordering Lao PDR and Cambodia. Goiter, caused by iodine shortage and believed to reduce
its victims’ intellectual capacity, also plagues the minority areas. Between 41 and 43 percent of
Lao Cai’s population suffer from goiter compared with only 3-4 percent of people living in the
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Red River delta. Viet Nam has had impressive gains in nationwide immunization coverage of
over 70 percent for children under one year. However, immunization coverage for children in
the highlands falls below the national coverage. In Gia Lai, 64 percent of the children under five
have received some vaccinations; in Lao Cai, the figure is only 52 percent according to health
officials.

D. Economic Growth, Public Expenditures, and Poverty

19. With the economic reform program in Viet Nam taking hold, the Government
forecasts annual economic growth rates of at least 8 percent. Given the national population
growth rate of around 2 percent, this would mean an annual growth in per capita income of at
least 6 percent.

20. The impact of growth on the level of poverty in Viet Nam will depend on the extent
to which the poor share in the growth process. It is estimated that if the country achieves its
targeted 8 percent annual growth, and if the unequal growth rates of the different regions
continue throughout the rest of this decade, national poverty would decline to 29 percent (using

the World Bank estjmate  of 51 percent of the population below the poverty line) by the year
2000. This hinges on two factors. The first is sustaining the pace of economic growth. The
faster an economy grows, the quicker poverty reduction will come. The second is the
distribution of household income (or consumption). The more equally distributed it is, the more
likely the poor are to share in the growth process and rise out of poverty. Another associated

factor is how fiscal expenditures are designed and allocated and their subsequent impact on
poverty reduction.

21. Antipoverty programs throughout Viet Nam are underfunded, with no local
assistance reaching many of the poorer provinces. Improvements in the system of
intergovernmental finances could ensure that each level of government is adequately funded and
provided with sufficient expenditure and revenue-raising autonomy to support local investments
and their ongoing operation and maintenance. Since poorer provinces are less able to mobilize
additional revenues to support  services, well-designed intergovernmental transfers are particularly
important.

22. Addressing expenditure constraints facing the provinces in their attack on poverty
programs by streamlining intergovernmental financing mechanisms and designs will help.
However, other systemic deficiencies in raising the living standards, particularly in the rural areas,
exist. Farmers are constrained by the severe shortage of available credit with which to purchase
agricultural inputs and invest in off-farm activities. Because they lack collateral and live in remote
environments, poor farmers have the weakest access to formal credit. Credit they obtain through
the informal market has much higher interest rates than that in the formal sector. Improvements
in savings mobilization, borrowing procedures, and interest rate structures are necessary to
enhance rural access to credit and improve productivity.

E. Bank’s Strategy for Poverty Reduction

23. Antipoverty programs require that the poor be protected by a system of well-
targeted transfers and safety nets, which complements the policies to raise living standards by

_~___._._~- _.-___
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sustaining rapid economic growth and ensuring adequate access to social services. Reducing
poverty in Viet Nam will require a multipronged approach. The first will be sustaining rapid
economic growth. Broad-based economic growth with policies that absorb and make use of the
rural labor force will expand employment and income-generating opportunities for the poor.
Rural development including off-farm activities will be an important focus of the strategy. There
is need to raise income levels by providing credit and other financial services.

24. Raising agricultural productivity is a critical element of antipoverty interventions.
Community-level infrastructure and support  services such as irrigation, agricultural extension,
passable roads, targeted education, and health services also affect the ability of farmers to
increase productivity and market goods. Higher savings and reinvestment, both on and off the
farm, could be stimulated by public investments in rural infrastructure that will lower the cost of
market participation. Making maximum use of rural labor in the construction of rural
infrastructure will also add to the positive impact of such investments on the poor. r

25. Many of the poor, especially those in the highlands and poorer areas, will not be
able to take full advantage of new economic opportunities because of illiteracy, lack of skills, ill-
health, malnutrition, and remoteness from markets. Targeted and adequate social services
especially primary education, basic health care, family planning, and nutrition, are areas where
the Bank could potentially intervene in reducing poverty. Ensuring adequate access to and
improving the quality of basic social services for the poor have immediate positive consequences
and attack two of the principal causes of poverty.

26. The Bank can assist in poverty reduction by promoting rural development.
Selected public investments and maintenance of rural infrastructure, including irrigation and rural
roads, along with agricultural research and extension services, will be needed to raise rural
incomes in areas that have some economic potential. Providing the necessary social
infrastructure to ensure a targeted and integrated approach in reducing poverty is another
possible Bank intervention. However, these activities will depend critically on improving the
institutional mechanisms for financing infrastructure and social programs such as basic health
and education.

27. In summary, the Bank through a multisectoral approach can impact favorably on
reducing poverty by assisting in (i) increasing land productivity with a focus on better land
management; (ii) providing targeted and appropriate infrastructure including farm-to-market
roads, basic water supply, and sanitation; (iii) formulating schemes to increase access to rural
credit, and irrigation; (iv) improving the quality of education and health; and (v) improving access
to appropriate technology and information.
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DIRECTIONS’

1. Human resource development planners in Viet Nam face three main challenges.
A crucial objective must .be to assure a well-educated, trained, healthy work force, responsive
to a fluid labor market. Training institutions and wage policies need to be able to adapt quickly
to changing market signals. Given the tight fiscal outlook, a second objective is to assure cost-
efficient service delivery. Long-term sustainability (both human and financial) must be a key
consideration. finally, programs and projects must be designed to ensure equitable access to
benefits.

2. Viet Nam is heavily populated relative to its natural resources. its population
(around 70 million) is the 13th largest in the world. It remains predominantly a rural society.
Agriculture accounts for around one third of GDP and over two thirds of employment. Vi& Nam
is not rich in natural resources with 900 people per square kilometer of agricultural land (e.g.,
China and Thailand each have less than 300). Land endowments in the south (with half the
population density),exceeds those in the north. Forest cover has fallen from 40 percent to under
25 percent in two decades. Population growth rates of 2.1 percent per annum are putting further
pressure on natural resource utilization and social sector spending levels. The broad conclusion
is that people represent Viet Nam’s critical, long-term development asset. In addition, while over
the medium term agricultural and rural development will be critical to improving living standards,
the strong growth of the nonfarm sector will be critical to long-term income growth.

A. Key Issues in Human Development

1. Education Sector

3. The priority in the education sector is to ensure equitable access to quality primary
and lower secondary schooling. The Government policy is to universalize primary schooling by
the year 2000. The critical measures are to reduce drop-out and repetition rates and optimize
the use of existing staff and plant before major investments are made in additional facilities and
teachers. Currently there are an estimated 2.5 million over-age pupils in primary schools.
Additional classrooms are greatly needed in overcrowded urban areas and in parts of the
Mekong Delta.

4. Raising the standards of basic schooling is vital. Quality improvements would
*. contribute to reduced repetition and better attendance, and reduce inefficiencies higher up the

._ system. Access to instructional materials is diminishing as parents have to pay. Teachers’
effectiveness in the classroom (despite around 65 percent being trained) is patchy. Buildings
are deteriorating because of poor maintenance. In many areas, double and even triple shifts in
schools are common. Government spending on these key quality determinants is falling. Over
the medium term, aid agencies can help to finance this spending gap. In the long term, a
greater share of education spending on books, teacher training, and buildings and maintenance

t Prepared by B. Dark based on a briefing paper, ‘Vet Nam: Human Development,” prepared fo,r the COSS
by M. Ratcliffe and 8. Dark.
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is vital for quality revitalization. An efficiency audit of primary and lower secondary schooling
should be a precursor to finalization of a basic education investment plan.

5. Measures to improve education quality need to be linked to efforts to ensure long-
term sustainability of benefits. A key measure would be to increase the instructional hours (20-
24 hour per week at present), which are currently half the international norms. Textbook rental
schemes could be considered, alongside income-indexed subsidies for the less well-off.
Reinforcing the merit-driven and quality signals in the system is important. The current
examinations system is of uncertain reliability. School inspection systems focus on
administrative concerns not on school effectiveness. The Government has also identified the
reduction in double and triple shifts in schools as a priority. Strengthening these nationwide
quality assurance mechanisms is a fertile area for funding agency support.

6. Assuring equitable access to quality basic schooling is important. The
introduction of user charges is a barrier for poor families. Forty percent of rural households
indicated that excessive costs were the main reason for nonattendance.’ Regional inequities
need to be addressed. Participation rates are lowest in the central plateau, northern region, and
Mekong Delta, especially for girls. The poorest have to travel 8 km to a lower secondary school;
the richest, 3 km. Possible interventions include income-indexed books and travel scholarships
(based on academic merit) for poorer children.

7. The highlands also pose unique education problems. The minorities lag
considerably behind in education. The centralized curriculum is not suited to the needs of the
highland minorities and keeping teachers in such remote areas has proved difficult with many
schools having no teachers or reporting high teacher absenteeism. Lack of appropriate facilities
and quality of education are also cited as critical constraints.

8. At the secondary level it is important for the Government to formulate a secondary
education development plan, including access policies and targets. Some current policies merit
revisiting. The ongoing division of basic schools (primary/lower secondary) into separate schools
may increase access barriers in sparsely populated areas and has certainly led to overcrowding
at the lower secondary level. Access policies for the new “high quality” schools, i.e., merit or
ability to pay are uncertain. The latter could keep out the less well-off. In the medium/long term,
encouraging private secondary schooling within a tight regulatory framework could
accommodate expansion. The “high quality” schools could be initial candidates for divestment,
especially in better-off urban areas, supported by merit-driven scholarships for the poorest
students, especially girls.

9. Caution is advised on Government proposals to “vocationalize” the secondary
education program into a “two-track” system. International evidence shows that vocational
training in secondary schools has rarely been cost-effective. The 50 percent fall in secondary
technical school enrollment in recent years is evidence of a drop in demand, although there are
indications demand is picking up. A more effective approach might be to encourage more

t In addition, for many poor families, the opportunity cost of sending children to school is high.’
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practical activity in the general education program, more “life skills,” and use of the rural
environment.

10. Expanding work force access to skills training is key to economic growth. The
growing enrollment in short-duration, nonformal vocational training provides some evidence of
increased demand. However, it may also reflect the fact that many programs are subsidized by
nongovernment organizations (NGOs) and other aid agencies through training allowances.
International experience shows that vocational training is best located close to the work place,
with strong employer representation in design and quality control.

11. The critical question is what should be the role of the Government in skills training
provision? At this stage of development, it could focus on broad training planning, monitoring,
and quality assurance, with very selective capital assistance. Enhanced autonomy for training
institutions (e.g. additional revenue earning) would help make them market responsiSe.  The
Government could help set standards for curricula, trainers, and graduates and assist with
graduate tracer studies. The broad conclusion is for Government to adopt an enabling position,
releasing institutions to respond to the training market.

12. Higher education is presently characterized by fragmentation and uncertain
academic standards. There are 105 institutions, with an average enrollment 1,400 students.
Small size and a focus on full-time programs limit program diversity and access. The
Government is the main provider; subsidies per student are many times higher than those for
primary school pupils. The priority is to rationalize the system, adopting institutional
arrangements that improve market responsiveness. A review of public financing of higher
education, including mechanisms for greater cost-sharing (e.g. student loan schemes) is critical.
The World Bank has recently initiated work on a Higher Education Consolidation Project.

13. There is an urgent need to transform embryonic policies into strategic plans, and
financially viable programs. This will necessitate strengthening education strategic planning and
investment programming capability. A related need is to prepare an investment plan for
education, linked to strengthening the central and provincial budget monitoring and management
systems, Facilitating investment planning, targeting, and coordination is a fertile area for funding
agency support.

2. Nutrition

14. The nutrition status of the population is poor compared with that of its neighbors.
The main causes, beside low incomes, are inadequate food distribution systems, a pre-
occupation with rice, poor nutritional practices, and the effect of infectious diseases and diarrhea.
There are contrasting patterns for children and adults. Child malnutrition is mainly concentrated
in the Red River delta, central coast, and highland regions. In contrast, low adult calorie and
micronutrient intake is most prevalent in Hanoi.

15. The key issue is to improve nutrition education programs (focused on young
mothers and older children) delivered through village clinics and schools. A nationwide
campaign must include institutional strengthening, especially raising the capacity of the National
Institute of Nutrition (NIN) to design and manage campaigns and undertake nutrition m’onitoring.
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Training nurses and teachers in nutrition education delivery would be an associated step. This

Family Planning

17. Family planning has received much Government attention over the last 30 years.
It is better funded than most other health programs because of strong political commitment.
T o t a l  f e r t i l i t y  r a t e s  h a v e  f a l l e n  f r o m  5 . 1  i n  1 9 7 8  t o  3 . 1  i n  1 9 9 4 .  T h e  N a t i o n a l  C o m m i t t e e  f o r
Population and Family Planning (NCPFP) has outlined a strategy to be implemented into the next
century.

6 8  
device (IUD) because alternatives are limited. An estimated 40 percent

“unmet” demand exists. The causes - shortage of information and limited supply and variety
of contraceptives 

fiir W i e d e r a u f b a u  (KfW).

19. The supply and variety of contraceptive devices and methods need to be
expanded. In addition, improved distribution and management, including a public/private
partnership (e.g. through village pharmacies) will be important. Involving the private sector in
providing for the rural poor is crucial given the prevalence of self-medication.

4. Health

20. An overarching policy issue the health sector is the need for the Government to
reassess its own function in health care. Private contributions now constitute around four fifths
of health spending. Public spending needs to be reoriented to focus on basic health care,
targeted at women and children, the poor and vulnerable and underserved groups. Further
encouragement of private providers, especially for curative services, should continue. The
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Government’s task would be to formulate a clear regulatory and quality assurance framework.
This is a key area 

t h e  n o r t h  a n d  c e n t r a l  h i g h l a n d s  a n d  b e t t e r  

running preventive and 

health service, a shift in the nurse/doctor ratio (3.5:1)  u p w a r d  i s  r e q u i r e d .  I n  p a r t i c u l a r ,  n u r s e  p e r
population ratios at the commune level need to be improved. Nurse training should include
greater emphasis on paramedical functions and management of IEC campaigns.

5. Water Supply and Sanitation

24. Community-based water supply and sanitation improvement schemes have a high
impact on health improvements at low cost. Incremental gains in health status stagnate without
safe water and sanitation. Safer water would directly attack the morbidity and mortality profile

Spending on health has amounted to around 1 .O
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26. According to the Viet Nam Living Standards Survey (VLSS) the state now
finances only 51 percent of total expenditures for education, with the balance being financed by
parents and students through fees, other charges, and expenditure on uniforms and books. For
health, the public share is estimated at 16 percent of total expenditure on health, with fees, and
payments for drugs accounting for the rest. Financing reforms have helped sustain social sector
programs in the face of tightening national budgetary constraints. Simultaneously, they have
created growing inequities in access to and quality of social services between the rich and poor,

27. A critical issue is to increase the share of public spending on basic education.
For example, only one third of the education budget is devoted to this level; roughly one half
goes to senior and postsecondary schooling. It is estimated that the richest 20 percent of
households capture 38 percent of public subsidies, compared with 11 percent by the poorest

?

28. The poor have less access to medical care than the better-off. They are less likely
t o  s e e  h i g h e r  q u a l i t y  p r o v i d e r s :  p u b l i c  h o s p i t a l s  a n d  p r i v a t e  d o c t o r s .  T h e  k e y  m e a s u r e  i s  t o
increase the share of public spending on quality village/commune-based preventive and primary
health care. Currently, spending patterns are the reverse; commune health facilities receive just
5 percent while curative services receive over 90 percent of public health spending. Reducing
the out-of-pocket expenses for poor people using public facilities is critical and requires
measures to lower the high costs of drugs and improve supplies in poor rural communities,

29. Targeting a greater share for key quality determinants is also critical. For primary
education, the nonsalary share has dropped from 56 percent to 15 percent in the past four years.
The rising cost of drugs has made them less available to the poor. This is not an argument for
nationwide free supply. Geographic price discrimination is one option: free books and drugs
for the very poor, smaller subsidies for others. The introduction of book rental schemes and
drugs revolving funds could supplement annual outlays, provide some cost sharing, and help
in the sustainability of supplies.

30. Local government finance reform is urgent. Provincial programs are presently
financed through a double-transfer system. Provinces raise revenues, which are redistributed
by central planning ministries. While this provides some redistribution, per capita expenditures
in the better-off provinces are roughly twice those elsewhere. The poorest provinces, where
health and education improvements are most urgent, are less able to finance their program
effectively. Key reforms could include a review of the current revenue distribution system (with
a greater transfer to the poorer and lower-middle income provinces), more autonomy to
provinces in raising revenues from basic social services, and a review of the share and targeting
of special purpose grants. Incentives for revenue raising could be created through discriminatory
“matching grant” programs for special purposes (e.g. school rehabilitation).

31. A higher degree of formal provincial autonomy, linked to incentive schemes, could
encourage greater community support in the financing and management of programs. Such
measures would require strengthening of central and provincial headquarters education and
health staff in financial and budget planning and management. Aid agencies could provide
“seed money” to initiate matching grant schemes and support finance/budget staff training. The
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Bank study on financing of social sectors will examine the effectiveness of the current central-
provincial revenue transfer system.

C. External Assistance in Human Development

32. There is significant bilateral funding agency involvement in the education sector.
The emphasis is on higher education support with some $18 million already committed. The
main sources are Sweden, Netherlands, Finland, Germany and Australia. Support is a
combination of in-country capacity building and overseas training for strengthening agricultural,
management and technical education programs. UNICEF is assisting at the preliminary and
primary school levels. Japan is assisting with primary school rehabilitation in cyclone-prone
areas.

t

33. A proliferation of small NGO programs, involving funding of some $3 million-
$4 million, focus on nonformal vocational training for disadvantaged groups. These NGO
programs, along with the long-standing UN projects, could provide valuable lessons for future
large-scale multilateral investments.

34. The World Bank is preparing a follow-up primary education loan along with a
Higher Education Consolidation Project. The Bank is currently preparing a secondary education
loan aimed at revitalizing the quality of lower secondary schooling. This is expected to be
followed by a project focused on nonformal vocational skills training. Both projects include
strengthening program quality assurance mechanisms; the latter will also include strengthening
of the Labor Market Information System (LMIS). Further support for basic education, with
consultation between the World Bank and the Bank, is in the pipeline.

35. The World Bank is preparing a major National Health Project. UNICEF has
supported rural water supply schemes for some years. Japan is also financing rural water
supply improvements. NGOs are supporting a number of microprojects across a wide range of
fields. The Bank is actively supporting the rehabilitation of provincial towns water
supply/sanitation systems.

36. The Bank, World Bank and KfW are cooperating with the NCPFP on a major
Population and Family Health program involving Bank support of around $50 million. This
project is designed to improve the effectiveness of family planning through greater usage of
contraceptive, improved accessibility of family planning services, and enhanced central/provincial
management capability. UNFPA is providing related technical assistance for policy development
and planning.

37. Early formulation of national education and health investment plans and programs
is an important step. The plans would help target and coordinate external assistance. An
associated issue is to strengthen line ministry investment planning and management capability
at both central and provincial levels. These are fertile areas for external support.
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D. Proposed Medium-term Bank Priorities and Strategies

1. The Broad Thrust

38. The Bank should take a complementary medium-term and long-term view on
human development, while giving an enhanced policy orientation to its lending. Building on the
initial policy dialogue under the proposed Population and Family Health and Secondary
Education Development, the Financing of Social Sectors TA provides an opportunity to help set
the future policy framework. A key outcome of this TA should be to help develop .action  plans
for further policy development activity and improve the equity and management of the
Government-provincial social sector financing system.

39. Over the longer term, the Bank should be prepared to provide greater assistance
for health and education policy development and strategic planning, and investment planning.
This argues for a growing share of economic and sector work and advisory TA programming
over the medium/long term. Strengthening investment planning would ensure optimum
effectiveness of aid flows and facilitate aid agencies coordination. Subsequently, the Bank
should assist with strengthening health and education strategic planning at both central and
provincial levels. This medium-term capacity-building TA within line ministries would complement
the Bank’s near term support for improving central ministry planning capability.

40. Viet Nam recognizes that stronger social sector investment program management
is critical for ensuring the efficient use of external assistance. Policy-based economic and sector
work (ESW)  and advisory TA are needed in this area. The Bank should be prepared to provide
advisory TA for the establishment and/or strengthening of investment program management and
monitoring units in the health and education sectors. This should include strengthening both
personnel level and field management capacity, especially overall financial and budget
management.

41 I This approach would assist movement toward a “program” approach, reduce the
incidence of “ad hoc” projects, and position the Bank well for cofinancing possibilities. This
argues for an early institutional assessment of local NGO capability and learning lessons from
ongoing international NGO and bilateral projects. An advisory TA to examine the role of NGOs
in the social sectors, especially for gender dimensions, should be a priority. A proposed Bank
regional TA on NGOs  represents an important beginning.’

42. The Bank could play a lead role in ensuring effective targeting of interventions, for
its own and other agency resources. A key strategy, through ESW, would be the development
of mapping systems for basic education coverage, mortality and morbidity patterns and rural
water supply/sanitation systems. This assistance could be integrated with an advisory TA
support for strategic planning. These maps would facilitate project designs, especially badly
needed improvements in education/health supplies distribution and management systems. An

Proposed RETA  on nongovernment organizations in developing member countries (DMCs). Fact-finding for
this TA was undertaken in September 1995.
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advisory TA for the latter, including developing a public-private partnership, could be a very
strategic intervention.

2. Education

43. The Bank’s medium/long-term objective should be to help raise the quality and
efficiency of basic education. In the near term, the focus will be on lower secondary schooling,
through building rehabilitation and construction, improved supply of instructional materials, and
teacher development, including assistance targeted at disadvantaged areas.

44. The appraisal stage for the Secondary Education Development Project could
usefully include formulating a preliminary policy framework to assure equitable access for poorer
families and financial sustainability. Framework development should draw on the findings of the
World Bank’s Poverty Assessment and Strategy and preliminary work on the Bank’s Financing
of Social Sectors TA. As a precursor to further investment, a basic education investment plan
is a pressing need. Bank assistance for an education efficiency audit could be part of this
planning exercise.

45. The Bank’s primary objective should remain quality revitalization and selective
expansion. Alongside other aid agencies, key interventions will likely include improving textbook
development and supplies, expanding low-cost teacher development opportunities, and school
management strengthening. A Bank niche could be strengthening of examination systems and
the schools inspectorate to provide an institutional framework for quality assurance. This could
be a TA within the proposed Secondary Education Development Project. The Bank should
adopt a pragmatic stance on program selection. In some cases, nationwide programs (e.g.
secondary school textbooks) may be appropriate. In others (e.g. school rehabilitation), programs
could be targeted in underserved, poorer rural areas. Merit-driven secondary school
scholarships for the rural poor and girls could be another intervention.

46. A longer term objective should be to assist with selective expansion of upper
secondary schools (possibly including enhanced privatization). Giving a preliminary policy
orientation (e.g. merit-driven access, user charges) to the likely Bank support for “high quality
schools” could be a first step. A policy-based private secondary education program loan might
be considered in the medium/long-term pipeline. This would necessitate prior advisory TA or
ESW, drawing on the Financing Social Sector TA findings.

47. Vocational education will play a part in building the human resource base for
market-based economic growth. The Bank focus should be to assist short-duration, nonformal
programs. The emphasis could be on rationalization and institutional reforms (with selective
capital assistance) to ensure market responsiveness and quality assurance. Another objective
should be to encourage optimum use of the current facilities, not to create new ones. The
medium/long-term strategy should be to allow rural employment diversification and job creation,
possibly through an integrated nonformal rural credit and vocational education/training operation.
Bank assistance should include vocational curriculum review to ensure that women have
marketable skills beyond the stereotyped female ones.
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3. Family Planning
i

48. In the family planning field, the Bank strategy should focus on improved quality
of appropriate contraceptive measures as well as development of IEC. A broad-based approach,
focusing on women’s reproductive rights and helping both men and women to make informed
choices, is essential. The IEC program should be initiated in schools (for both boys and girls).
Service delivery should be targeted in poorer rural areas and provinces, drawing on local
community and NGO group support. Commune-level health workers should receive training in
IEC techniques for family planning. Affirmative measures to increase girls’ enrollment in
secondary schools (targeted at disadvantages areas) should be an integral part of this strategy.
This is a fertile area for cofinancing (possibly with UNFPA) and represents a low-cost, high-
impact, sustainable approach.

4. Nutrition t

49. In the nutrition subsector, the Bank could help to reduce malnutrition in selected
regions, drawing on national nutrition maps. This would require a wide-coverage nutrition
education program, delivered through media campaigns, schools and commune health clinics.
The Bank could assist in preparing an implementation plan, possibly in cooperation with
UNICEF.

50. A joint approach would help broaden coverage and offer opportunities for
complementary cofinanced TA. Strengthening the NIN’s IEC capacity should be an integral part
of the program. Teachers and health workers should receive training. A second strand should
be targeted micronutrient supplementation programs for preschool and school-age children and
young mothers. Integrated health-education programs in badly served areas would improve
operational efficiency and sustain program management costs.

5. Health

51. In the health sector, the Bank objective should be to help reposition the role of
the Government in the sector. Shifting the emphasis of spending toward preventive and primary
health care is a key objective. The Financing of Social Sectors TA will review the existing pattern
of expenditures and recommend ways to improve this. The Bank should be prepared to provide
follow-up ESW and advisory TA for strengthening central/provincial health budget planning, a
review of health staff mix and deployment, and drugs/medical supplies policies and management
and distribution systems. These are key strategic requirements for facilitating health sector
reforms.

52. An associated objective should be to revitalize the quality of commune-level health
services and improve utilization rates, especially in rural areas by training nurses and
paramedics, especially females. Technical assistance could be provided to review nurse training
(with a view to creating nurse/paramedics for rural areas) as part of the efforts to increase the
proportion of health staff devoted to curative concerns.

53. Alongside other funding agencies, further assistance for preventive health care
targeted on disadvantaged areas, should be considered. Immunization programs and
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antimalarial and antidiarrheal campaigns are essential.

I E C )  i s  v i t a l .  T h e  n e e d  f o r  a n  i n t e g r a t e d  health-

Water Supply and Sanitation

54. I n  t h e  n e a r / m e d i u m  t e r m ,  t h e  B a n k  w i l l  f o c u s  o n  i m p r o v e d  w a t e r  s u p p l y  a n d
sanitation systems in provincial towns. In the medium/long term, support for improvements in
water supply and sanitation should also be extended to rural towns and villages. This might

i n  s i t u a t i o n s
where Bank loan financing is supplemented by grant assistance from other sources. Project
designs should draw on lessons from urban programs, other funding agency projects (e.g.
UNICEF, Japan), and the Bank’s own Social Action Program in Pakistan. Bank encouragement
for a rural water supply map and action plan could open the door for a coordinated approach
and cofinancing.

55.

the base of service delivery mechanisms, including NGOs
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58. A more integrated sociat  development approach argues for the establishment of
program teams consisting of health, education, and rural water supply specialists, working
alongside economics and social dimensions staff. A more team-oriented approach, under a
designated task manager, could include both processing and implementation staff at planning,
appraisal, and supervision stages. Use of teams would help ensure “program memory” when
staff changes occur. Use of the project framework-based “Team-up” approach could facilitate
team building, both within the Bank and with national project staff. A pilot social program (e.g.
Lao Cai) could actually test this new initiative not only to ensure Bank institutional memory but
also provide a focus for the Bank’s many skills in an integrated fashion.
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WOMEN IN DEVELOPMENT’

A.

Vietnamese women have contributed significantly to the economic, political, and
social development of Viet Nam and enjoyed a higher status than women in many other Asian
countries. Viet Nam is notable for its early recognition of the important economic contribution
made by women, evident in the numerous long-standing laws and regulations guaranteeing
equal rights to women and access to social services. However, economic reforms have brought
many changes to Vietnamese society and family life. Important socioeconomic indicators
provide evidence that gender disparities are increasing and that the status and social gains
made by women are beginning to erode as the market economy evolves.

El. Social and Economic Status of Women
t

1. Social Status of Women

2. Although the relative status of men and women has changed enormously in Viet
Nam, many aspects of the traditional life remain. Legal pronouncements on the status of women
and the equality of husband and wife are distant realities for most women. Men still often make
the more important decisions regarding major household expenditures, marriage, and education
of the children. Direct decision making by women is restricted to household chores, child
rearing, and expenses for daily meals, although women shoulder the bulk of the responsibility
for income-generating and nonincome-generating household activities.

3. Old attitudes still hold. If a woman is divorced or widowed, regardless of age, it
is highly unlikely that she will to remarry; a man will most likely remarry. There is still a tendency
to favor male children over female children. The female/male ratios for secondary school
completion is only 0.65, with the skill levels of women generally much lower than men’s. The
number of women in positions of leadership is not commensurate with their labor force
participation rate.

2. Legal Rights and Political Status of Women

4. Throughout the modern history of Viet Nam, significant legislation passed to
protect the interests of women has acknowledged the need for legal equality between the sexes.
During the 1930s the “Declaration of Freedom” sought to achieve equality between men and
women. Over the past 50 years, changes in the constitution and other legislation have
guaranteed women’s rights and equality with men. The 1959 Law on Marriage and Family states
that women are equal to their husbands, that sons and daughters should be treated equally, and
that men should help in raising children. The legal age to marry is 18 years for women and 22
for men, with regulations on family planning restricting the age of childbearing to age 20 and

1 Prepared by M. McDonald and B. Dark: M. McDonald. 1995. “Women in Development: Viet Ngm Country
Briefing Paper.” October. Manila.
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over. In addition, women have been guaranteed equal pay for equal work and fully paid
maternity leave both before and after child birth.

5. In the past, women were well represented politically in Viet Nam. In 1975,
women’s representation in the National Assembly was 32.3 percent. However, by 1992, only
18.5 percent of the members of the National Assembly were women and few women held high
ranking positions in the Communist Party Leadership at the National level. At the provincial and
district levels women’s representation is now rarely higher than 10 percent. At the Central Party
Committee, representation is also very low and most positions for women are usually at the
deputy and assistant deputy level. The situation is similar at higher level public administration
positions. Although the State has encouraged women to play an active role in politics, politics
remains the domain of men.

3. Women and the Economy I

6. Vietnamese women have always played an important role in the Vietnamese
economy. Women make up 52.6 percent of the total population of 73 million and comprise 52.1
percent of the labor force. Compared with other Asian women, Vietnamese women have
exceptionally high (73 percent) labor force participation rate.

a. Agriculture

7. Eighty percent of women live in rural areas and 75 percent are employed in the
agriculture sector. As a share of total employment, 53.4 percent of the female labor force is in
the agriculture sector. Modern agricultural technology is limited; mechanization is primarily in
the form of small-scale technology utilized by men.

8. Increasing the productivity of the agriculture sector is the key to improving the
living standards of farmers. However, labor and capital advancements may result in
unemployment. It is important that women benefit equally from modernization of agriculture and
are not disproportionately displaced by reduction in labor needs. Modernization of the
agriculture sector and increased industrialization can also be expected to lead to an increase in
rural/urban migration. Lack of mobility could tie women to lower productivity jobs in rural areas;
those able to migrate lack employable skills needed in an urban environment.

b. Industry and Services

9. Women have a relatively high rate of participation in the industry sector, reflecting
the long-standing Government policy that encourages women to participate in the productive
sectors. Women make up 42.8 percent of workers in industry and are mainly concentrated in
light industry. They dominate the trading sector (70.5 percent), education (66.3 percent), and
health and social services (64.0 percent). In addition, they are well represented in the banking
sector, comprising 52 percent of the employed. These sectors are likely to expand in the
emerging market economy and may offer increased employment opportunities for women.
Women’s employment in the construction industry, transport and communications, finance and
community, and social and personal services sector appear to have dropped over the last three
to four years.
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10. Foreign investors are showing a growing interest in drawing on Viet Nam’s literate
and relatively well-educated labor force to establish enterprises in textiles, food processing, and
other forms of light manufacturing. These industries are typically large employers of women and
will offer openings for increasing female participation in nonagricultural sectors.

C. Wages

11. The recent Viet Nam Living Standards Survey (VLSS) data on wages indicate that
female wages are on average 70 percent of those of men. Women are concentrated at lower
status positions in almost every sector of the economy. It is difficult for them to,be promoted to
higher paying positions because their dual commitment to work and family makes it hard for
them to attend evening and vocational training. Wages in manufacturing and trade are currently
above average wage levels. In these two sectors, female employment is expected to expand.
Viet Nam’s new Labor Code, which, amongst others, relates to minimum wages, hours of work,
and occupational health and safety will help to prevent wage discrimination against female labors
as such employment expands.

d. 1 Informal Sector

12. Women’s total contribution to production is greater than that reflected in official
statistics, which reflects women’s primary occupation only. In addition to their main work and
domestic responsibilities, most women engage in income-generating activities. Women are
estimated to comprise 70 percent of the informal work force. However, there is very little data
on the extent of the informal sector and the income it generates. Incomes are generally lower
than those in the formal sector. It is evident that Viet Nam’s informal sector is growing rapidly
and will mostly likely offer increased job opportunities for women. A key trend of industrialization
in other Southeast Asian countries has been the convergence of unemployed and
underemployed women into factory and subcontract work. It will be important for Viet Nam to
draw upon the experiences of other newly industrialized countries to ensure that short-term
advantages for women in Viet Nam’s early phases of industrialization are translated into long-
term gains.

e. Unemployment

13. There is substantial evidence that female workers have borne the brunt of Viet
Nam’s growing unemployment problem. The imposition of hard budget constraints on state-
owned enterprises and their subsequent restructuring, coupled with the downsizing of the public
service have resulted in significant decreases in employment in these areas. Unemployment
increased sharply after 1986; although it has been declining since the early 199Os,  it is still
estimated to be as high as 20 percent in urban areas. Women are estimated to constitute 58
percent of the unemployed. A 1990 survey of workers released from public sector jobs in Ho
Chi Minh City revealed that 69 percent of those laid off were women. According to a 1992 report
by Viet Nam’s Women’s Union, women accounted for 71.6 percent of staff laid off in the cultural
sector, 78.4 percent in the health sector and 82.1 percent in the commercial sector. In addition,
women are less likely than men to return to employment after a period of unemployment. VLSS
data indicates that 39 percent of unemployed women are not looking for work compared with
28 percent of unemployed men.
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4. Access to Resources

14. One fundamental change occurring in Viet Nam is the shift in land policy. In
general, the reforms are appreciated by peasant households in the rural areas that now have
much greater security of tenure and more opportunities to decide when, what, and how to
produce. However, interrelated land issues may have negative implications for women. For
example, titling of Land Use Right Certificates provides for only one name, usually the male head
of the household. In such cases, only the male head has access to secondary benefits, such
as credit and extension services.

15. Access to credit for poor women is particularly restricted. Poor rural women in
Viet Nam have relied on revolving credit and savings association for financial assistance,
However, these schemes lack sufficient funds to offer more than short-term loans. Improving
access to credit for rural women will require local banking facilities, greater outreach #o
encourage households to deposit their savings, and support for women’s rural credit schemes.
The move to promote People’s Credit Funds and the recent decision to establish a Bank for the
Poor, which will begin operations in early 1996, have the potential to ease this constraint over
time.

5. Education

16. The impressive gains Viet Nam have achieved in education during the last 30
years have been under pressure during the early stages of the transition. There are signs that
the transition process is affecting female enrollment more than male, e.g., through higher
dropout rates, and lower retention rates for girls. In general, Vietnamese women have lower
educational attainment than men and male enrollment is higher, especially in the older age
groups, suggesting that girls leave school earlier. In 1988, the proportion of girls in school in
both rural and urban areas declined with education level: 47 percent at primary level, 40 percent
at secondary level, and 33 percent at the tertiary level. According to VLSS data, girl dropouts
have reached 63 percent.

. .

17. The increasing cost of education in terms of books and materials, school fund
contributions as well as distance and transportation problems appear to be impacting on both
male and female enrollments. Since cooperative working practices have changed, the pressure
on families to take children out of school in favor of income-generating activities has increased.
With each household responsible for its own production, child labor is often used to overcome
critical production time constraints. There is concern that the deteriorating education services
as well as the social and economic changes taking place in the country will erode these rates
further, particularly with respect to girls. It is important that recent declines in enrollment rates
are reversed; if not, they will result in an eroded skill base and lower agricultural production in
the long run.

6. Health and Poverty

18. Vietnamese women are the main users of health care services. Viet Nam’s health
services are appreciably better than those in most other low-income countries, reflecting Viet
Nam’s long-standing priority on human development. Life expectancy at birth is 67 years: 66

cc_--
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years for males and 68 years for females. Viet Nam’s infant mortality rate, 47 per 1,000 live
births, is only one half of the infant mortality rate predicted for its income level as compared with
other Asian countries. Although there are wide differences between regions, the 1989 Census
gave a total fertility rate of 3.8 children per woman, but in the 1994 lntercensal Demographic
Survey, this has fallen to 3.1.

19. Overall, women’s health conditions are poor. Nearly 50 percent of rural and 30
percent of urban women are anemic. With the loss of Government-supported day care and the
need to engage in income-generating work, women are working longer hours than men. Women
also suffer from poor health due to numerous gynecological problems aggravated’by long hours
working in flooded rice fields. Health workers frequently report a high rate of pelvic infection
acquired through unhygienic delivery, abortion, or IUD insertion. Such infection typically gives
rise to chronic ill health, pelvic and back pain, fever and infertility. Data are scarce, but it would
seem a decreasing percentage of women in the rural areas are giving birth at health centers or
clinics. Many women obtain no prenatal care and 65 percent have not been immunized against
tetanus before delivery. Problems are particularly serious in rural areas with most rural health
centers housed in inadequate facilities while in very remote areas the centers are often
nonfunctional. ’

20. An overwhelming 94 percent of the women surveyed are aware of at least one
method of contraception. Contraceptives are virtually limited to IUDs.  Judging by the proportion
of women who do not want additional children and yet are not using any contraceptives, there
appears to be considerable unmet demand for family planning in the country. Almost 41 percent
of the women surveyed said their actual number of children was greater than desired. This
group still did not use any form of contraception.

21. There is some evidence that the transition to a more market-based economy and
the erosion of social safety nets have forced some impoverished women into prostitution, which
brings with it the threat of increased incidence of sexually transmitted diseases, including AIDS.
Viet Nam has adopted the prevention and abolition of the “social evils” of drug addiction and
prostitution as one of the eight objectives of the national development strategy to the year 2000.

C. Institutional Support for Gender Issues

22. The mass organization for women, the Viet Nam Women’s Union (VWU), describes
itself as a NGO, but is part of the general mechanism of the Vietnamese Communist Party.
VWU’s two main activities at the local level are (i) job creation, income generation, and credit
schemes; and (ii) mother and child health, and family counseling. VWU has around 11 million
members and branches at all administrative levels. It undertakes training of its cadre,
publications on women, and regular television and radio programs.

23. VWU is strong at the grass-roots level and its networks are effective in
implementing mass education and information campaigns. Several aid agencies (UNICEF,
UNDP, and the Swedish International Development Authority [SIDA]) have funded VWU for a
variety of programs related to literacy, health, income generation, savings, and credit. Local level
networks have made VWU an effective instrument of outreach initiatives. While VWU’s  strength
is acknowledged, its weaknesses are also recognized: lack of research capability to’track the
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gender-differentiated impact of macropolicies, limited technical skills to lobby sectoral ministries
for policy reforms and program interventions, and planning and feedback mechanisms are
generally top-down.

24. In 1965, the Government committed itself to implementing the Nairobi Forward-
looking Strategy for Equality Development and Peace. In response to this and the International
Decade for Women, the Government formed the National Committee for the Women’s Decade.
In 1993, this committee changed its name to the National Committee for the Advancement of
Women (NCFAW), and its main purpose being to coordinate the preparations for the Fourth
Women’s Conference in Beijing in September 1995. The President of the Committee is also the
president of the VWU. Committee membership is drawn from VWU, various Government
ministries, the State Planning Committee (SPC), and the Youth and Peasant Unions. Since 1994,
NCFAW has been represented at the provincial and district levels. Although NCFAW also has
responsibility for recommending to the Government ways and means of implementing policie3
related to women, interagency coordination, and cooperation with the UN and other international
organizations, its efforts in these areas are limited and its main task is to formulate the country
report for the Beijing conference.

25. In 1994, the Government enacted a policy designed to increase women’s
participation in political leadership. Decree No. 37 states that all levels of the Government and
the Party should aim to have at least 20 percent of positions filled by women, All branches of
the state apparatus are required to improve their gender awareness, develop plans for training
and retraining women cadres, increase the number of women employees, and formulate policies
to develop women’s skills. It is too early to judge the political commitment or the strength of the
mechanisms to implement this policy.

- -.

D. Proposed Women in Development  S t r a t e g y  f o r  V i e t  N a m

1.

(i) the explicit incorporation of WID concerns in all of the Bank’s
macroeconomic and sectoral
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and the incorporation of WID concerns into the Bank’s lending and technical assistance program
for Viet Nam. An ongoing dialogue with the Government on development plans and policies for
the advancement of women and with the activities of other sources of external assistance is also
needed.

2. Gender Mainstreaming

28. Women’s issues cut across development strategies, policies, and programs.
Therefore, the way in which the Bank influences macroeconomic policies, the promotion of
economic growth, the structure of investment, the creation of infrastructure, and the development
of growth centers will have direct and indirect impacts on women. Experience has proven that
such development programs can have severe gender-differentiated impacts in terms of access
to resources and employment opportunities.

29. Training for gender mainstreaming to ensure that women’s projects and programs
are not marginalized should constitute an essential component of any institutional strengthening
and capacity building assistance to Government agencies. However, it may also require specific
training to increase gender awareness at the decision-making levels and to recognize the need
for gender-sensitive policies. So that they can more effectively contribute to policy debates, it
may also be necessary to strengthen the capacity of VWU  and Women’s Bureaus within the line
ministries in areas of macroeconomics and statistical and policy analysis. These needs could
best be met through support for the development of Viet Nam-specific gender training program.
Training topics could include: (i) gender and macroeconomic policies and planning; (ii) gender
and legislation - legal, financial and labor; (iii) gender and public administration; (iv) gender and
the environment; (v) gender and social security; (vi) gender and adult training; and (vii) gender
and statistics.

30. In providing support, the Bank should assist in identifying and strengthening key
institutions and organizations, both established and emerging, including Government institutions
and research groups, mass organizations, and NGOs.  Government policy states that the VWU
is to be involved in all areas of development planning. But because of limited technical capacity
and skills, VWU has yet to establish a strong influence on current debates at the macroeconomic
level. The Bank should consider an institution-building and strengthening support for VWU as
part of its commitment to promote WID activities in Viet Nam. Such assistance is consistent with
the Bank’s 1990 WID Action Program to adopt a more active role in building government
institutions and other DMC agencies to enhance their WID-related activities, particularly that of
planning.

31. The Bank should also consider supporting the development of concrete plans and
programs for implementing the Global Plan of Action for women adopted at the United Nations
Fourth World Conference on Women held in Beijing in September 1995. Translating the Global
Plan of Action will be a formidable and challenging task for most DMCs,  including Viet Nam. The
Bank could provide Viet Nam with assistance to translate the Plan and develop appropriate
programs and projects to achieve the goals and aspirations of women in the 21 st century. Such
assistance would be consistent with the Bank’s overall WID approach in the region. The Bank
provided assistance under a regional TA to DMCs, through the United Nations Economic and
Social Commission for Asia and the Pacific (ESCAP), for regional preparatory activities for the
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Beijing Conference, including the preparation of the Regional Plan of Action. The Bank can
further demonstrate its commitment to gender programs by assisting Viet Nam in implementing
resolutions endorsed and adopted by regional governments at the Beijing Conference.

3. Gender-disaggregated Data

32. Valid, timely, culturally relevant and internationally comparable gender-
disaggregated data for all sectors are needed to assess the impact of transition and form the
basis of policy development. Major issues of concern would be an assessment of the impact
of women’s labor market participation, employment and wages, unemployment; labor law,
practices and standards, occupational health and safety, and women’s unpaid labor. Institutional
strengthening and capacity building undertaken by the Bank should adopt approaches that
include strengthening the national capacity to identify and use gender-disaggregated information,
The Bank’s proposed activities for the social sector should consider approaches that wou\d
explicitly promote the collection of comprehensive and reliable data that identify links between
gender and population, education, health, poverty, family well-being, environment, and
development issues, and would be instrumental in the design of appropriate safety nets.

33. The Bank should also ,consider  assistance to the Government Statistics Office
(GSO) in developing methodologies and approaches for collecting and compiling gender-
disaggregated data, identifying gaps and weaknesses in the statistical system, and establishing
clear definitions and uses of gender information. In developing proposals to address the need
for gender-sensitive data, the Bank may wish to, explore assisting the Government in conducting
a nationwide time use survey that would collect data on women’s activities that are not visible
in traditional statistical data. Areas particularly in need of gender-disaggregated data include the
education sector and labor market information. Such assistance could be provided as a follow-
up to the Bank’s ongoing assistance to the GSO.’

4. Agriculture

34. The Bank’s support for development of the agriculture sector needs to consider
structuring projects in a way that acknowledges the need to promote equal partnership of
women in needs assessment and analysis and designing special components in projects where
women are identified as a clear target group. This could include project components designed
to ensure women’s access to agricultural technology, extension services, and resources such
as fertilizer and seeds; the emerging system of land tenure and its impact on women’s access
to land and secondary benefits; women’s access to credit; the impact of taxation on poor
farmers; and the provision of training programs.

35. Improvements in agricultural productivity that release labor from this sector
combined with increasing industrialization will inevitably lead to rural/urban migration. While the
Bank’s main strategy is designed to assist the Government in managing this transition not least
through the priority accorded to rural development, steps to facilitate the transition of rural
women to work in industry will also be important. This could involve support for training and

1 TA 2084: improving National Accounts, for $700,000, approved on 13 April 1994.
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retraining for rural girls and women to provide them with skills needed in an industrial and urban
environment, linking rural training centers with urban manufactures, and facilitating relocation for
women and for female-headed households.

5. Formal and Informal Labor Market

36. The informal sector is growing rapidly. The experience of other countries shows
this sector can offer an important source of employment growth for Vietnamese women. Bank
TA could support a study of the informal sector to (i) determine the priority needs of women
working in the sector; (ii) assess women’s access to credit for sector initiatives; (iii) analyze the
potential for opening up new employment opportunities for women and creating long-term, safe
and nonexploitativeemployment; and (iv) identify possible Bank interventions including programs
on microenterprise management activities and targeted support for poor women, on-the-job
training and retraining, and skill enhancement to ensure that women are able to advancq to
higher paying occupations. Explicit emphasis would be on data collection to analyze how the
potential for female employment growth could best be realized.

6. Education

37. Trends reveal that existing gaps between male and female formal education levels
are widening and appear likely to widen further as the transition process evolves. The Bank’s
assistance to the education sector should develop strategies that promote women’s greater
participation in secondary, tertiary, technical, and vocational training. The Bank’s proposed
strategy should explore opportunities to assist the Government in understanding the changes
occurring in the education system and how they impact on women. In particular, the Bank’s
education and social sector work should explicitly endeavor to secure gender-disaggregated
data to determine the direction of shifts in enrollment and ensure that ameliorating measures are
taken. To help close the wide gender gaps that exist at the secondary education level, WID-
specific initiatives aimed at keeping girls in school through to the completion of secondary levels
and merit-based scholarships to ensure their enrollment in secondary education should be
considered.

7. Health

38. The Bank’s proposed strategy for the health sector focuses attention on women’s
health through support for population and family health. Specifically, the Bank’s proposed
project in this area will assist the Government to build up the existing health infrastructure and
capacity, and improve the training of health workers. Given a focus on improving primary health
care rather than curative care, the provision of education, information, and communication is key.
Specifically, attention will need to be given to equipping women, and men, with knowledge of
maternal health, nutritional needs, contraception, and the importance of immunization and
sanitation. Higher rates of illiteracy in poor and remote areas, and different ethnic languages are
proven hindrances to service delivery and information campaigns in Viet Nam. The Bank may
wish to consider specific measures to target poor women, women in remote areas, and ethnic
women to ensure that health services and information are made available to them.
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39. Another dimension of the Bank’s proposed health sector activities is ensuring the
greater availability of birth control devices. Women’s control over fertility is closely related to the
status of women and attitudes of men toward the use of contraceptives. Possible interventions
could emphasize the need to alter the behavior and attitudes of men and encourage the greater
use of contraceptives through information, education and communication (IEC) programs for
both men and women.

8. Natural Resources

40. One of the objectives of the Bank’s proposed strategy in Viet Nam is to support
sound environmental management. Women are key resource users and managers and the
importance of their role needs to be clearly identified. The Bank’s work in the environment
sector provides the opportunity to involve women in mainstream development efforts. Land
clearing for agriculture and settlement, and illegal logging are major causes of deforestatiqn.
Deforestation is also occurring because of the need for fuelwood, the major source of household
energy in Viet Nam. The Bank’s proposed strategy should actively encourage the participation
of women in land use planning and social forestry. In addition, WID-specific initiatives directed
at exploring the potential for community fuelwood plantations and introducing appropriate
technologies warrant consideration.

9. Policy Dialogue

41. The Bank should include in its regular policy dialogue discussion of WID issues,
e.g., the impact of the economic transition on women, women’s needs and concerns, and the
Government’s WID policies and programs. In addition, the Bank should inform the Government
of Bank policies and emphasis on WID and overtly explore opportunities for Bank involvement
in the WID sector.

10. Conclusion

42. The proposed strategy for WID in Viet Nam recommends that important gender
strategies and objectives be integrated into Bank operations. These strategies are mutually
supportive and are of critical importance to the social and economic progress of women in Viet
Nam. Among these initiatives are improving the economic well-being of women by identifying
and reversing the trends that are slowing their progress in Viet Nam; mainstreaming women’s
concerns into development planning; education, especially for girls; the provision of universal
access to health services, including family planning and sexual health; and ensuring that women
have equal status and access to resources including land, credit, and improved technology.

43. Adopting an integrated approach that deals with women’s concerns in a manner
that acknowledges their multiple socioeconomic roles will be a complex and ongoing task.
Increasingly, Bank operations have focused on efficient, equitable and sustainable growth,
recognizing that human resource is central to economic growth. A concerted effort must be
made to question and appraise the impact of development policies, programs, and projects on
women if the objectives of the Bank’s human development strategy for Viet Nam are to be
realized. The issue of WID must be overtly placed on the Bank development agend,a  for Viet
Nam.
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NATURAL RESOURCE MANAGEMENT AND THE ENVIRONMENT’

1. This appendix to the Bank’s Country Operational Strategy (COS) for Viet Nam
does not attempt to provide a comprehensive list of all environmental problems or derive a
holistic strategy for environmental change. Instead, it focuses on linkages between the Bank’s
proposed investment strategy and certain key environmental actions that will be needed to
complement the investment program. The aim is to identify those issues most closely linked to
the Bank’s ongoing comrhitments, and those that match the Bank’s relative operational strengths
and strategic priorities. Important areas of environmental stress that can be addressed by the
Bank in its lending and technical assistance operations will be identified. As in all other sector-
based investments, actions taken to address environmental issues should complement the efforts
of the Government and other funding agencies that have also made long-term commitments for
improved environmental management. ?

2. Viet Nam faces a combination of environmental problems associated with
population, other pressures on the natural resource base, and stresses on the environment due
to accelerating industrialization and rising real incomes. Over two thirds of its 73 million people
depend on agriculture, fishing, forestry and other resource-based activities. Deforestation, soil
erosion and degradation, drought and flooding, dwindling fish stocks all threaten the livelihood
of significant numbers of people. The adverse effects of defoliants during the Viet Nam war, a
significant cause of ecological damage prior to 1975, are still being felt. Overuse of fertilizers
and pesticides is leading to accumulation of dangerous levels of toxic substances in soils in the
Mekong Delta and may adversely affect crop production. Clearing of mangrove forests, pollution
of freshwater habitats, and unsustainable fisheries practices have damaged the fishery industry.
With population growth still exceeding 2 percent per annum, the pressures on a dwindling
resource base will intensify.

3. Stress from population growth, the excessive demand on limited urban
infrastructure, and the environmental impacts of industrial growth will need to be addressed in
the short and medium term. Enhancing the institutional capacity for environmental assessment,
monitoring, and compliance with environmental regulations is needed to provide a foundation
for rapid urban, industrial growth if the quality of life in areas of high population concentration
is to be preserved.

4. Viet Nam’s “transition” to a more market-based economic system will have
important implications for subregional environmental action. Effective watershed management
of shared river systems, coastal zone protection, and efforts to conserve biodiversity will require
increased institutional capacity and commitment to subregional environmental programs. In
addition, measures are needed to promote awareness of environmental impacts arising from
development. The aim of this overview is to provide guidance in linking environmental issues
to strategic choices and, ultimately, to their incorporation within projects, programs, and
technical assistance operations.

1 Prepared by G. Owens.
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A. Strategic Choices and Trade-offs

5. From the perspective of environmental parameters, economic growth in the
medium term is likely to advance along two paths: (i) growth in agriculture and natural
resources sectors, which still employ more than 75 percent of the labor force, and (ii) growth
attributed to an emerging industry and urban services sector which is presently receiving the
bulk of foreign investment. Normally, choices for investments in environmental service’ might:
(i) focus on investment in natural resources management for the protection of water, soils,
forests, coastal wetlands, and offshore resources with such investments being, required to
preserve the foundation for longer-term economic growth; or (ii) give greater attention to the
emerging problems of industrialization and urbanization with investments, including support for
the design and introduction of appropriate policies on environmental protection, justified as
integral components of an industrialization strategy to avoid problems of urban pollution and
industrial hazards. f

6. Bank investments in sound environmental management might attempt to bridge
these two emphases through area-based or sector-based investments over an intermediate time
frame. This would call for an environmental program to link Bank investments for sound
resource management in rural areas -targeted at poverty groups -with investments in urban
infrastructure and industrial growth. Instead of focusing on whole sectors such as the entire
coastal zone or industrial pollution, selected environmental issues and subsectors might be
targeted.

7. A sound environmental action program will depend on institutions that can assess
the often competing environmental requirements in the two sectors of economic growth, identify
linkages between the two and decide on the kinds of efficient environmental technologies that
are feasible and can achieve an acceptable level of environmental soundness and safety.
Significant input will be needed to develop Viet Nam’s institutional capacity for longer-term
environmental improvement.

B. Linking Environmental Components to the Country Operational Strategy

8. The Bank’s environmental program should complement the program of other
funding agencies which have assisted the Government to better understand the nature of
environmental problems, the institutional requirements, and investments that will be needed to
address environmental issues. Environmental issues being addressed under ongoing programs
include support for flood protection, water management, urban services, deforestation, fisheries,
and coastal management. It is important that the Bank build upon its own strengths through a
defined sectoral focus and through systemic follow-up of ongoing lending and technical
assistance operations. Specific programs, projects and technical assistance are suggested in
the next section.

“Environmental Investments” are generally incremental, or subcomponents, of much broader investments in
productive activities. For example, the introduction of clean technologies to minimize waste generation or
to allow recycling during agroprocessing would comprise an environmental investment.
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9. Three environmental components can seNe as an operational focus in identifying
programs, projects, and technical assistance in support of the Bank’s operational strategy. The
“emphases” are deliberately left broadly defined to allow the Government, the Bank, and other
funding agencies to select or define programs or projects with varying environmental elements
to tailor the intervention to a rapidly changing context of development. They are: (i) an emphasis
on the development of institutional capacity for sound environmental decision making; (ii) a focus
on area-based environmental issues in the three economic growth zones and their surrounding
development zones;’ and (iii) expanding the capacity for subregional environmental
management by introducing policy measures and promoting institutional development that
encourages the integration of environmental factors at both national and regional levels. In the
context of the area focus, attention should be given to lateral linkages among sectors and
secondary cities within the zones, with special attention to development of provincial institutional
capacity to manage environmental issues. Economically, the aim should be to generate labor-
absorbing ventures that could draw labor from resource-stressed hinterland areas f

1. Strengthening of Environmental Institutions and Public Awareness

Objective: Support the development of institutional capacity for integrating
environment and development concerns in decision making at
public, private, national, and provincial levels.

10. Lack of a sound institutional foundation for environmental management was
recognized as an early constraint in the nation’s initial efforts to move from a centrally planned
economy to a more market-oriented system. Several aid agencies are presently addressing the
need to improve the Government’s capacity to review and make decisions on environmental
policy. Among these is the Bank’s TA for Strengthening Environmental Planning and
Environmental impact  Assessment Capabilities2  which was initiated in March 1995.

11. Viet Nam has recently enacted new laws and regulations for protecting the
environment. Implementation capacity remains weak, however. This weakness is as much an
opportunity as a constraint, in the sense that it makes possible the integration of regulatory
instruments and economic instruments at an early state in the formulation of the basic
environmental policy framework. Projects or programs under this component might include,
among others: (i) formulation of environmental legislation, regulations and standards to guide
investments in specific sectors, with emphasis on building local (provincial)-level environmental
management capacity; (ii) establishment of mechanisms that encourage the Government and
private sector to adopt environmental standards and good practices backed up by sufficient
economic incentives, such as market-based instruments; and (iii) development and transfer of
technologies, expertise, and facilities to promote sound environmental management in both
state-owned enterprises (SOEs) and private ventures.

1 The growth zones and their related development zones are shown in Map 1.
2 TA No. 2128 for $600,000, approved in 1 August 1994.
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2. Focus on Lateral Linkages from Three Economic Development Zones

Objective: In line with an area-based focus, develop institutional capacity
for sound environmental decision making to strengthen
environmental institutions in the core cities of Hanoi, Ho Chi
Minh City, and Danang, and at provincial levels and in
secondary cities in adjacent hinterlands. Special attention
should be given to lateral linkages among productive sectors
in support of economic growth in the three development zones.

12. A feature of Viet Nam’s development strategy is the identification of three focal
areas for economic growth (see Map 1). The three growth areas are recognized as “engines of
growth” Some 80 percent of foreign direct investment commitments are for these areas, and
a high proportion of official development assistance is also urban oriented. Nevertheless, the
Government wants to ensure that modernization and industrialization are not at the expense of
rural areas. Special attention is to be given to enhancing economic linkages between areas of
high potential growth and other regions to ensure a more equitable distribution of the benefits
of development. In the’light of this dual thrust, a strategy for sound environmental management
must emphasize both management of natural resources as well as investments to reduce urban
and industrial pollution.

13. Given limited resources and technical expertise at this early stage, Viet Nam may
wish to consider a two-stage plan for development of local environmental management capacity.
Initially, a few Environment Committees, such as those in the three economic development zones
and in adjacent provinces that have already taken environmental initiatives, would be
strengthened. These Committees would offer environmental services to adjacent provinces. A
phased capacity-building effort would be consistent with the limited technical and institutional
capacity and would match the environmental management requirements needed for investments
in the three zones.

14. To complement the area-based focus, environmental issues in rapidly growing
urban centers must be addressed. Viet Nam’s water supply, and sewage and sanitation facilities
have deteriorated because of insufficient investment, poorly trained manpower, and
uncoordinated planning. The urban population is growing at almost three times the rate of the
rural population, and urban pressures elevate water supply and sanitation facilities to great
importance. Similarly industrial growth will increase the demand for nontraditional energy. As
seen in many neighboring countries, rapid but poorly regulated industrial growth with the
consequent toxic wastes and air pollution can seriously damage the quality of life. The focus
of industrial investment and growth in the three areas provides the opportunity to formulate area-
specific environmental management plans for industrial zones.

3. Expanding the Subregional Focus for Environmental Management

Objective: Strengthen institutional and legal capacities to implement
international agreements and programs on the environment in
areas with a direct impact on transboundary environmental
issues and in areas defined in Agenda 21 as having global or
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regional impacts on environmental sustainability such as
coastal and marine management, biodiversity conservation,
global warming including deforestation and acid rain problems.

15. The Bank’s catalytic role under RETA 5535 helped to strengthen economic and
policy linkages among countries in the subregion and has significantly enhanced subregional
environmental awareness. Subregional programs have been identified and projects are under
preparation to finance environmental training, programs for regional forestry management, and
formulation of subregional environmental monitoring standards. It is important that these
linkages be made concrete in moving from policy dialogue to actual programs and projects that
deal with shared resources and common environmental problems.

16. Agenda 21 identifies, as a prerequisite to global participation on sustainable
development, the development of institutional and legal capacities of national and reglbnal
entities. As environmental issues now transcend national boundaries, the need to develop these
capabilities so as to implement international agreements on environment as well as effectively
participate in the negotiation of new international treaties should be emphasized. Regional
issues to address in the intermediate term include: (i) formulation of an integrated regional
program for marine and coastal environmental management, including adoption of measures for
adequate response to natural disasters and human-induced risks such as oil spills; (ii)
participation in regionwide training in environmental management and monitoring, and in
development of measures to increase public awareness of issues of environmental sustainability;
(iii) establishment of legal and institutional frameworks to address transboundary environmental
issues including deforestation through illicit activities, biodiversity conservation, watershed
management, and reduction of acid rain; (iv) establishment of regional guidelines for assessing
highly polluting industries and safe handling of potentially harmful chemicals in the region
through the introduction of an information network on the transboundary movement of toxic
chemical and hazardous waste; and (v) development within the subregion of a system for the
promotion of environmentally sound technologies, including a clearinghouse on environmental
“best practice” for types of industry, sharing of technology and A&D results, and promotion of
indigenous technology or technologies adapted to regional needs.

C. Linking Environmental Policies to Sectoral  Requirements

17. The three components of the environmental action plan for Viet Nam represent
what might be termed operational thrusts or “emphases.” They are intended to give direction
and focus in addressing specific environmental problems and issues. The problems are
presented here as sectoral issues. As noted earlier, management of the natural resource base
is the most frequently cited environmental concern, largely because it directly affects the well-
being of so many Vietnamese. On the other hand, recent experience in the rapidly developing
urban-industrial complexes in Thailand, particularly in Bangkok, and the urban agglomerations
of Guangzhou Province in the People’s Republic of China (PRC) suggests that inattention to the
problems of urban sanitation and industrial waste management can be costly and difficult to
control. As a consequence, the Bank’s objective for environmental management embraces a
dual emphasis on natural resource management and urban/industrial pollutants. Operationally,
environmental planners will need to consider impacts for both natural resource management and
urban-based pollution.

,
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18. Since more than 75 percent of the active labor force is involved in the conversion
or use of the natural environment into some form of economic product, it is difficult to clearly
differentiate agriculture impacts on the environment. In general, environmental impacts from
traditional crop cultivation are not as wide-ranging nor as critical as impacts from shifting
cultivation and misuse of wetlands and other coastal zones. Degradation from fertilizer use, for
example, is localized. Toxicity problems from pesticide residue is under investigation by FAO
and others. Given population densities, the issue of pesticide and fertilizer use and. impacts on
water resources should be given high priority. While Viet Nam has a range of excellent
agricultural universities and research institutes, their budgets are limited and extension services
with new technological packages are incapable of reaching farmers. These broad environmental
issues should be addressed in the Bank’s program of support for agriculture: (i) rehabilitation
of barren lands, with emphasis on improved crops and crop management for upland agriculture
and soil conservation; (ii) programs to maintain and ensure sound use of wetlands resources
including protection from flooding, afforestation of mangroves, and proper management of acid
sulfate soils in the Mekong delta; (iii) formulation of programs to foster appropriate
pesticide/fertilizer use and adoption of integrated pest management (IPM) schemes; and ‘(iv)
continuation of water management studies for irrigation. Such studies should focus on efficient
water use and costs of water, and examine competing demands for water given the rapidly
changing macroeconomic structure.

2. Forestry and Biodiversity Consewation

19. Viet Nam’s forest resources presently cover an estimated 25 percent of the
country’s area, or 9.3 million hectares (ha). An additional 9.7 million ha is designated as
forestland but is now bare land and denuded hills. The estimated deforestation rate is 1.6
percent per annum from the early 1940s to 1991. It is reported that massive deforestation is
resulting in flooding, erosion, and extremely high levels of siltation in downstream areas,
threatening the viability of reservoirs for hydropower and, more importantly, for irrigation.

20. Many argue that the major cause of deforestation today is illegal logging. Others
blame minorities and the impacts of slash-and-burn agriculture, while still others call attention
to the massive use of the forest resource for fuelwood by more than 75 percent of the
population. Irrespective of cause, the aim must be to stop deforestation and to start
reforestation. New methods of managing and conserving the forest resources in both highlands
and wetland areas will be required. The Bank has a comparative advantage in this sector and
can provide loans, technical assistance, and regional support for the following: (i) a forestry
sector master planning study to determine the policies, institutional reform, conservation
practices, sustainable rates of exploitation, and management conservation practices needed to
sustain both the forest resource and its biodiversity; (ii) establishment of regional legislation,
regulations, oversight, and protective measures to prevent and monitor illegal logging and the
illegal trade in forest and forest products. This will likely have to be accomplished on a
subregional basis among other countries including Lao PDR, Cambodia, PRC, and Thailand; (iii)
integrated development of rural areas in the “barren hills” through community forestry, upland
agriculture, tree crops, sloping lands agricultural technologies, and introduction of sound soil and
forest conservation practices; (iv) decrease in the use of fuelwood and biomass for energy
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through the adoption and promotion of alternative energies in rural areas, including rural
electrification, improved stoves, pricing policies to promote alternative fuels; (v) reforestation of
mangroves and wetlands concomitant with development of aquaculture potential; and (vi)
introduction of private sector forest exploitation, management, and conservation on a sustained
basis.

3. Fisheries, and Coastal and Marine Environment

21. The fisheries industry is extremely important to Viet Nam. Fish products provide
approximately 60 percent of the total animal protein consumed by the population. Over a million
people are employed in the fisheries sector and the protection Bnd enhancement of this resource
are essential to the economic, human, and ecological health of Viet Nam. Coastal and marine
fisheries include both marine capture fisheries and brackish water aquaculture. Marine capture
is primarily inshore based, and is undertaken by a fleet of over 60,000 fishing boats poweted by
motor, wind or human. Aquaculture activities in the coastal zone produce fish, crustaceans
(shrimp and crab), mollusks, and seaweed in ponds, cages, and pens.

22. Environmental issues bearing on the fisheries sector cover a wide range not easily
dealt with within the fisheries sector as normally defined. While the marine waters off Viet Nam
are reportedly unpolluted, inshore fisheries have suffered from siltation, destruction of the
wetlands and mangrove areas, and coral destruction from both natural and human causes (coral
mining, dynamite fishing, and souvenir collection). The Bank can be of assistance is the
preparation of a comprehensive plan for resource management covering the entire sector:
aquaculture, inshore capture fisheries, wetlands conservation, marine fisheries and coral
preservation, among other issues. Sustainable practices, regulations, stock surveys, technology
transfer should ultimately follow from this technical and policy overview. Fundamentally, an
environmentally sound fisheries sector must be sustained at the local level. This will require a
long-term effort to strengthen local institutions, evolve regulatory actions in the context of local
resource constraints, and train local fishermen.

4. Environmental Services for Urbanization and Industrialization

a. Water Quality Issues

23. Water management is a massive sector in Viet Nam covering watershed
management, reservoir infrastructure, irrigation system offtake and reticulation, groundwater use
and protection, domestic water supply, infrastructure for flood and salinity control, among other
areas. Sound environmental management practices are essential in each area and subsector.
The Bank has taken a proactive stand in supporting major studies for water management
including studies to identify national policy options for sustained operation and maintenance
(O&M) of water resources infrastructure, measures to improve the capacity of staff in the water
resources sector at both national and provincial levels, and a water balance study of the Red
River Basin to improve understanding of the hydrological behavior of the basin.
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24. Most of the existing urban environmental infrastructure in Viet Nam was
constructed in the early part of the century (under French colonial rule). Since their construction,
there has been very little, if any, investment in urban environmental infrastructure, and population
services by these systems have increased substantially. In the larger cities, the high rate of
population and industrial growth has overwhelmed the capacity of existing urban infrastructure
to effectively protect the water and air quality. Financing for domestic and industrial waste
treatment and disposal is inadequate and training in appropriate planning and management is
insufficient. Reports suggest that there are no functioning wastewater treatment facilities in the
entire country and very few industrial wastewater treatment facilities. Local authorities also lack
the capability to manage or adequately control the disposal of industrial effluent.

25. Most available reports ascribe to human waste disposal the major problem in
urban water quality. It is-estimated that about 30 percent of the total organic load derives from
industrial establishments and the remaining 70 percent from human wastes. The most obvious
and immediate Bank support should be for the rapid expansion of sewerage and sanitation
facilities in urban areas, where the Bank has considerable experience and is presently active.

C. Air Quality

26. Air quality in most rural areas is good, with localized degradation associated with
brick kilns and sugar mills. Household air quality, as opposed to the ambient air, has been little
studied. Considering that more than 75 percent of rural households depend on fuelwood  or
biomass for cooking, morbidity levels due to household pollutants might be high.

27. In urban areas, industries, factories, and manufacturing facilities operate with either
outdated emission control equipment or none whatsoever. Vehicle exhaust is also a growing
problem. Relatively few vehicles have emission control devices, and all fuel in Viet Nam is
leaded. The impact of vehicles on air quality in rapidly expanding urban centers not designed
for such traffic will consequently increase as the number of cars or motorcycles increases. The
Bank’s role should be to continue to assist in the development of local air quality standards and
build up both institutional capacity and political awareness to take steps to manage the problem.

d. Energy

28. The principal sources of energy in Viet Nam are biomass, coal, hydroelectricity,
gas, and oil. Biomass - wood, vegetation, and agricultural waste - is the most important,
being the principal source of fuel for the rural populace. In the face of the massive amounts of
biomass used at the household level, the amount used by industry is insignificant, although
certain industries such as brick kilns can contribute to localized scarcity of wood and
deforestation.

29. The environmental consequences of energy generation are just beginning to be
officially recognized. Lack of energy for industrial use is a current constraint and will likely
worsen as the population grows and becomes more concentrated in urban areas. Viet Nam
does have extensive energy resources and potential capacity, which includes 1.5 billioh-3 billion



I, ”
_A

I’.-;,.__

Appendix 4, page 9

barrels of oil, two billion tons of coal,  and an impressive capacity for hydropower, all of which
could go a long way toward meeting the nation’s immediate and even long-term energy needs.
Environmentally, the key will be to implement economically viable means of harnessing the rich
energy and mineral resources of the country while limiting environmental damage to levels that
will not adversely affect future economic growth.

30. Consistent with the Bank’s policy of market development, support for the
environmental aspects of energy development should focus on the following measures: (i)
ensuring that all energy projects undergo an environmental and social impact assessment during
their planning stage to integrate environmental considerations into the engineering designs and
to ensure that mitigating measures are employed; (ii) conducting integrated planning and policy
development for expansion of electricity supply from various sources to reduce stress on
environmental resources such as forests and biomass; (iii) establishing appropriate Rolicy
instruments and pricing to ensure the efficient use of energy from various sources (coal,
hydropower, thermal, oil, and gas) for all end users of energy; and (iv) planning of investment
decisions (for roads, tourism, industrial facilities) to ensure that energy supply is available in
quantities sufficient for both the investment needs and for the induced population to prevent
further degradation of the local environment, mainly from burning of fuelwood.

31. Energy generation and its efficient use are a critical element in the growth strategy
of Viet Nam as it makes the transition from a poor developing nation into an industrializing one.
While much of the capital for this transition might come from the private sector, the.Bank should
be especially generous in its technical, economic, and policy advice to ensure a sound and
environmentally sustainable management of the energy sector.

D. Conclusions: Operational Considerations

32. Operationally, several steps are required to ensure the adoption of appropriate
environmental policies. First, all proposed loan and TA operations must affirm that environmental
impacts have been assessed and environmental management procedures adopted to prevent
future negative impacts. In several sectors, past environmental damage must be remedied
through cleanup and resource quality improvement. Second, Viet Nam’s institutional capacity
must be built up to ensure that the proactive environmental aspects of Bank’s operations are
adopted and sustained by local institutions and groups. As noted, much work by the Bank and
other agencies to build this capacity is under way. To complement the laws, regulations,
Environmental Impact Assessment (EIA) standards, training, and institutional capacity, additional
effort will be needed to build environmental awareness among senior policy makers. The aim
will be to make them more aware of the trade-offs between environmental quality and fast-paced
development, and of the dire consequences to the national well-being of failure to address
environmental issues.

33. The three environmental components cited here are intended to serve as guides
to link environmental issues to projects and programs within the Bank’s operational strategy.
The concept of linkages is intended to make those involved in project design more aware of the
importance of environmental aspects to ensure sustainable development.
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34. The Bank’s COS is designed to facilitate the transition and restructuring of the
economy according to market-based principles while promoting balanced and sustainable
development. To fulfill this aim, the strategic objectives of the program in Viet Nam are to
promote efficient economic growth,. reduce poverty, and pursue environmentally sound
development. Sound environmental management will require a dual focus to ensure sustainable
use of natural resources and adoption of measures to prevent urban and industrial pollution.
The environmental objectives are integrated within the operational strategy through linkages that
are explicit in the operational program. The concept -of linkages within the strategy embraces,
for example, a geographic dimension, particularly infrastructure linking growth centers with rural
areas and subregional markets; intrasectoral linkages, in which the ecological resource base
such as a watershed is tied to agricultural productivity; social and economic linkages in which
poverty reduction programs are related to resource management such as reforestation programs
or schemes to protect coastal resources; and, on a subregional scale, the adoption of policies,
regulations, and legal and institutional frameworks to address common environmental problemS.
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EXTERNAL ASSISTANCE’

1. Until the drastic cutbacks in aid from the former Soviet Union and other member
countries of the former Council for Mutual Economic Assistance (CMEA) in the late 198Os, Viet
Nam had been heavily dependent on aid from these countries. In the absence of lending by
multilateral financial institutions, the United Nations Development Programme (UNDP) and other
United Nations (UN) agencies were an important source of assistance. Total UN assistance
amounted to $289 million between 1987 and 1991, with UNDP accounting for around 40
percent. UNDP has played a particularly important role in providing technical assistance (TA)
to support Viet Nam’s economic reform program, including support to the Office of Government,
the Ministry of Finance, the Ministry of Justice, and to both the State Planning Committee and
the State Committee for Cooperation and Investment prior to their recent merger into the new
Ministry of Planning and Investment. Under UNDP’s fourth country program (1992-1996),
assistance has been focused on three main areas: (i) economic, public institution, and legal
reform, including State-owned Enterprise reform and public administration reform; (ii) ‘social
sector policies and development, including support for the formulation of a national poverty
eradication program and support for ethnic minorities; and (iii) environment and natural
resources management, including Viet Nam’s first Global Environment Fund Project designed
to preserve biodiversity.

2. Among the other UN agencies, both the United Nations Children’s Fund (UNICEF)
and the United Nations Fund for Population Activities (UNFPA) have been providing assistance
since the mid-i 970s. Support from UNICEF, which has averaged around $17 million over the
last four years, is targeted at assisting the Government to meet its goals under the National
Program of Action for Children, prepared in 1991. Its programs therefore cover rural water
supply and sanitation, primary health care and nutrition, and primary education. Under its next
country program (1996-2000),  UNICEF is targeting total support at $135 million. However, $44
million of this will come from its own regular sources while the balance is to be mobilized from
other aid agencies. By the end of 1995, UNFPA is expected to have provided around $30 million
under its fourth country program in support of the Government’s national population program.
Assistance from UNFPA is targeted at programs designed to reduce the fertility rate and improve
the status and well-being of women. Other UN agencies that have had major programs in Viet
Nam since the mid-1970s are the UN High Commissioner for Refugees and the World Food
Program. However, the activities of both agencies are expected to decline over the next few
years.

3. Among the bilateral sources of funding, Sweden and Finland have a long history
of support to Viet Nam, while Australia became an important source from the mid-1980s.
Swedish assistance has averaged $31 million in each of the last four years. Under its new
strategy approved in 1994, assistance will focus on health, including primary health care and
family planning; forestry; energy; and support for the economic transition, including public
administration reform, taxation, and banking. Finland’s assistance, averaging around $10 million
per year, has been used to support the rehabilitation of water supply and sanitation systems in
Hanoi and Haiphong. Under its current program, Finnish aid is focusing on natural resource

1 The information in this appendix has been taken from Ministry of Planning and 1nformatiorVUNDP.I  1995. ‘Vet
Nam’s Development Partners.” Hanoi, UNDP. 1995; ‘Vet Nam Development Cooperation Report 1994.”
Hanoi, and information obtained by Bank missions from the agencies concerned.
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management, especially forestry, and infrastructure development in energy and transport (ports
and rail) and communications. Australian assistance is expected to average around $37 million
over FY1994/95  to FY1997/98 targeted at support for infrastructure (water supply and the
rehabilitation of the My Thuan Bridge in southern Viet Nam); education; and health and family
planning. Australia also provides some assistance through Nongovernment Organizations
(NGOs).

4. Although a number of bilateral agencies, including Japan, resumed operations in
1992, most either resumed or expanded their assistance in late 1993 in line with the resumption
of lending by multilateral financial institutions. Japan is now Viet Nam’s principal source of
external assistance. At the most recent Consultative Group in Paris in November 1995, Japan
pledged $700 million in loans and $100 million in grants for 1996. Current priorities for Japan’s
assistance are (i) infrastructure development, especially transport and power; (ii) agriculture; (iii)
education and health; (iv) human resource development and institution building; and (v)
environmental conservation. !

5. Other major bilateral sources of assistance are France and the Netherlands.
France has emerged as.a major bilateral financier over the last few years, providing an average
$30 million a year between 1992 and 1994. This assistance is concentrated in transport, water
supply and sanitation, human resource development, and economic management. The
Netherlands committed $90 million for the period 1991-1994, focusing on (i) institution
development and capacity building for a market-oriented economy, (ii) support for education and
health, and (iii) environmental protection.

6. Other important sources of bilateral assistance are Italy, Canada, Republic of
Korea (ROK),  Germany, and United Kingdom. Italy pledged grant and loan assistance
amounting to $87 million for the period 1992-1994. Priority areas include socioeconomic
development (in particular water supply, agricultural credit, and sericulture development) and
management training. Since 1990, Canada has provided a total of $41 million. This assistance
focuses on the following areas: economic and social reform, increasing the productive capacity
of the poor, development of the private sector, and good governance and the emergence of a
civil society. Environmental management, informatics, and financial management are among the
areas currently targeted for assistance. Since early 1993, the ROK has been providing loan
assistance for road rehabilitation and water supply. The ROK is also providing some assistance
to renovate vocational training centers as well as fellowships. The former German Democratic
Republic was an important source of aid to Viet Nam before 1989 and some of Germany’s
bilateral projects have been carried over from that period. Since 1990, Germany has committed
about $180 million for development cooperation projects. The focus of future assistance will be
support for policy reform, including strengthening of the private sector, resource management
and protection, education, health and transport, especially railways. Germany is also providing
TA to support administrative reform and financial sector development. The United Kingdom
pledged some $15 million in 1993 for technical cooperation to focus on the areas of transport,
energy, construction, and economic reform. In addition, an agreement was signed in September
1994 covering a $75 million line of credit for infrastructure projects. Belgium, Norway, and
Switzerland are also building up their assistance programs to Viet Nam. Finally, Singapore and
Thailand are both providing TA.

7. NGOs  also played an important role in providing external assistance to’Viet  Nam
before 1993, and continue to do so, especially in grass-roots rural development work and
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programs targeting disadvantaged groups. More than 200 NGOs are currently active in Viet
Nam, providing support to some 700 generally small-scale projects and programs, ranging from
humanitarian/emergency relief to rural credit and the development of small-scale irrigation
facilities. Total NGO commitments in 1994 are estimated at $70 million.’

a. After Japan, the World Bank and the Bank are the largest sources of external
assistance. The World Bank expects to lend around $400 million-3500 million per year over the
medium term. The World Bank’s program is designed to (i) strengthen macroeconomic
management, (ii) support the transition to the market, (iii) assist in the planning and financing
of infrastructure, (iv) support poverty reduction, and (v) encourage sound naturafresource  and
environmental management. In addition to support for structural adjustment, the World Bank is
providing loan support in energy, transport, finance, agriculture, and the social sectors including
water supply/sanitation.

9. The International Monetary Fund (IMF) has been providing necessary stabilization
and adjustment support, initially under a standby arrangement and, since November 1994, under
a three-year $525 million Enhanced Structural Adjustment Facility (ESAF) program. Since 1990,
the IMF has also prov,ided  important TA in the area of macroeconomic management, financial
sector reform, fiscal policy, tax administration, and statistics.

10. The European Union has emerged as another important multilateral source of
external assistance since 1990. Assistance has averaged almost $33 million per year since 1991,
The bulk of this has been development and humanitarian aid linked to the reintegration of
refugees. However, other priority programs include natural resource management and
environmental protection and support for economic and administrative reform.

1 See Appendix 6 for a more detailed discussion of NGOs  and issues concerning their operatiot$  as well as
ways in which the Bank can work with such organizations.
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NGO PROFILE’

A. A Brief History of NGO involvement

1. Until 1990 there was little international NGO activity in Viet Nam. Agencies that
were active worked through collaborating groups which were either mass organizations or
People’s Committees at the provincial, district, or commune level. These government-sponsored
groups formulated and presented project proposals to NGOs and received funds for
implementation and disbursement. Periodically an NGO representative arrived for an inspection
and monitoring visit.

2. In August 1990, however, the Government officially recognized and allowed the
first international NGO to open in Viet Nam. At this time, all NGO offices had to be locate&in
Hanoi regardless of location of work activities, and travel permits were required for any
excursions outside Hanoi. By 1991 about 20 international NGOs with resident staff were
stationed in the country. Almost all had at least one expatriate employee, with a number of
Vietnamese nationals provided by the local partner agencies to work with the international
agencies.

3. In 1993, the Government abolished travel restrictions and more international NGOs
arrived deploying personnel at the grass-roots level. Project proposals became increasingly
targeted to household/village level. By late 1994 there were over 200 NGOs supplying aid to Viet
Nam, with over 70 agencies having resident personnel.’ Slightly more than 50 had offices in
Hanoi, with the remainder dispersed between Ho Chi Minh City, Da Nang, or Hue. NGO activities
have concentrated primarily in two areas: land reclamation/protection through the construction,
repairing, or upgrading of dikes and canals; and the provision of potable water supply for local
communities. NGOs have an increasingly important role to play in Viet Nam’s social and
economic development. In partnership with growing domestic NGOs,  multilateral and bilateral
NGO agencies can be vital in responding quickly to changing social and economic needs and
directly assisting the underserved regions of the country.

_

B. Current Issues

4. NGOs  generally share the Bank’s objectives of reducing poverty through human
resource development, paying close attention to the needs of women and the poor. Given the
Government’s limited resources for addressing pressing social concerns, the Bank should
explore avenues in building the institutional capacity of the NGO sector while identifying ways
to utilize them in project design and implementation. This is especially important in the areas

1 Prepared by B. Dark.
2 Major international NGOs  currently located in Viet Nam include Action Aid, American Friends Service

Committee, The Asian Foundation, Canadian Hunger Foundation, Catholic Relief Services, Church World
Services, Health Volunteers Overseas, Medicins Sans Frontiers, Save the Children Fund, American Friends
Service Committee, Brot fijr die  Welt, CARE, Cooperation International pour le Developpement et la Solidarite,
Red Cross and Red Crescent Societies, Oxfam and World Vision. A complete listing of NGQs  and their
principal activities is given in “The Viet Nam NGO Directory 1994-95.”
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of human resource development (HRD), women in development (WID), nutrition, and poverty
reduction.’

5. At present, potential local NGOs need to be assisted in building up their capacity.
Viet Nam does not have a recent history of independent self-help organizations, but with the
transition from a centrally planned to a more market-oriented economy, NGO participation in the
economic and social life of the country is becoming more relevant. Community organizations
in the past were represented by state-sponsored structures, with party entities substituting for
NGO activities. Mass organizations linked to the party structure continue to exist. Three large
mass organizations - the Women’s Union, the Peasants Union, and the Youth Union - were
and still are part of the political structure and receive direct financing and organizational direction
from Government. Nonetheless, their operations are, in many respects, similar to NGOs and
have a significant impact on their sectors and on the emergence of other independent NGOs.

6. The Government recognizes the need for local NGOs  and the potential fiscal
savings they offer. NGOs have the capability to effectively target and deliver selected social
programs more efficiently than the Government. At present, the Government is formulating draft
legislation on the legal framework of independent NGOs for presentation to the National
Assembly in late 1995 or early 1996. In drafting the potential legislation, Government officials
used external assistance to tour and examine the activities of local NGOs in neighboring
countries the region. Members of the study tour included a broad spectrum of Government
representatives. The proposed NGO legislation will have significant input from a number of
sectors, making the process a potentially lengthy one.

7. Some of the concerns raised, if and when the legislation is passed, are the
potential rivalry between the existing mass organizations and the newly formed independent
NGOs.  Furthermore, mass organizations, international NGOs, and local independent NGOs  will
be competing for many of the same constituencies. This may be especially true of rural
organizations where no framework for possible involvement of new organizations currently exists.
potential local NGOs  (primarily urban based) are anticipated to concentrate efforts on specific
urban issues such as street children, child welfare, and the deterioration of the urban
environment, while others consider an urban/rural focus in attacking social welfare problems.

8. Government, international funding agencies, and NGOs  recognize the need to
reduce poverty by creating rural opportunities with NGO participation. At the same time, many
international funding agencies are reducing their aid budgets because of low domestic
absorptive capacity in the NGO sector. While external funding agencies are willing to support
programs in Viet Nam, a major constraint is the capacity of local institutions to effectively absorb
the current resources available. It is imperative to assist in nurturing and strengthening the
managerial and administrative capacities of the nongovernment sector, including both quasi-
government NGOs  and independent organizations.

The proposed RETAon nongovernment organizations in developing member countries (DMCs) wjll represent
an important first step.
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C. Possible Bank Involvement in the NGO Sector

9. The Bank is in a strong position to offer support and coordination for
strengthening the independent nongovernment sector in Viet Nam. The Bank could consider
assistance in the following areas:

(0

(ii)

(iii)

(iv)

(v)

Technical assistance to the Government to conduct a thorough review and
structural analysis of current and potential NGO operations in Viet Nam
and assist with the preparation of draft legislation and/or facilitate the
development of the legal regulatory framework. Formulation of the report
would involve local, international, and bilateral NGO communities.

Assisting local NGOs in developing institutional capacity on the basis of
existing local strengths. The Bank realizes a long-term effort and
commitment in capacity building is required. The Bank could identify
international NGOs interested in counterparting with local NGOs,  inviting
them to choose local partners and then giving them grants to cover the
staff time and other costs such as training. This could be coordinated at
a national level through a designated training or NGO resource center.

Establishing credit and savings facilities especially targeted to rural areas
to assist in reducing poverty. Utilizing NGOs to liaise with the poor and
assist in managing credit and savings programs could be explored for
possible Bank assistance.

Assisting minority groups through targeted small-scale agricultural
activities, which, in the long term, may be best implemented through local
NGOs. The Bank could assist NGOs in disseminating agricultural and
credit techniques and practices to selected minority groups. Potential
Bank involvement could also include assistance through grants and
advisory technical assistance in the start-up of rural NGOs.

Effective resettlement schemes for minority groups, utilizing local NGOs,
could be facilitated through Bank assistance. Possible areas of Bank
involvement are training and institutional capacity building for NGOs  to
facilitate resettlement programs.
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INSTITUTIONAL DEVELOPMENT AND CAPACITY BUILDING’

1. As outlined in recent guidelines, institutional development and capacity building

in the context of the Bank refers to “programs and projects whose objective is to strengthen the
institutional environment of a country with the aim of achieving more efficient, effective, equitable
and sustainable management of the development process. More specifically, with respect to the
role of government, the term capacity refers to the efficiency and effectiveness with which
government institutions fulfill the key functions of development, namely: policy formulation, legal
framework development and enforcement, the delivery of public infrastructure and services, the
mobilization and management of financial resources for these purposes, and collaboration with
private sector institutions for equitable and sustainable development.“*

2. As a transitional economy and also one with very limited experie&e of
international assistance, Viet Nam has special needs in institutional development and capacity
building that need to be addressed if the country’s reform program and economic development
are to be sustained .and serious problems of absorptive capacity avoided. Recognizing this, the
Bank is undertaking an extensive program of capacity-building technical assistance (TA) to
complement and support its lending operations. Since the resumption of operations in October
1993, the Bank has so far approved 40 TAs in a total amount of $25.9 million, much of it for
capacity building. With an annual TA budget of around $10 million, the Bank is one of the
largest sources of grant-financed TA in Viet Nam.

3. Future capacity-building assistance needs to be tailored to the needs of the Bank’s
new strategy for Viet Nam. Within the Bank there is a growing concern about the long-term
effectiveness and sustainability of earlier efforts at capacity building within its DMCs3 It is vital
at this relatively early stage in the Bank’s operations in Viet Nam to ensure that the lessons
gained from experience elsewhere are incorporated in the Bank’s capacity building program.
For this reason a separate study of capacity building in Viet Nam was considered desirable as
part of the COSS.

A . Capacity Building Needs in Viet Nam

4. Technical assistance in Viet Nam prior to the economic renovation period (before
1986) was largely directed at capital investment activities. This focus reflected the priorities of the

t Prepared by R. Vokes based on a report on “Capacity Building in Viet Nam” prepared by A. McCarty
(consultant) as an input into the COSS.

2 ADB, 1995. “Initial Staff Guidelines on the Bank’s Capacity Building Services to DMCs.”  Strategic Planning
Office. 1993. p. 2.

3 Ibid., pp. 1-2 and the Bank’s”Medium-Term  Strategic Framework (1995-1998),”  March 1995, p.7. This is part
of a broader concern within the development field over the effectiveness of technical assistance. See for
example: Berg, E. 1993. “Rethinking Technical Cooperation: Reforms for Capacity Building in Africa.”
UNDP. New York; Jaycox, E. 1993. “Capacity Building: The Missing Link in African Development.” African-
American Institute Conference, Virginia; Mosley, P. 1992. “Evaluating the Effectiveness of Technical
Cooperation Expenditures,” in Evaluating Development  Assistance: Approaches and Methods, (e+)  Berlage
and Stokke. London.
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Government at the time, which were to promote industrial development and the “material
product” sector. The most important sources of external assistance up to 1986 were
undoubtedly the former Soviet Union and the other former centrally planned economies of
Eastern Europe. Scandinavian countries, particularly Sweden and Finland, also provided
substantial assistance prior to 1986. Most of the aid from those sources was for capital
investment projects, such as power generation, bridge building, water supply, and industrial
production activities. Technical assistance was generally limited to support for the
implementation of the investment projects. “Free-standing capacity-building TA directed at
improving institutions, organizations, information flows, and research and extension capacities
was limited, although the former Soviet Union (FSU) and former Council for Mutual Economic
Assistance (CMEA) countries did assist Viet Nam to establish and operate its planning system
and provided training for managers of state enterprises.

5. Under the old system, ministries carried out strictly allocative functions designed
to fulfill plan targets. Policy decisions, and sometimes basic administrative decisions, were often
made at high levels of Government. This “top heavy” decision-making structure is still evident
and is now under considerable pressure as the quantity of such decisions has increased
dramatically.  Information flows under the old system were also weak. While in part this reflected
a problem of technology, it also reflected an attitude that treated most information as secret and
the very bureaucratic procedures that needed to be followed to clear information for distribution.
Finally, there was an almost complete lack of knowledge of the market economy coupled with
an inherent distrust of the private sector. This was particularly true of the service sector, which,
under the.old system, was considered a nonproductive sector. The legacy of central planning
still weighs heavily on the Vietnamese economy.

6. The Government’s responsiveness toward offers of policy advice and assistance
to effect institutional change has increased markedly as the reform process has progressed.
With the adoption of a more comprehensive program of reform in 1989, aid agencies began to
shift their attention more to free-standing capacity-building TA activities. Initially, this was a
largely uncoordinated process of responding to emerging needs and opportunities for effective
assistance. With the publication of the Government’s “Socio-Economic Stabilization and
Development Strategy to the Year 2000” in 1991, and its reports to the 1993 Donors’ Conference
and both the 1994 and 1995 Consultative Group meetings, the Government’s own priorities have
become clearer, enabling both bilateral and multilateral assistance agencies to more effectively
design their TA programs. Significantly, in its report to the 1994 Consultative Group, the
Government also stressed its objective of developing “the human resources and institutions
critical to achieving and sustaining real development”,’ a theme given a similar strong emphasis
in its report to the 1995 Consultative Group.

7. The transition to a more market-oriented system implies the almost complete
replacement of one economic and bureaucratic structure by another. It also implies a new role
for government. Government bodies, designed and trained to achieve specified tasks, now find
themselves facing demands for completely different outputs, The Vietnamese authorities are

1 Socialist Republic of Viet Nam. 1994. “Report of the Government of Socialist Republic of Viet, Nam to the
Consultative Group Meeting.” Paris, 15-16 November 1994. October. Hanoi. p.2.
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today embroiled in the demanding process of defining the new outputs and related
responsibilities for their organizational structures. The role of government, its key central
agencies, and organizations at all levels are in a state of flux. As new laws and regulations are
introduced, so too must the organizational structures adapt to enforce and monitor the new
system.

8. The nature and priorities of capacity-building assistance in Viet Nam are
determined in part by the special problems left as a legacy of the old system of central planning
and in part by new requirements associated with the transition to a more market-oriented
economy. In contrast to the system prevailing under the centrally planned economy, public
administration within a more market-oriented economy must be more responsive to change, and
open and sensitive to the needs of private sector entities. The public administration also has a
key role to play in both the design and implementation of economic and policy reforms.

?

9. New outputs include policy analysis and formulation, the design and
implementation of aid projects, indicative planning, and providing information and guidance to
the private sector., For these new outputs, new inputs - notably human capital skills - are
needed. Training at various levels is required to retrain those persons already in the system
through specialized short courses, and to train those preparing to enter the system with more
relevant generic skills for public administration.

1 0 . Three core areas of need in the area of capacity building can be identified: (i)
policy analysis, (ii) administrative reform, and (iii) aid absorption.

1. Policy Analysis

11. The central importance of the policy environment in determining sectoral
performance is universally accepted today. The importance of the institutional structures and
the administrative capacities to support this policy environment is also increasingly recognized.
The capacity in Viet Nam to undertake sophisticated economic and financial analysis is limited,
and the decision-making processes are top-heavy and unclear. Further, the legacy of
information hoarding tends to stifle public and even interagency debate about key issues.
Consequently, improving the quality of policy analysis, decision-making structures, and
information exchanges is a priority.

12. The capacity to undertake policy analysis is slowly emerging within the
universities, as the system is restructured, new programs are added and the number of students
going overseas for masters and doctoral degrees increases. However, efforts must also be
made to boost that capacity within the bureaucracy.

2. Administrative Reform

13. The transitional period places great pressure on the capacity of the public service
to define new policies, and regulatory and monitoring responsibilities, and to then redirect and
retrain resources to put these into effect. The price for failing to complete this transitional
challenge manifests itself in a number of guises: old regulations that support rent-seeking
networks fail to be removed; new regulations and fees for services may not be clear; informal
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approvals channels with high transaction costs predominate; corruption grows. Thus, support
for administrative reform and related capacity building over the transitional period can be a very
effective target for TA in that it supports sustainable implementation of the newly defined
institutional and policy environment.

14. However, the perception of administrative reform is not necessarily the same for
the Government and for the funding agencies. To the Government, the key concerns seem to
be to reduce the size of the bureaucracy and to tackle the problem of rising corruption. It is also
acknowledged that many regulations are cumbersome, obsolete, and unnecessary. The
Government has given high priority to the Public Administration Reform Program.

15. When it comes to evaluation and design of organizational structures and
management systems, there are clearly areas of confusion and a lack of awareness. Concepts
of mission statements, human resource and time management, system design, clear delegation
and incentive structures, functional job descriptions, and other requirements for making modern
bureaucracies efficient are completely missing.

3. Aid Absorption

16. Direct problems concerning aid absorption are at the heart of many funding
agencies’ concerns about their activities in Viet Nam. The lack of familiarity with the procedures
of international funding agencies and their project cycles is one cause for the slow rate of
disbursements. Other causes are weak policy and decision-making processes, and
inappropriate administrative structures and skills. It can be argued that the legacy of central
planning is hampering attempts to meet the new administrative input demands associated with
project implementation.

17. Problems related to aid absorption were given particular emphasis by the
Government at both the 1994 and 1995 Consultative Group meetings. At present, assistance
beyond direct advisory TA linked to externally funded projects is limited. The Bank is assisting
with streamlining procurement procedures, and UNDP has a project to facilitate aid coordination
within the Ministry of Planning and Investment (MPI). Project management training through
participation in courses at the Bank and the Economic Development Institute (World Bank) have
been useful.

B. The Bank’s Experience of Capacity Building in Its DMCs

18. The Bank support for capacity building in its DMCs comes primarily through the
provision of advisory TA grants and as components of loan projects. While in many cases this
assistance has been effective, particularly in enhancing the capacity for project implementation,
there is also a growing concern within the Bank about the longer term developmental impact and
sustainability of such efforts and the fact that underlying structural weaknesses of the institutions
concerned are left untouched.’ These problems stem from the fact that (i) prior sector and
institutional analyses and related needs assessments are not undertaken rigorously; (ii) capacity

1 See “Initial Staff Guidelines on the Bank’s Capacity Building Services to DMCs.”  p. 1.
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building TA projects are often “one-shot” forms of assistance, rather than part of a longer term
exercise and plan, which is essential, given the nature of capacity building; (iii) rarely are tangible
measures of project success identified, monitored, followed up and evaluated; (iv) there tends
to be an overemphasis on training and hardware supply, and inadequate attention to more
important capacity variables such as policy, strategy, management ability, systems, and
redesigned work processes; (v) inadequate attention is given to the active involvement of higher
management of the institution concerned, and to creating internal resources to sustainably
manage the capacity-building process; and (vi) there is often the view that anyone can do
capacity building, and that no special skills are required.’

19. To design an effective capacity-building program for a country, the Bank’s recently
prepared guidelines recommend the following: (i) the program should be country and sector
specific; (ii) it must be undertaken in active partnership with the concerned government; (iii) there
must be ownership within the concerned institution and a recognition of the “need for change,”
at least among those in key management positions; (iv) it should be anchored in a
comprehensive institutional capacity analysis; (v) it should adopt a “process” approach, giving
due recognition to interactions within an institution and the way in which change in one area can
affect other parts of the system; (vi) it should incorporate realistic and monitorable objectives;
(vii) it should adopt a long-term (up to five years) perspective; and (viii) it should be linked to and
supportive of the Bank’s own interventions in the country concerned.2  The adoption of such an
approach to capacity building will indeed be demanding of both financial and staff resources.

C. The Bank Strategy for Capacity Building in Viet Nam

20. The lessons of the Bank’s experience in other DMCs need to be reflected in its
capacity-building program in Viet Nam. Since the process in Viet Nam involves a major
reorientation and, frequently, restructuring of the bureaucracy, the need to build up awareness
of the “need for change” and to ensure “ownership” is particularly important. Capacity building
in Viet Nam it is inevitably a long-term process.

21. Under the new COS, the Bank will continue to operate across a range of sectors,
all of which, to a greater or lesser extent, require support for capacity building. The fact that
other funding agencies, both multilateral and bilateral, are also providing support for capacity
building offers some scope for a focused approach. Clearly, care needs to be taken to ensure
that funding agency support for capacity building is closely coordinated.3  Even so, the Bank
will need to support a relatively large and comprehensive capacity-building program covering
a range of sectors, at least for the next three to five years. Therefore, ways will need to be found
to ensure that a cost-effective and sustainable program can be undertaken.

22. One way in which this can be done is to ensure that the Bank’s capacity building
program is geared not only toward the needs of the individuals and institutions targeted for
support, but also toward the training of trainers and the development of local institutions that will

1 Ibid., p. 1.
2 See ibid., pp. 4-5 for a fuller discussion of these issues.
3 UNDP is supporting the Government in its efforts to coordinate capacity-building assistance. ’
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in time be able to meet the bulk of the country’s capacity-building needs. Many areas now
targeted for support under Bank TA, including project planning, implementation and
management, financial management, and accounting and policy analysis are common to most
ministries and executing agencies and could be addressed by funding the development of
appropriate in-country programs and providing support for the participation of staff from a
number of agencies, rather than through the upgrading of in-house training units and the
development of programs dedicated to staff of just one agency.

23. The capacity of local institutions to offer such training is already improving. The
National Economics University (NEU) in Hanoi, for example, is now offering market economics,
accounting and finance, and short-course training programs. However, to assist in the rapid
buildup of such in country capacity, local institutions targeted for support should be encouraged
to establish links with external institutions. A number of academic links between Vietnamese and
European and North American and Australian universities have been established. Two regional
institutions that are already active in Viet Nam are the Asian Institute of Technology (AIT)  and the
Asian Institute of Management (AIM).’

24. Developing such in-country capacity will take time. The priority for the Bank during
the period covered by this country strategy should be to lay the foundations for such a system
and assist in the development of appropriate training programs in the common core areas. As
a first step, it will be necessary for the Bank to work with the Government to identify both
appropriate local and external training institutions. In the meantime, more dedicated programs
will be required; however, they can still be designed in such a way so that they will contribute
to the eventual goal of strengthening the ability of the selected training institutes to meet
capacity-building needs.

25. Notwithstanding the need for a relatively broad-based capacity-building program
in Viet Nam, two major proposals for capacity building that will have an impact across a number
of sectors have been identified for consideration by the Bank over the medium term. These are
(i) capacity building and institutional development within the SPC, and (ii) the establishment of
a high-quality program in Public Administration and Management.

1. Capacity Building for the Ministry of Planning and Investment

26. Institutionally, the then State Planning Committee (SPC) was at the core of the old
system of central planning. The role and responsibilities of its successor, MPI are changing
dramatically with the shift to a more market-oriented economy. The exact role of MPI, and the
relationship between it and other central agencies such as State Bank of Viet Nam (SBV),
Ministry of Finance (MOF) and the Office of Government (OOG) still have to be clearly defined.
However, MPI is already established as the principal agency responsible for strategic planning,
investment planning and appraisal, and aid management and coordination.’ The efficiency with
which MPI undertakes these tasks will have implications for the country’s overall economic

t AIT already operates a training facility in both Hanoi and Ho Chi Minh City.
2 As set out in Decree 20-CP (15 March 1994).
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performance. Coupled with the recent reorganization of MPI, there is a need to build up staff
skills across the full range of its functions.

27. The Bank has already reached agreement with the Government on a proposed
long-term program of support for MPI to strengthen its development management capability in
a market-oriented economy. More specifically, the proposed TA aims to strengthen MPl’s
capacity to (i) coordinate, assess, formulate, and monitor economic policies and programs to
foster sustainable economic growth with equity in the country; (ii) undertake broad indicative
planning (for the short, medium, and long term) to guide public sector investments efficiently and
equitably across regions to the extent possible; (iii) formulate appropriate public investment
programming leading to development budget preparation with due concern for public resource
constraints facing the Government; and (iv) undertake program and project appraisal, evaluation
and monitoring. MPI has received and continues to receive assistance from other multilateral
and bilateral aid agencies. A detailed assessment of such assistance has been undertaken to
confirm that the proposed TA will not duplicate the efforts of other aid agencies. Policy analysis
and training will be particularly important areas of support. It is proposed that the TA focus on
building up capacity among middle-level staff, those primarily involved in implementation. As part
of the TA, it is proposed that the recently established MPI training center (located adjacent to the
Central Institute of Economic Management [CIEM])  be developed as one of the core training
institutes in development planning and management. In this regard, it should be geared to
serving not only MPI staff at both center and provincial level, but also staff of other central and
line ministries and provincial authorities.

2. Public Administration

28. The Government has recently initiated a far-reaching program of public
administration reform. The Vietnamese public service has been greatly reduced as the
Government downsizes its administration. At the same time, there is a need to increase the
intake of younger staff with the necessary skills and postgraduate training. The universities are
beginning to produce a stream of business and economics graduates who have the potential
to make an effective contribution.

29. At present, support for the development of a “center of excellence” in public
administration could also be complemented by support for other initiatives designed to improve
access to research publications in this field through, for example, the translation of important
books and articles into Vietnamese. As in other areas, coordination with other funding agency
initiatives related to public administration would be needed.

30. There is no center of teaching that focuses on producing postgraduates
specifically for public administration. This would seem an obvious opportunity for funding
agency assistance as it fits in nicely with the Vietnamese Government’s priority concern for
public administration reform. If high-level agreement for such a program were attained, then a
teaching establishment could be identified to be developed as a “center of excellence.” The
National Institute for Public Administration would seem a likely candidate.
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INDICATORS

A. Economic indicators a
1. Gross Domestic Product (GDP) Per Capita ($)
- Market-based
- Purchasing Power Parity-based

2. Real GDP Growth Rate (%)
3. Real GDP Growth Rate Per Capita (%)

4. Sectoral  Composition of GDP (%)
- Agriculture
- Industry
- Services

5. Fiscal Deficit (% of GDP)
6. Total Investment (% of GDP)

- Public
- Private

7. Gross National Savings (% of GDP)
3. Inflation Rate (%)

- Annual Average

- End Period (December to December)
3. Current Account Deficit (% of GDP)
10. Exports (% growth)
11. Debt Service Ratio (%)
12. Convertible Debt (%) of GDP
B. Social Indicators
1.

2.

Absolute Poverty Line: % Population Below f

- Urban
- Rural
Total Household Income
- Share of Top 20% Households

- Share of Bottom 20%

Gini Coefficient of Income Distribution
Daily Calorie Supply/Capita g
Daily Protein Supply/Capita
Malnourished, Under-Five (%)
Primary School Gross Enrollment Rate (%)

- Total
- Female

9. Primary School Completion Rate (%)

- Total
- Female

10. Secondary School Enrollment Rate (%)
- Total
- Female

11. Adult Literacy Rate (%)
- Total
- Female

12. Labor Participation Rate (“Y)

- Total (% of population)
- Female (% of labor force)

13. Population Growth Rate (%)

14. Crude Birth Rate (per ‘000 population)

Latest c
51 .o

26.0
57.0

1987 d

9.5

14.5
7.1

26.3
11.9

27.4

1982 e

n.a.
n.a.

n.a.
n.a.

n.a. n.a.
n.a. n.a.
n.a. n.a.

2,075.O 2,300.O
n.a. n.a.

42.0 52.0

n.a.
n.a.

n.a.
n.a.
n.a.
52.C

104.0 107.0 104.c
97.8 94.0 n.a

54.0 58.0 60.0
53.0 n.a. n.a.

42.0 44.0 n.a.
40.0 41.0 n.a.

87.9 83.9 n.a.
83.8 80.0 n.a.

49.0 49.0 I n.a.
47.0 47.0 n.a.

2.1 2.1 2.2

25.3 32.0 n.a.

I Latest b

214.0
1,250.O

8.8

6.7

34.4
27.6
38.1

2.4
21.9

6.6
15.3
14.8
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COUNTRY PERFORMANCE INDICATORS (continued)

B. Social Indicators (continued) Latest c

15.
16.
17.
16.

19.

XI.

!l.

22.

23.

?4.

Crude Death Rate (per ‘000 population)
Total Fertility Pate (per woman)

Contraceptive Prevalence Rate

Life Expectancy at Birth (years)
- Total
- Female
Infant Mortality Pate (per ‘000 live births)
- Total
- Female

Under-Five Child Mortality Pate
(per ‘000 live births):

- Total
- Female

Maternal Mortality Pate (per 100,000 live birth)
Public Education Expenditure

- % of Budget
- %ofGDP

Public Health Expenditure
- % of BGdget

- %ofGDP
Human Development Index h

2. Environment Latest g

Land: Population Ratio (ha/person)
Agricultural Land: Population Patio (ha/person)

Per cent Population with Access to Piped
Water Supply i

- Urban

(i) Major Cities

(ii) Large Towns

(iii) Small Towns

- Rural

Percentage Change in Forest and
Woodland Cover

Soil Erosion (metric tons/ha per yr)

Water Quality, Dissolved Oxygen (mg/liter)

To Lich River, Hanoi
Canal Nhiue Lot, Ho Chi Minh City

ma.

3.1
n.a.

67.0
68.0

47.0
46.0

65.0
ma.

200.0

8.3
2.2

4.2

1.1
0.51

0.47

0.09

67.0

50.0

44.0
21.0

-24.0 - 0 . 4 -0 .4
100-300 n.a n.a

2.0 - 3.0
0.0 - 0.4

1967 d

9.0
4.0

53.2

62.0
64.0

63.0
n.a.

1962 a

n.a
n.a.
ma.

n.a.
na

n.a.
n.a.

80.0 n.a.
n.a. ma.
n.a. n.a.

7.8 4.3
1.0 0.6

3.3

0.4

0.61

1987 h

0.52
0.10

n.a

n.a

n.a
n.a

t

n.a.

n.a.
n.a.

1982 i

n.a

n.a

n.a
n.a

Data  limitations need to be recognized. National accounts data do not as yet adequately capture the contribution to GDP made

by ihe rapIdly  growing private sector and  there are serious weeknessess  in data on investment and savings and the balance of

payments. While efforts are being made to improve the data base. recent revisions in a number of areas make meaningful

comparisons of key economic indicators over the time ditficult.

1994 estimates: unless noted otherwise.

For some indicators. data relates to period 1990-94.

Includes data for 1985-89.

includes data br 1980-84

Unofficial estimates.

Latest figures based on results of VLSS. Earlier estimates likely to be an overstatement.

HDls  for different years are not comparable.

Major towns: Hanoi. HCMC. Haiphong: Large towns: population of 90,000-500.000;

Small towns: populehon less then 90.000. For rural areas. data relate to access to’protected’water  supply,

Sources: State Bank of Vietnam. General Statistics Office. Ministry of Fmence.  Ministry of Agriculture and Forestry, IMF and UNDP

(Human Development Reports) and staff estimates.
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