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ECONOMIC AND FINANCIAL ANALYSIS 
 

A.  Introduction 
 

1.  The project focuses on institutional strengthening, aiming to increase capacity for food 
safety management, especially surveillance, handling, and inspection. It comprises fairly generic 
activities: provision of laboratory equipment, consumables, and rapid test kits; training; and 
technical advice. It also promotes regional interaction through participation in Greater Mekong 
Subregion (GMS) forums, bilateral working groups, and information generation by completing 
studies on market access and food safety. Given that the project either (i) builds on existing 
surveillance activities and makes them more rigorous; (ii) introduces new systems for managing 
food safety; or (iii) increases technical capacity by applying modern, risk-based practices in 
import handling, it helps close the national gap in food safety capacity between what the country 
would like to do and what its actual food safety performance is.  
 

2.  The project is typical of many sanitary and phytosanitary (SPS) system investments, in 
that it (i) comprises a number of heterogeneous activities and delivers differentiated outputs; 
(ii) boosts capacities, e.g., laboratories, as part of wider systems that perform other tasks beyond 
SPS functions; and (iii) contains major elements of information exchange between various 
domestic agencies and with trading partners across borders. Given upgrading of technical skils 
are hard to quantify, clear identification and quantifying links between project investments and 
economic impacts is especially difficult for SPS investments. Thus, extensive discussion of the 
methodological issues surrounding the economic analysis of SPS projects is available as a 
supplementary document.1    

 

B.  Economic Rationale for Investment 
 

3.  Investments in food safety capacity building are largely justifiable on a “public goods” 
basis, and—in the developing member countries and in middle-income contexts such as in Viet 
Nam—they are typically part of long-term programs to establish capacity that has hitherto been 
largely absent.2 Without intervention, food safety in public goods supply will be underprovided: 
(i) incentives to improve the safety and quality of food products will remain low, while the 
disability-adjusted life years (DALYs) and the economic cost of poor food safety will remain high; 
(ii) Viet Nam may become the destination for subgrade processed food and related consumer 
products; and (iii) the country will be a relatively weak link in GMS aggregator technology terms.3 
It will thereby contribute to greater reputational risk for GMS trade in agriculture, food and 
forestry (AFF) products and services, especially in tourism, where many tourists typically visit 
several GMS countries in the course of an individual trip. 

 

C.  Summary of Economic Benefits 
 

4.  The table summarizes the potential impacts of various activities that boost food-safety-
specific SPS management in Viet Nam, and the methodology by which such impacts could be 
valued in economic terms, and some of the issues surrounding their quantification.  
 
 

 

                                                        
1   Detailed  Economic  Analysis  (accessible  from  the list of linked documents  in  Appendix  2 of  the report  and 
     and recommendation of the President). 
2
    Domestic food safety management is a classic example of a pure public good (i.e., non-rivalry in consumption, 

     and impossibility to separate and charge individual users—non-excludability).  
3
   ADB. 2008. GMS Evaluation Study: Maturing And Moving Forward. Manila. Appendix 3. SPS capacities in GMS   

countries hinge in part on capacities in the weakest countries because of cross-border spillover effects. The 
location of Viet Nam in the GMS and the design of the project (allowing for transboundary effects) mean that the 
project embodies at least some subregional characteristics. Thus, its rationale and design can be considered by 
using the framework of regional public goods analysis.  
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Table: Stronger Food Safety Management Capacity  
and Benefits Identification, Valuation, Quantification 

 
 
 

Constituents of 
Stronger SPS 
Management 
Capacity 

 

 

 
 

Potential Benefit 
Types  

 
 

Benefits’ 
Economic 

Valuation Basis 

 
 

Benefit Quantification 
Issues 

More rigorous food 
safety surveillance 
systems  

Better awareness of food 
safety issues 
 

 
 

Fewer food-poisoning 
cases  

Estimates of 
willingness to pay for 
food safety 
improvements 

 

DALY, medicine, and 
treatment costs 

Extent of food safety 
problems is unknown (most 
incidents and/or outbreaks 
are unreported) 

More efficient 
handling of products 
at borders 

Reduced SPS-related 
transaction costs 

 
 
 
 

Less exposure of humans 
to health hazards (risk 
reduction) 

Transaction cost 
savings (financial and 
economic prices; both 
cash and time costs) 
 
 

Human health status 
(DALYs) 

Some sporadic information 
on scale of costs, but time 
release studies typically 
insufficient for measuring 
SPS transaction costs 

 

Current levels of risk 
exposure are not known 
and impossible to price  

Safer food handling 
in tourism 
establishments 

Fewer cases of tourist 
food poisoning  

 

Strengthened image of 
tourist services sold, more 
arrivals, lower risk of 
outbreaks that reduce 
arrivals 

Tourist DALY, 
medicine, treatment 

 

Average tourist 
spending in Viet Nam  

Extent of food safety 
problems in tourist 
establishments is unknown 
(many outbreaks are 
unreported) 

Better first-time 
market access for 
processed food 
products—study 
undertaken 

Viet Nam avoids high cost 
of assessing safety of 
new products and/or 
market access for new 
products by allowing 
imports based on GMS 
and other countries’ 
assessments 

 
 

Fewer cases of food  
poisoning  

Border price 
(incremental) basis 

 

Import-substitution 
(border price, non-
incremental) 

 
 
 

Food safety valuation 
issue (as above) 

Cannot identify products, 
markets, partners’ 
responses prior to study  

 
 

 
 

DALY = disability-adjusted life years, GMS = Greater Mekong Subregion, SPS = sanitary and phytosanitary. 
 

5.  While the causal relationship between project outcome and impacts (and thus economic 
benefits) is complex, a very basic estimate of the potential economic benefits of greater food 
safety in Viet Nam may be made based on recent work in the Lao People's Democratic Republic 
(Lao PDR),4 which calculated the costs to the Lao PDR of the current poor food safety situation 
at $149 million a year. This estimate was based on (i) the number of DALYs lost annually to food 
safety problems; (ii) the Lao PDR's population; and (iii) prevailing gross domestic product levels. 
A comparable estimate for Viet Nam of the cost to health—based on the Global Burden of 

                                                        
4
   ADB. 2011. Trade and Industry (Small and Medium-Sized Enterprises) 2011-2014 Assessment, Strategy and        

Roadmap. Manila. 

 



3 

  

Disease estimates5 and for the same income parameters—would be about $500 million a year; 
so even a 1% project impact on this loss would be worth $5 million a year. 
 

D.  Analysis of Alternatives  
 

6.  The project represents a small addition to the resources already invested in Viet Nam’s 
food safety system. Its investments in (i) training, (ii) selective items of equipment, and (iii) an 
increase in the number of tests (both routine and emergency-related) that can be performed 
essentially boosts the effectiveness and efficiency of existing surveillance systems. For a fairly 
small project and given the nature of existing capital stock, the scope for technological choices is 
relatively limited.  
 

7. However, alternative approaches to output delivery have been considered in the project 
design where possible.6 This is most notable in option A (the extensive use of rapid test kits in 
addition to confirmation by conventional tests7 for part of the samples) as a more cost-effective 
way of strengthening surveillance and diagnostics capacity than would be the case in option B 
(using only the more expensive conventional tests). Option A involves using rapid test kits for 
testing fresh produce, at a total cost of just over $200,000 in the 5 years of the project. Option A 
suits Viet Nam's food safety surveillance circumstances, where the need for high precision in 
measurement is limited to less than 10% of the samples. In the pilot provinces, the cost of testing 
under option A is about $40,000 per year over a 4-year period, whereas the cost of testing under 
option B over the same period would be about $80,000 per year. Achieving volume in testing 
samples under option A makes best use of existing technical capacity and facilities. After the 
project period, the same annual recurrent cost of about $40,000 is needed to sustain the 
established system based on option A, whereas option B will double the cost.    

 

8.  Overall, the project aims at promoting cost effectiveness—most notably in targeting 
several Ministry of Health-controlled laboratories across various regions so that the sharing of 
food safety information and establishment of links across institutions’ information technology 
systems and databases should collectively create synergy. 

 

E.  Financial Sustainability and Fiscal Analysis 
 

9.  The financial sustainability of a food safety management project in Viet Nam is an issue 
because of the reliance on recurrent government funding to maintain surveillance and testing 
systems (e.g., continual replenishment of rapid test kits and laboratory equipment such as 
glassware and chemicals). Recurring expenditures can be broadly grouped into two categories: 
those costs that support institutions’ laboratory systems, and those costs that are directly related 
to (seasonal or annual) food safety surveys.8 The second category of costs (in addition to the 
investment costs) totals $976,000 (base-cost estimate) over the 5 years, or about $195,000 a 
year. This represents about 8.3% of total project costs.  

 

10.  The potential for cost recovery through the charging of fees for services (e.g., testing of 
food) is generally limited. Most of the costs are directly related to the costs for public goods (such 
as surveillance), and the demand for commercial services is still scarce. The capacity of small-
scale domestic producers and businesses to pay for commercial food-testing services is very 

                                                        
5
     World Health Organization. Global Burden of Diseases (2004 update): Estimated DALYs per 100,000 population. 

Geneva. http://www.who.int/healthinfo/global_burden_disease/gbddeathdalycountryestimates2004.xls.  
6
    Although alternative outputs are not always identical in qualitative terms (in the ways that hospitals or schools may 

be), it is possible to argue that an overall least-cost approach (e.g., to strengthening food safety surveillance 
systems) has been adopted, in that choices of approach and technology have been employed to minimize costs   
per unit of expected output. 

7
    The testing costs are about $15 per rapid test kit and $40 per conventional analysis. 

8
 In more detail, the costs may include outsourcing of testing and diagnostics to other laboratories (e.g., regional 

and/or neighboring countries), laboratory equipment servicing and calibration, training, documentation, proficiency 
testing, and accreditation; purchase of standards, columns, chemicals and reagents, and glassware, which may 
last for a few years; and management and administration. 

http://www.who/
http://www.who.int/healthinfo/global_burden_disease/gbddeathdalycountryestimates2004.xls
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limited. While some larger producers and traders wish to test food products to prove (to potential 
purchasers) that the products are “safe”, “organic”, “certified”, or “uncontaminated”, the legal 
requirements for it are not yet in place, and the incentive to both monitor and comply is limited.  

 

11.  The main exception at present is the tourism industry, where private enterprises do have 
incentives to upgrade their food safety practices—if a grading system is in place through which 
they can show compliance and offset compliance costs. This is why food safety in the tourism 
industry is part of the project scope, in that it affords an entry point to upgrading all formal and 
relatively formal food-handling establishments as well as food production and management more 
widely. The project aims to pave the way for a tourism enterprise food safety grading system, and 
thus cost recovery becomes a possibility. 

 

12.  Financial sustainability of the project investments in SPS capacity could be boosted 
though the following practices (all with operational implications): 
 

(i) Maintaining a dialogue with senior central government policymakers will ensure 
that benefits of food safety investments are generally understood and that budget 
allocations to support project investments are sustained beyond the project period. 

(ii) Preparing medium-term business plans during the design of surveillance programs 
will show the costs of surveillance. 

(iii) Ongoing project monitoring and evaluation will demonstrate the impacts on trade, 
health, and tourism from stronger food safety management capacity. 

(iv) Presenting the demonstrated impacts of greater capacity in national and 
subregional forums will show that a “weaker link” has been strengthened. The 
reduced reputational risk can be used to demonstrate that the GMS and Viet Nam 
now represent a better destination for finance inflows. Bilateral working groups and 
also wider mechanisms across the GMS and/or the Association of Southeast Asian 
Nations (ASEAN) can be used to inform partners and stakeholders. 

 

F.  Regional Analysis 
 

13.  The project has a substantial regional orientation. It comprises investments in the 
improvement of food safety systems in Viet Nam that are broadly similar to those of parallel 
projects in Cambodia and the Lao PDR.9 Also, as well as promoting application of supranational 
systems (e.g., International Food Safety Authorities Network, ASEAN Rapid Alert System for 
Food and Feed), and conducting a first-time market access study (based on current GMS 
practices) and regional study tours, the project specifically promotes the employment of 
consultants and trainers from the GMS region (e.g., in fruit and vegetables sourcing). The total 
expenditure on these items is about $200,000.  

                                                        
9
  ADB. 2012. Report and Recommendation of the President to the Board of Directors: Proposed Loans, Grant, and    

Technical Assistance to the Kingdom of Cambodia and Lao People’s Democratic Republic: Trade Facilitation: 
Improved Sanitary and Phytosanitary Handling in Greater Mekong Subregion Trade Project. Manila. 

 




