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 1. Sector Performance, Problems, and Opportunities 
 

1. Context. Viet Nam’s strong economic performance has supported increases in spending 
on infrastructure and the provision of public services since 2010. In fact, Viet Nam’s government 
spent an average of 11% of gross domestic product (GDP) per year on public infrastructure 
during 2010—2015, among the highest in Southeast Asia. However, weaknesses in public 
expenditure and fiscal management (PEFM) have meant that this expenditure has not 
translated to improved infrastructure and service delivery. Moreover, poor quality infrastructure 
remains a significant drag on Viet Nam’s regional competitiveness. In 2016, Viet Nam ranked  
85 out of 138 countries for the infrastructure quality according to the Global Competitiveness 
Index, well behind its regional competitors. Similar outcomes have also been noted in other 
sectors such as health and education.2 The weak links between public investment and growth 
are evidenced by Viet Nam’s incremental capital output ratio, a common measure of investment 
efficiency, which at 5.2 in 2014, is among the worst performing in the region.3   
 

2. Critical constraints. Sound PEFM can be defined as a system through which public 
financial resources are planned, directed, and controlled to enable an efficient (cost per unit of 
output) and effective (benefits relative to costs) delivery of public service goals. Effective PEFM 
requires coherent long-term planning, robust scrutiny from internal and external stakeholders, 
an ability to make decisions based on past results, a clear delineation of responsibilities 
between levels of government, and strong mechanisms to curtail and manage fiscal risks. 
These PEFM attributes provide the necessary incentives for continual improvements in service 
delivery and, ultimately, better outcomes. In 2013, the government completed and published its 
first Public Expenditure Financial Accountability4 assessment that provided a detailed review of 
the performance of existing PEFM systems. Coupled with ongoing Asian Development Bank 
(ADB) policy dialogue, the findings of the review highlighted four broad binding constraints to 
more effective fiscal and budget management in Viet Nam. These include inefficient domestic 
resource mobilization; unproductive public resource allocation; low budget reliability; and weak 
accountability, monitoring, and evaluation.5  
 

3. Inefficient domestic resource mobilization. Although Viet Nam’s tax administration 
systems perform relatively well relative to its peers, the country has seen a significant downward 

                                                
1
   This document is a subsector assessment of public expenditure and fiscal management issues in Viet Nam. For a  

full description of public sector management issues see ADB. 2016. Public Sector Management Sector 
Assessment, Strategy and Roadmap. Manila. 

2
  Similarly, projects under the National Program on Gender Equality, designed to promote gender equality and 

advancement of women, continue to face challenges despite significant budget support. Studies show that 
violence against women and girls as well as a sex ratio imbalance at birth remain significant concerns within the 
society despite nearly 3 years of implementing the National Program of Gender Equality and VND100 billion in 
funding. 

3
  This means that $5.20 spent on investment produces $1.00 of income compared with Malaysia’s incremental 

capital output ratio at 4.6, Thailand at 4.5, the Philippines at 3.7, and India at 4.9. With Viet Nam maintaining one 
of the highest investment rates in the region, at 28.3% in 2014, and with public expenditure comprising roughly 
60.0% of investment, improving the efficiency and effectiveness of PEFM will be vital to lifting the growth impact of 
future capital investment. 
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    Government of Viet Nam. 2013. Public Expenditure and Financial Accountability (PEFA) Assessment. Ha Noi.  
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trend in revenue as a share of GDP since 2010.6 In 2016, the budget deficit is projected to be 
around 5% of GDP, with lower revenue more than offsetting expenditure restraint. Viet Nam has 
eroded its tax base with a series of tax and tariff reductions, tax exemptions to favored firms, 
and incentives to attract foreign direct investment. The corporate income tax was also reduced 
from 25% to 22% and the value-added tax rate was recently halved for certain housing projects. 
Reversing the decline in the revenue to GDP ratio is vital to stemming the recent build-up in 
public debt and to restore fiscal policy to a more sustainable path.7 To address this situation, 
significant new tax measures will be required including, for example, the possible introduction of 
a capital gains tax, property taxes, or by lifting marginal tax rates for corporate and personal 
income. Improved administration measures can also help by reducing tax evasion and arrears, 
discouraging tax fraud, and streamlining value-added tax refund procedures. Profitable state-
owned enterprises should also be made to pay increasing dividends.  
 
4. Unproductive allocation of public resources. Viet Nam faces substantial challenges 
in efficiently allocating public finances, largely because of shortcomings in its planning and 
budgeting processes. Within the development budget, investment projects are not well aligned 
with the government’s Socio-Economic Development Plan, 2016–2020. As planning and 
resource allocation is limited to the annual budget, multi-year projects are often commenced 
without sufficient funds to complete them and little assurance that future funding will be 
available. This hampers the quality of investment planning and implementation. In addition,  
Viet Nam has progressively devolved responsibilities to its subnational governments since the  
mid-1990s. More than half of the state budget is now administered by subnational governments. 
However, many of Viet Nam’s 63 provinces are too small to enable efficient planning of 
infrastructure, leading to a proliferation of under-utilized airports, deep sea ports, and industrial 
parks.8 Revenue and expenditure assignments between levels of government are not clearly 
defined. Many spending responsibilities are not supported by adequate budgetary resources, 
and it is sometimes unclear which level of government is responsible for what. Although recent 
reforms have introduced new concepts such as gender responsive budgeting, their application 
through the formulation and implementation of legislation as well as the implementation of 
government programs and projects remains limited due to a shortage of expertise.9 
 
5. Inadequate system for identifying and managing fiscal risks. Low reliability of the 
state budget remains a major issue with large deviations between approved and actual 
expenditure out-turns and a significant proportion of government expenditure not integrated into 
central budgeting systems. Capital expenditure exceeded budget plans by an average of 29.2% 
between 2011 and 2015, while recurrent spending on health fell below budget targets by an 
average 13.3% during the same period. There are also currently more than 30 off-budget funds, 
nationally or locally, each established under a different law and government decision. While off-
budget expenditure is approved by the National Assembly and under the supervision of Ministry 
of Finance, there is no consolidated data on the revenue and expenditure of these funds. This 
limits the ability of the bureaucracy and other stakeholders to adequately monitor the 
implementation and effectiveness of these funds, and lowers the overall reliability of budgetary 
reporting. Further, weak government controls over the management of the use of government 
guarantees and official development assistance mobilization and utilization create challenges 
for budget reliability. Government guarantees accounted for over 18.0% of the total public debt, 
or 11.4% of GDP at the end of 2015. Many projects guaranteed by the government are risky, 
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8
  Viet Nam has more than 20 airports, 24 deep sea ports, 18 economic zones, and 260 industrial parks which, in     

many cases, are located too close to each other and without regard to demand, resulting in low utilization rates.  
9
  UN Women. 2015. Gender Responsive Budgeting in Viet Nam. Ha Noi.  
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particularly those issued to state enterprises with opaque balance sheets and untested capacity 
to service debt, yet they are most often issued without financial costs to the borrowing entity. A 
lack of disclosure of the financial status of these borrowing entities makes it difficult to judge 
how this risk should affect the management of public liabilities.   
 
6. Weak accountability and monitoring and evaluation systems. Viet Nam faces a 
range of barriers to effectively monitoring and evaluating its public investment. Formal appraisal 
mechanisms are often not independent, with responsible agencies subordinate to authorities 
who are ultimately project owners. National Assembly budget screening committee members 
are often given insufficient time to comprehensively review budget submissions, limiting their 
ability to promote accountability for fund usage. Performance measurement systems are not 
based on results or outcomes and do not monitor progress against performance targets for 
public investment. The ongoing decentralization of project appraisal functions to lower 
government levels has also given rise to challenges. Local governments are often in a better 
position to judge the success of projects. However, they often lack the staff, capacity, and 
systems to effectively undertake the review and reporting functions. The scope of the State 
Audit of Viet Nam extends to all units of government and state-owned enterprises. However, 
resource limitations curb its annual audit coverage to only 50%–60% of government units.  
 

2.  Government’s Sector Strategy 
 
7. Strategic agenda for public expenditure and fiscal management reform. The 
government’s Socio-Economic Development Plan, 2016–2020 identifies PEFM reform as one of 
the central themes for promoting faster rates of socioeconomic development in Viet Nam. The 
government’s Finance Development Strategy (FDS), 2011–2020 and its accompanying 
Medium-Term Action Plan, 2015–2017 lay out a comprehensive reform plan to improve the 
impact of public expenditure on poverty reduction and sustainable growth. The FDS’ central aim 
is to reduce financial waste, enhance the accountability and transparency of budget operations, 
and empower subnational governments to provide services more directly to the public. In line 
with the FDS, the government has approved a number of recent landmark reforms to PEFM 
including a new Public Investment Law and a new State Budget Law.10 The new State Budget 
Law, approved in 2015, lays out a framework for the introduction of medium-term expenditure 
frameworks to strengthen budget planning and requires the integration of most off-budget 
expenditures into the general budget. The law also seeks to address some of the shortcomings 
of fiscal decentralization by providing more detail on the revenue and expenditure assignments 
of the four administrative levels. In December 2014, a new Public Investment Law (2014) was 
approved to address the gaps in the legal framework and define the basic principles governing 
public investment, including transparency and performance-based monitoring and evaluation.11   
 

3.  ADB Sector Experience and Assistance Program  
 
8. Past assistance.  In 2008, ADB  focused on  civil service reform, developing a 
standardized system for job analysis, job descriptions, and qualification standards in 
government agencies. In 2009, ADB provided counter-cyclical budget support to mitigate 
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 These reforms align Viet Nam with international good practices by: (i) introducing medium-term expenditure, 
revenue, and debt planning; (ii) increasing fiscal accountability of provincial governments (particularly with regards 
to debt management); (iii) introducing output-based budgeting practices; (iv) reducing the extent of off-budget 
expenditure; (v) strengthening public asset management; and (vi) enhancing budget transparency. 
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  Government reforms will soon include a new law on public asset management to be submitted for consideration in 

2016. This has important implications for budget formulation (both recurrent and investment components) and will 
provide the foundations for more efficient, and sustainable, public asset management systems.  
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impacts of the global financial crisis. This assistance allowed temporary fiscal stimulus to 
generate jobs, boost domestic consumption, and assist poor and vulnerable groups. Following 
this, ADB helped prepare the government’s Socio-Economic Development Plan, 2011–2015 
and followed this up with capacity building and technical assistance activities aimed at  
(i) enhancing the efficiency of externally financed public investments, (ii) further improving civil 
service capacity and performance management, and (iii) strengthening monitoring and 
evaluation systems and their links to national strategies. During this time, ADB also worked to 
support the technical drafting of the revised Procurement Law and related Prime Ministerial 
decisions that regulate investment through private sector models. Since 2014, ADB has stepped 
up its support for PEFM, providing targeted support to governments for enhancing public asset 
management systems, strengthening public debt management, reducing risks associated with 
government guarantees, and working across central agencies and the National Assembly to 
strengthen oversight of budget implementation. 
 
9. Future approach. Drawing on its strong experience and demand from the government, 
ADB's future strategy will support stronger and more transparent institutions and processes to 
lift the quality and impact of public expenditure. The intended outcome will be to enhance PEFM 
systems that improve the effectiveness of public expenditure. In lieu of other development 
partner activities12, and to ensure a strong program focus, ADB support will be focused on three 
of the five critical constraints facing the sector, including (i) more productive and efficient 
allocation of public financial resources, (ii) enhanced reliability of the budget, and (iii) stronger 
oversight and monitoring and evaluation of budget implementation.13 

 
10. In recognition of current government reform objectives and to ensure program focus, 
initial support will be targeted at upgrading national PEFM systems. As ADB’s program of 
technical assistance and advisory support expands, future cooperation may also be given to 
support the implementation of PEFM reforms in provincial governments. Any future expansion in 
the reform scope will be subject to the successful implementation of national reforms and to 
further agreements by relevant authorities. 
 
11. Program design and sustainability. To ensure the program’s impact is sustainable, 
ADB will adopt a programmatic approach utilizing a combination of technical assistance and 
policy-based lending to support reforms that are assessed against a medium-term results 
framework. This approach will complement other ADB operations, particularly in relation to 
sustainable infrastructure investment with direct links to road, rail, and metro asset management 
(infrastructure spending accounts for a sizeable share of the national budget). The program will 
also complement other policy-based loans, including those supporting reform of state-owned 
enterprises and restructuring of the financial sector. In addition to policy reform, ADB will also 
support institutional change to strengthen the role of the National Assembly in overseeing 
budget implementation, enhance the responsibility and accountability of provinces, and clarify 
relationships between the national government and line agencies.  
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 Due to a large number of support initiatives from other development partners including the World Bank, the   
International Monetary Fund, and the European Union, this program of support will not address issues related to 
domestic resource mobilization. See Problem Tree and Development Partner Coordination Matrix.   
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 To complement these efforts, ADB will also continue to provide support for public procurement reform through 

active policy dialogue in collaboration with the Six Banks group to encourage the government to adopt more 
efficient procurement and disbursement systems. The Six Banks Group consists of ADB, Japan International 
Cooperation Agency, German development bank, the Agence Française de Développement, Export-Import Bank 
of Korea, and the World Bank. The group advises government on public procurement, financial management, and 
social and environmental impact assessments. 
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PROBLEM TREE FOR PUBLIC EXPENDITURE AND FISCAL MANAGEMENT  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Core 

problem 

Root 

causes 

Weak public financial management that constrains the effectiveness of public expenditure 

Poor quality public infrastructure and weak service delivery 

Effects 

  

  

= supported under IPEQ program  

= supported by other development    

   partners (EU, IMF, WB) 

  = supported by other development  
partners (Six Banks) and ADB programs  

Public 
procurement 

and 
tendering 

Non-
standardized 

bidding 
processes 

Lack of 
transparency in 
bid selections 

Limitations on 
private sector 
participation  

Complex 
procurement 

systems 

Inefficient 
domestic resource 

mobilization 

Over-reliance 
on SOE’s for 

domestic 
revenue 

Poor revenue 
raising capacity 

of local 
governments 

Uneven 
enforcement 

capacity of tax 
administration  

High tax 
compliance 

costs 
Weak and non-

transparent 
audit of public 

entities  

Weak oversight and 
M&E of budget 
implementation  

Complex 
systems for 

NA review of 
budget 

proposals 

Outdated 
public 

accounting 
standards 

Poorly 
developed 

M&E 
frameworks for 

public 
investment 

Unproductive 
allocation of 

public resources 

Limited budget 
authority by local 

governments   

Weak public 
asset 

management 
systems  

Weak links 
between 

planning and 
budgeting 

Unclear 
expenditure 
assignments 

for local 
government   

Poor 
investment 
planning 

coordination 
between levels 
of government    

Lack of local 
government 
capacity to 

manage public 
debt 

Inadequate 
system for 

identifying and 
managing fiscal 

risks 

Inefficient use 
of state 

guarantees 

Large share of 
off-budget 

expenditure 

Incomplete 
fiscal rules for 
subnational 

administration  

Poor 
identification 

and 
management of 

fiscal risks  

ADB = Asian Development Bank, EU = European Union, IMF = International Monetary Fund, IPEQ = Improving Public 
Expenditure Quality Program, M&E = monitoring and evaluation, NA = National Assembly, SOE = state-owned enterprise,  
WB = World Bank.  
Source: ADB 
 

Non-inclusive growth Lower long-run rates of economic growth 


