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VIETNAM’S ECONOMIC REFORMS: 
PROGRESS, NEXT STEPS & DONOR SUPPORT 

 
Background Note for Mid-term Review 

Dalat City, 22-23 June 2000 
 
 
This informal note focuses on the four areas of the reforms program discussed 
at the Hanoi CG meeting in December 1999: 
 
 
• Enterprise policy (state-owned & private sector) 
• Trade and foreign exchange policy  
• Banking reform 
• Fiscal transparency 
 
 
On each of the four areas this Note addresses three questions: 
 

 What has been accomplished since the last mid-term review in June 
1999? 

 What are the next steps in the near term? 
 How are donors supporting progress with technical assistance? 

 
The answers to these questions are not meant to be comprehensive: they aim 
to give an indication of the efforts made by Government and the donors to 
move the reform agenda forward since the 1999 mid-term review of donors, 
and of the next steps expected in the near term.  
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I. ENTERPRISE POLICY 
 
 The Government has been developing a two-pronged enterprise policy: state enterprise 
reform aimed at limiting losses and making them more competitive; and private sector 
liberalization (including elimination of discrimination between SOEs and private firms) to 
unleash the dynamism of Vietnamese and foreign enterprises for generating employment.   
 

SOE reform is necessary because the banks and the budget cannot continue to finance 
losses without weakening the economy, and because state-enterprises cannot otherwise compete 
as Vietnam opens up to the international economy. The National Enterprise Reform Committee 
has proposed a three-year program of SOE reform to the highest levels of Government for 
approval. This program based on an assessment of past SOE performance, comprises of the 
following: 

- diversifying ownership through equitization and divestiture; 
- reducing losses by liquidation of non-viable state-enterprises 
- restructuring large state-enterprises that remain in Government hands, through various 

measures (including restrictions on access to credit, increased transparency through 
diagnostic audits of enterprises, enterprise-specific downsizing through “pilot” 
restructuring program for three General Corporations). 

 
In addition, state-enterprises will be exposed to greater competition, through liberalization of the 
private sector and trade as well as through reduced preferential access to credit arising from 
reform of the banking system. This program is expected to enhance the efficiency of SOEs 
remaining in Government hands.  

 
State Enterprise Reform 

 
What has been accomplished since June 1999? 
 
The Government’s Strategy  
 
• The National Enterprise Reform Committee developed and submitted a comprehensive three-

year SOE-reform program (to equitize, divest and liquidate, merge and convert) covering 
actions for 2280 SOEs and currently this program is awaiting approval from the leadership. 
The coverage by size and number is provided below in the two tables.  

 
Table 1: Proposed Number of SOEs To Be Restructured, by Capital, 2000-200 

 
 
 

Number of SOEs
To Be Restructured by Capital 2000 2001 2002 Total

More than 10 billion VND 54 68 94 216
1-10 billion VND 452 415 366 1233
Less than 1 billion VND 292 250 289 831

Total 798 733 749 2280
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Table 2 : Proposed Number of SOEs To Be Restructured, by Policy Measure, 2000-2003 
 

 
• This proposed program was discussed at two workshops in Hanoi and HCM City organized 

by the Government. These were chaired by the first Deputy Prime Minister and attended by 
ministers/vice-ministers, heads of People’s Committees and heads of General Corporations 
as part of its consensus-building on the reform program. 

 
 
Equitization and Divestiture: 
 

• As of June 2000, a total of 421 companies have been equitized, of which 305 have sold more 
than 65% of the shares to non-state shareholders. More than half of all companies equitized 
(220) since the program began in 1995 have been equitized in the past six months.   

 

Table 3 : Number of Completed Equitizations 

By 1997 1998 1999 2000 Total 
(Fst 6 mos.)

Number of completed equitizations 13 39 149 220 421
Of which non-state owners hold:
          More than 65% (Privatization) 8 24 104 169 305
          From 50% to 65% 4 8 21 37 70
          Less than 50% 1 7 24 14 46

 

 

In addition, the Government:  

• Issued regulations on transferring, selling and contracting out of SOEs, as a measure to 
reform the State sector through change in ownership and/or management (Decree 
103/1999/ND-CP, September 10, 1999). Completed outright sales of 8 SOEs and full 
transfer to the employees of 2 SOEs.   

Number of SOEs To Be Restructured, by Policy Measure  2000 2001 2002 Total

1.  Merger 179 107 94 380
2.  Divestiture 508 481 500 1489
          Equitization 337 345 374 1056
          Free Transfer, Sale, Lease, and Contract-Out 171 136 126 433
3.  Liquidation and Bankruptcy 95 132 141 368
4.  Convert to a Non-Profit and Admin. Organization 16 13 14 43

TOTAL 798 733 749 2280
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• Expanded authority of provinces to decide on divestiture of SOEs with capital up to five 
billion VND instead of VND 1 billion permitted before (Decision No. 55/2000/QD-TTg of 
the Prime Minister May 22, 2000).   

• Established an Assistance Fund for Restructuring and Equitizing SOEs to finance severance 
payments, early pension payments and retraining for redundant workers as well as new 
investments in SOEs out of equitization proceeds (Decision 177/QD-TTg dated August 30, 
1999). The fund is intended to minimize the negative social impact of SOE reforms. 

• Initiated a comprehensive stock-taking of capital and assets of SOEs to determine existing 
value of fixed assets and the debt situation as of January 1, 2000. This stocktaking is 
expected to be completed soon and will be used to develop a detailed corporate debt 
restructuring. 

 

 
Restructuring of large SOEs: 

In the process of restructuring large SOEs, the Government: 

• Selected 100 large SOEs for independent audits, with a fast-track list of the first 30 SOEs. 
Preparations are underway to invite bids for undertaking the work.  

• Hired international consultants to assess the three General Corporations (i.e. Seaprodex, 
Vinatex and Vinacafe) and prepare a report on what needs to be done to develop specific 
restructuring-action-plans for each Corporation over the next 12 months. The report has been 
submitted to NERC and to the Government for approval to move forward.   

 
 
 
What are the next steps in the near term? 
Reform of the SOE system is a complex multi-year process. The following steps are priorities for 
the near term: 

• Remove caps on individual and entity shareholdings in equitized SOEs to provide the 
opportunity for majority control and encourage greater inflow of capital and better 
management (the resolution to do so has been issued, but Decree 44 needs to be amended). 

• Activate the “Assistance Fund for Restructuring and Equitization” to finance severance 
package for workers that may be displaced by equitization, liquidation and restructuring of 
SOEs (see box I). Issue implementing circulars (by MOF) on the use and operation of the 
Fund. 

• Design and implement a quarterly monitoring system for the 200 largest debtors and loss-
makers. 
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Box I : Social Safety Net for Workers Displaced by SOE Reform 

 

Substantial progress has been made in recent months in designing a Social Safety Net for workers that may be 
displaced by SOE reform. There is convergence in views between Government agencies and donors in designing 
and managing a separation package comprising a severance payment, an option for early retirement, and retraining. 
However, several key decisions still need to be made in the following areas: 

 
The Scope of the Assistance Fund for Restructuring and Equitization: 

According to Decree 177, the Assistance Fund for Restructuring and Equitization has four purposes: 1) 
training workers; 2) providing severance payments; 3) compensating workers in SOEs to be equitized in which there 
are not enough preferential shares, and 4) providing capital to invest in SOEs.  

Given the importance of supporting displaced workers, the Fund should use its resources first to cover 
severance payment and training allowances before using it for other purposes.  
 
The Eligibility Criteria:  

Estimates of redundancies by the government and the World Bank are quite similar, although the World 
Bank expects more redundancies from equitization/divestiture than the government. The number of workers who 
should be supported by the Fund, however, depends on eligibility criteria. According to the World Bank, the fund 
should support about 400,000 workers with long term contracts over a six-year period (most of them in 2000-2). 
 
The design and cost of the Separation Package:  

There are several proposals from Government agencies on the design of the severance package. All these 
proposals are quite similar to each other, with the total amount varying between 13 and 17 million VND per worker. 
The recommended structure of the package should be half a month of salary per year of service, plus a lump sum 
payment, and training allowance, all of which should be provided directly to workers in cash. 

Over the 2000-5 period, the Fund may need 174 to 234 million US dollars to deal with redundancies from 
liquidation, equitization and divestiture. In addition, over the same period, the Fund may need 154 to 210 million 
dollars to deal with redundancies from restructuring. 
 
Access to the Fund: 

The regulations of the Fund should make it clear that all equitized/divested enterprises should also be able 
to access to the Fund during the 12 months following the change in ownership. 
 
Terms and conditions: 
− The redundancy package should allow workers to take their training allowance in cash. There should be no 

more generous compensation package for early retirement than what has been regulated by Decree No. 
93/1998/ND-CP dated November 12, 1998. And the Fund should transfer resources to the social security fund 
to cover additional costs due to early retirement of SOE workers. 

− The regulations of the Fund should make it clear that enterprises should pay compensation as stipulated by the 
labor code, unless they are bankrupt; the Fund should only cover other separation costs. 

− Workers separated with the assistance of the Fund cannot be allowed to return to their enterprises at least for 
several years.  
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How are donors supporting progress? 
A large number of donors are providing effective grant technical assistance to assist in the 
formulation and implementation of state-enterprise reform as follows: 
 

Donor & 
Grant Amount 

Purpose  (Implementing Agency) Status 

ASEM 1 European  
(WB administered)  
US$ 100,000 

Social safety net program to deal with labor 
displaced  by SOE reform (CIEM in coordination 
with NERC) 

Under implementation. 
Completion expected to 
be in June 00. 

ASEM 4 European  
(WB administered)  
 US$ 439,000 

Acceleration of equitization and restructuring SOEs 
in the Ministry of Transport. 

Recruitment of 
consultants in process. 
Begin work in July00 

ASEM 5 European  
(WB administered)  
US$ 1,470,000 

Support implementation of SOE reform in three line 
ministries (industry, agriculture, and construction) 
and two provinces /municipalities (Hanoi and one 
other). (NERC) 

Recruitment of 
consultants in process.  

 (IFC administered) 
US$782,000 usAID  
& US$ 180,000, IFC 

Support a pilot divestiture program for small SOEs 
in Haiphong People’s Committee. (Haiphong 
People’s Committee) using the auction process for 
equitization. 

Under implementation. 
Completion is expected 
to be in April 01. 

Denmark  
(WB administered)  
US$ 390,000 

Advisory services, public awareness campaign, the 
establishment of a MIS for SOEs, and capacity 
building in NERC (NERC) 

Completed in Jan.00. 

Denmark  
(WB administered)  
US$ 340,000 

Advisory services on implementation of the decree 
on divestiture, and establishment and use of Suport 
Fund for Equitization and Restructure (NERC) 

Under implementation. 
Expected completion: 
July 2000. 

Japanese Int’l Coop 
Agency  -- SOE part  
US $250,000 

“Study on Economic Development Policy in the 
Transition Toward a Market Oriented Economy in 
Vietnam” (MPI) 

Phase 2 – ‘97/’98 and 
its follow-up is 
ongoing.  

Japan PHRD  
(WB administered)  
US$ 218,000 

Data collection and monitoring system for SOEs 
under SAC-preparation.  It is also financing a survey 
of 350 SOEs (GDMSCAE, Ministry of Finance) 

Completed in June 
1999.   

Japan Special PHRD  
(WB administered) 
US$ 4,120,000  

Diagnostic audits of selected SOEs to make 
recommendations (GDMSCAE, Ministry of 
Finance) for improvements. 

Grant approved. 
Signing by Government 
awaited 

Sweden SIDA 
administered  
US$ 1,300,000 

Support for implementation of  SOE reform in Ho 
Chi Minh City  (HCMC People’s Committee) 

Status: Awaiting 
approval 

UK (DFID) 
UK Pound sterling 
1,800,000 
 

Pilot restructuring of three general corporations – 
Vinatex, Vinacafe, and the Seaprodex (NERC) 

Approved initial phase; 
consultants prepared 
inception report.  

UNDP  
US$2,145,800 
 
 

“Strengthening the Capacity of the General 
Department for the Management of State Capital 
and Assets in Enterprises”, set up a MIS for SOEs 
(GDMSCAE, Ministry of Finance) 

Approved.  Resident 
Advisor recruitment in 
process. Expected to 
run through Jan. 02. 

UNDP 
US$2,382,800 

“Improving the Regulatory Environment for 
Business” provides assistance to the Central 
Institute for Economic Management (CIEM) 

Approved and project is 
ongoing.  Expected to 
run to October 2001. 
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Private Sector Policy 
 

What has been accomplished since June 1999: 

To Encourage Private Entry, the Government: 

• Approved the Enterprise Law (June 1999) which has improved the climate for private sector 
investment, by simplifying requirements for entry registration of firms (became effective in 
January 2000).   

 
• Issued three Implementing Decrees and a decision to implement the Enterprise Law:  Decree 

02 of the Government (of February 3, 2000) sets out specific provisions on (i) business 
registration applications; (ii) registration requirements for the establishment of branches and 
representative offices; and (iii) registration requirements for changes in business activities, 
address, company name, company representatives and investment capital.  

- Decree 03 regulates the types of businesses which can not be registered, those which can be 
registered subject to meeting certain conditions, and those which require practising 
certificates. If there are any conflicts between the Enterprise Law, Decree 03 and more 
specialised laws, such as the Law on Credit Institutions, the Mining Law, the Petroleum Law, 
the Law on Water Resources, the Aviation Law and the Press Law, the more specialised laws 
will prevail.  

- Decree 01 says that local Planning & Investment Departments and People’s Committees 
will be responsible for registration, and procedures for registration, including standard forms 
of application and requested documentation, have been set out. However, it is unclear 
whether this registration information will be used to create a unified countrywide registry of 
companies. Circular 03 of the MPI (of March 2, 2000) confirms that private enterprises, 
limited liability companies, shareholding companies, partnerships and sole proprietorship 
may do business upon registration. 

- The Enterprise Law also prohibits line ministries from negating this improvement by 
imposing sectoral operating licences. Decision 19 of the Government of (February 3, 2000) 
abolished the licensing requirements for domestic companies in 84 trades and services. These 
include businesses involved in: (i) information and computer services; (ii) fishing; (iii) 
financial consultancy; (iv) tourism; (v) labour services; (vi) construction; (vii) foreign-
investment consultancy; (viii) photocopying; and (ix) the production and processing of 
industrial and handicraft products. 

• Drafted a decision to eliminate another 69 licenses deemed unnecessary by Government’s 
working group.  

• Issued implementing regulations for the Law on Domestic Investment Promotion (Decree 
51/1999/ND-CP of July 8, 1999). 
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Response to the Implementation of the Enterprise Law 

In the first 5 months of this year, private sector registered more than 5000 small and medium 
enterprises with an average registered capital of around VND 800 million per enterprise.  This 
growth rate was exceptional relative to earlier years, though the absence of information on firm-
closures makes it difficult to know the net-increase in enterprises. Also, there is no information 
on how many of these new registrations relate conversions from informal to formal of existing 
enterprises.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Nearly 60 percent of these enterprises were registered in HCM city and Hanoi, the rest were 
spread around the country.  Manufacturing enterprises comprised around 21 percent of the total 
number (it is 33% in Hanoi). This suggests an increase of 1000 new manufacturing enterprises in 
5 months compared to 600 new ones during 1995-98. 

 

 

In addition, the Government: 

• Approved the revision to the 1996 Law on Foreign Investment (May 2000). This revision 
improved access to foreign exchange, allowed mortgaging of land by foreign bank branches 
in Vietnam, permitted automatic registration for some types of foreign investment, and made 

Number of Newly Registered Companies Under New Enterprises Law as of May 2000

Type of Enterprises Vietnam HCMC Hanoi

Private enterprises 2,652 713 96
Limited liability companies 2,244 1,228 753
Shareholding companies 204 80 72
Partnership 0 0 0

Total enterprises 5,100 2,021 921
Total registered capital (VND bn) 4,000 1,891 600
Average capital per enterprise (VND mn) 784 936 651
Average capital per enterprise (US$) 56,000              66,800           46,500          

Breakdown by sector Vietnam HCMC Hanoi
Trade,  Service,  Tourism 1734 574 416
Industry 1067 671 292
Construction& & Transportation 664 224 121
Agricultural and forestry 902 283 41
Other 733 269 51

Percentage share Vietnam HCMC Hanoi
Trade,  Service,  Tourism 34.0 28.4 45.2
Industry 20.9 33.2 31.7
Construction& & Transportation 13.0 11.1 13.1
Agricultural and forestry 17.7 14.0 4.5
Other 14.4 13.3 5.5

Note: Sectoral breakdown is approximate as many companies registered for more than one
business activity
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provision for Government guarantees to infrastructure projects. All these take effect on July 
1, 2000. However, several issues that concerned foreign investors remained un-addressed, 
including dual pricing, high infrastructure-service cost, high personal income tax. 

KEY IMPROVEMENTS TO THE FOREIGN INVESTMENT REGIME  
 
Registration rather than licensing for some.  There will be some foreign investment that will be allowed 
on the basis of registration alone. This amendment indicates that there will be a category of foreign 
investment business that can be undertaken based on registration alone. This section states that the 
investment license issuing body will have 45 days after the date of receipt of a proper application in which to 
make a decision on a license, and 30 days in cases of registration of the issuance of an investment license. 
Unanimous consent requirement relaxed. There is now no requirement for unanimity except for (i) the 
appointment and removal of the general director and the first deputy general director, and (ii) amendment to 
the Charter.  The JV parties may agree to make other matters subject to unanimous approval of the Board if 
they choose.1 For other issues (including agreement on borrowings and appointment of Chief Accountant), 
the Board of Management of the joint venture enterprise may pass resolutions if representatives holding at 
least 51% of the Charter capital of the enterprise agree.  
Conversion to other forms allowed.  Foreign-invested enterprises may convert the form of their investment, 
and may merge and demerge, in compliance with conditions and procedures to be set out by the Government 
in Implementing Regulations. Until regulations are issued, companies will not know whether they will be 
able to achieve the corporate restructuring that they desire. 
Foreign currency purchases permitted.  Every foreign investor will have the right to purchase foreign 
currency from its commercial bank for the purpose of making payments for current transactions and for other 
purposes that may be permitted by law, something that was not allowed earlier. For infrastructure projects, 
Government will provide “support for foreign currency balance” and for very important projects, 
Government will “ensure foreign currency balance”. 
Government guarantees allowed. The Government is allowed to enter into guarantee agreements or to 
issue guarantees for any foreign invested project. This provides the Government greater flexibility to push 
forward some of the complicated infrastructure projects.  
Foreign bank branches can mortgage land-use-rights.  Foreign-invested businesses will be allowed to 
grant mortgages over land use rights and assets attached to the land to banks permitted to operate in 
Vietnam (including foreign bank branches). Under Article 3.2 of Decision 217 of the State Bank dated 17 
August 1996, foreign bank branches and joint venture banks were not allowed to take security over land use 
rights.  Law No. 10 amending the Land Law dated 2 December 1998 states that assets affixed to the land 
and land use rights may only be mortgaged to Vietnamese banks.1 The decree on security interests (Decree 
1651,19 November 1999), permitted the mortgage of land use rights to any organisation (presumably 
including foreign banks and foreign bank branches).  But a decree could not prevail over a Law. 

Overseas Vietnamese investors encouraged.  Overseas Vietnamese investors will be entitled to the lowest 
rate of remittance tax, 3%, and a 20% reduction in the otherwise-applicable corporate income tax (except 
where the applicable tax rate would have been 10%). 
Tax burden reduced.   Three measures are aimed at providing tax relief to foreign investors (a) the 
remittance tax rate has been reduced to 3%, 5% and 7% from 5%, 7% and 10% respectively (b) foreign 
parties to BCCs are allowed to carry forward losses from one tax year to offset profits in any of the following 
five years (c) especially-encouraged investment projects and projects implemented in areas of especially 
difficult socio-economic conditions will be exempted from import duties on raw materials, materials and 
components imported for production purposes, for a period of five years after the commencement of 
production (previously only capital goods were exempt for all investments and only BOT projects had raw 
materials for production exempted)  
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• Issued regulations to implement the land law (i.e. Decree 04/2000/ND-CP, February 11, 
2000) to convert, transfer, lease, provide as collateral and capital contribution to banks or to 
joint-ventures.  

• Permitted foreign private parties in healthcare, education and scientific research activities to 
be entitled to a number of incentives: (a) 10% business income tax for the life of the project; 
(b) four year tax exemption from the first profit making year and 50% tax reduction for the 
following four years; and eight year exemption available in certain circumstances; (c) 5% 
profits remittance tax; and (d) foreign currency assurances (Decree 06 dated 6 March 2000). 

• Established three working groups in the Private Sector Forum (PSF) to work on a continuing 
basis with State Bank of Vietnam (on banking) and with MPI (on legal and on 
manufacturing/distribution issues). 

• Approved Private Sector Action Plan supported by the Miyazawa initiative, containing a set 
of measures to unshackle and support the private sector.  

 
 
What are the next steps in the near term? 

The following steps are priorities for the near term: 

• Allow land-use rights to be freely transferable, along with sales of buildings, with simple 
registration procedures, without requiring approvals. 

• Unify and modernize registers for land and buildings and streamline procedures for 
registering land and buildings. 

• Clarify the laws associated with private participation in infrastructure (e.g. BOT, BT etc) 
particularly on lenders’ step-in rights in case of default, on arbitration and governing law, on 
force majeure clauses and on termination clauses and close one BOT deal to improve 
investor confidence.  

• Introduce interest-rate flexibility by periodically adjusting and phasing-out interest rate 
ceilings. 

• Allow private firms to join together to form business associations on a provincial or national 
level, without the participation of state-owned enterprises or government agencies. 
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II. TRADE AND FOREIGN EXCHANGE REFORM 
 
 The Government of Vietnam has adopted a strategy of gradual integration with the world 
economy.  It has signed onto AFTA and is in the process of finalizing and announcing an 
annualized  three-year AFTA road map for phasing out quantitative restrictions and reducing 
tariffs vis-à-vis ASEAN countries.  It has also been negotiating a bilateral trade agreement with 
the United States for “normal” trade status and access – which has been stalled since the “in-
principles” agreement was signed.  Reform of trade and foreign exchange rules to liberalize 
quantitative restrictions on exports and on imports, as well as to lower taxes on exports and 
imports, has been going on for several years. Several steps had been taken in 1998 and in the first 
half of 1999 aimed at liberalizing trading rights for importing and exporting firms and at 
achieving a more transparent and less restrictive trade-regime. 
 

What has been accomplished since June1999? 
To liberalize exports, the Government: 

• Expanded private participation in rice export by listing 5 private firms and 4 joint ventures 
among the 47 authorized rice exporters (Decision 273/1999QD-TTg, Dec 1999) – with 
foreign-invested firms allowed to purchase rice directly from farmers for the first time.  

• Auctioned nearly a quarter of export quotas for garment-exports this year, after auctioning a 
fifth last year. 

• Established an Export Assistance Fund to provide support to all sectors producing goods and 
services for exports (Decision 195/1999QD-TTg Sept 1999). 

 

To liberalize imports, the Government:  

• Removed import licensing restrictions (QRs) on 8 groups out of the 19 categories on which 
these were QRs end-1999. Those were fertilizer, liquid soda, ceramics, plastic packaging, 
DOP plasticizer, sanitary-ware, electric fans, and bicycles.   

• Reduced the foreign exchange surrender requirement from 80% of balances to 50%.  
 
 
What are the next steps in the near term? 
The following steps are priorities for the near term: 

• Adopt and announce an annualized three-year-road-map for AFTA, removing QRs 
(especially for 6 groups of items from the remaining 11) and reducing tariffs.   

• Phase-out the foreign exchange surrender requirement 

• Allow more flexibility in exchange rate management 

• Continue to phase out residual administrative restrictions on importers’ trading rights. 



 13

 
How are the donors supporting progress? 
 

Ongoing And Planned Donor Activities In The Area Of Trade Reform/Trade Policy 
Donors Area of activities Period/Status 

World Bank/ 
Australia/  
 
 
 
 
IMF 

• Study on (1) impact of US-Vietnam MFN status 
agreement on export enterprises,  

• Report on Vietnam’s NTBs 
• Sugar industry study  
• Petroleum price and marketing arrangement 

• Trade Restrictions in Vietnam 

completed 
 
completed 
completed 
in process 
 
completed 

Australia • Training Project on International Commercial 
Law providing six-month training courses for 
participants from various Vietnamese institutions.  

Ongoing 

United States • Assisting the formulation of Vietnam’s Proposal 
for bi-lateral negotiation 

• Funding a US Trade lawyer / a UN tax expert 
• Assistance to the reform of trade regulations, 

legislation, and implementation of rules 

 

UNDP • ASEAN Integration. Conducting a series of 
researches on issues of ASEAN integration  

• Long-term vision for integration with the world 

Completed (March 
1996 – Dec’98; 
ongoing to Dec’99 

UNDP/ 
Switzerland 

• WTO Accession. Capacity development for WTO 
negotiation and trade policy formulation 

Ongoing (November 
1997 – June 1999) 

UNIDO/ UNDP • Managing Vietnam’s Integration into the global 
Economy / CIEM. Assisting CIEM to conduct the 
study on the “Adjustment of Economic Structure 
and Investment” to be submitted to the Prime 
Minister 

Ongoing (November 
1998 – March 1999) 

UNDP/ ITC • Trade Promotion. Assistance to the Government 
in trade promotion both at central and local levels 

in progress 

EU Multilateral Trade Policy Assistance Programme 
• Training in trade policy and WTO framework/ 

Studies on agriculture and services trade 
• Study on social impact of opening economy 

Preparatory phase 
completed 
Planned 

Switzerland • Policy advice to MOT  Ongoing 
FINNIDA • Capacity development for MOT, Vietnam 

Institute of Trade. Training of trade officials in 
Finland and Vietnam 

• Funding WTO experts from Finland 

First phase completed 

SIDA • Policy advice to the Prime Minister’s Research 
Group on external Economic Relations 

• (1)Raising awareness of the implications of 
economic integration among provincial leaders 
and SOE managers; (2) Transfer of experiences of 
small economies negotiating with big countries; 
(3) Establishment of a Resource Center: setting up 
a website on Vietnam’s economy and economic 

Ongoing 
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integration 
New Zealand • Trade assistance program. English language 

training 
• Funding expert to assist the Government in 

classifying tariffs for agricultural products, 
developing an action plan and conducting 
seminars 

• Assistance for developing a list of components of 
reforms for the next five-ten years 

Ongoing 
 
 
 
Ongoing 
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III. BANKING REFORM 
 

The Government of Vietnam has initiated a second round of banking reforms in 
November 1997 starting with the approval of two Banking Laws and the formation of the Bank 
Restructuring Committee in April 1998. The objective of the reform program is, in the short-
term, to ensure the stability of the banking system, and in the medium-to-long term, to promote 
better mobilization of domestic resources, improved allocation of those resources to 
commercially viable activities, and expanded banking services for all Vietnam. Consolidating the 
banking system and restoring the financial health of banks, ensuring that the new regulatory and 
supervisory framework provides incentives for prudent banking, enhancing competition among 
all banks through a level playing field and developing human resources, will contribute to 
achieving those objectives. 

 
The Government is proceeding on a four-track banking reform program, though all the 

tracks are not yet fully formulated: (a) restructuring joint stock banks (JSBs) and state-owned-
commercial banks (SOCBs), (b) improving regulatory, supervisory and legal framework, (c) 
leveling the playing field for all banks and (d) developing human resources in the banking sector.  
The diagnostic work for both JSBs and SOCBs has been completed. The approved restructuring 
plans for JSBs is under implementation, though that process of implementation has proven to be 
much slower than originally expected. International consultants have assisted the Bank 
Restructuring Committee to develop restructuring action plans for each of the four SOCBs, but 
they are still awaiting approval by SBV management and the Government. Numerous prudential 
regulations have been issued in 1998 and early 1999 and steps have been taken to gradually 
improve supervision.   
 
What has been accomplished since June1999? 
On a general level, the Government:  

• Established a Private Sector Forum working group to discuss with the SBV banking issues of 
concern to private banks and private enterprises  

• Established a donor-Government-NGO working group to exchange views on banking reform, 
to develop a shared medium and long-term vision and strategy as well as to agree on donor-
support to assist in the implementation of that strategy.  

 
Restructuring JSBs & SOCBs 

For SOCBs: 

• Hired international consultants to assist in preparation of operational-restructuring-action-
plan for each SOCB. 

• Developed a detailed plan for each SOCB besed on consultants’ work and is now processing 
its approval through SOCB Board. 

• Issued regulations to establish a National Development Support Fund to move “policy-
lending” out of SOCBs and to mobilize capital and meet investment credit demand of the 
State’s development, credit guarantees and funding of interest to subsidize loans. (Decree 
50/1999/ND-CP on July  8, 1999). 
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For JSBs: 

• For the 7 JSBs under SBV’s “special control regime”, 15 % of the total outstanding loans 
have been recovered and 20% of the total bank deposits and borrowings have been paid to 
the depositors / creditors.  One bank has fully completed the process of paying depositors and 
recovering loans.  Licenses of these banks are expected to be revoked by end of the year 
2000. 

 

Improving the regulatory/supervisory/legal framework 

• Issued: - decree on deposit insurance  

- decree on collateral regulations  

- decree on organization and authority of Banking Inspector  

- decree on organization and operation of commercial banks 

- decision on prudentially financial ratios for safe operation of banks 

- decision on off-site supervision for banks 

- decision on independent audits for credit institutions. 

 

Leveling the playing field 

• Removed the ceiling on mobilization of Dong deposits for joint-venture banks (Dec 1999).  

• Agreed to issue regulations to reduce restriction on foreign banks for “dong” deposit 
mobilization in phases. 

 

Developing human resources in banking 

• Undertakes a training needs assessment in central banking and in commercial banking sector.  

 
What are the next steps in the near term? 

The following steps are priorities for the near term: 

• Approve and announce the operational restructuring action plans for each SOCB (involving 
changes in corporate governance, reductions in staff and branches, safeguards to ensure 
separation of commercial lending from policy lending, improving internal procedures and 
credit-risk assessments, and options for getting access to technology and techniques of 
management e.g. twinning with reputed foreign bank); 

• Begin implementing the restructuring plan for each SOCBs attaching to milestones and 
benchmarks in that plan; 

• Speed up closing, merging and rehabilitating of JSBs, using appropriate principles and  
guidelines;  
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• Issue the revised loan-loss classification and provisioning regulation to ensure that it follows 
international practice by classifying the entire value loan as non-performing when an 
instatement is overdue;  

• Issue remaining decrees to establish prudential rules and to move towards a risk-based 
supervision system. 

 

How are the donors supporting progress? 
 

Donor & 
Grant Amount 

Purpose (Implementing Agency) Status 

 
ASEM 1 European  
(WB 
administered) 
US$ 991,250 
 

 
Support improved transparency and financial 
information flows by assisting the Bank 
Restructuring Committee through support for 
loan workout teams, audits of selected joint stock 
banks, and strengthening of bank supervision 
through a resident advisor, training and seminars 
(State Bank of Vietnam) 

 
Final Report is being prepared 
by consulting firm (Arthur 
Andersen) 
 
Final Report is being prepared 
by consulting firm (Gide 
Loyette Nouel) 

ASEM 4 European  
(WB 
administered) 
 US$ 1,518,125 

Support diagnostic audits, due to diligence work 
for closures, develop supervisory framework and 
do operational restructuring action plans for 4 
SOCBs  (State Bank of Vietnam) 

Bid invitation for 10 selected 
urban joint stock banks is 
being prepared. 

AUSAID  
US$ 340,000 
 

Diagnostic audit of Bank for Agriculture and 
Rural Development  for (State Bank of Vietnam)  

Completed. 

Japanese PHRD  
US$ 1,282,400 

Support the design and establishment of asset 
resolution mechanisms for restructuring banks 
(SBV) 

Separate Restructuring Plans 
for 4 SOCBs have been 
completed by consulting firm 
(Vinstar Limited) 
 
Training plans are being 
finalised by consulting firm 
(Deloitte Touche Tohmatsu) 

Japanese PHRD  
US$ 300,000 
 

Support for review of existing banks supervision 
procedures and recommend revisions to 
strengthen supervision  

Completed 

German  
DEM 11,000,000 
(GTZ 
administered) 

Support to the reform of the Vietnamese banking 
system  (State Bank of Vietnam) 

Project is being implemented. 

Netherlands  
NG 3,400,000 
 

-Support to independent audit of one SOCB and 
to study tours to learn about audit and regulatory 
structures in other countries (State Bank of 
Vietnam) 
-Offer to finance twinning arrangements for a 
SOCB 

Completed  
 
 
Discussion ongoing 

Switzerland  
US$250,000 
 

Support to training seminar/workshops in country 
for central bankers in foreign exchange, 
monetary analysis, banking etc…  

Ongoing 
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IV. FISCAL TRANSPARENCY 
 
The Government began the process of enhancing fiscal transparency in 1996, with the 

issuance of the budget law and its implementation. In 1997, the budget formulation process was 
clarified together with the reporting and processing of budgetary information. Expanding access 
to budgetary information for government agencies, donors and the Vietnamese public, began in 
early 1998 with the Ordinance on practicing thrift and combating wastefulness in public agencies 
(March 1998) and the decree on implementation guidelines to legalize fiscal transparency (June 
1998). The final accounts of 1997 and the 1999 budget plan was published by the General 
Statistical Office (GSO) on June 4, 1999, in the form of a booklet that is freely available.1 This 
month, the same budgetary information has been published for 1998 final accounts and the 2000 
budget plan. 
 
What has been accomplished since June 1999? 
 

• A joint Government – donor Public Expenditure Review (PER) has been prepared, covering 
more detailed data and analysis of public spending in 1997 and 1998. 

 
What are the next steps in the near term? 
The following steps are priorities for the near term: 

• Publish the 1999 final accounts and 2001 budget plan in mid 2001 with an expanded 
functional classification along the lines of the PER; 

• Publish and disseminate the PER report. 

• Prepare a plan for the implementation of the recommendations of the PER. 

• Organize workshops with donors to mobilize and coordinate support for implementing PER 
recommendations. 

 

                                                           
1 Issued Decision 225/1998/QD-TTg (Nov. 20, 1998) on fiscal publication for various state budgetary levels, 
spending units, state owned enterprises, and funds contributed by people; Circular No. 188/1998/TT-BTC (Dec. 
30, 1998) to guide the publication of the national and provincial budget; and Circular 29/1999/TT-BTC (Mar. 19, 
1999) guiding the implementation of fiscal transparency with regard to funds contributed by people.  
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How are the donors supporting progress? 
 

Donors and  
Grant Amount 

Purpose (Recipient) Status 

Canada/CIDA 
CND 10,0 mil. (US$ 
7.0 mil. approx.) 
 

Strengthen the capacity of the MOF to (i) develop its 
management systems; and (ii)to formulate and 
coordinate financial policy (Ministry of Finance) 

On-going 
(1996-2001) 

France 
(estimated costs of 
activities to be FF. 
2.0 mil. approx.)  

Annual bilateral program of assistance with MOF to 
support Treasury in computerization and expenditure 
control (Treasury, MOF) 

Bilateral agreement 
signed on March 16, 
1999. 

Germany (GTZ) 
Second phase project 
 
 
 
 
 

Assist in design and implementation of a State Budget 
System  through: (i)expert advise on implementation  
and assessment of the Budget Law, (ii) support to the 
introduction of the new budget classification, (iii) 
support to establishment of procedures for budget 
execution, reporting and controlling, (iv) development 
and pilot establishment of a computerized budget 
information system (Ministry of Finance) 

On-going 
(1997-1999) 

UNDP 
Public Expenditure 
Review Capacity 
Building-Phase II 
US$ 1.7 mil. 
 

Strengthen Govt.’ capacity for efficient and effective 
management of public expenditures both at central 
and provincial government levels (Ministry of 
Finance, Provinces: Bac Ninh, Quang Binh & HCM 
City) 

On-going(1998-2001) 
Project agreement 
signed in 1998 and 
launch workshop was 
held in early 1999 and 
2000. Resident advisor 
appointed.  

UNDP & Switzerland 
Govt.  
External Debt 
Management 
UNDP: US$ 1.21 mil. 
SG: US$ 0.185 mil. 

Support Govt. in developing comprehensive and 
sustainable capacity to manage external resources 
flowing to Vietnam with particular focus on debt 
(Office of Government, Ministry of Finance, Ministry 
of Planning and Investment, State Bank of Vietnam) 

Project document has 
been finalized and will 
be submitted to Govt. 
for approval in June.  

World Bank 
 
 

- Fiscal Transparency Mission 
- Debt Reporting/Recording Mission 
- PER Missions 

Sept. 1998 
Nov  1998 
Jan, March, May 2000 

IMF - Fiscal Transparency Mission 
- Tax Mission 
- Tariff Mission 

Sept. 1998 
Jan 1999 
May 1999 

 
 


