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Foreword and Acknowledgments

This study is part of a continuing effort by the Norwegian Agency for Development Co-operation (NORAD) to assess and map opportunities for private sector development in the partner countries. The review is undertaken by a team consisting of Dag Larsson, Minister Counselor/Regional Advisor PSD Asia, Team Leader, Jo Inge Bekkevold, 2nd Secretary, Norwegian Embassy, Hanoi, Erlend Sigvaldsen, Nordic Consulting Group AS, Norwegian PSD advisor and Team-Secretary, and Benjamin Brubakken, Norwegian PSD advisor. Mr. Tran Trong Chinh, at the Norwegian Embassy in Hanoi, and Mrs. Nguyen Thi Mai Huong, Consultant, acted as facilitators and local consultants, without which the Team would never have managed. 

A comprehensive study on PSD related issues prepared by the local consultancy, Vision & Associates, was ready when the Team arrived in Hanoi.
 Fieldwork was carried out between 19. March and 3rd. April 2003, and final draft delivered 30/4 – 2003. 

The broad aims of the review are to firstly assess the status of the private sector and its environment, and secondly to identify possible areas for future Norwegian support of PSD, within the framework of Vietnamese and Norwegian development co-operation. The suggested areas of support are based on the team’s assessment of opportunities and constraints within PSD, taking into consideration other development programs by the government, donors and private organisations. New areas are assessed with a view to complement the portfolio of current Norwegian-Vietnamese development programs, having in mind areas of particular Norwegian competence. The team has in addition suggested some areas that might be of interest to Norwegian companies in a possible phase 2. 
A broad range of literature and studies exist within the field of economic development in general, and private sector development in particular. This study is to a large degree built upon this extensive body of information, both with regard to basic descriptions and analysis, and to the main issues discussed within PSD. The ToR for the study is wide-ranging, covering all areas of relevance to PSD in Vietnam. Consequently, several of the issues may not be assessed as detailed as ideally desired, but the Team has tried to focus on the most pertinent and interesting aspects of PSD.
The team members would like to express their sincere gratitude to the many private sector representatives, government officials and experts in business development who have shared their knowledge with the team. Their insights and perceptive analysis have served as great inspiration. As mentioned, the team has benefited from and liberally drawn on the rich literature that is available. We would in this respect especially emphasise the work done by the Asian Development Bank, and the latest World Bank Development Report from Vietnam: “Delivering on its Promise”. Finally, we would like to thank the staff of the Norwegian Embassy in Hanoi who assisted and facilitated the work of the team.

The findings, interpretations, and conclusions expressed are entirely those of the team and should not be attributed to NORAD or any other organisation.

Oslo,  12/6  2003

Dag Larsson, Team Leader
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Summary

The Team's point of departure (for our report) has been the tremendous economic growth Vietnam has experienced over the last 10-15 years, and substantial improvements in almost all associated development indicators. The reduction in head count poverty from 75% in 1990 to about 30% now is one of the sharpest declines ever recorded. At the heart of it all is the private sector. The “doi moi”, with its gradual liberalisation of both the domestic and external economy, has resulted in a dynamic private sector supply response seen in few other countries. 

There have certainly been problems, and the Asian crisis did not help. However, private dynamism is strong as ever, fuelled by the recent round of reforms and measures to rein in the state. The main impression of Private Sector Development in Vietnam is thus one of remarkable vitality. This attitude was found to extend well into the Government corridors, and signals an increased political underpinning of economic reforms. The Central Committee of the Communists Party of Vietnam is squarely focused on integrating Vietnam in a global, market driven economy. 

To preserve the dynamism, and ensure equal growth for all, Vietnam still has a substantial unfinished reform agenda. Our intention has been to identify not only ways to assist private enterprises and entrepreneurs in exploiting opportunities and overcoming obstacles, but also how enterprise growth and creation of employment and income can contribute to alleviation of poverty. 

The Team has taken due note of the results of recent accelerated reforms and GoV’s own priorities and plans for Broad based Growth (CPRGS). In particular, the process of creating a level playing field for all parties in the various economic sectors by moving towards a unified Enterprise Law for all within the next five years is seen as a watershed. 

Chapters 1 and 2 give an introduction to Viet Nam and its challenges, and continue in chapter 3 with a presentation of what we perceive to be the key determinants for development of the private sector in Vietnam. 

We highlight identified obstacles in the framework or business environment that ought to be improved. While government policies can be well designed, they are both changed and subject to inconsistent implementation by overlapping institutions. The result is an unpredictable business environment. In addition, private enterprises suffer from a non-transparent state administration, discrimination in favour of SOEs, substantial government red tape, long delays in provision of government services, and corrupt government officials. 

In particular, the following constraints have been noted:

· Access to land

· Access to credit and capital

· Availability of skills

· Red tape

· Access to markets, technology and information

While recent impressive reforms are applauded, the need for further reforms and consistent implementation is emphasised

In chapter 4 we have narrowed the focus, concentrating on a core issue. In Vietnam, as in many other countries, the small and medium enterprises are seen as having particular potential for growth with equality.

In chapter 5, we give a brief overview of multilateral and bilateral support of PSD. In chapter 6, we present potential co-operation with Norway, taking into consideration commitments by other donors. . Lastly, there is in chapter 7 a brief listing of economic sectors with distinct commercial possibilities and of interest to Norwegian companies..

Our approach is an attempt to answer the question of why a level playing field is necessary for private investment, what are the opportunities and constraints for economic growth and increased employment, what is most urgently needed, what can the donor community do and what can be done through Norwegian development co-operation. In brief, our answers are as follows:

Why is private investment needed?
Viet Nam has a population of about 80 million of which a majority in rural areas, a workforce of about 59 million, between 10 and 45 percent unemployed or underemployed, and 1.0-1.5 million new employment seekers annually. The potential for growth in the near future in agriculture is limited. Creating employment outside of agriculture and the traditional informal segments is a core challenge.  

Vietnam’s experience with private sector in terms of growth has been overwhelmingly positive, and there is little doubt that the formal non-farm enterprise sector is the currently most dynamic economic actor. Since the Enterprise Law came into effect in January 2000, number of domestic enterprises has more than tripled from 29000 (1998) to more than 90000 (2003).   

With appropriate measures to facilitate access to land, credit and development of skills, new productive investments will be triggered. The need for private participation in development and delivery of infrastructure services is also identified. Reform of SOEs – and the state banks - is necessary to create equal terms of competition. The need for a move from case-by-case licensing to a sectoral regulatory framework to protect both customers’ interests and investors’ rights is emphasised. Translating good policies to sound local practices is evidently needed. Crucially, the private sector needs better governance, and a sound, fair and transparent public institutional framework. 

What are the opportunities and constraints?

Beyond its potential for tourism and development of aquaculture/higher value crops, Vietnam has a moderate number of natural resources to be exploited by private enterprises in the short to medium term.  However, its human resources are literate, trainable, have a proven aptitude for engineering and the service industry, and if properly trained and motivated can be the basis for new industries as well as higher paid foreign employment. A certain non-traditional agriculture/agribusiness potential is recognised, but is subject to an overall improvement in the business environment. 

Most challenging is the pace of broad based acceptance of the need for changing the mindset, understanding the consequences of continued delays in creating a level playing field, both in terms of the domestic market as well as in qualifying for WTO membership.  

What is most urgent? 

GoVs Action Plan (ref.94/2002/QD-TTg) for continued improvements of the framework for private sector development is well noted. The most important overall challenge facing the government in this context is to align the mindsets and install confidence in the positive outcome of reforms among all stakeholders. Transparency, predictability and equal access to information is a prerequisite for a well functioning self-regulating market. Further, the comparatively high level of transaction costs for the private sector should be reduced through improved governance, equal access to land, credit, skilled workers and better policy implementation. 

Most urgent is probably the need to streamline the state- and provincial management with the aim of securing coherence and consistency in implementation on all levels. A linked issue is to promote and strengthen the role of local and central business associations to become fully representative bodies, and even service providers for private enterprises. Equally important for the government is the provision of appropriate infrastructure services, whether actually provided by public or private actors. Reliable infrastructure services must be made universally available at competitive prices set according to supply and demand.

There is also an urgent need to adjust education and training to the need of the private sector and provide working conditions in line with what is necessary for growth and increased employment. The leaders of the private sector, on their part, must focus on productive investment, growth and playing fair according to the rules of the market. Private sector must take active responsibility for its own development, not only through improved corporate governance and investments in human capital, but also taking a proactive role with regard to equitable national development.  

What can the donor community do?

Given the resource endowment, the present industrial structure and the present environment of private sector development, the best potential for short-term gains in terms of sustainable employment are the small and medium-sized enterprises (SME) in the private sector. Most of the large enterprises and SMEs are SOEs. A majority is in the process of being equitized and hopefully will end up as enterprises without need for government support. Recognising public sentiments, less emphasis should be given to the issue of state vs. private ownership and more emphasis should be given to how ownership is being exercised and to economic efficient management. With stringent enforcement of a unified and levelled playing field for all participants in the various economic sectors, the issue of SOEs is expected to be taken care of by the market.   

In the SME segment, there is a potential (1) for new companies to exploit prevailing opportunities, and (2) for existing enterprises to improve their corporate management and productivity to take advantage of opportunities to grow. The SME managers typically experience barriers to access to land; the banking system; the legal system; information on development of markets, products and technology, offers for training etc. 

The donor community is already committed to assistance on several fronts, like PAR, LNA, financial sector reform etc. Continued emphasis should be given to the enabling environment nationally and internationally, credit and business development services for small and medium-sized enterprises through strengthened private sector associations, and the dialogue on policies and strategies for private sector development between private sector associations and the government.  

Given the government’s commitment to reforms, donors should focus on:

· Letting markets work, and on ensuring a level playing field. Markets should be fair, with easy entry and transparent rules of competition

· Continue creating a conducive environment for private sector 

· Further streamlining the government's institutional framework to better respond to private sector needs with emphasis on the provincial and district level, and

· Develop social and economic infrastructure services and a conducive regulatory regime that provide a level playing field for private sector.

Before deciding on further assistance, the donor community should, together with government and private sector associations, identify what these can do themselves without donor support. Above all, the donor community must abstain from any support that may increase bureaucracy, maintain bad practices, delay implementation of approved reforms, and expand or create new government institutions. 

What can NORAD do?

The overall objectives for Norwegian support to PSD in Vietnam are suggested to be

· Employment Creation

· General Business Environment Improvement

The first is a major objective of the CPRGS and the possibly biggest challenge facing the nation. The second is connected to the first, but stands solidly also on its own feet. It is given priority in the CPRGS and is a main focus area for NIS (re. Storløkken Report) where Norad is thought to have comparative advantages. 

Within each objective, a number of broad focus areas are suggested:

· General Business Environment Improvement

· Governance, a highly relevant part of the business environment, and one that needs attention to avoid long term distortions of markets. 
· The business frameworks of sectors with particular Norwegian comparative advantage in terms of expertise and knowledge. 

· Implementation of central policies at local levels, by improving the ability of different provinces to create a predictable and conducive business environment.

· Trade facilitation, by for instance improving the trading infrastructure. 

· Employment Creation

· Small and Medium Enterprise development, in Vietnam meaning the formal domestic private sector. This is given priority in every official document, and is high on the agenda for a number of donors. What can smoothen the growth path for private entrepreneurs, women in particular?

· Vocational training and skills development i.e. enhance the competitiveness of the competence factor. Again, a prioritised item in CPRGS. 

· Private-to-private development, encouraging Norwegian private involvement in Vietnam, to act as catalysts and as development partners. 

In terms of concrete project proposals, and given the resources available and the current experience, the overall emphasis is on  “continuation”:

· Continue support for private sector participation in fishery-development, both by support for necessary regulatory and institutional change and direct support for capacity-and competence building in the private sector. 

· Continue and complement the direct support to Mekong Enterprise Development Facility, with direct assistance for the development of small and medium-sized enterprises in co-financing with major SME programs. 

· Continue support to UNIDO SMTQ-GMS program for market access and trade facilitation. 

· Continue the Quang Tri-rural development program, and possibly consider expansion to include support for a provincial Business Association, and assistance for a vocational training and apprenticeship program linked to development of the province's industrial parks.

Other ideas the team will forward for consideration include:

· Support for ongoing initiatives in the improvement of business registration, land registration and land-use certificate systems, possibly in cooperation with Norwegian institutions and companies.

· Support to provincial level Business Associations, possibly in cooperation with Norwegian Associations. Organisations particular for women entrepreneurs may be one particular niche for support. 

· Support to possible cooperation within the field Corporate Social Responsibility.

· Support to CIEM, as that is possibly the most important “think-tank” and policymaking research institution in Vietnam.

· Support to establishment of accreditation, certification and referral system for BDS providers.

· Support to establishment of vocational training centres, possibly attached to industrial zones.

Vietnam faces severe challenges in certain export markets. There may thus be a role for donors in capacity building for promotion and protection of the country's own interests internationally. NORAD may assist in capacity building in private export associations, and with establishing competence and capacity to undertake quality assurance and internationally accepted certification in food exports.

With the increased number of private enterprises in Viet Nam looking for access to technology transfer, training and expanded market access, NORAD should consider expanding the Match Making Facility to include Vietnam. The discussed Senior Service Program is also seen of great interest to VN.  Norwegian investors may want to look into possibilities in aquaculture, light industries and infrastructure, In infrastructure development, private investors may continue to be interested in hydropower development.

In general, we recognise that major new funds are not readily available and that the embassy has limited capacity to take on new programs. We therefore recommend co-financing with other bi- and multilateral donors where possible.
As a final note, because of the perceived dynamism and improvements in business climate, Vietnam should potentially offer substantial possibilities for commercial relationships with Norway and Norwegian enterprises. In the opinion of the team, Vietnam should be a highly interesting subject for a visit in the phase 2 of the NIS assessment.

1 Introduction: Transition and Challenges 

Impressive Growth

Vietnam’s recent past is a remarkably successful story of economic growth and transition. From a position 15 years ago as a closed economy almost completely dominated by the state, Vietnam now has a mixed economy with a highly dynamic and quite competitive private sector. Determined liberalisation of markets and economic reforms has turned the tables, and private confidence in the economic system is increasing. About 1600 new private business are now established every month.
 

The GDP grew by at least 8% every year during the period 1992 – 1997. The Asian crises slowed the economy in the later part of 1990s, but growth rates are now on the rise again, estimated at between 6-7% for 2002. The poverty head-count has been reduced sharply, falling from more than 70 per cent in the mid-1980s, to about 37 per cent in 1998, and to an estimated 30% now. Almost all the employment growth that has helped reduce poverty came from the private sector. The issue of rice production serves as an example of a transition unparalleled in most other countries with roots in the socialist command economy. From a major importer of rice until the late 1980s, Vietnam is now the third largest exporter in the world.

Reform of the Mindset

This is not to say that the process has been easy and without friction and resistance. After decades of labelling the private sector as exploitative, imperialistic and against the true interest of the people, surrendering economic control to exactly that same group cannot have been a painless decision. Remaining ideological doubts now appear subdued, however. Recent speeches by the Prime Minister
 combined with a host of different political initiatives in 2001 and 2002 stressing the importance of the private sector leave little doubt about GoV seriousness with regard to PSD. When seen over a 5-6 years period, the building of political momentum in the case of market liberalisation is evident. 

Vietnams leadership these last 10 years appears fundamentally pragmatic in its adaptation to a changing reality. The exact deliberations and political processes that lie behind the many decrees and laws can be obscure to outsiders, except that fundamental principles of consensus building are adhered to. This often implies long lead times from first proposal to final decision, with GoV using the basic methodology of measured experimentation, gradually testing out new polices and principles. The fact that the results from these experiments have been almost overwhelmingly positive, have both strengthened the hand of the reformers and continuously reduced the above-mentioned lead-time from idea to decision.

In any such transformation process, the ideological reforms necessary are less tangible, but as important as the actual policies in terms of ensuring a sustainable thrust towards economic reform. Some stakeholders probably still find it difficult to fully accept the free market concept in private, if not in their public speeches. But there are increasing signs that ideological reform is taking hold, also at lower levels of government. The test with regard to market friendliness will for many of the stakeholders come when they are faced by some of the more unpleasant features of a market economy, like for instance bankruptcies and large scale lay offs. For those heavily involved in cosy, protected markets the unpleasantness may be more direct when new entrants “steal” their customers. Ability to resist the urge to intervene will be the true test of the extent of ideological conversion.

Key Challenges

However, Vietnam’s situation leaves little room for complacency. It remains a very poor country and faces several tough choices in its future economic reform program. Several of these specifically relate to the private sector:
· Implementation of reforms, with regard to almost any PSD related policy. The many decrees and ordinances appear confusing and even contradictionary, leaving room for discretion and “adapted “ implementation by local authorities. There are likewise large variations in the provincial apparatus in terms of acceptance, understanding, and capacity. Facilitating the private sector is for many a 180 degrees turn around, and it takes time for attitudes and behaviour to change. Aligning national polices with local implementation capacity is likely to be a key challenge within PSD related reforms. 

· Ensuring a “level playing field”, between different enterprises and markets. Depending on enterprise type, activity or location, a large variation of benefits and special schemes are available. Improvement is both a question of streamlining laws and regulations, and of ensuring fair competitive practice in different markets. There is still substantial evidence of unequal treatment of private and public enterprises. A crucial issue is reform of the State Owned Enterprises (SoE), and accompanying liberalization of the markets where these are dominant. The SoE reform has been slow moving, and there are dangers that this may frustrate not only PSD, but also the overall resource allocation in the economy. Reforming the financial system, in particular the state owned commercial banks, will be very important. 

· Growth and poverty focus, as there is a danger that the gap between the skilled and the unskilled, urban and rural areas will widen. The immediate positive poverty effects of agricultural growth and land reform in rural areas are probably realised by now. At the same time, inequalities in education are likely to result in increasing inequalities in opportunities and income. The labour force is expected to grow by between 1 and 1.5 million a year, and the creation of a wide variety of jobs is a key challenge to the private sector.

· Governance, as all of the above challenges cannot be successfully addressed without an effective public administration. However, the existing legal framework, the budgetary system and the administrative structure of Vietnam are possibly not well adapted to current needs. Dissemination of, and access to information is limited and controlled. The interface between government officials and enterprises is a particularly vulnerable point, where development of unhealthy relationships could put the whole reform process at risk. If preferential treatment and outright corruption are allowed to become an accepted method of business wealth creation, Vietnam may a few years down the road face the same entrenched, structural inefficiencies as some other countries in the region. Vested interests must not be allowed to capture common resources and short-circuit the PSD reform agenda.  

These themes are thought to be central to the development of the private sector in Vietnam and will recur throughout the analysis. 

2 Fundamentals: Resources, Economy and Development Policies

Vietnam remains a very poor country in spite of massive economic and social improvements during the last decade. It’s huge development potential remains largely untapped, reflected in an estimated figure of 25 million unemployed or underemployed.
 That is about 60% of the labour force; a force that receives about a million new entrants every year. 

Further reductions in poverty require continued increases in economic activity, based on the country’s available resources. These resources, the macro-economy and the government polices to “transform” these resources into poverty reducing growth are considered below. 

2.1 Natural and Human Resources

Human Resources

Vietnam has a population of 80 million, with an annual growth rate of about 1.4%.
  About 75% lives in rural areas, concentrated in the two main rice growing deltas in Mekong in the south and Red River in the north. Ethnic minorities (53 in all) constitute 14 percent of the total population, but Vietnam is still one of the more homogeneous countries in Southeast Asia.  About 33% is less than 14 years of age, while the working population is estimated at nearly 62% of the total.

Literacy rates are very high, with a national survey in 1998 finding that 89% of the population 10 years or older were literate. The figure for women was 86%, while for men it was 94%. Interestingly, literacy in urban areas is only marginally higher than in rural areas, indicating that farmers may have lower barriers to formal wage jobs in cities than in many comparable countries. The labour force is growing quite rapidly, with between 1 mn and 1.5 mn new entrants every year.

In fact, the main comparative advantage of Vietnam is its well-educated, hard working and committed work force. This was a universal point of view voiced by almost all stakeholders interviewed by the team. People involved with exports to the US said American importers were surprised by the commitment and flexibility of the Vietnamese labourers, and saw Vietnam as an interesting alternative to China in for instance the apparel sectors. The relative ease of training and upgrading of skills indicated potential for movement towards higher value added niches within labour intensive industries.  

Natural Resources

Vietnam has a typical tropical, humid climate, with parts of the country vulnerable to floods and typhoons. As much as 36% of the land area is categorised as unused and barren. Cultivated area per head is one of the lowest in the world, at about 0.13 ha. Still, Vietnam has vibrant agricultural sector, being a major world exporter of coffee, rice and pepper. Of the total cultivated area, 62% is devoted to rice, 23% to other annual crops, and 15% to perennial crops.  Deforestation is a pressing problem, and the Government implements several large scale replanting schemes. Exports of logs are banned.

Aquatic resources are abundant with a coastline of more than 3000 km and an extensive network of rivers, canals, lakes and ponds. Traditional fisheries, aquaculture and shrimp production have all recorded rapid growth of production, and exports. Overfishing has become an increasing problem, however.

The country is well stocked with energy resources, including plentiful supplies of high quality coal, large untapped sources of hydropower, and reasonable supplies of fuel wood.  Crude oil is Vietnams leading export, and the World Bank estimates potential reserves at 270 mn tonnes. Current annual output is about 17 mn tonnes. In addition, Vietnam has potential gas reserves of about 1300bn cu meters, with discoveries including the Lan Do, Lan Tay and Hai Thach fields. The gas feeds large and growing industries at Phu My.

A wide array of minerals is also thought to be present in Vietnam, including commercially significant quantities of iron ore, apatite, chromite, rubies and gold. There are also reserves of manganese, bauxite, tin, copper, zinc, lead and nickel. 

Vietnam has tremendous tourist potential with a variety of landscapes, settings and scenery. Its history is a potentially under-utilised added attraction. While tourism is picking up, it is still in a rudimentary form compared to other countries in the region.

2.2 The Economy

Vietnam has made impressive economic gains since the “doi moi” policy was adopted in 1986, recording GDP growth rates few other countries could match during the early and middle part of the 1990s. Vietnam has been the second fastest growing economy in the region, after China, for the last two years. Major sources of growth were exports, domestic household consumption and strong foreign investment inflows. Growth slowed down from around 1997, mainly due to the Asian crisis and a slowing in the global economy. The general liberalisation of the domestic economy and the opening up to foreign trade have to an increasing degree exposed Vietnam to the effects of globalisation. 

2.2.1 Recent Macroeconomic Performance

The economy is now showing signs of picking up momentum again, and the expected GDP growth rate in 2002 is about 6%. According to the World Bank
, good fundamentals in terms of macroeconomic stability, structural reforms and increasing confidence in the economy fuelling investments are the main reasons.

Table 1 summarises key macroeconomic data since 1997.

Table 1   Key Macroeconomic Indicators
	
	1997
	1998
	1999
	2000
	2001
	2002e

	GDP Growth (%, in constant prices)
	8.2
	4.4
	4.7
	6.1
	5.8
	6.2

	Gross Domestic Investment (% of GDP)
	28.3
	23.8
	22.2
	23.9
	25.9
	26.8

	Gross National Saving (% of GDP)
	21.4
	19.2
	26.3
	25.5
	27.4
	27.21

	Consumer Price Indexc
	3.6
	9.2
	0.1
	-0.6
	0.8
	3.0

	Overall Fiscal Surplus/Deficit (% of GDP)
	-4.8
	-2.6
	-2.8
	-3.0
	-4.9
	-5.4

	Current Account Balance (% of GDP)
	-6.9
	-4.6
	4.1
	1.6
	1.5
	0.3

	Merchandise Export growth (%) 
	24.6
	2.4
	23.2
	25.2
	6.5
	8.5

	Merchandise Import (%)
	-0.2
	-1.1
	1.1
	34.5
	6.0
	10.0

	Debt Service Ratio 
	11.1
	13.2
	12.8
	11.2
	10.2
	8.3

	Sources: ADB Private Sector Assessment, 2002 & ADB Asian Development Outlook 2002,


The Asian economic crisis that led to significant devaluations of the currencies of major regional competitors troubled Vietnam less than other countries in the region due to relative independence of liquid foreign capital, layers of sheltering regulations, and a large share of informal economic activity de-linked from the global economy. The non-convertibility of the Vietnamese currency was an additional factor. Vietnam continued reform processes as the crisis started to build, and this mitigated the immediate economic upsets. This indicates a certain managed resilience towards external shocks in the economy.

A key facet of this resilience has been prudent macroeconomic management resulting in a high degree of economic stability. Inflation has been very low, the budget deficit relatively small as a percentage of GDP, the exchange rate has been gradually - but moderately – depreciated, and external finances well managed. Stability is at a premium in Vietnam.

A stable and predictable macroeconomic environment is normally of great importance for any business activity, be it private or public. However, it is of particular importance for foreign investors that often manage their investments within a global portfolio, and where relative differences in risk/reward between countries are major detriments for investment decisions.  

Vietnam is now at what many analysts consider to be an important crossroad, where further growth requires a deepening of reforms, dedication to institutional development and tackling of several thorny issues in the interface between the state and the market. 

2.2.2 Economic Structure

The main engine of growth is now the non-state sector, particularly manufacturing. Private domestic and the so-called foreign invested manufacturing sectors grew by an estimated 19% and 15% respectively in 2002. The strong growth in non-state activities since 2000 was partly due to the impact of the Enterprise Law, which streamlined administrative procedures for doing business. The Law abolished 145 out of 400 licenses in 2000, and further 60 licenses to be abolished in 2001. Further streamlining is taking place. Registration requirements were also simplified. As a result, the number of private enterprises surged in both 2000 and 2001. Table 2 illustrates the current fast paced dynamism that characterises the Vietnamese private sector, showing growth rates in percent as calculated by the World Bank.

Table 2: Sources of Growth
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1998 1999 2000 2001 2002¢
Total industrial output 125 11.6 175 14.2 144
State 77 54 132 127 19
Private domestic 75 109 192 203 193
Foreign invested 244 210 218 121 147
Total agricultural output 49 74 75 47 50
Agriculture 57 73 54 26 45
Forestry 35 70 79 09 02
Fishery 35 79 193 174 8.1
Services 1/ 51 23 53 6.1 62

1/ Figures for services are based on value added.

Source: General Statistical Office.





Source: Vietnam Development Report 2003, World, page 8

Growth in agriculture was more modest, hampered by floods and droughts in 2002. Services grew at the same pace as the overall GDP, mainly supported by a pick up in tourism.

The evolution of Vietnam’s structure of production displays a typical pattern of structural transformation that follows economic development. Growth is relatively higher in industry than agriculture, and industry acquires an increasing relative share of total output. In 2001, industry accounted for 32.1% of the GDP, while agriculture was responsible for 23.6%. Five years ago, in 1997, the two sectors had almost equal shares of GDP of 25.6% and 25.8% respectively.
  

2.2.3 The External Sector

While almost every aspect of the trade regime has been liberalised, many of Vietnams key challenges still relate to the increased involvement in international trade. At the same time as the favoured economic development strategy closely mirrors the Asian model of export growth based on labour intensive manufacturing, Vietnam has several deep rooted structural constraints to deal with. The foremost is Vietnam's "import substitution" industry that is dominated by SOEs and protected by the State. Accession to WTO, the removal of the textile quota system, and the AFTA agreement will all affect the protected industries, and there is no choice but reform if these enterprises are to survive. 

Trade and Exports

Exports remained a key driver of growth in the 1990s, but its importance is momentarily diminished. Total exports are expected to show a growth of about 7% in 2002, much less than the 25% recorded in 2000. It is expected to pick up again as the global economy starts to recover. Table 3 shows growth in export earnings according to sector.

Table 2: Export growth rates by sector
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1998 1999 2000 2001 2002e 2002e
Crude oil -12.8 69.7 67.5 -10.8 -0.5 3110
Non-oil 48 16.3 16.1 87 92 12,990
Agricultural 8.4 56 9.8 5.1 7.1 2,009
Seafood 48 16.3 555 202 153 2,050
Mining products -83 5.2 27 3.1 147 130
Garment 02 293 83 44 31.6 2,600
Footwear 37 39.1 52 65 116 1,740
Electronics nfa 235 338 -239 -16.1 500
Handicraft & fine arts -84 51.3 408 0.7 340 315
Other 28 58 33 255 -32 3,647
Total exports 21 234 254 4.0 7.0 16,100

1/ In million US dollars.

Source: General Statistical Office and estimates from Ministry of Trade.





Source: Vietnam: Delivering on its promise; World Bank; 2002. Page 9

Crude oil is the highest value exporter, but the main growth sectors are seafood and garments. Main trading partners during the 1990s were other neighbouring countries like South-Korea, Taiwan and Singapore. After the Asian crisis, however, Vietnam managed to diversify its exports with the main current trading partners being Japan, Australia, China and the US.

Debt

Vietnam’s external debt stood at USD 12.1 bn US dollars in 2001 and is expected to reach about 13.3 billion by the end of 2002. This represents 37 percent of GDP with an annual debt service of 8 percent of exports. Most of this debt is on concessional terms. As a result, Vietnam’s debt service capacity is estimated to be sustainable over the medium to long term making it ineligible for debt relief under the so-called HIPC initiative 

International Trade Framework and Agreements

Main trade agreements and trade negotiations include:

· The Asean Free Trade Area (AFTA), signed 1995, that is likely to improve trade and investment links in the region. The AFTA framework stipulates that Vietnam has to cut tariffs to 5% or less by the year 2006. 

· The United States Bilateral Trade Agreement (BTA), ratified in December 2001, that has provisions to grant trading rights to all domestic enterprises. It is considered of great benefit to Vietnam. Tariffs on Vietnamese products exported to the U.S. will be lowered from 40% to 4% on average, benefiting both domestic and foreign firms.  

· WTO negotiations, which were opened in April 2002. Vietnam aims at becoming a member by 2005, but most observers find that somewhat optimistic, given the current pace of reforms. However, China’s recent accession to WTO puts increased pressure on Vietnam to follow suit. 

Vietnamese industry will face massive challenges when the export quota system is expected to be removed by 1 January 2005 under the textile agreement of WTO. The WTO accession can be expected to play an increasingly important role in Vietnamese politics of reform, as the country only stands to lose in case of delays. Vietnam would be in a much better position to defend its interests as a WTO member, and WTO implicitly discriminates against non-member countries.

Trade Infrastructure

Vietnam’s trade infrastructure has improved slowly, but surely. Improved port facilities and operations have for instance increased the efficiency and reliability of container handling. The new Customs Law (2001) and streamlined customs clearance have made trade substantially less onerous. However, further improvements are required to keep up with increases in trade volumes. One important issue is the low efficiency of state-owned enterprise cartels in ports and airports. Key elements of modern trade logistics like e-commerce and web pages face stringent regulations. Quality trade support services are in short supply, and are apparently not very effective. Leaving service provision to private business associations could improve their efficiency
2.2.4 Foreign Enterprises and Investments 

Foreign firms account for about 35% of industrial output, 25% of the capital stock, 13% of GDP, about 7% of tax receipts and at least 350000 jobs at the end of 2001.
 The flow of new investments have been steady the last 5 years, as illustrated in figure 1, taken from the World Bank Development Report for Vietnam 2003. During 2001, 458 foreign-invested projects were licensed with a total registered capital of $2.2 billion, representing an increase of 12% over the 2000 level. 

Figure 1: Foreign Direct Investment
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Source: Vietnam: Delivering on its promise; World Bank; 2002. Page 12

While commitments have varied, inflows have steadily increased emphasising Vietnams relatively solid reputation among foreign investors, in spite of the Asian crisis. The only other country in the region matching Vietnam in this respect is China. It is becoming increasingly evident that Vietnam and China compete for many of the same investments, and Vietnam needs to ensure that the business climate is at least on par with China. 

An interesting pattern is an apparent trend towards smaller foreign investment projects, and in more export-oriented industries. There is as increasing share of FDI in light industries and agriculture, implying increased interest for sectors of comparative advantage.

2.3 Human Development and the Poverty Situation

Vietnam ranks somewhat below the middle on UNDP Human Development Index. In the 2002 report (reflecting the year 2000), Vietnam was listed as 109, immediately behind South Africa and Syria, but in front of Indonesia. 

Poverty Status 

The 1998 Vietnam Living Standards Survey (VLSS) found that approximately 37 % of Vietnamese, some 28.4 million people are living in poverty. The CPRGS suggests a further decline to 32% in 2000. This represents a significant improvement from about 75% poverty in 1990, and is one of the sharpest declines ever recorded. Even by the standards of the more demanding food poverty line, there has been a decline from 25 per cent to 15 per cent.
 This indicates that even the very poorest segments of the population experienced significant improvements in living standards between 1993 and 1998. Other improvements in human development indicators include:

· Life expectation in average rose to 68 in 2000 from 64 in 1990. 

· The malnutrition rate of children reduced from 51.5 percent to 33.1 percent

·  Under-five child mortality rate from 81‰ to 42‰.

· The percentage of the rural population with access to safe water doubled.

· The net enrolment rate at the primary education level increased to 95 percent. Lower secondary enrolment rates have doubled for both girls and boys. Upper secondary enrolment rates increased dramatically 6% to 27% for girls and 8% to 30% for boys

Vietnam’s adult literacy rate (96%) is well above the average of low-income countries for both males and females. Inequality between male and female literacy rates is relatively low. 

A major cause for the reduction in poverty was the agricultural land reform that extended land-use right certificates for leasing of land. It was the basis of a major increase in agricultural production, and it supported a pattern of growth with equality.

Regional Differences

A majority of the poor live in areas that have very poor natural resources and harsh natural conditions such as mountainous, remote and isolated areas. Poverty is a widespread in rural areas, as over 90% of the poor live in there. In 1999, the food poverty incidence in urban and rural areas was 4.6% and 15.9% respectively.

Poverty in Vietnam varies substantially across regions. The latest VLSS shows that regional poverty headcount ratios vary between 8% in the South East to 59% in the Northern Uplands. The Northern Uplands, North Central and the Central Highlands account for more than half of Vietnam’s poor, regions where ethnic minorities constitute a high percentage of the population. A difficult physical environment limits agricultural development and restricts access to infrastructure and markets. Many households living in the highland areas have been too remote and deprived of land and capital to take advantage of opportunities.

Gender 

Progress on improving the situation of women has been good, particularly in terms of improved income and better access to productive resources, education and health care.
 There are still gender gaps, however, and women have worse health and education indicators than men. Further, there are significant wage differentials compared to males, and women are underrepresented in the formal labour market. These differences tend to exacerbate in poorer communities where competition for scare resources reinforces gender inequalities.  

Female farmers in remote and isolated areas, especially unmarried female householders, and elderly females are among the most vulnerable poor groups. The working time of poor women is longer but their income is lower, they have a lesser voice in making decisions in their homes and communities; as a result, they have less opportunity to access resources and benefits brought about by policies.

2.4 Development Policies

Vietnam has a number of interlinked development plans and strategies, as illustrated in the figure below. 
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The Party’s Ten-Year Socio-Economic Development Strategy covering the 2001-2010 period describes the path of transition towards a “market economy with socialist orientation”. Vietnam is to fully integrate into the global economy over the coming decade, and is committed to the creation of a level playing field between state and private sectors. It emphasizes that the transition should be “pro-poor”, and gives emphasis to poverty reduction and social equity, and a modern system of governance.

2.4.1 The Comprehensive Poverty Reduction and Growth Strategy (CPRGS)

The CPRGS is an action plan that translates the Party’s Ten-Year Socio-economic Development Strategy, Five-Year Socio-economic Development Plan as well as other sectoral development plans into concrete measures with well defined road maps for implementation

It is a comprehensive strategy that covers a multitude of areas. The CPRGS sets out three broad objectives for its poverty strategy.

· High growth through a transition to a market economy. This requires implementation of the structural reform agenda laid out by the Government.

· An equitable, socially inclusive, and sustainable pattern of growth, through implementing appropriate sectoral and social policies and programs. 

·  Adoption a modern public administration, legal and governance system, that in turn is necessary to successfully implement action in the two above areas.
The GPRGS puts heavy emphasis on economic growth as a measure to underpin further reductions in poverty, and it is in essence a very “economic plan”. There is to be a policy environment that establishes a level playing field allowing enterprises of all types to compete on equal terms; encourages greater competition in the economy through increased openness to trade and investment; that encourages investment, particularly by private small and medium enterprises and foreign investors; and that maintains macroeconomic stability.

To make the plan effective, it will need to be integrated into government, local and sectoral agencies, and this will be a challenge. Doubts are expressed about the institutional capacity to coordinate, plan and implement the long list of suggested polices and actions. Nevertheless, CPRGS is undoubtedly an important planning document, and it lends full credence and support to the PSD agenda.

2.4.2 Policies and Action Plans for PSD 

GoV and its senior officials are becoming stronger and more vocal with regard to the benefits of private sector development, and consequently also with regard to support to PSD.  The Prime Minister’s recent speech in HCMC reflected this, urging the Government to “carry out an administrative system which is closer to the people, serving the people, not “straddling” everything, but creating a good environment and conditions for people to take their initiatives, and to be responsible themselves in economic activities, overcoming the bad practice of bureaucracy, authoritarian behaviors,…” 
The Party’s Resolution 5 is the basic document outlining broad PSD policies, and it further elaborates many of the objectives and sub targets from the CPRGS. It makes clear the GoV commitment to create a conducive environment for PSD, in line with the Norwegain NIS. Vietnam intends – among other targets - to “create an institutional and social-psychological environment favorable for the PSD by revising and supplementing the Enterprise Law and other legislation relating to the private sector in the direction that:

· eliminates the discrimination among the different economic sectors; 

· ensures the concretization, transparency and stableness of the laws; 

· streamlining the administrative procedures for business registration and licensing.”

To bring this plan into reality, the Prime Minister approved a PSD Action Plan for 2002-2005 in his Decision No. 94/2002/QD-TTg. This Action Plan consists of : 

· 11 actions for creating the institutional environment favourable for establishment, organization and operation of the private sector; 

· 6 actions reflecting the new land policy; 

· 7 actions on financing and credit

· 12 actions relating to the policy on labour, salaries, training, science and technology

· 3 actions relating to the policy on supporting the private sector on the aspect of outlets, trade promotion and investment

All of these actions are positive steps towards creating a conducive environment, but they are not the only actions by GoV of relevance to PSD. SoE reform and the PAR are plans of similar importance on the overall private sector agenda. 

There is as of yet no review available of the progress of the action plan, but it has partly already been bypassed by events as the Prime Minister goes further - and deeper in his reform suggestions in the (draft) directive of the PM “On Enhancing the efficiency and competitiveness of businesses” dated January 17 3003. 

Besides, the GoV decided to set up the first ever system of agencies to support SMEs. This includes the following agencies and facilities:

· The Department of SME Development under the MPI

· The Council for Encouragement of SME development

· Technical Support Centers for SME  in Hanoi, HCMC and Danang

· Credit Guarantee Funds for SME.

A linked PSD policy is the reform process of SOEs, and the emphasis on creating a level playing field.

3 Key Determinants of Private Sector Development (PSD)

Vietnam is officially – according to Resolution 5 - a multi sector economy, where

· the state sector continues to play a leading role,

· the state and collective sector are the firm foundation of the national economy,

· private sector is encouraged to be widely developed in all the business and production areas where the laws do not prohibit.

However, there is little doubt that the private sector is currently the most dynamic economic actor, accounting for 90 percent of employment
 and a little less than 60 percent of GDP. This includes both informal and formal private enterprises. Since the Enterprise Law came into effect in January 2000, number of formal domestic enterprises has more than tripled from 29000 (1998) to more than 90000 (2003). The share of formal credit going to the non-state sector has increased to over 60%, all time high in Vietnam.

Private response to the improvements in business climate in later years has been swift, uncovering strong dynamics. Future economic growth and poverty reduction hinges on an efficient continuation of this momentum. In the following, the Team has assessed the private sector business environment with respect to a number of key variables. While the focus may be somewhat asymmetrical, dwelling particularly on constraints and obstacles, it should be stressed that the current status of PSD in Vietnam is mainly one of remarkable vitality.  

3.1 Overview of the Enterprise Sector

Official statistics have a particular classification for enterprises. The main groups are:

· Agriculture, which is the by far largest sector in terms of employment. It was privatised in 1989. Farmers are allocated land use rights from the local authorities, can purchase inputs and market their products on the open market, and do not need formal registration or licensing.

· Household non-farm enterprises, in essence being what is normally termed the “informal” sector, typically being individual or family business. They should ideally obtain an annual business license, which allows them to operate in a particular district, paying the enterprise income tax. However, it is believed that many are not licensed.

· Formal non-farm enterprises, of which there are four “subgroups”. 

· Collective enterprises, governed the Law on Cooperatives, and defined as associations of individuals contributing assets and labour for a common purpose. 

· Domestic Formal Private, regulated by the Enterprise Law, and that consists of four types of business organisations, namely Sole Proprietorship, Partnership, Limited Liability Company and Joint-Stock Company. 

· Foreign Invested Enterprises, regulated by the Foreign Investment Law. Capital must be contributed by both parties, with the foreign share larger than 30 percent of the actual investment. Wholly foreign owned enterprises (WOFE) are now allowed.

· State Owned Enterprises (SOE), regulated by the State Enterprise Law, adopted in April 1994. They belong to either line Ministries, General Corporations, or local governments. They pay taxes on the profits generated, and transfer part of their income to the parent ministry or unit of Government.
Table 4 summarises key characteristics of these different enterprises. 

Table 4: Key Figures by Economic Sectors

	
	% of GDP

2000
	GDP Growth 

1996-2000
	Export Share

2000

	Agriculture (of which private)
	25.4% (24.3%)
	4.3%
	30%

	
	
	
	

	Other Sectors
	74.6%
	6.7%
	

	         Household non-farm private
	7.8%
	3.8%
	

	         Formal Non-farm, of which
	66.8%
	7.7%
	

	Collective/mixed sector
	8.4%
	5.1%
	

	Domestic Formal Private
	7.3%
	6.5%
	

	Foreign Invested
	10.0%
	18.1%
	53%

	SoE/Other state
	41.1%
	5.9%
	17%


Source: Private Sector Assessment Vietnam, ADB, 2002

The domestic formal private sector is still small in GDP terms, but is the fastest growing sector on most accounts. The Enterprise Law from 2000 gave important impetus to the sector, simplifying the business registration process by reducing its duration from 98 to 7 days on average, and its cost sixteen-fold. Business registrations have since exploded, and this is not taken into account in the above table. Of new registrations in early 2001
, 38 percent were sole proprietorship and 55 percent limited liability companies, confirming the predominantly small scale and simple corporate structure of these enterprises. Joint-stock companies accounted for 7 percent of new registrations.

The foreign-invested sector is only partially private, since it is typically composed of joint ventures between foreign investors and SOEs.

Agriculture is the dominant “employer”, covering slightly less than 90% of the total overall labour force. The fastest grower is the formal private sector increasing formal wage employment. Table 5 shows recent developments in terms of employment.

A survey
 among private domestic firms indicate that these official statistics may underestimate the employment generation by private enterprises as the surveyed firms recorded about a quarter higher average employment levels than official statistics.  The ability to create new employment is a key reason to focus particularly on domestic private firms.  

Table 5: Composition and Growth of Labour by Enterprise Form
	 
	2000
	2001
	2002 (Vision est.)

	 
	Share
	Growth
	Share
	Growth
	Share
	Growth

	Total labour force 
	40,734,392
	3.4%
	42,184,100
	3.6%
	43,732,445
	3.67%

	Public
	9.0%
	3.3%
	9.0%
	3.6%
	9.0%
	3.7%

	State enterprises
	5.0%
	1.4%
	4.9%
	1.8%
	4.8%
	1.9%

	State administration
	3.8%
	5.8%
	3.9%
	5.9%
	4.0%
	5.9%

	Collective sector
	0.2%
	6.0%
	0.2%
	6.1%
	0.2%
	6.2%

	Private
	90.4%
	3.4%
	90.4%
	3.5%
	90.4%
	3.6%

	Household and farmers
	88.9%
	3.3%
	88.8%
	3.4%
	88.6%
	3.5%

	Formal private sector
	1.5%
	10.4%
	1.6%
	10.7%
	1.7%
	10.9%

	Foreign invested sector
	0.6%
	0.1%
	0.6%
	8.5%
	0.6%
	8.8%

	Total
	100%
	
	100%
	
	100.0%
	


Source: GSO, Vision Associate estimates

 Key characteristics of the domestic formal private sector include:

· In spite of recent growth, the sector is still small by any standard.

· Average size of companies is also small, at about 30 employees per private company. This is 10% of the average SOE.

· It is limited geographically, with two thirds operating in the South. HCMC alone accounts for almost 25% of all domestic private firms
 However, registrations in the North and the Central were substantially higher than in the South, in 2000 and 2001.

· Private firms have concentrated in a limited number of sectors, with trade companies accounting for 57%. This is typical of an emerging private sector, as the barriers to entry are lowest in these activities. Manufacturing accounts for about 21%, with as much as 45% in food and beverages. There is thus movement towards building forward linkages from the large agricultural sector. However, many of these are struggling to meet increasing competition from foreign food brands.

· The above-mentioned survey indicates that the private sector attracts better educated people. The majority had at least a high school diploma, while only 17% of the total workforce finished high school.  More than half of the workers in private companies are women, mainly due to a growing garment sector.

· With regard to typical constrains, the sector is – like in many other developing countries – hampered by capital shortage, technical and managerial limitations, limited access to markets, discriminatory bureaucratic practices and lack of skilled labour. Some of these will be commented further in the following. 

3.2 Reform of the State Owned Enterprise Sector or Levelling the Playing Field

The expression “level playing field” has been a recurrent theme in any analysis touching the private sector. At the ninth party congress in March 2001, the Party added its voice, committing itself to the creation of a level playing field between state and private sectors. 

While a “level playing field” is about more than SOEs, the state run companies are at the heart of the unfair competition debate. Not only are they given special treatment in their own State Enterprise Law, most also enjoy preferential access to vital inputs like land and credit from SOCB through government guarantee. Most reign supreme in any legal disputes with private companies, and many are ensured monopolies or protection by GoV regulations of some kind or another. The direct and indirect links between SOEs and state officials at different levels are both sources of unfair advantage, and of concern in relation to governance. 

In 2001, SOEs accounted for about 38% of GDP and 4-5% of employment. They are not engaged in agriculture, with the exception of some trading, but they account for approximately half of GDP in industry and services. SOEs provide all utilities, the majority of non-oil mining, and account for more than 50 percent of industrial output in chemicals, non-metallic minerals, paper, printing, machinery, and electric and electronic products. SOEs are typically larger, more capital-intensive, and more capitalized than domestic private firms. 

It should be emphasised that not all SOEs perform badly. Several SOEs have done quite well in tough export related sectors as garments. However, all have been through substantial restructuring.

The Government initiated a 3-year SOE reform framework in 2001 that provides for the equitization, liquidation, and merger of around 1,800 small and medium SOEs. Progress in implementing plans and achieving targets has been reasonable, but appear to be slowing down. Since the beginning of 2001, a total of 427 enterprises had completed the reform process by September 2002.
 A further 190 SOEs are at various stages of the process autumn 2002.  Factors accounting for the slow pace include problems in 

· resolving inter-enterprise debt; 

· valuation of land, buildings, and equipment; 

· decisions over the management structure of equitized enterprises; and 

· difficulties in handling redundancies. 

Enterprises in so-called strategic sectors are to be restructured, but to remain in state hands, possibly as shareholding companies. The risk thus remains that the larger and more capital-intensive SOEs, which account for 90% of the SOE debt, may be relatively untouched by the reforms. Debt is a key issue, and it is estimated that outstanding bank debt of SOEs amount to USD 6 bn, or roughly 40% of total domestic credit. 

Vietnam has no real choice but to reform the state sector, as the country is committed to further liberalizing foreign trade and joining the WTO in the not too distant future. Such liberalization will mean foreign competition for many SOEs, and there is a risk that the unreformed enterprises will face major problems. Hopefully, they will not be able to shift the burden of their inefficiency to other sectors, through increasing amounts of debts.

3.3 Public Administration, Governance and Legal Framework

Sound, fair and transparent public institutional frameworks underpin most successful market economies. There is a regulatory and executive role to be played, like for instance ensuring equal terms of competition, protecting consumers and market participants against fraudulent practices, and generally supervising and regulating the interface between the private and the public. Then there are facilitatory functions, like advisory services, support institutions and other mechanisms that prod and support businesses to grow and develop. 

Shortcomings in particularly the regulatory and the executive often result in governance problems, as market participants have to ensure safety of for instance contracts by other means than the judiciary.  As many other countries in transition from a command to a market economy have experienced, the building of an institutional framework based on a modern governance structure has turned out to be complex process. Indeed, the World Bank in its latest Country Assistance Strategy (CAS) 2003-2006 has governance as one of the four main risks, saying that
:

“More serious in the Bank’s judgment is the risk that the required reforms in public administration, legal development and corporate governance would not take place. Thus, as the private sector grows in the coming years, uncompetitive and corrupt entanglement between private enterprises and Government officials could develop. This “Indonesia-style” risk, whereby a decade from now unhealthy patterns of behaviour could have become entrenched, and future development threatened, is the most serious risk facing Vietnam.”
It will be vital to support Vietnam in avoiding the pitfalls of flawed governance, but the process is highly complex and likely to become more difficult as current vested interests are being challenged. As experience from many other transition economies has shown, the unholy alliance between private business making and government decision making is unfortunately quite resilient.  

But there has been forward movement, and the whole area of public administration and governance is in a process of change. The focus of donors may usefully be on the processes and mechanisms that allow the discourse to move forward in desired directions. This emphasizes the need for a sound institutional framework allowing real dialogue between the private sector and the GoV.

3.3.1 Public Administrative Reform

A master plan for Public Administration (PAR) was approved by the Prime Minister in September 2001, consisting of seven main programmes:

i)  Reorganisation, redefinition of roles and functions; 

ii) modernisation of public administration; 

iii) downsizing;

iv) human resource devlopment; 

v) salary reform; 

vi) public financial management; and 

vii) law drafting and dissemination.

The vision is a more accountable, transparent, participatory and predictable public administration.  The Master Plan will be implemented through reform plans for each ministry and province, and there is substantial donor support to the implementation. The National Assembly has recently amended the Law on Government Organisation, and this provides for a more streamlined administrative system with reduced number of ministries with clearer roles and functions.  

3.3.2 The Legal Framework 

The legal framework is very much in transformation, from a system mainly designed to support the Party and Government apparatus, to one of a free market economy with explicit checks and balances. Fundamentally, it dramatically changes the role of the state. 

Crucial in this process is the comprehensive Legal Needs Assessment Project and Action Plan. It has clarified the agenda, listed priorities and made a road map to bring the vision of a modern legal system into reality. However, several observers point out the need for an appropriate management structure to transform the vision into concrete programs
.

Development of the commercial legal system is an important part of the reform, and the framework has seen significant improvements these last couple of years. However, most still find it complex, confusing, non-harmonious, and even contradictionary. A fundamental reason is that according to the current legislation, state agencies and bodies at many different levels can issue legal documents. Below the Constitution in order of importance are the Codes, Laws, Ordinances, Resolutions, Decrees, Decisions, Circulars and Directives at the central level, and Resolutions, Decisions and Directives at the local level. In many cases, this translates into a complex web of local law measures and enforcement.   

With regards to commercial law in particular, there are two core issues:

· Different enterprise groups, whether they are state-owned, foreign, formal private enterprises or household businesses, are each governed by separate legislation and regulations.

· Uneven capacity – and interpretation - at local and provincial levels regarding implementation and enforcement.    

Regarding the first, substantial progress was made through the new Enterprise Law, and the GoV has stated that it aims at establishing a unified law for all enterprises, irrespective of ownership. The Enterprise Law substantially simplified the legal requirements for private businesses, and created more opportunities by liberalizing the scope of business activities that private enterprises could engage in. 

GoV intends to continue reforming the legal framework for the private sector. The “Program on Promulgating Laws and Ordinances of The Eleventh Session (2002-2007)"
 stipulates that almost all legal documents relating to the private sector will be newly issued, adjusted or revised. Focus is on providing more support and creating a level playing field. Few have said this better than the Prime Minister in his recent speech in HCMC
:

“There must be absolutely no regulation, which obstructs the free development of the production force or causes unnecessary difficulties to enterprises. The regulation system must be clear, publicised, consistent and stable so that enterprises can do business in the right direction and have firm legal basis to form long-term strategies. Legal documents concerning enterprises’ business must consult the enterprises from the drafting stage; disagreements must be settled openly”

As central government policies improve,
 it may be time to focus on the other issue, namely how the provincial level applies national laws. One reason for the large geographical variation of private enterprise investment in Vietnam may be different local implementation of central laws and decrees.  

A few of the most important legal aspects of private enterprise are briefly assessed in the following.

Registration

Thanks to the Enterprise Law and accompanying decrees, it is now in theory easy to get new business registration at provincial level agencies, in just a few days compared to long and complicated procedures in the past. Registration becomes increasingly complicated as the number of owners and size of firm increases, however. Outstanding issues include:

· A process whereby a firm can easily "upgrade" from one status to another.

· There are still nearly 200 forms of business licenses, some overlapping.

· A unified registration system for enterprises is lacking. There are currently different registers for state enterprises, foreign enterprises, and local private firms. These registers are not publicly available and apparently not regularly updated.

The process for FDI licensing is not very complicated for firms exporting from an industrial zone or export-processing zone. In some cases of smaller investments, the zone authority or the province itself can issue a license

Contracts

The Civil Code is the basic law setting up principles for all types of contracts in Vietnam. This regulates directly the so-called civil contracts, while the economic contracts and commercial contracts are governed by the Ordinance on Economic Contracts 1989, and the Commercial Law 1997, respectively. This in fact is a source of confusion, as it is not very easy to identify whether a contract is an economic contract, a commercial contract or a civil contract. This leads to further confusion in identifying the court, i.e. either economic court or civil court.

Consequently, in spite of the progress made in recent years, it is eminently possible to improve the current system in clarifying which laws are applicable, and in promoting a consistent interpretation. As stated above, this is under revision. 

Dispute Resolution Mechanisms

Like commercial contracts, there are two different legal procedures applicable to commercial and economic conflicts, and to civil conflicts. Any commercial and economic conflict, without any prior arbitration arrangement, shall be judged by the economic court, while civil conflict falls within the power of civil court.  Commercial and economic disputes could be settled in arbitration centres prior to the courts if agreed by parties. At this moment, there exist two commercial arbitration systems in Vietnam, depending on foreign involvement or not. However, from 1 July 2003, there will be only one commercial arbitration system. 

Current issues include:

· The definition of economic disputes is not clear, and leads to confusion.

· Inadequate knowledge and experience of the judges on sector issues and legislation.

· Dispute resolution through the court system is rather lengthy and sometimes leads to unpredictable results. On average, it takes six month to settle a case.  

Over the past five years, one third of court verdicts have yet to be enforced and 400.000 cases remain unsettled. About 200.00 civil verdicts need to be enforced, with 84 % considered unenforceable. An enforcement law, now under draft, will hopefully provide a better legal framework. The bill is expected to be passed by the National Assembly this year.

Bankruptcy

Good bankruptcy laws are a must in a free market economy, to protect creditors and to ensure efficient transfer of resources from bad businesses to good ones. The law in Vietnam is from 1993, and rather weak. For instance, it is limited to cover enterprises only, creating difficulties for debtors claiming debts from households and individuals. Only a few dozens cases are reported where creditors could claim their debts by using the bankruptcy settlement procedures. 

In other words, it is non-functioning and most settle debt through Civil Codes, or by private means. Part of the reason is the inefficiency and inadequacy of the law itself. Another is the cultural and social stigma that apparently follows any such public display of not being able to repay debts. A revised Law on Enterprise Bankruptcy is planned for passing by the end of 2003.
3.3.3 Land Administration, Titling and Collateral

The Land Law was adopted in 1993, then amended twice in 1998 and 2001. It covers all the land matters relating to ownership, lease, and other relevant dealings. There are dozens of regulations to provide implementation guidance. There are separate levels of authorization on land use – central, municipal and district. Individuals and organizations are entitled to transfer their rights to land use.

As the above indicates, this is a complex area. Remaining problems include
:  

· Obtaining land use right certificates is a long and costly process. Without them, land cannot be transferred or mortgaged, especially for private and foreign firms.

· State enterprises have more freedom to use land in joint ventures than private firms.

· The legal status of SOE land rented out to private firms is insecure, inhibiting investment by private firms. 

· Renting land is a long and difficult process, especially in or near big cities. 

· SOE's are allocated good land free of charge, often in excess of needs, while small firms have to pay high prices and sometimes cannot find suitable sites. 

· Land transfer taxes, though now only 2-4 percent, are still high.

· Local government sets the allowable collateral value of land, and often the amount set has no relation to market values. This reduces the value of land as a mortgage asset.

· Many provinces lack a single land office to deal with certification and rent approvals. While a number of provinces now has one-stop facilities, in others as many as 20 offices need to be visited and a seal of approval procured just to rent.

All of this has resulted in access to land being rated as one of the top constraints for private sector development. Unofficial figures indicate that 79% of SMEs do not have enough land for production.
 The GoV is highly aware of the issue, and the Action Plan for private sector development has several components relating to improvement of land policies.

A major issue in relativity thin and under-banked markets as the Vietnamese, is the question of collateral, and of land as an effective security medium for loans. Private enterprises including FIEs can now take the value of the land use right to mortgage or pledge with banks for borrowings. Unfortunately, in addition to haphazard land valuation, lenders still do not have an effective way to take back and sell mortgaged property if a borrower defaults.
 Consequently few financial institutions regard land as an effective collateral as of now. 

3.3.4 The Tax and Duty Regime

There are dozen types of taxes, charges and fees applicable in Vietnam. However, only some major types have direct bearing on business, including VAT, corporate income tax, import & export tax, special sales tax, business management tax, and personal income tax.

As could be expected in a country with highly irregular accounting practices, implementation of the VAT is very uneven. Foreign invested companies are often at a disadvantage compared to local competitors with less rigorous disclosure routines. VAT rates vary according to the good or service being produced. It is expected that this would be looked at in the next amendment to the Law on VAT in 2003.

One of the main features of the uneven playing field is the wide array of different tax rates, and tax concession given enterprises with different ownership and in “special” sectors. FIE normally enjoy several privileges compared to locally registered ones. However, the GoV intends to harmonize the rates by an amendment to the Law by the end of this year. Only one standard tax rate of 28% will be applicable to both foreign and local enterprises. The same tax incentives would also be uniformly applicable to both. 

Personal taxes are regarded by many as too high both for Vietnamese citizens and foreigners, which may reach 50% of the total income. There are also additional tax rates of 30% applicable to the remaining part of the taxable income. All of these make the labour force in Vietnam less competitive regionally if compared to some neighboring countries. Due to a lower tax rate for foreigners, many firms find it less costly to employ foreign specialists and managers than equally qualified Vietnamese.
In general, tax compliance among private firms is probably quite low at present. If one firm tries to follow the law it will be at a competitive disadvantage relative to others. Both better enforcement and more reasonable tax laws are needed.

Trade and Customs 
As in several other areas, overlapping decrees and policies create complexities. While decree 57/CP allows all types of enterprises to engage in foreign trade, the Ministry of Trade still require importers and exporters to obtain a customs code.  Tariff rates, on the other hand will be increasingly determined by the agreements under AFTA, BTA, and the entry into the WTO. Custom service can be problematic, and does in many instances require “additional fees” to speed the process.   

3.3.5 Market Regulation, Property Rights and Competition

Competition has only recently been appreciated as playing a useful role in the economy by for instance reducing prices and improving quality. The attitudes regarding government monopolies still appear mixed. All monopolies now in Vietnam are created by the government by design, rather than from firms establishing dominant positions. Sector regulations are issued and enforced by line ministries and local governments, limiting access to many sectors for private providers. 

There is great need for laws and regulations that can limit anti-competitive behavior, like dumping, false advertising, selling of counterfeit goods, fake trademarks etc. While a Competition Law is currently in the process of being drafted, its exact contents are unclear. There should be no doubt, that a sound legal framework in this regard is an important component of the "level playing field".

The basic legal framework for industrial property and copyright is given in the Civil Code. 1995. Although a number of decrees has been issued to curb infringements, counterfeiting of trademark and design and copyright violations are on the rise. It is estimated by the Business Software Alliance that 97 percent of the software on the market is pirated. The heart of the difficulty is the attitude that counterfeiting is a business, not a crime.  Future WTO access and increased pressure from foreign investors are likely to force GoV to take stricter measures.  

3.3.6 Responsibilities and Requirements of Local Authorities

At the provincial level, Provincial People’s Committees are empowered to implement a large number of decisions through an administrative structure that closely parallels the central level. Authority in Vietnam is substantially more delegated than in many other countries with a similar background, and the provinces enjoy a significant degree of freedom in implementation of central policies. 

With as many as 61 provinces, this is one of the reasons for the confusing practice of the issuance of a large number of decrees, ordinances and directives. To ensure enforcement, central government has to spell out in increasing detail how they want laws to be implemented, leaving less room to local interpretation. This has apparently been the case of policies regarding the private sector, as some provinces have been slower in putting these into practice than others. The effect has been large variations in private sector activity across the country, and the provincial political thus greatly affects the level of local private activity. However, the team observes that there is perhaps an increasing sense of agreement about direction now, with attitudes towards the private sector changing for the better. 

This is certainly needed. It is the local governments that matter for most private enterprises. For instance, provincial People’s Committees and the provincial level departments:

· approve all domestic investment projects and most foreign direct investment, except for very large projects; 

· grant land-use right certificates and deal with the leasing of land plots, except for the largest ones.;

· handle all formal enterprise business registration under the Enterprise Law; 

· decide and prioritise the infrastructure facilities that are available to the private sector, such as water, sewage, telephone and electricity;

· conduct enterprise level on-site inspections for compliance with regulations; and

· act as arbitrators in case of contract disputes.

Apparently, there are also a number of other approvals necessary, depending on their activity, connections and scale of operations. Often, entrepreneurs are forced to walk around governmental agencies just to determine which agencies’ permission is required.
 

Inspections can be a very annoying feature of local government, and for instance entrepreneurs in one province in the central region received, on average, 15 inspections per year from the police and tax authorities alone (CIEM, 2002). Another survey from VCCI in 2001 stated that 77% of managers did not agree with the conclusions of inspectors.

The issue of local implementation is well known to central government, and it has as a consequence issued a directive in August 2002, outlining local governments’ responsibilities in implementing the Enterprise Law. Local licensing is to be brought in line with the law, and other regulations that are contrary to the spirit of the law are to be amended and revised.  

Political will is not the only constraint. There are large variations in local institutional capacity to implement polices, and any donor that wants a more direct link to enterprise development might target this capacity in particular.

3.3.7 Corruption

Corruption in Vietnam is perceived to be widespread and an increasing problem for businesses. According to ADB
, 

“Corruption in Viet Nam has thrived because of complicated and unclear administrative procedures, excessive regulations, the opaque nature of decision-making, lack of public information, bureaucratic discretion on the part of middle-level officials, and long delays.  A contributing factor is low levels of pay in the public sector.” 

This opens up the possibilities for public servants to demand fees for services, or engaging in collusive – even fraudulent - activities with the private sector. It is apparently common to pay for speeding up processes, and for changing for instance tax declarations. The Government discusses the problem openly, and the concern is increasing in line with bad international corruption ratings. Vietnam is for instance ranked 85 together with Georgia and Ukraine out of 102, in the latest Corruption Perception Index from Transparency International. 

Many of the current problems can be traced back to the lack of a good governance framework, with sound principles for participation, transparency, accountability, efficiency, and the rule of law for public agencies and institutions. The extensive reform agenda with PAR and LAN are efforts to address the systemic aspects. However, there is apparently also an attitude issue, as not all see it as a problem, but rather a form of normal business activity. It is vital that income earned as a result of corrupt practices is not accepted as a genuine way to build wealth, but rather as the illegal practice that it in reality is. 

For the GoV, part of the challenge is to allow the building of effective interest groups that can confront and expose corrupt practices. This implies a freer public sphere of debate and discussion, very much dependent on the right to access and disseminate information. If it is combined with reduced discretionary power, and increased accountability and transparency of public services, Vietnam may still win the battle with corruption. 

3.4 The Financial Sector

The financial sector has changed substantially since the early 1990s, and particularly the private system has developed strongly both in terms of quantity and quality. Presently, there are 6 state-owned banks, 51 joint-stock banks, 5 joint-venture banks and 24 branches of foreign banks. There are also nearly 1,000 credit co-operatives, 5 financial companies and 8 financial leasing companies. However, the 4 biggest state owned commercial banks have about 70% of the market for lending. There is limited confidence in the banks. Only 4% of those that are eligible for a bank account actually have one, and only a quarter of savings are estimated held in the banking system.

The credit proportion for the private sector has been increasing over time from 18 percent in 1992 to about 60 percent in September 2002
. However, a large number of private enterprises have not been able to get access to bank financing. A survey conducted by the CIEM (December 2000) indicated that limited access to bank credit is the second most critical concern raised by private entrepreneurs. Difficulties for private enterprises to obtain bank credit is mainly due to lack of collateral, information asymmetry, high operating cost and high risk associated with lending to the domestic private sector. 
In the rural credit market, formal and informal finance exist side by side. The formal sector is led by the Vietnam Bank for Agriculture and Rural Development, which accounts for an overwhelming share of loans. Other formal institutional lenders, such as the Vietnam Bank for the Poor, have a smaller influence on rural financing. The informal sector includes money lenders, distributors, rotating savings and credits associations, relatives and friends.

State-owned banks (SOCB) still prefer to do business with SOEs due to their implicit guarantee by the government. This, however, is also the cause of the possibly biggest problem of the banking sector, namely a large overhang of bad and non-performing loans. A reform program to resolve these bad loans is moving slowly forward, but there are problems especially with loans without collateral. There are plans for recapitalization, and operational restructuring of SOCBs to strengthen corporate governance and risk management. Resolving the non-performing loan problem is related to SOE reform in that much of the bad debt is owed by loss-incurring SOEs. 

Other reform measures to date include deregulating the interest rate regime, and phasing out directed policy lending by the state. 

As noted by the World Bank
, to facilitate lending to the private sector, and to SMEs in particular, the operational environment of the banking system has to be enhanced. This includes strengthening the functions of the Credit Bureau and Registry of collateral, and clearly defining what can be pledged as collateral. 

The National Registration Agency of Secured Transactions (NRAST) was established in 2001 as a dedicated department under Ministry of Justice. ADB is providing technical assistance for drafting an ordinance for registering secured transactions and for improving the organization and operation of the registration system. A nationwide computerised registration network is expected in 2003.   

A Credit Information Center was also established, to provide information on borrowers to creditors. This Center is at an early stage of operation as well. But it could become a crucial tool for banks to reduce risk of their future lending. 

The Stock Exchange 

The Stock Exchange Center in HCMC started in July 2000, but the market is undeveloped with very low transaction volumes. So far only shares of 21 companies and 23 government and commercial banks bonds are traded. In the process of SQE equitization, the state gives priority to sell shares to the SOE employees, and no emphasis on selling to outsiders. At present, there are about 50 joint-stock companies in good shape and eligible for listing at the stock exchange, but most of them fear that financial disclosure can harm their business. 

3.5 The Labour Force

Of the about 80 mn people living in Vietnam in 2002, about 62% is estimated to be in the working age group. Employment for persons aged 15 years and over was estimated to be 37.7 millions in 2001, accounting for some 47% of total population. The majority of the labour force live in the rural areas and are involved in agricultural activities, including livestock, aquaculture, and forestry. In 2001, 60.7% of the labour force are reported to have main jobs in agriculture, forestry or fishing. The service sector accounted for 20.5% and the industrial sector had a small and fairly stagnant share in employment (14.1%) with a slightly higher share in urban than in rural areas. 

3.5.1 Un- and Underemployment

Generating employment is a pressing challenge for Vietnam. According to official estimates, the unemployment rate is now about 6%.
 There is also substantial underemployment.
 In 1998 rural underemployment was estimated at 49% and severe underemployment at 12%. The same figures for urban areas were 30% and 10% respectively.
 The median hours worked in rural areas are 35, while in urban areas they are 44. In agriculture, the median hours worked per week are only 33, while in all other sectors they are over 40. If not checked, this underemployment may give way to more open unemployment.

One reason for the current situation is that Vietnam’s early economic development model to a large degree failed to generate jobs and improve capacity. Vietnamese investments during the late 1980s and early 1990s – mostly in SoEs - tended to center on large capital intensive, ineffective sectors with a low rate of return such as steel, cement and automobile manufacture. Several of these rely on high protection from imports.

For employment generation, this is a structural imbalance. Investments must be channeled into the sectors of comparative advantage, build on labour intensive production methods that can create both wealth and jobs in large numbers. As recent experience has shown, this is precisely the ability of the formal private sector.

3.5.2 Education and Skills Development

There are currently over 200 higher education institutions (HEI) nationwide, while the vocational training system in Vietnam consists of over 220 vocational schools, about 150 job service centres and over 130 universities, colleges and high schools involved in teaching vocations. Besides, there are thousands of private vocational training classes involved with enterprises and villages having traditional handicrafts. The private sector has only recently been permitted to become involved in education and training.

Overall, a weak point of the Vietnamese education system is that while the primary and secondary education as well as universities are very well developed, vocational training in general is rather badly developed. Partly the reasons are traditional thinking in terms of preferring universities instead of vocational schools. The vocational training system in Vietnam currently faces three major inadequacies.

· Vocational training is in short supply compared with the labour market demand.

· Training materials and facilities as well as infrastructure of existing vocational schools are both insufficient and of low quality. 

· Many crucial training areas (e.g. mechanics, automation, hi-tech industries, etc.) are not provided yet. 

A sound apprenticeship system is lacking, and ideas like linking to accreditation schemes, and possibilities for linking for instance Industrial Park-leases to obligations to take on apprentices, have not been exploited

As a consequence, there is shortage of skilled labour in various sectors such as metal cutting, milling, industrial garment making, cooking, metallurgy, mining, etc. The private sector also faces major constraints in finding experienced and well-trained managers. While many can run small-scale business, they often lack the formal business knowledge and experience that is needed to manage a medium or large enterprise faced with international competition. 

At the same time, Vietnam is considered by many investors as having a flexible and easily trainable work force. Given possibilities for skills training, Vietnam can potentially transform it’s current comparative advantage within semi and unskilled labour, to one within upgraded skills labour. Vocational training will be suggested as a possible area for possible future PSD support  

3.5.3 Gender Issues

The labour force participation rate of women declined from 71% in 1989, to 67% in 1999.
 Reasons are thought to include later entry into labour force due better opportunities for study, earlier retirement as woman wageworkers are obliged to retire at 55 years, increased competition, and discrimination against women. 

There are signs that women have been relatively harder hit by recent retrenchments in the Government and the SOEs. By 1999, only 42% of state employees were women. Women now account for 51% of total non-state employment, and they dominate in the foreign invested sector at 72%. These jobs are often in administration and light manufacturing as textiles, footwear and food processing. Although gender divisions in the labour market exist, they are not as rigid as in many other countries.

During the 1990s, the wage gap between men and women decreased from 33% in 1993 to 22% in 1999.
 Another prominent trend in the gender labour markets is the feminisation of agriculture. Between 1993 and 1998, 92% of all new entrants into agriculture were woman, as men moved to non-farm employment. 

Almost 89% of economically active women are engaged in some form of self-employment, with an estimated 15% also holding a wage-paying job in addition. Most women borrow from informal lenders, with only 29% of all loans being from official sources. A possible reason is that few women still have formal ownership of land use rights or other family assets. The laws to ensure equal treatment are largely in place, but traditional practice remains. 

Norway has supported programs with a focus on improving women's rights to land use both through a World Bank Trust Fund, in the Quang Tri Rural Development Programme as well as in the pilot PAR programme in Ninh Binh province

3.5.4 Labour Laws and Labour Market Reform Challenges

The Labour Code is from 1994, but amended and supplemented in 2002, now applicable to both local and foreign organizations employing local and foreign staff. While this code is seen as a big step forward, and hailed as “clearly illustrating the benefits of dialogue and consultation among stakeholders” by the Vietnam Business Forum
, it lacks detailed implementation guidelines for the time being.

In general, business owners have had the following concerns with the labour legislation:  

· The current labour code is seen by some as lopsided in favour of possibly excessive worker protection. The result is that most private firms avoid growing to a size where they have to unionize, and often hire workers only on short-term contracts. 

· There is a problem of social security, even though this issue is being revised in the new labour code. Few private firms have joined the social security system.

· Other issues involve the complicated setting of minimum wages, and requirements regarding trade unions and social insurance even for relatively small firms.
 The new labour code may prove these concerns redundant, though. 

A heritage from the past is the tendency for young people to perceive state jobs as the most prestigious. These jobs have in the past also tended to offer more training and state funded fringe benefits not available in private companies. As a result, many skilled and educated workers end up associated with the government, aid agencies or foreign and state enterprises.  

The Norwegian Labour Union has run a project with their Vietnamese counterpart (VGCL) since 1999, focussing on the functioning of a labour union in a modernised market economy. Such contacts are believed to provide important stimuli and competence to the development of sound labour market relations.   

3.6 Corporate Governance, Accounting, Auditing and Transparency

The Enterprise Law provides a fairly sound basis for corporate governance. However, in practice, companies do not take the company charter too seriously and often simply ignore it. Government does not have the capacity to monitor enforcement and compliance, and there is a lack of a sound business culture in this respect. 

Systemic defects are apparent in the governance structure of companies. These include
: 

· overlapping role of senior company officials in performing simultaneously both oversight and execution functions; 

· weak internal control systems; 

· ineffectual Boards, with requirement that members of Board be shareholders, precluding independent members, and lack of minority and outside shareholders;  

· excessive concentration of executive powers in the hand of CEO; 

· inadequate disclosures to shareholders and the public, especially on related party transactions and potential conflicts of interest; 

· poorly defined rights and obligations of Board members and senior management.

External mechanisms of corporate governance, such as accounting and auditing standards, product market competition, financial market discipline, etc. are considered under-developed. Developing sound relations between the different stakeholders within an enterprise is likewise an unfocused issue, and one area where external support might contribute to improving corporate governance.   

A number of different regulations on accounting practice with specific exceptions exist, leading to a fair amount of confusion. FIEs often have to make several accounts, making statements based on local accounting standards for local administrative purpose, at the same time as making their own that fit to international standards. Vietnam is step by step making accounting standards closer to the international standards. A new Law on Accounting is expected to be passed by the end of 2003.

Only FIEs are required to get their financial statements certified by independent auditing companies. Local enterprises, especially SOEs, use independent auditing services only in special cases.

3.7 Business Sector Organizations

A common theme in most PSD “good practice” guidelines is the existence of representative and functional mechanisms for open dialogue between the private sector and the government. This again presupposes that there are systems that allow private companies to organise and discuss their various issues and challenges internally. These forums are immensely valuable not only as a “complaining ground”, but also as mechanisms for diffusion of ideas, market making and information sharing. 

The range and quality of such institutions have increased substantially in Vietnam. Initially, GoV used what can be termed mass organisations like VCCI and VGCL to “instruct and teach” employers and employees. The Business Associations (BA) are more modern type interest groups defending primarily the views of their members, and thus represent a more bottom-up type of professional organisation. BAs will be allowed more freedom, and a coming decree will liberalise establishment and operation even further, giving business associations a better legal framework. 

This is no small feat in a society used to stern control of any interest group and it may be one of the most important signals yet of a political leadership determined to promote PSD. It can be interpreted as increased political underpinning of economic reforms. 

Some of the most relevant associations include

· Viet Nam Chamber of Commerce and Industry (VCCI), sponsored by the Government with 5,300 members, of which 90 percent are SMEs, and 60 percent SOEs. VCCI officials are Government employees. VCCI has 5 branch offices and 3 representative offices. It provides a range of services to its members including patents, arbitration, business software development, consulting, and technology information. 

· National Council of Young Business Leaders, established by the Ho Chi Minh City Youth Union following earlier Business Clubs. At present, there are Young Business Associations in 6 provinces, and Clubs in 16 more provinces. There are about 1,500 members, with the majority representing private companies. 

· Hanoi and Ho Chi Minh City Associations of Industry and Commerce, initially established in 1996 as an arm of the Fatherland Front. They have approximately 1,800 members, mostly from private enterprises.

· There are about 40 sector association such as: IT Association, Civil Engineering Association, Footwear Association, etc. 

· In addition, there is 20 nationality-based Chambers of Commerce.

The currently most used central forums for dialogue between the Government and the business community are monthly business forums organized by VCCI in Hanoi and HCMC. VCCI also organizes high-level policy dialogues annually between the domestic business community and high ranking government officials including the Prime Minister. This includes working groups that comments and provide inputs to policies and even proposed legislation. 

In general, the business organisations have not been very effective as advocates of reform so far, partly due to strong political affiliations. Their effectiveness in delivering member services varies with income and donor support. They have a clear potential for improvement. The various business chambers, especially those with members engaged in export are in principle well positioned to influence the government in matters of governance. They may need assistance in strengthening their capacity in policy analyses, and in developing business ethics and a common, non-partisan business spirit among their member. Some of the organisations have a potential to take over services that today are rendered by the government, like for instance within tr<de promotion.

3.8 Infrastructure

Vietnam has seen significant increases in the provision of infrastructure during the 1990s. However, there are still serious shortcomings, and current indicators are below comparable international benchmark indicators for coverage, access, efficiency and quality standards.
  Typically, many state owned delivery companies have poor financial health and rely on subsidies from government. Problems include low tariff levels, weak management and commercial capacity, and the political and social objectives for operation.  

The GoV has made several amendments to the regulatory framework to allow private participation in infrastructure. However, private involvement has been limited, and the Build-Operate-Transfer (BOT) form of operation has not been extensively implemented. As of mid 2002, there have been three urban water supply BOTs, and three BOTs in the power generation sector.  Major problem areas include the procedures for permits and approvals, the mandatory capital requirement, and the introduction of competitive principles. Low tariff levels, incomplete regulations, and “bundling” of sector utilities all contribute to reducing the potential for widespread private sector participation

Electricity and Power Supply

Electricity output has risen by 60% between 1997 and 2001. While impressive, it is hardly enough to cover backlogs and annual growth in demand of between 12-15%.
 Electricity production per head is half the level of Indonesia. Vietnam still faces a number of blackouts due to imbalance between demand and supply, and more than three quarters of rural residents remain without electricity. Power generation, transmission, and distribution are almost all under the responsibility of Electricity of Vietnam (EVN), operating under the umbrella of the Ministry of Industry.

A major problem is the poor finances of ENV, and current tariffs do not meet costs. Even so, existing tariff rates are regarded rather high, and above the regional average. Besides EVN, there are a few privately owned IPPs participating in power generation. In many places, especially in rural areas, EVN sells bulk power to a separate local distribution entity that in turn sells to final customers. Further, the GOV is discussing the plans for pilot equitization of small chunks of distribution network

Telecommunications

This is also an area with considerable progress. The number of main lines grew from 0.4 per 100 inhabitants in 195 to 5.5 in 2001, at a cumulative average growth rate of 26.8%, which is slightly ahead of China and one of the highest in the world. At the end of 2001, Vietnam Post and Telecommunications Corporation (VNPT) had about 4 million subscribers. The number of cellular subscribers grew from 23,500 in 1995 to 1,446,581 by June 2002.

VNPT is the dominant provider for fixed-line services, and participates in almost all activities within the sector. However, new companies are entering most markets, with multiple cellular providers, paging operators and internet service providers. Two companies – Saigon Postel and Vietel – have been active since 2001. Full internet services have been available since 1998 in Hanoi and HCMC, and are now available in all major cities. There were about 200000 subscribers by the end of 2001. 

A major problem from an international competitive perspective has been the very high international telephone charges. From 1.april 2003 telephone charges was reduced between 10-40% with the intention on being at par with regional levels. 
Roads, Railways and Waterways

In general, transport is relatively expensive, and a source of competitive disadvantage compared to other countries in the region.  

There has been rapid development of infrastructure since the mid 1980s, but only 13.5% of the total network of 210000 km of roads is considered to be in good condition. Recent investments have mostly gone into the main highways, like the north-south road. This has meant that the secondary road network has received insufficient attention, and many parts of Vietnam are inaccessible by car, particularly in mountainous areas. The number of cars and motorbikes are increasing rapidly, and contributes to increased congestion in the cities. 

The railway system comprises six single-track routes totalling 3260 km, with a steadily  increasing traffic load. During the last 10 years the passengers per km has been rising by about 8% annually.  This sub-sector faces issues such as lack of market orientation, low utilization of assets, huge backlog of infrastructure maintenance, lack of modern business tools, and inadequate financial/performance agreement between railway and GoV.

Although inland waterways play an important role, exceeding the tonnage carried by rail, the potential capacity is constrained due to various factors such as poor port services, weak market mechanisms, inadequate dredging and navigational aids, lack of legal framework, weak infrastructure management, and lack of sustainable financing.

Seaports

There are seven international seaports that handle 10 million tonnes of freight annually. A significant amount of investments have gone into upgrading the ports, and many can now handle more and larger ships. Ports are virtually all owned and operated by the state sector. The ports can now handle about 14 mn tonnes of freight, compared to 4-5 in 1993.

Industrial Zones

Vietnam has developed a number of Industrial Zones and Export Processing Zones. Provincial governments manage the zones, and there is increasing competition between the provinces, offering both general tax incentives and more direct support to investors.  Originally reserved for FDI, domestic investors are now also present. The zones are still dominated by large firms able to pay the relatively high rents. According to latest MPI figures (March 2003) 76 IPs and EPZ have been established, with 2.319 enterprises having registered capital of USD 13,6 billion, of which 73 % FDI capital. Total employment is 690.000. 70% of all are in the southern region. However, the occupancy rates for many are not more than 50%.
In spite of this 113 proposed new IP/EPZ/high-tech-parks have been approved. The reason for low occupancy has been given as substandard technical infrastructure and lack of housing for employees. In addition the developers complain about time consuming procedures in obtaining licences and permissions, as well as cost of compensation for relocation. 

SMEs have had limited access to IPs due to the high cost. It is reported that the Hanoi Industrial and Economic Processing Zones Management Board is in process of building 13 zones for SMEs.

With developers chosen based on competitive bidding, auction based on lowest least rent to SMEs, transaction cost may be kept on a minimum. With Provincial Committees giving more emphasis on employment creation and future tax-income, than up-front profit from land-development, IPs may become accessible and affordable for SMEs.  
3.9  Current Business Perceptions 

What does the private sector itself have to say about the current business environment? In the latest Vietnam Business Forum organised in December 2002, a business sentiment survey of about 125 companies was published. First of all, business outlook is improving, and the interviewed companies see prospects moving from satisfactory to good over the period.

Figure 2 Business Outlook
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Source: Business Survey, Vietnam Business Forum - 2002

Consistent with the forecasted improvement in the business outlook, about 80% of respondents plan to expand in the next three years mainly due to the positive long-term outlook, growing local market and political stability. 

When asked to assess the Vietnamese business environment in 17 different areas, many of which have been commented above, the results were as below. Overall, Vietnam scores best on macro variables like political stability, location, inflation and exchange rate management. 

 Figure 3 Business Environment Assessment
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At the other end of the scale, IPR protection, efficiency of the civil service, infrastructure bottlenecks and the legal and regulatory framework were ranked as the most unsatisfactory. This indirectly indicates priorities for the GoV, and recent actions appear to confirm that GoV has gotten the message, particularly regarding the need for administrative reform. 

4 Key Issue: Small Enterprise Development and Employment

Assessing the status of Vietnam’s economic development is a question of perspective. In the immediate future, the country apparently faces a number of difficult reform issues. However, when seen in the context of the last 10-15 years, the trend is not only positive, it is also highly impressive in terms of achievements. 

This is reflected in the status of the development of the private sector. A number of important constraints remain, and doing private business in Vietnam is certainly not for the faint hearted. But improvements in the business climate have been measurable and decisive, particularly during the last two-three years. The reform with its core movement from state to market is apparently becoming entrenched at political as well as professional levels of the bureaucracy. As most countries in transition from a state run society to a free market economy would testify to, this is not as easy a road as many donor theorists desires it to be.

However, this is not to underestimate the challenges ahead. If the reform movements towards a more open and fair market is not continued, the rapid economic growth and stability experienced during the last ten years are not likely to be sustained. The heart of continued reforms is not only allowing, but also promoting further growth of the private sector.

Private sector growth is tightly connected to addressing one of Vietnam’s possibly greatest development challenges, namely increasing levels of un- and underemployment. About a million new workers are added to the workforce every year. Retrenchments in the state sector, and increasing mechanisation in agriculture put additional pressure on the labour market.  It is becoming crucial for Vietnam’s ability to improve broad based standards of living to provide an increasing number of jobs. 

The importance of private companies is then well illustrated by the fact that the formal private sector in the period from 1996 to 2000 more than doubled in employment, creating three times as many non-agricultural jobs as state enterprises, and twice as many as the informal household sector. Between 250000 and 300000 new wage jobs (including temporary) were added in private companies in the year 2000 alone.
   

Thus, given the emphasis on employment in CPRGS and most official PSD documents, the Team has chosen to direct its “opportunity focus” to the formal private sector, which in Vietnam is close to what is normally termed the SME sector. This is admittedly a rather vague operative guidance as it covers enterprises of a wide variety and backgrounds. This flexibility is seen as necessity however, both to capture the rapid dynamics of growth of enterprises, and because the domestic formal private sector faces a number of common challenges. Current legislation, regulations and polices segment enterprises into different groups according to which law they are governed by. The domestic private enterprise sector is at the same time possibly the one most exposed to the current “un-level playing field”, and the one that has shown the possibly most remarkable ability to employ and grow. 

An important reason why agriculture is not suggested as the main focus area with regard to employment is that the current phase of economic development in Vietnam is one of employment transfer from primary to secondary/tertiary sectors. The CPRGS is specific in that new employment must be created as modernisation of agriculture leads to less on-farm jobs. It is considered more important to focus on the positive dynamics in the formal private sector, as compared to breaking negative, but likely unavoidable employment developments in agriculture.    

It is recognised that SMEs do not exist in a vacuum. Other parts of the economy as the SOEs and FIEs are tightly integrated with the life of most SMEs. Indeed, SOE determine the “rules of engagement” in many markets, and some may argue that curtailing the power of the SOEs would be a useful SME support measure. FIE on the other hand, has the potential to provide demand and supply linkages in addition to the implicit technology and skills transfers that often follow in the wake of foreign enterprises. 

General about Small and Medium-Sized Enterprises (SMEs) 

There are several good reasons for why Vietnam should nurture its SME sector. International experience indicates that an industrial sector based on small and medium-sized enterprises have advantages with regard to flexibility, adaptability, risk diversification and stability, particularly in low-income economies.
 These economies are less able to manage the high costs and risks attached to developing larger, more narrowly based specialized capital intensive industries. The small business sector is seen in most countries as:

· a generator of growth

· a generator of jobs

· vital to local development

· essential for the integration of the unemployed into the employment market, and
· a channel for passing on knowledge from one generation to the next.

In Vietnam, the private sector consists almost exclusively of SMEs (about 95% of all enterprises), defined as enterprises with a maximum capital of VND 10 billion and less than 300 employees. 
  

Main Barriers to Entry and Expansion 

While the recent surge in new formal enterprise registrations indicates something about the huge potential for SMEs, it may also mask a number of important constraints that remain. First of all, most – if not all - of the obstacles to operation of private companies described above apply equally to the SME sector. Secondly, small businesses are placed at a competitive disadvantage to larger businesses due to market deficiencies.

In Vietnam, constraints of particular importance for SMEs are considered to be:

· Limited access to credit and capital: The lack of access to capital facilities is due to a combination of poor banking skills, and inadequate regulations/legislation in relation to collateral and guarantee systems.

· Poor skills and management: SMEs at all levels are hampered by skill limitations and knowledge of modern management and commercial orientation.

· Intrusive bureaucracy and complicated regulation: In spite of recent simplifications, most SMEs are still faced by a number of bureaucratic processes and procedures. 

· Limited access to markets: Most SMEs sell on local markets, and links to the outside is undeveloped. Reasons include limited marketing skills, infrastructure problems, undeveloped trading and wholesale sector, and lack of information.   

· Out of date technology and inadequate equipment. Production methods are costly and wasteful, often producing goods of inferior quality. Technological diffusion seems to have taken place to only a limited degree, particularly in rural areas.  

· Limited access to information. This issue captures most of the other challenges, as limited information is a core cause for problems in markets, technology, skills and even bureaucracy.   

· Problematic land policy and land administration systems. Land and buildings are major assets of most small enterprises. Existing titling systems and regulations make it difficult to full utilize these assets to mobilize additional business investment. 

A vital point is that most small businesses have to deal primarily with district and provincial level officials. Thus, it is important that provincial and district level administrative units are capable to deal effectively with private run SMEs. There is need to increase awareness of the economic role, rights and obligations of SMEs, streamlining business processes, and to develop meaningful arenas for dialogue. 

Levelling the Barriers: Support to SME Sector

The SME Decree – Decree 90 – not only provided the go-ahead for Government support to SMEs, it also triggered a host of initiatives from donors. Some of these are still on the drawing board, others are beginning to materialise. 

A discussion about external support to the SME sector should start with a cautionary note: It is rather evident, but sustainable entrepreneurs are seldom nurtured by spoon-feeding from outsiders. Self-reliance is important. Donors and governments must learn to accept the verdict of the market, meaning that some may not succeed, and not all will grow into the new Microsoft. 

Governments need to recognise that schemes they introduce to support small business often increase the complexity of operating an SME - especially if they require more information to be submitted to government agencies.  The major trends globally to reduce the administrative burdens on SMEs are simplifications in tax and information gathering, a reduction in the reporting requirements and a shortening of administrative and certification procedures. As most regulation will disadvantage small firms governments should only regulate where absolutely necessary and "think small" when considering implementation arrangements and enforcement criteria.
 

Very briefly, support initiatives can be grouped into three: Enabling environment, finance and credit and BDS. 

Enabling Environment

A recent study of support to the SME enabling environment
 emphasises that (p.vii): “It is important to recognize that the absorptive capacity of institutions directly targeting SMEs is limited. When planning support for SMEs, it is useful to recognize that many of the improvements in the enabling environment that are likely to have the biggest pay-offs for SMEs are not necessarily classified as SME projects.” Reform elements that are then mentioned as likely to have a major impact on SME development include public administration, legal and regulatory reform, land policy and administration systems, access to information, financial sector, contract enforcement, and business associations.

The point that the overall policy framework is now reasonable is reiterated, and that it is implementation that now counts, particularly at the local level. 

SME Finance and Credit

There is little long term credit available for SMEs from the banking system, and the main sources of such finance are relatives, acquaintances, business partners or money lenders. 

As with the enabling environment, reforms and improvements in overall policies and practices may be more important for SME finance, than more directly targeted credit measures. This primarily involves efforts that can improve the situation on the issue of collateral, in particular regarding land. Better and safer contract and dispute resolution mechanisms would be another advance with substantial spill-over effects to credit. A bank must know that it can reclaim the collateral in case of default. The MPDF has also demonstrated the importance of better trained bank credit officers, with lesser emphasis on collateral and more emphasis on sound business plans and good management

There are several dangers with donor sponsored credit guarantee funds and other directly targeted SME credit mechanisms. One is that it will be hard to cover administrative costs including loan losses, unless substantially higher interest than normal is charged. It should be understood that it is not only bad will that causes banks to avoid SMEs, there are also sound financial reasons. A second danger is that by rationing credit – as is likely if interest rates are not market determined – the best performers are not necessarily those that will get the credit. There is then a real danger of politicising credit, using other criteria than financial soundness. Involving commercial banks may partly solve the problem, but only partly as long as their involvement hinges on grant support from donors thus blunting commercial reflexes.  

Business Development Services

The finding that the majority of BDS transactions are not found in the traditional market place implies that it is a difficult area for donors to engage in, as services are based on private and personal relationships of trust and responsibility. As an ILO report says
, there is a plausible argument that this is a no-go area for donors, and that it should be allowed to develop naturally without publicly funded initiatives. Government often places institutional intermediaries between the SME and the service itself, and that is precisely what SMEs currently do not buy. 

However, a case can be made to work closer with formal – and informal networks – and enhance their capacity of providing different types of BDS to their members within the “trusted enclosure”. This can be business associations, business clubs and even “guild” type of networks. Care should be taken to avoid distortion of incentives in such networks, as external money very easily turns institutions around, away from members and towards donors.

Experience has shown that BDS is of greatest demand - and can most easily be supplied – if linked to access to credit through commercial banks. The facilitator (“donor”) can then work with a number of BDS providers already established in the market, thus minimizing market distortions and creating a level playing field for all potential providers. Both with regard to increased credit access and clients confidence facilitators can assist in establishing quality controls or certification/accreditation schemes to ensure that standards are maintained. This may increase consumer confidence and improve the overall market for BDS.

The GTZ report
 makes the case that a useful focus for a donor could be an overarching concentration on information. Increasing the provision of information can have a positive impact on SMEs directly as well as on the development of BDS markets. The development of the supply chain for information could benefit from innovative public-private partnerships. 

The SME Department

In 2001, the Department for SME Development was established as a semi-autonomous organisation under the MPI, with the following duties:

· To assist the MPI in planning promotion of SMEs, design policies and legal regulations on SMEs development promotion, and synthesize and design support programs, and enlist SMEs for support programs. 

· To organize workshops to enhance capability of staff of organizations that support SMEs and to improve operational skills in promoting SMEs development. 

· To promote international co-operations in SMEs development via resources balancing and mobilizing external funding sources to support SMEs.

· To collaborate with relevant bodies to provide necessary information to SMEs, and to assist SMEs in technical consulting.

Setting up an SME Development Promotion Council is part of the process.

Three SME Technical Support Centers are planned established, either as part of  the SME Development Department or separately, and will be located in Hanoi, HCMC and Da Nang. The main tasks of these Centers are to provide advice to SMEs at the grassroot level, on technology, equipment, and technical management, and to provide BDS and BSS.

It is too early to say whether the SME Department will make a difference to the SME sector. There is probably a case for facilitation of SME, particularly outside the main growth spots. The intentions signaled in design documents to use private providers and markets as often as possible, and avoid distorting competition and markets, are commendable. Still, there is reason to be reserve opinion on the usefulness of a new bureaucratic layer of processes. There is a very fine line between control and facilitation, and the risk in a country with a command economy type of administrative heritage, is that the instinct for control becomes predominant.  

The vitality seen in the SME sector is mainly due to the removal of government from the markets, and not the result of planned interventions. While government run SME institutions may function well in many economies, there are questions as to whether Vietnam has the sufficient bureaucratic maturity to run a market friendly SME service. A clue to effectiveness of the SME Department will be if it perceives itself as a defender of private enterprises, and not as an arm of government.

5 Multilateral and Bilateral Support of PSD

From only a handful of projects supporting private sector development in the mid- and late 1990's, including MPDF, UNIDO and a few bilateral donors like GTZ and Sida, the number of bilateral and multilateral support programs to PSD in Vietnam has increased with the dynamism in Vietnam's emerging private sector. The following is not a list of all ongoing PSD-programs, the team has instead highlighted selected support programs to exemplify main PSD strategies and how PSD is supported through other relevant reform processes.
  

5.1 Multilateral and Foreign Bilateral Donors

In its Private Sector Development Strategy adopted in 2000, the ADB outlined three strategic thrusts: i) creating enabling environment; ii) generating business opportunities; and iii) catalyzing private investments. Based on the above analyses, ADB outlined three potential overall approaches to be considered for PSD in Vietnam: i) promote development of the domestic private sector; ii) reform and downsize the SOEs, to eliminate preferential treatment; and iii) increase competition and competitivity through stronger FIE and greater trade openness. 

Bilateral and multilateral donors, including ADB, support PSD in Vietnam in all the above-mentioned areas. Another approach to PSD support is to look at Vietnam's overall reform strategy, which the World Bank has divided into seven main areas:

· integration into the world economy

· improving the climate for enterprises

· reforming SOE's

· strengthening the banking system

· managing public resources

· legal sector development

· public administrative reforms. 

PSD (improving the climate for enterprises) accounts for one of the seven main reform areas, however, all the other reform areas are important parts of the greater environment for the development of Vietnam's private sector.

Improving the climate for enterprises. Main projects include the multi-donor funded Mekong Project Development Facility(MPDF), IFC's Vietnam Business Forum, UNIDO's support to a National SME Promotion Agency, the Miyazawa Initiative (JBIC), ADB equity investments in Mekong Enterprise Fund and Mekong Capital Ltd. Investment Fund, World Bank credit schemes to rural areas, SIDA's "Start and Improve Your Business Program" (with ILO/VCCI), a Danish match-making program, Asia Foundation's support to business associations, as well as several programs run by GTZ, to mention a few. The different programs cover areas such as removing political and administrative barriers of entry both at national and local level, improving access to credit, improving labour force qualifications through education and training and through secondary education, and supporting processes for continuing policy dialogue between the private sector and the Government. An SME Working Group has been established, and close to 30 bi- and multilateral donors are currently involved in PSD in Vietnam, in addition to several international NGO's, like the Asia Foundation and Oxfam. 

Reforming SOE's. The ADB and the World Bank support institutional capacity of key agencies involved in enterprise reforms, in diagnostic audit of SOE's, and in the equitation process. GTZ and DFID supports restructuring of SOE's, the former agricultural SOE's, the latter supports a World Bank administered pilot restructuring of three larger SOE's. Danida has several programs, including capacity building of the National Enterprise Reform Committee (NERC). NERC is Vietnam's focal point for enterprise reform, and the fact that the newly established SME Department within MPI will have to work through NERC formulating policy shows NERC’s pivotal role in PSD. 

Strengthening the banking system. The banking reform agenda has three main pillars: i) restructuring of joint stock banks; ii) restructuring of state-owned commercial banks; and iii) improving the regulatory framework. In addition to the multilateral donors ADB, MPDF (Bank Training Centre) and World Bank, Danida, GTZ and Switzerland, among others, have several projects in this area.

Managing public resources. Public spending management, debt management and budget transparency are important instruments also for PSD. Several donors support projects involving Vietnam Ministry of Finance, Ministry of Planning and Investment, the State Bank of Vietnam, Office of the Government, and the National Assembly. IMF (tax), UNDP and the World Bank are all heavily involved, as are GTZ (budget reform, budget law, fiscal plans), DFID, and AusAid, Sweden and Switzerland on debt management.

Legal sector development. Vietnam has drafted a Legal System Development Strategy, and has established an inter-agency steering committee for legal reform activities, coordinated by the Ministry of Justice. This reform area, together with public administrative reforms, is of outmost importance enabling the environment for private business. More than 20 donors are involved in ongoing and planned activities that varies from supporting administration of justice to labour legislation, tripartite interaction, intellectual property, land administration, and laws on associations, bankruptcy, competition, e-commerce, SOE's, state budgets and VAT, in addition to technical assistance on several trade and customs regulations. 

Public Administrative Reforms (PAR). Reduction of red tape, create a “one-stop-shop” mentality with regard to how to facilitate domestic and foreign investors, establishing new and strengthen existing institutions related to enabling environment for PSD, and to fight corruption are all important parts of the ongoing public administrative reform process. Close to 20 donors are involved in one or several of the seven main PAR programs.

Integration into the world economy. Vietnam has committed, under the Asean Free Trade Area (AFTA), the BTA with the US, and agreements with the IMF and the World Bank, to liberalize its trade and investment regime, a process that will lead the way for a greater influx of ideas, technology and opportunities for Vietnamese enterprises. This is a process that will be further enhanced through Vietnam's ongoing negotiations for accession to the WTO. Today, few Vietnamese enterprises have an adequate understanding of the rules and regulations of international trade. Integration into the world economy will increase the competitiveness of Vietnam's private sector. Both due to Vietnam's negotiations for accession to the WTO, and business interests in Vietnam, several donors have large programs supporting Vietnam integration process; AusAid, Belgium (assess socio-economic impact of WTO accession), EU (Multilateral Trade Policy Assistance Programme, veterinary services), France, GTZ (WTO accession), Italy (WTO), JICA (WTO issues), New Zealand (language training), Sida (policy advise to the Prime Minister's Research Group), Switzerland (policy advice), UNDP (ASEAN integration, services, impact of globalisation), USAID (BTA), and the World Bank. 

5.2 Present Norwegian Development Co-operation in Vietnam: A Brief Overview.

The development cooperation between Vietnam and Norway is based on the MoU from 1996. Until 2002, the main part of Norwegian assistance to Vietnam was covered through bilateral agreements. However, with increased focus on harmonization and simplification of ODA management procedures in order to improve aid effectiveness, one half of the disbursed funds is now covering schemes co-financed with one or more bilateral/ multilateral donor organizations. Total bilateral assistance in 2002 amounted to USD 7,5 millions, and is estimated to increase to USD 9.4 millions in 2003.
 Norway is committed to use the CPRGS as a framework for the development cooperation with Vietnam, and more than 50 per cent of the disbursements in the present project portfolio are directly targeted to the poorest sections of the population. 

5.2.1 Main Areas of Co-operation

The focus on poverty alleviation will be further emphasized in the years to come. The assistance will seek to be effective, concentrated and coordinated within the three following main areas:

· Primary education. The target groups will be ethnic minorities and disadvantaged children, and will focus on equal opportunities for all children to receive education as stated in the convention on the Rights of the Child.

· Economic and private sector development. Target groups will be poor families in rural and coastal areas. The objectives are to support activities within the primary industries, enhanced food security and prevent environmental disasters like flood, typhoons and drought.  

· Good governance. Norway will continue to assist Vietnam in the Public Administration Reform program. Capacity building in local government, popular participation, grassroots democracy, transparency and accountability are values that will be given attention in the Norwegian funded activities. All investments must be based on the fundamental set of values embodies in the concept of human rights and Norway will therefore welcome the continued good dialogue with Vietnam on human rights which started in 2001.  

The assistance through Norwegian NGOs within the social sector and with a special focus on fighting HIV/AIDS will continue, as will cooperation within specific areas within the cultural sector. 

5.2.2 Norwegian Support to PSD

In its present project portfolio, Norway supports several PSD projects:

Mekong Project Development Facility (MPDF) is one of several facilities for private sector development (PSD) run by the World Bank's SME Department and the IFC. MPDF was launched in 1996 as a regional facility “to promote the establishment of and expansion of commercially viable SMEs in Vietnam, Cambodia and Laos” mainly through two types of support:

· Company advisory services to individual SME firms, with the objective to help these firms to access long term investment capital and to meet their non-financial needs;

· Development of business support services by strengthening intermediary organisations (both financial and non-financial, the latter more often referred to as Business Development Services providers) to deliver services to SMEs.    

Norway has been one of seven donors to MPDF Phase I (1997-2002) with a total contribution of NOK 20.5 million (equal to USD 2,849,807), which accounted for 15 per cent of total donor support. 

UNIDO Market Access / SMTQ. Norway supports phase I (USD 908,000) of UNIDO Market Access and Trade Facilitation Support for Mekong Delta countries (Vietnam, Cambodia and Lao PDR), with a focus on strengthening institutional and national capacity related to standards, metrology, testing and quality (SMTQ).

The fishery sector, aquaculture. Fish and aquaculture is Vietnam's second largest export sector. Norway supports capacity building of R&D in aquaculture (targeted towards poor coastal areas), gives technical assistance to the development of Vietnam's Fishery Law, and supports the University of Fisheries in Nha Trang.

Rural Development. Norway supports rural development in the coastal area of Trieu Phuong District in Quang Tri province with USD 5 mn, for 2001-05. The overall project goal is to improve the living standard of the poor people in the area, through five main components: i) economic development and income generation (shrimp farming); ii) environmental rehabilitation; iii) rural infrastructure (roads and electricity system); iv) capacity building (training); and v) project coordination.  

Furthermore, Norway supports capacity building in the oil & gas sector, and has provided technical assistance to the development of Vietnam's Hydropower Master Plan. In addition, Norway has supported two pilot projects under Vietnam's Public Administrative Reforms, including strengthening of the 'one-stop-shop'-mentality at provincial level. Finally, Norway supports a multi-donor project with the World Bank Public to improve Vietnam's public spending management.

The cooperation between the Norwegian labour union (LO) and VCGL is an interesting example of institutional collaboration. It has consisted of several elements, like  organizational  development, education  and  training, collective  bargaining, research (working conditions in the informal sector and comparative wage study  in  Vietnam  and  other countries), decent work standards (e.g.  reduction  in  the  working  hours  and legalize the number of working  hours  and  standardize  wages in specific industries),  organizing and recruitment (e.g. increase publicity and campaign  efforts  to  motivate  workers  to  become  members of unions and discuss issue of union membership), and finally, gender-mainstreaming  (e.g. support the activities among  women workers launched by the trade unions through the Working Women Department and send more women to trainings and seminars

6 Relevant Areas for Norwegian Support of PSD

The word foremost in the team’s vocabulary after its field visit is “dynamism”. Certainly, this does not mean that the difficulties ahead for Vietnams fledgling private sector should be underestimated. There is considerable risk attached to the implementation of future reform processes, and whether the current PSD friendly policies will keep the momentum. But the team detected a positive undercurrent of entrepreneurial dynamism that may have the necessary force to transfer the private sector into a thriving economic actor. 

In the context of the Norwegian NIS strategy, Vietnam appears very different compared to many of the other countries that have been analysed. With the exception of possibly Sri Lanka, the overall business environment is considered substantially better. There are clear signs of the much sought after supply response, and the entrepreneurial drive is there for all to see. Vietnam has a well educated, fast learning and hard working labour force of international reputation. Although the institutional framework is less than complete, the quality of many institutions is higher than what it is in many comparable countries. The record on reform is generally OK, even though areas like SOE move slower than others. There are not only good mechanisms for dialogue between the government and the private sector that dialogue is taken increasingly seriously by both parties. The recent speeches by the prime minister reveal just how well the government has listened. 

The challenges to PSD in Vietnam is thus of a different nature than they are in for instance Malawi or Nepal. In Vietnam, it is more a question of moving with the tide, and complementing the dynamic forces already in motion.  

This implies caution. In the current process of dismantling the machinery and attitudes of an entrenched command economy, donors should in our opinion be extremely careful with introducing any new form of bureaucratic procedures. This may reduce the “window of opportunity” for donors, but the result is hopefully more space for private initiative.

6.1 Strategic Framework 

It should be emphasised that this study is a study, and not a full strategic analysis. The following is thus a somewhat rudimentary guiding list for consideration by Norad and the Embassy.

Overall Objectives:

· Employment Creation

· General Business Environment Improvement

The first is a major objective of the CPRGS and the possibly biggest challenge facing the nation. The second is connected to the first, but stands solidly also on its own feet. It is given priority in the CPRGS and is a main focus area for NIS (re. Storløkken Report) where Norad is thought to have comparative advantages. 

Main Focus Areas

Within each objective, a number of broad focus areas are suggested:

· General Business Environment Improvement

· Governance, a highly relevant part of the business environment, and one that needs attention to avoid long term distortions of markets. 
· The business frameworks of sectors with particular Norwegian comparative advantage in terms of expertise and knowledge.

·  Implementation of central policies at local levels, by improving the ability of different provinces to create a predictable and conducive business environment.

· Employment Creation

· Small and Medium Enterprise development, in Vietnam meaning the formal domestic private sector. This is given priority in every official document, and is high on the agenda for a number of donors. What can smoothen the growth path for private entrepreneurs, women in particular?

· Vocational training and skills development i.e. enhance the competitiveness of the competitive factor. Again, a prioritised item in CPRGS and an area with severe constraints. 

· Private-to-private development, encouraging Norwegian private involvement in Vietnam, to act as catalysts and as development partners. 

A guiding principle across the different areas is to contribute to a level playing field. Markets should be fair, with easy entry and transparent rules of competition. 

Secondly, trade and trade related issues should remain priority topics for Norwegian assistance. The process of gaining access to WTO can be expected to become a dominating theme for Vietnam’s policy makers. This is as much about reform in general and SoE reform in particular, as it is about specific trade liberalisation.  

A third guiding principle is suggested to be flexibility and adaptability to government strategies, including willingness to discuss proposals that are not necessarily included in Norway’s list of priorities. Donors should recognize that much has been achieved with limited donor assistance. For instance, the Enterprise Law and related reforms were made primarily in response to domestic pressures: There were strong commitments to these changes in Party documents well before the provision of donor assistance.
 Effective assistance requires identification of support niches where domestic commitments already exist. Arguments that reforms will increase employment, reduce poverty, and ensure more equitable income distribution are most effective.

As a final note, because of the perceived dynamism and improvements in business climate, Vietnam should potentially offer substantial possibilities for commercial relationships with Norway and Norwegian enterprises. In the opinion of the team, Vietnam should be a highly interesting subject for a visit in the phase 2 of the NIS assessment.

6.2 Proposals for Future Norwegian PSD priorities

Considering commitments of other donors, and the financial and administrative resources available in NORAD, the strategic choices in terms of increased PSD presence are then to either

· invest in building necessary capacity, including concrete project and programme analysis, design and operation, and/or

· co-finance with other donors with greater experience and resources. 

They are not mutually exclusive, and it is suggested by the Team that both strategies are assessed. 

A third implementation strategy should be added, however, namely one more based on private business cooperation between Norwegian and Vietnamese actors. This would to greater degree take account of the current dynamism and vitality of the private sector. Norway has few instruments for active use in such a strategy, but the match-making concept would be highly interesting to assess in a Vietnamese context, and a natural extension of NIS 2. 

Basically, given the resources available and the current experience, the overall emphasis for NORAD is likely to be one of “continuation”.

The following subdivides the suggested proposals into two main groups according to objective as listed under Strategic Framework.

6.2.1 Improving the Business Environment

As a general statement, one of the absolute top priorities for a donor in Vietnam should be to assist the Government in its economic and administrative reform efforts. Creating a conducive environment for the private sector is a prerequisite for growth.

However, it is vital to recognise that reforms focusing solely on the private sector will not be sufficient. It is the macroeconomic environment that in the end determines the success of any initiative to promote private enterprise. Further, security of any contract hinges on sound administrative and governance reform, and no private sector enterprise can “feel safe” until SOEs are brought under the same set of rules as other enterprises. Vietnam needs to develop a coherent and consistent approach to the relative roles of the state and the market, with equal opportunities for all enterprises regardless of ownership.

Within the rather broad term “conducive environment”, one of the most important contributions of government is to provide the market with a sound legal framework. This is not only a set of laws and regulations, but also institutions needed to implement and enforce the laws, such as courts, law enforcement agencies, registers for land, mortgagers and enterprises. In market economies, most transactions are based on contracts. When laws governing property rights are clear and the mechanisms for enforcing them are well functioning, the costs of doing business are lower and the market works more efficiently.

Regarding experience with donor support to the enabling environment, Mellon
 notes that (p.28) “changes would have happened without donor support, but donor support helped accelerate the process and helped in ensuring that Viet Nam learn from international experience and, thus, to start catching-up more rapidly than might otherwise have been the case. Donor support to education and training has contributed to marked improvements in the professionalism of the civil service responsible for developing and implementing the enabling environment for small enterprise.” This is considered a key lesson. 

Norway already plays a role with regard to support to the enabling environment.  Support to the Pubic Administrative Reform (PAR) programme is an important component, as is future likely support to governance. There is less clarity as to what additional areas a donor like Norway could engage in. A large number of donors are involved in different reforms at the national level (ref. Section 6.1), and there are few glaring gaps in the current donor reform matrix that appear particularly suited to Norwegian involvement.

However, a few issues deserve closer scrutiny, and the Team will suggest that Norway in the future assess the following. All are considered to contribute towards the objective of improving the business environment:

· Business registration, land registration and land use certification systems. Their importance for broad based growth cannot be overstated. Current descriptions indicate systems and institutions in a difficult state, with manual procedures overwhelmed by demand. A prerequisite for such institutions to be effective is to have a clear mandate for operation, including an undisputed status within government. If accepted by Vietnam, it is suggested that Norway fields a broad based feasibility study assessing possible future support to the institutions, possibly through twinning arrangements with Norwegian institutions. Focus should be on the provincial level.
· CIEM, as that is possibly the most important “think-tank” and policy making research institution in Vietnam. The institution is already quite strong and receives technical assistance, but could benefit from external cooperation on specific research items, for instance local implementation of the Enterprise Law. This could be an interesting strategic engagement, as it will bring Norway closer to the pulse of policy debate and analysis. Such cooperation could happen as a Nordic endeavour through NIAS (Nordic Institute for Asian Studies)

· Local Business Associations and/or provincial authorities, aiming at creating effective arenas and mechanisms for dialogue between enterprises and local governments. This implies improving the ability of all actors to analyse, assess and effectively communicate on important local PSD issues. It also has a governance aspect as transparency and accountability are essential watchwords is such a dialogue. This is thus suggested as a subject for an identification and project design study. 

· Marine sector policies and regulations, as this is an area where NORAD has substantial experience, and also trust from GoV. Continuation and possible expanded engagements should be considered. The recently published “Guidelines for future Norwegian support to the fishery sector in Vietnam” by NORAD provides an excellent planning document for why, and what Norway can do in the future.  

· Trade facilitation. Vietnam is dependent on both domestic and external markets to achieve economic growth and faces severe challenges in certain export markets. There may thus be a role for donors in capacity building for promotion and protection of the country's own interests internationally. NORAD may assist in capacity building in private export associations and with establishing competence and capacity to undertake quality assurance and internationally accepted certification in food exports. One option is to encourage and support institutional arrangements between trade organisations, like for instance between EFF and VASEP. The Vietnamese organisation has tabled this as an interesting alternative.

· Corporate Social Responsibility. A wide ranging term covering issues like accountability, transparency and engagement with stakeholders, it has crucial relevance to most Vietnamese enterprises. In this phase of economic development is important to temper the race for profit by developing a sense of responsibility to society at large. Otherwise, there is no real sustainability. NHO and LO both have experience in this field, and there may thus be a case for institutional cooperation. Other Norwegian resource milieus - including private companies  - constitute additional alternatives. 
Existing projects where Norway is engaged through multilateral organisations like the regional UNIDO SMQT project and MPDF should continue. 

6.2.2 Employment Creation 

A substantial number of donors are either already - or in the process of becoming – engaged in particularly SME support. All donor analysis read by the team conclude that the formal domestic private sector and SMEs are important for Vietnamese growth and thus warrant donor support. Norway needs to choose its efforts – and its partners – well in this area. 

Suggestion for future support areas include:

· Business Associations and their capacity to deliver services to their members (as opposed to dialogue with government suggested above). Given the embedded nature of BDS in Vietnam, delivering such services mostly as part of a business deal within a closed network, business associations may be the best vehicle for an external partner to improve the quality of these services. Associations for women entrepreneurs should be given preference.

· Establishment of accreditation, certification and referral system for BDS providers. The institutional basis should be with financial institutions. Improving the quality of BDS is the first step in building client confidence and develop a sustainable BDS market. MPDF might be supported in developing such a system in more detail.  

· Vocational training centres, possibly attached to industrial zones. There is a crying need for technical and managerial skills, and the current educational system is inadequate in meeting the exiting demands. It is suggested to assess a scheme whereby investors locating in industrial zones take on a number of apprentices as part of the lease. It should probably be tied to a nearby vocational institution or even university. Again, the point is to benefit from the immense concentration of skills that industrial zones currently represent. A feasibility study is suggested. Quang Tri and Da Nang provinces could well be used for two trial programs.

· Cooperation between RITM and Norwegian School of Management / Norwegian Shipping Academy. RITM is Vietnam’s first foreign, privately operated university, and it has expressed great interest in cooperating with likeminded Norwegian educational institutions. Support for RITMs regional resource centres and linkages to Business Associations may also be considered.

· Senior Management Service programs. An old idea under consideration by “Fredskorpset” as on-the-job senior managers with international experience is in great demand in Vietnam. This type of skills transfer has a better chance of success in a dynamic setting like the Vietnamese than in more sluggish business environments. 
· Match making programme. Given the rapid growth and the improved prospects for Vietnamese private enterprises, Vietnam should be a highly interesting place to assess a match making programme. The idea is to try to facilitate business partnerships between Norwegian and Vietnamese enterprises, and Norway soon has nearly 10 years of experience with such programmes from which to learn what works and what does not. It would fit very well with a phase 2 NIS visit.  
· Untied mixed credit. Vietnam should have substantial potential for use of this facility. Possible sectors include all maritime industries, energy, environmental technology and possibly even manufacturing. It needs to be assessed how to make it more feasible and easier to use.

Other than that, direct support to private sector is for NORAD limited to feasibility studies and to training and education. NORFUND is the Norwegian institution for direct establishment support by contribution on the equity side. 

6.2.3 A Summary Table

The following table summarises the team’s proposals both in the immediate and the longer term. 

Table 6  Proposals for Norwegian PSD Support
	
	Bilateral
	Multilateral

	Business Environment
	
	

	Governance Public Administrative Reforms and Legal Reforms)
	Immediate

· Continue to support the Public Administrative Reform.

Future

· Land Use Certificates & land registration system

· Business Registrations 

· CIEM, Nordic co-operation through NIAS (Nordic Institute for Asian Studies.)
	

	Corporate Governance
	Future

· Corporate Social Responsibility, with NHO involvement.
	

	Financial reforms (banking reforms, access to credit)
	
	Immediate

· Continue MPDF 

	Policy dialogue 
	Future
· Business associations at provincial level 
	

	Sector Regulations
	Immediate/Future

· Support to regulatory framework for marine industries. 
	

	Trade Facilitation
	Immediate/Future

· Twinning EFF and VASEP
	· Vietnam’s accession to the WTO. 

	Employment Creation
	
	

	Labour Force Develop.
	Immediate
· Cooperation Norwegian School of Management / Norwegian Shipping Academy.

Future
· Support vocational training centres, possibly attached to industrial zones.
· Senior Management Service programs
	Immediate
· Continue MPDF 

	SME Support 
	Future
· Develop BDS through business associations.  

· Establishment of accreditation and referral system for BDS providers
	Immediate
· Continue MPDF
· UNIDO SMTQ 

	Business financing
	Immediate

· Untied Mixed Credits
	

	Involving the Norwegian business community
	Future
· Match-making programs between Norwegian and Vietnamese enterprises.


	


7 Norwegian Private Enterprise Engagement: Selected Sectors with Commercial Potential

The following is general listing of interesting sectors with substantial commercial potential. Norway has companies and firms active in most of them, and there may be niches and/or sub-sectors that could profitably be explored. The team has chosen to introduce these in very brief terms, as a report like this will be unable to effectively communicate the optimism, dynamism and drive that characterise current economic life. There is thus no way that the team can pay due respect to the actual potential for growth, trade and investments.  

The sectors have been chosen based on Vietnam’s perceived comparative advantage within labour and primary commodities, and on the basis of current performance. Sectors like fisheries, garments and light manufacturing all currently experience strong growth.

With regard to potential for Norwegian engagements, there are a few additional business areas that should be mentioned:

· Shipbuilding, as Vietnam plans to boost its capacity. A recently commenced shipbuilding project (Dung Quat) will become the biggest shipyard in South East Asia once it becomes operational in 2005. 

· Seaports, another area with substantial plans for expansion, including upgrading of existing ports. About USD 450 mn is reported planned invested in 10 key ports in 2003 and 2004. A major port will be built in connection with the above mentioned shipyard.

· Environmental technologies, as the country faces a number of environmental problems in nearly all sectors. Outright pollution threatens economic growth in areas like fisheries and agriculture. 

Fishery and Aquaculture

The growth in Vietnamese fisheries the last 10 years have been impressive. Currently the total annual production is estimated to be 2.22 mn tons, of which 1.34 mn tons from marine capture fisheries and 0.88 mn tons from aquaculture (2001). Seafood has been Vietnams fastest growing export item since the late 1990s. In 2002, it was the third most important sector in terms of value after crude oil and garments reaching roughly USD 2 bn. Exports consisted of 44% frozen shrimps, 17% frozen fish, 11% dried products and 28% other products. 

Major upgrading of factories and premises has led to an increasing share of value added products (ready-to-eat), from about 17% in the late 1990s to 35% now. These products like sushi, spring roll and marinated shrimps require manhandling and illustrate the increasing skill of an expanding industry. Over 100 plants are reported to have introduced HACCP standards (US FDA). There is also a move towards organic shrimp farming. However, there are environmental concerns along some of the coastline, which are now literally boxed in by a substantial number of farms. Over the last five decades, Vietnam has lost more than 80 percent of its mangrove forests,

Aquaculture has further growth potential, particularly in value added segments. The basic conditions for aquaculture are considered good, with well-suited temperature, salinity, purity, physical and biological environment.  

The picture for offshore fisheries is more mixed, as there are growing indications of over-fishing in coastal areas. The catches from capture fisheries are still increasing, but the species composition is changing and the size of the fish is reported declining. As with aquaculture, value added products may offer the best possibilities for further growth. This will require development and refinement of basic infrastructure and the production chain.
Agro-Industries

Vietnam is now the world second largest rice exporter and the third largest coffee exporter. While such growth is unlikely to be sustained in the future because the potential for expanding land under cultivation is limited, it will remain a large player in agricultural markets. Other industrial crops include cotton, tea, rubber and sugarcane. Growth in export earnings from agriculture fell in 2000 and 2001 due to a significant reduction in world prices for particularly coffee, but is estimated to increase again in 2002. Total value is on par with seafood, at a little above USD 2bn.

The general challenge is to increase the value added content of all basic agricultural commodities. For coffee, is a matter of moving towards better quality, while for others it is a question of developing agro-processing. As population is becoming more affluent, there is growing domestic demand for foodstuffs. There is also a shift from staple foods, to foods that are more expensive on a per calorie basis. Fruit and vegetable consumption rises more quickly than staple consumption, and meat, fish, and dairy consumption rises the fastest.

The latest study available to the team of food processing is from the late 1990s
, and it describes Vietnams food industry as large, profitable, and growing, with a demonstrated ability to attract foreign investment. However, it has problems in moving upwards in the value chain, and compete effectively with imported brands. Supporting market infrastructure and institutions (rural wholesale markets, slaughterhouses, inspection systems, market information systems, and improved land registration) are necessary to capture higher value-added market shares.

Energy Sector

The basic status of energy and electricity in Vietnam is described in chapter 3.8, Infrastructure. The country has plentiful supplies of high quality coal, large untapped resources of hydropower, reasonable amount of oil and potentially large reserves of gas. Crude oil is the country’s major export earner.

Hydropower is responsible for approximately 60 % of electricity supply, and further development is planned. Norway has provided technical assistance to the development of Vietnam's Hydropower Master Plan. While the potential for private investment is undoubted, given the resource base and the increasing demand, an improved IPP framework is necessary before large investments are likely on a sustained scale. Unbundling, i.e. separation of generation, transmission, and distribution is necessary as a first step in defining transparent contractual arrangements, which can be extended to private sector providers.  

Gas is possibly attracting the most interest for the time being and the first natural gas flowed onshore in November 2002. The gas will be used in a thermal plant now, and possibly in a number of other industries like production of fertiliser later. 

Tourism

Tourism has been prioritised since the early 1990s, and this is now Vietnam’s fourth largest foreign-exchange earner. The total number of visitors grew from 7000 in 1986 to 2.3 mn in 2001. About 52% were tourists. The country has undoubted attractions like varied scenery and landscape with long beaches, an interesting history with many preferring the recent past, and a very friendly and service minded people.  

The country has until now had problems with an undeveloped infrastructure, but this is changing. A number of very good resorts and hotels attract an increasing number of visitors, for instance to the beaches around Danang. A construction boom in the mid 1990s resulted in about 55000 new hotel rooms, over half of which are of international quality. This has naturally put a certain lid on new constructions. 

Vietnam’s growing reputation as a stable and safe country to visit is becoming increasingly important for tourism, particularly for regional visitors. If service and quality can be further enhanced, the industry has a promising future. 

Garments and Footwear

These products were the fastest growing exports during the late 1990s, until the global economic downturn put a lid on further expansion in 2000 and 2001. However, estimates for 2002 again indicate annual growth rates for garment exports above 30% (see table 2). The total value of garments is now estimated at USD 2.6 bn, the second biggest export after crude oil. Footwear exports are also impressive, at an estimated USD 1.7 bn in 2002. 

Part of the reason for the new buoyancy is the BTA agreement. Other important factor for the success of the industry has been the availability of a high quality female work force, in terms of education, diligence and commitment, the relatively low labour costs, and the availability of relatively efficient internal transport and shipping facilities.
 It is a sector where Vietnam’s main comparative advantage – the labour force - can excel.

However, to continue growth, and to meet the challenges of the ending of the MFA in 2005, manufactures will have to move up the value chain. With increasing price competitiveness and ending of quotas, product quality will become increasingly important. Problems include shortage of skilled technicians and organised training facilities, inappropriate equipment and lack of updated garment technology techniques50. Foreign investment is likely to be necessary to move technology development forwards, and there are encouraging signs that FDIs are finding attractive niches and establishing themselves as higher value suppliers of not only garments, but also fabrics and accessories that are necessary to increase the local value added. 

Light Manufacturing

This sector covers a number of different manufacturing activities ranging from electronics and communications, to handicrafts and fine arts. Recent export performance have been mixed, with the total value of for instance electronics estimated at about USD 500 mn in 2002, more than 35% down from the 2000 level. These sectors have been harder hit by the Asian crisis, as the regional markets have been more prominent for these types of products. However, Vietnam has undoubted advantages particularly within the more labour intensive segments.   Well-trained workers will operate efficiently with high productivity and quality yields, and the learning curve in additional training of the workers is usually shorter in Vietnam than in neighbouring countries.

A factor impacting the competitiveness in some industries is the unfortunate combination of “infant industry” protection and predominantly state ownership. However, GoV intends to loosen these market restrictions and while state-owned firms are still dominant in many industries, there is now an increasing number of joint ventures and other collaboration agreements with foreign partners. A larger spectre of enterprises will be crucial to development, as a noted weakness for local manufacturers within for instance metal engineering is the lack of related and supporting industries. Most of the material for quality products has to be imported.

In general, with some notable exceptions, the light manufacturing industry is still in it’s infancy compared to regional competitors. However, it is also assessed as one of those areas where an enterprising investor can make a good business, precisely taking advantage of an early-entry position.

Bibliography

ADB (2002): “Private Sector Assessment, inc. Annexes”, Manila

ADB (2002): “Women in Vietnam”, Manila.

ADB (2002): “Asian Development Outlook 2002”, Manila.

AusAID (2002): “Vietnam Poverty Analysis”, Canberra.

CIEM (2002) Vietnam’s Equitized Enterprises: An ex-post Study of Performance, Problems and Implications for Policy”, Hanoi.

CIEM and JIBC (2001): “Research on the Legal Framework of Vietnam's Private Sector”, Hanoi.

GTZ, Swisscontact and VCCI (June 2002): “Business Development Services in Viet Nam”, Hanoi/HCMC.

Dong Nai Industrial Zone Authority (2003): “A Guide to Foreign Investment in Dong nai industrial zones”, HCMC.

Economist Intelligence Unit (EIU) (2002): “Country Report November 2002 – Vietnam”, London.

FAO (2002): International Economic integration, Competitiveness and Rural Livelihoods in Viet Nam”, Hanoi.

ILO (2000): “The Hidden MSE Service Sector. Commercial BDS Provision to Micro and Small Enterprises in Viet Nam and Thailand”, G. Anderson, Geneva.

ILO (2002): “Creating a Conducive Policy Environment for Employment Creation in Small Enterprises in Vietnam”, Geneva

IMF (2002): “Joint Staff Assessment of the Poverty Reduction Strategy”.

Ministry of Planning and Investment (MPI) & United Nation Industrial Development Organization (UNIDO) (1999): “Research Report on Improving Macroeconomic Policy and Reforming Administrative Procedures to promote development of small and medium enterprises in Vietnam”, Vienna/Hanoi.

Mallon, Raymond (2002): “Approaches to Support the Development of an enabling Environment for Small Enterprises. Country Report Vietnam”, Hanoi.

MPDF (2000): “Vietnams Garment Industry: Moving up the Value Chain”, Hanoi.

MPDF (June 2001): “Doing Business under the New Enterprise Law: A Survey of Newly Registered Companies”, Hanoi

MPDF (August 2002): “Business Association in Vietnam: Status, Roles and Performance”, Hanoi.

MPDF (2003): “Report on Operations 2002 and Action Plan 2003/2004”, Hanoi.

NORAD (2002): “Guidelines for future Norwegian Support to the Fishery Sector in Vietnam”, Oslo.

NORAD (2002): “Virksomhetsplan Vietnam 2003-2005”, Hanoi..

Poverty Task Force/World Bank (June 2002): “Achieving the Vietnam Development Goals: An Overview of Progress and Challenges”, Hanoi.

Stromseth, Jonathan (2003): “Business Associations and Policy Making in Vietnam”, Hanoi.

Transparency International (2002): “Transparency International Corruption Index 2002”, Berlin.

VASEP (2002): “Vietnam Seafood Facts and Figures”, HCMC.

VCCI (2002): “Proceedings from Vietnam Business Forum Hanoi December 2002”, Hanoi. 

Vision & Associates (2003): “Desk Study on the Enabling Environment for Private sector Development in Vietnam”, Hanoi.

World Bank (June 2000): “Private Solutions for Infrastructure: Opportunities for Vietnam”, Washington.

World Bank (2000): “Vietnam: On the road to labour intensive Growth?”, P. Belser, Hanoi.

World Bank (2001): “Vietnam: Country Financial Accountability Assessment”, Washington.

World Bank (2001): “Vietnam’s Private Companies and Employment Generation. Draft”, L. Steer & M. Taussig, Hanoi.

World Bank (February 2002): “Governance Matters II: Updated Indicators for 2000/01”, Kaufmann, Kray & Zoido-Lobaton, Washington.

World Bank (2002): “Vietnam Economic Monitor Spring 2002,” Hanoi.

World Bank (2002): “Country Brief Vietnam 2002”.

World Bank (2002): “ Vietnam: Country Assistance Strategy 2003-2006”, Washington.

World Bank (2002): “Taking Stock: An Update on Vietnam’s Economic Reforms. Progress and Donor Support”, Ho Chi Minh City.

World Bank (2002):”Vietnam: Delivering on its Promise. Development Report 2003”, Washington.

UNDP (November 1998): “East Asia from Miracle to Crisis. Key Lessons for Vietnam.”, Hanoi.

UNDP/MPI (2000): “Non-State Business Sector Development and Job Creation. Background Paper to Strategy for Socio-Economic Development 2001-2010”, Hanoi.

UNDP/MPI (2000): “Choices and Opportunities. Background Paper to Strategy for Socio-Economic Development 2001-2010”, Hanoi.

UNDP/MPI (2000): “Further Perspectives on the Challenges of Integration. Backgound Paper to Strategy for Socio-Economic Development 2001-2010”, Hanoi.

UNDP/MPI (2000): “The Role of the State and the market in the economy of Vietnam. Background Paper to Strategy for Socio-Economic Development 2001-2010”, Hanoi.

UNDP (2001): “Vietnam Human Development Report 2001”, Hanoi.

UNDP (December 2001): “Modernizing Governance in Viet Nam”, Hanoi.

UNIDO/DSI (1999): “Vietnam Industrial Competitiveness Review”.

UNIDO/IFPRI (1999): “Competitiveness of Food Processing In Vietnam: A Study Of The Rice, Coffee, Seafood, and Fruit and Vegetables Subsectors”, Washington. 

UNIDO/MPI (May 2001): “Modelling the National SME Promotion Agency and Priavtee sector Promotion Council”, Hanoi.

UNIDO (August 2002): “Integrated Programme of Cooperation between Vietnam and UNIDO 2003-2005”, Vienna/Hanoi.

ANNEX 1

[image: image8.png]Vietnam at a glance

East
POVERTY and SOCIAL Asia & Low-
Vietham  Pacific  income Development diamond*
2001
Population, mid-year (millions) 787 1826 2511 Life expectancy
GNI per capita (Atlas method, USS) 420 900 430
GNI (Atlas method, USS billions) 334 1649 1,069
Average annual growth, 1995-01
Population (%) 15 11 19
Labor force (%) 17 13 23 | GN Gross
per primary
Most recent estimate (latest year available, 1995-01) capita enrollment
Poverty (% of population below national poverty line) 32
Urban population (% of total population) 25 7 31
Life expectancy at birth (years) 69 69 59
Infant mortality (per 1,000 live births) 37 36 76
Child malnutrition (% of children under 5) 34 12 Access to improved water source
Access to an improved water source (% of population) 56 74 76
lliteracy (% of population age 15+) 6 14 37
Gross primary enrollment (% of schook-age population) 10 107 96 T Vietnam
Male 13 106 103 Low-income group
Female 107 108 88
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1981 1991 2000 2001
Economic ratios*
GDP (USS$ bilions) 96 312 27
Gross domestic investment/GDP 15.0 296 309 Trade
Exports of goods and services/GDP 26 55.0 547
Gross domestic savings/GDP 16.5 271 289
Gross national savings/GDP 16.9 314 322
Current account balance/GDP 2.0 16 18
Interest payments/GDP 03 0.9 11 iov“"nzssm Investment
Total debt/GDP 2434 4912 384
Total debt servics/exports 63 75 67
Present value of debt/GDP 357
Present value of debtiexports 643
Indebtedness
198191 199101 2000 2001 2001-05
(average annual growth)
GDP 49 7.7 68 6.8 7.0 = Vietnam
GDP per capita 25 6.1 54 54 56 — Low-income group
Exports of goods and services 213 148 45
STRUCTURE of the ECONOMY
1981 1991 2000 2001 Growth of investment and GDP (%)
(% of GDP) E
Agriculture 395 245 236
Indlustry 238 367 7.8
Manufacturing 13.3 18.6 19.6
Services 36.7 389 386
Private consumption 774 665 65.0
General government consumption 63 64 62
Imports of goods and services 311 575 56.8
1981-91  1991-01 2000 2001 Growth of exports and imports (%)
(average annual growth) b
Agriculture 43 47 46 28 ©
Industry "7 10.1 103 a0
Manufacturing 121 "7 13 o
Services 74 53 61
Private consumption 1.4 34 45 | o
General government consumption 10.6 50 55 % o wm w0
Gross domestic investment 18.6 10.1 105 e Bpots 0= mports
Imports of goods and services 201 273 23

Note: 2001 data are prefiminary estimates.

* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.




[image: image9.png]PRICES and GOVERNMENT FINANCE

Domestic prices
(% change)
Consumer prices
Implicit GDP deflator

Government finance
(% of GDP, includes current grants)
Current revenue

Current budget balance

Overall surplus/deficit

TRADE

(USS millions)
Total exports (fob)
Rice
Fuel

Total imports (cif)
Food
Fuel and energy
Capital goods

Export price index (1995=100)
Import price index (1995=100)
Terms of trade (1995=100)

BALANCE of PAYMENTS

(USS millions)
Exports of goods and services
Imports of goods and services
Resource balance

Net income
Net current transfers

Current account balance

Financing items (net)
Changes in net reserves

Memo:
Reserves including gold (USS millions)
Conversion rate (DEC, locallUS$)

EXTERNAL DEBT and RESOURCE FLOWS

(USS$ millions)
Total debt outstanding and disbursed
IBRD
IDA

Total debt service
IBRD
IDA

Composition of net resource flows
Official grants
Official creditors
Private creditors
Foreign direct investment
Portfolio equity

Warld Bank program
Commitments
Disbursements
Principal repayments
Net flows
Interest payments
Net transfers

The World Bank Group: This table was prepared by country unit staff; figures may differ from other World Bank published data

1981

1981

1981

-720

72
17

-775

534
241

06

1981

26

19

104
19

18

0
17
0
17
0
17

1991

82.7
72.5

13.5
0.0

1991

2,042
225
581

2,377
82
485
714

1991

2491
2,377
114

339
35

-190

472
282

7.979.2

2000

A7
34

204
45
28

2000

14,448
667
3,503

15,635

2,058

2000

17,144
17,381
237

-597
1,341

-391
116

14,170.0

2000

12,835

1113
1,303

236
1022
717
1,298

286
174
2
173
8
165

2001

04
27

204
43
33

2001

15,100
588
3,175

16,000

1,871

2001

17,910
17,782
128

635
1,100

593

268
325

14,806.0

2001

12,578

1,344
1,216

10

973
590

739
279
2
277
8
268

Vietnam

Inflation (%)
E

E
10

o

10

e GDP deflator  ==@m=CP|

Export and import levels (US$ mill.)
000
15,000
10000

5000

5 o o7 s s w0

mExports

Wimports

Current account balance to GDP (%)

Composition of 2001 debt (US$ mill.)

GiTe4

E:6.961

A-IBRD
B-IDA
C-INF

E - Bilateral
F - Private
G- Shortterm

D - Other mulilateral

9/12/02



 

ANNEX  2

Terms of Reference

Study on

Private Sector Development (PSD) and Prospects for Norwegian

Trade and Investment Interests in Vietnam (phase 1).

Background

As part of the renewed emphasis on private sector development in its countries of co-operation, NORAD will, together with Norwegian trade and industry, undertake a two-phased study on PSD in Vietnam. Phase I will focus on the enabling environment for PSD including investment climate and private sector development policies as well as physical and social infrastructure, and will take into consideration present areas of co-operation and the efforts of other donors. It will include an assessment of areas of co-operation where Norwegian private sector organisations or enterprises can enhance the development effects in terms of poverty reduction. Phase II will assess investment or commercial opportunities for Norwegian enterprises, not restricted to Norwegian Governmental development co-operation. This ToR covers phase I.  

In phase one of the study there is a need to explore the possibilities and constraints for broad based economic growth in primary, secondary and tertiary sectors on a general basis and within the guidelines given in the Strategy for Norwegian Support of Private Sector Development in Developing Countries. Due consideration must be given to the national policies and the national strategies of Vietnam, including the Poverty Reduction Strategy Paper.  The study may consider new areas of co-operation between Vietnam and Norway beyond the sectors stated in the Memorandums of Understanding and other agreements between the two countries, if relevant.  Areas of consideration in this respect are areas representing obstacles for PSD where Norway may have special competence. NORAD has the overall responsibility for phase I. An adviser from the Norwegian trade and industry will participate.

The objective of phase two is to study the possibilities for enhanced Norwegian investments and trade relations with Vietnam. Phase two of the study will be carried out by a team under the leadership of a representative from Norwegian trade and industry as represented by the Confederation of Norwegian Business and Industry (NHO). Terms of Reference for phase two of the study on PSD will be drawn up by the NHO and communicated to NORAD for perusal and comments. 

Purpose

The team shall present an analysis covering:

1. A general assessment of the Vietnam's resource endowments and comparative advantage, its investment climate and the industrial and private sector development policies as well as physical and social infrastructure
, including bottlenecks and opportunities for private sector development and possible areas of future co-operation for further discussions with government and private sector representatives.  The assessment should comprise all levels as identified in the NIS, i.e. the international level including international markets, the national level covering the macro economy and physical and institutional infrastructure, and the micro or enterprise/entrepreneur level in the formal and informal sectors.

2. A more thorough assessment of areas of actual or potential co-operation between NORAD and Vietnam including assessment of the efforts of Vietnam itself as well as those of other donors, ending up with proposals for possible areas of increased Norwegian support.

3. An assessment of relevant areas for possible contribution by Norwegian business organisations or enterprises as providers of competence enhancing activities (agents for service delivery) in order to strengthen the ongoing Norwegian support
.

Since this is a standard mandate covering several countries, the extent and depth of study must be adjusted to the situation and the need of Vietnam.  Second hand data from recent studies may be utilised provided acceptable validity and reliability. 

Methodology/implementation

The team of phase I will comprise an external PSD consultant, an adviser with experience from Norwegian trade and industry, and NORAD employees to be designated by NORAD management.

The team shall through interviews and written material, collect data and information from relevant sources in Norway, Vietnam and in third countries. The team shall familiarise itself with relevant policies and strategies in Norway and in Vietnam as well as the current programs of development co-operation between Vietnam and Norway that is of relevance for PSD. The team should consider consulting written material by NORFUND, UN agencies such as UNDP, WTO, UNIDO, UNCTAD, ITC, FAO and IFAD, academic circles involved with PSD issues, the World Bank Group and relevant regional development banks as well as Norwegian enterprises and organisations present in Vietnam. As informed above, second hand data may be used, and the extent and depth of study must be adjusted to the situation and the need in Nepal. 

Before leaving, the team shall achieve a thorough knowledge of the Norwegian Strategy for Private Sector Development and other relevant guidelines as well as the Vietnam Government's PRSP, and relevant strategies for private sector development, if available. The members of the team travelling from Norway will meet in NORAD Oslo for a briefing before departure.

The team shall make sure that possible gender differences in PSD are covered in the interviews and brought forward in the recommendations.
The Norwegian Embassy in Vietnam will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available.

Time Schedule and Reporting

In total, the assignment will tentatively comprise between 20 and 25 working days including fieldwork.

NORAD will receive a draft report not exceeding 40 pages (excluding attachments) within a time limit decided with NORAD. The final report shall be submitted not later than 5 days after comments from NORAD have been received.

The report shall be prepared in English and will include an executive summary, not exceeding 5 pages, comprising an overview of the assignment as well as major findings, conclusions and recommendations and a list of informants with e-mail addresses and telephone numbers. The summary shall include findings and analyses regarding the development of the Vietnam private sector and recommendations for possible major areas of future bilateral support by the Norwegian Government and a general assessment of the opportunities for investments and trade. The summary shall suggest areas for enhanced efforts by NORAD and other Norwegian institutions, and areas for further investigation of possible future interest by Norwegian trade and industry. Possible areas of co-operation with other donors should be pointed out if relevant.

The team will give debriefings at the Embassy before departure and in NORAD Oslo.

The information and documentation collected and persons consulted should be presented and stored in a way that facilitate follow-up by the team responsible for phase II of the study, other consultants, NORAD Oslo, the Embassy and Vietnamese authorities.  

25.2.2003 
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ANNEX  3

ANNEX TO TERMS OF REFERENCE FOR VIETNAM
Background

Viet Nam's CPRGS recognize that  employment creation is crucial for reduction of poverty and that small and medium enterprises provide the greatest potential for employment growth. 

The proposed new guidelines for cooperation with Viet Nam recognizes the need for support to employment creation and revenue earning activities, and support for Private Sector Development is proposed to be one of three sectors of concentration. However, an expanded PSD-support requires a broader understanding of constraints and possibilities for PSD in Viet Nam. 

Scope of Work

The study shall provide the information considered necessary and sufficient for a decision to be made on the scope and the direction of future assistance to PSD in Viet Nam. The organization of work will follow the threefold purpose in the ToR.  Operationalization of the work will be decided upon at the inception meeting in Ho Chi Minh City, and after constituting the team. The scope of the work will then be decided, taking the time and logistics into consideration. 

Methodology/implementation

Due to the composition of the team, the team will be constituted in Ho Chi Minh City at the start of fieldwork. The Embassy will engage relevant consultants to assist in compiling and summarising required background information in advance of team mobilization. Interviews will be carried out to fill the void and to verify information. Such interviews will i.a. be held with relevant private sector organisations/institutions/enterprises; appropriate authorities; bi- and multilateral donors and financiers. Due to regional differences interviews with private sector representatives and local administrations will also be carried out in the main regional towns in addition to the Hanoi area.

The Norwegian Embassy in Viet Nam will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available. The Embassy will also engage consultants as indicated above.

Team composition

Mr. Dag Larsson

Minister Counselor/Regional Adviser PSD Asia, Teamleader

Mr. Jo Inge Bekkevold

1.st Secretary, Norwegian Embassy, Hanoi

Mr. Tran Trong Chin

Adviser, Norwegian Embassy, Hanoi         

Mr. Benjamin Brubakken
Norwegian PSD adviser, Norsk Hydro

Mr. Erlend Sigvaldsen

Norwegian PSD adviser, Team secretary 

Time Schedule and Reporting

Field work 




: 19.03 – 03.04.03 

Skeleton report 
 



: 03.04.03

Draft report in “soft copy”, not later than
: 21. April, 2003 

Final report not later than 5 days after comments from NORAD have been received.

25/03/03/DL/ERK

ANNEX  4

MEETING SCHEDULE AND PERSONS MET

Hanoi, 19/03 – 21/03

	Day
	Meeting/Activity
	Address
	Persons met

	Wednesday

19/3
	Norwegian Embassy Hanoi
	Norwegian Embassy
	

	
	Vision & Associates
	17 Ngo Quyen, Unit 02, International Centre  
	Mr. Pham Nghiem Xuan Bac, Managing Partner 

Mr. Pham Minh Hai, Consultant

	Thursday

20/03
	World Bank in Vietnam
	8th Fl, 63 Ly Thai To St;

Tel: 9346600; Fax: 9356597
	Amanda Carlier, Senior PS Specialist

	
	IFC
	63 Ly Thai To; 

9342282; 9342289
	Mr. Deepak Khanna, Country Manager

	
	Mekong Project Development Facility (MPDF)
	Tel: 8247892; Fax: 8247898 (M Hanh)
	Dr. Mario Fischel, Gen Manager

Ms. Trang, Head of PEE

Mr. Long, Company Advisor

	
	UNIDO
	72 Ly Thuong Kiet

8224490; 9422484
	Mr. Philippe Scholtes, Rep. 

	Friday

21/03
	SIDA
	8454824; 8232195


	Mr. Karl Anders Larsson, Counsellor 

Ms. Le Thi Ngoc Lien, National Program Officer

Mrs. Do Thi Huyen, Land Administration & Environment

	
	CIEM
	68 Phan Dinh Phung
	Dr. Le Xuan Ba, Vice President

	
	R. Mellon, GTZ expert
	Mobil: 0903404949
	Mr. Raymond Mallon

	
	DANIDA
	19 Dien Bien Phu

8231888; 8231999
	Mr. Mikael Winther

	
	MPI, SME Dept.
	2 Hoang Van Thu
	Mr. Hai, Vice Director

Mr. To Dinh Thai, Head of Policy & Planning Division


Ho Chi Minh City 22/03 – 25/03

	Saturday

22/3
	Dong Nai Industrial Zones Authority

Visit to Bien Hoa IZ 1 and 2
	No. 26, Road 2A Bien Hoa 2 IZ

061892378
	Mr. Nguyen Van Anh, Vice Manager

Mr. Nguyen Van Manh, Investment Manager

Mr. Pham Van Cuong, Investment Vice Manager

	
	Vinamar line
	Vinamar Line S.A
	Mr. Sigmund Stromme, Managing Director

	Sunday

23/3
	Business Association of Plastics
	192 Phung Hung, D5

8572658/8572659
	Mr. Tran Cong Hoang Quoc Trang, President CEO

Ms. Pham Thi Kim Lan, Executive Director




	Monday

24/3
	Department of Planning and Investment HCMC
	32 Le Thanh Ton, Dist 1
	Mr. Luong Van Ly, Deputy Director

Mr. Minh, Economic Department

	
	BST Group 
	33 Cuu Long, 2 Ward, Tan Binh Dist
	Mr. Nguyen Phi Bang, Vice General Director

	
	Amcham
	#323 New World Hotel
	Mr. Herb Cochran, Executive Director

	
	RMIT University Vietnam
	21 Pham Ngoc Thach D3

8224992/8225039
	Mr. Micheal Mann, Founding President

Ms. Suzanne Ardagh, Marketing & Public Relations Manager

Mr. Ian Macdonald, Director Teaching & Learning

	
	Dinner with Norwegian Business Community
	
	Mr. Arild Haugan, General Director Norsk Hydro

Mr. Sigmund Stromme, Vinamar Line S.A

	Tuesday

25/3
	Asia Commercial Bank
	442 Nguyen Thi Minh Khai
	Mr. Pham Trung Cang, Vice Chairman

Mr. Bui Tan Tai, Deputy General Manager

	
	East Asia Bank
	130 Phan Dang Luu, Phu Nhuan Dist
	Mr. Tran Phuong Binh, General Director

Mrs. Nguyen Thi Kim Xuyen, Deputy General Director

	
	HCMC Security Trading Centre
	No.1 Nam Ky KN

8217450/8218742
	Mr. Tran Dac Sinh, Director

Mr. Nguyen Huu Tuan, External Affairs Section


Da Nang City – Hue – Quang Tri 26/03 – 29/03

	Wednesday

26/3
	Department of Planning and Investment Da Nang, Investment Promotion Centre
	70 Quang Trung
	Mr. Lam Quang Minh, Vice Director Investment Promotion

Mrs. Huynh Lien Huong, Head of Information Resources Division

Mrs. Nhieu, Business Registration 

Mr. Huan, SMEs 

	
	Fishery, Forestry and Agriculture Dept. Da Nang
	140 Nguyen Thi Minh Khai
	Mr. Tran Van Huy, Standing Director

Mr. Tai, Head of Planning & Investment Division

	
	Fish processing factory of Phuoc Tien Ltd Co.
	
	Mr. Vu0905114922

	
	Quang Nam Da Nang Urban & Industrial Zones Development Company
	Dien Ngoc Industrial Zone
	Mr. Nguyen Duc Lanh, Director

Mr. Le Kim Son, Vice Director

Manager of Infrastructure Development Enterprise

	Thursday 27/3
	VCCI Da Nang
	256 Tran Phu
	Mr. Nguyen Cuong, Vice Director

 

	
	Meeting VN Bank for Agriculture and Rural Development-Branch
	111 Dien Bien Phu
	Mrs. Tran Thi Buu Chi, Director

Mrs. Tran Thi Phuong Lan, Vice Director Business

Mrs. Tran Thi Thu Van, Vice Director Accounting

	
	Working Dinner Nordic Assistance to Vietnam
	A9/25 Lang Ha
	Mrs. Liv Steimoeggen, Director

	Friday

28/3
	NORAD projects in Quang Tri: Trieu Phong District 
	Ai Tu Commune, Trieu Phong Town
	Mr. Ngo Thanh Nghi, National Project Director

Mr. Doan Minh Phong, Vice Director

Mr. Roland Larsson, Senior Consultant SIPU International

	
	Cotico Electrical Co., Ltd
	KP 7, F3 Dong Ha
	Mrs. Phan Thi Quy, Director

	
	People’s Committee
	
	Mr. Le Huu Thang, Vice Chaiman

Mr. Hoang Dang Mai, Director Foreign Relations Dept

Mr. Hoang Tan Trung, Head of Foreign Economic Relations Dept.


Hanoi, 30/03 – 04/04

	Monday

31/3
	VCCI
	9 Dao Duy Anh
	Madam Pham Chi Lan, Executive Vice President

Mr. Nguyen Ngoc Thang, Deputy Director General International Relations Dept.

	
	Hanoi Woman Business Club
	76 Hang Trong
	Mrs. Nguyen Thu Ha, Chairwoman

Mrs. Nguyen Thi Minh Nguyet, Management

Mrs. Tran Thi Ngoc Tuyet, Finance manager

Mrs. Doan Thi Huu Nghi, Management

	
	 Asia Foundation 
	#10-03 Prime Centre, 53 Quang Trung

9433263/9433257
	Mr. Jonathan R. Stromseth, Rep.

	
	VASEP
	10 Nguyen Cong Hoan


	Dr. Nguyen Huu Dung, General Secretary

	
	Vianova Systems Vietnam 
	45 Kim Dong

6643970/1/f2
	Nguyen Nhat Quang, General Manger

	
	Vietnam superrintendance and inspection Company Vinacontrol
	54 Tran Nhan Tong
	Dr. Mai Khang, Vice General Director

Mrs. Ha Thi Hong Thuy, Deputy Manager

	
	Quoc Hoa Hotel 
	10 Bat Dan
	Mr. Vinh, Owner

	Tuesday

01/04
	PM Research Commission 
	
	Mr. Vu Quoc Tuan, Senior Expert , Chairman of Consulting Council for Rural SMEs

	
	NERC National Enterprise Reform Committee
	6 Ba Huyen Thanh Quan

F:08048981


	Mr. Pham Viet Muon, Vice President

Mrs. Thanh Thi Tuyet, Senior Expert Enterprise Reform & Development Department

	
	ADB
	23 Phan Chu Trinh
	Mr. Alessandro Pio, Principal Programs Officer

	
	EU
	Metropole Centre
	Mr. Francisco Fontan, Second Secretary Private Sector Support

	
	Hanoi SMEs Association
	119 Le Duan
	Mr. Nguyen Hoang Luu, Vice Chairman

	
	Business Association of Young Entrepreuners
	
	Mr. Pham Tan Cong, Vice President & Secretary General

	
	ILO
	48-50 Nguyen Thai Hoc 7340902/3/f4
	Mrs. Rose Marie Greve, Director

Ms. Sofia Carlsson, Associate Expert

	
	Leadco
	
	Pham Nguyen Toan, Managing Partner


ANNEX  5

Legal Framework Relating to PSD 

Prepared by Vision & Associates

	Name of legal documents
	Amendment/ adjustments
	Main achievements

	Legal documents on business operations

	Law on Enterprises dated 1999
	Replacing the Law on Companies 1990 and the Law on Private Enterprises 1990


	The Law on Enterprises 1999 brings a new economic ideology in Vietnam, by simplifying the conditions and procedures for new establishment of private companies, and trying to make an equal playing field for private companies compared to State companies

	Law on Domestic Investment Promotions 1994, and its amendment 1998
	
	The Law defines incentives for domestic investments by investors of all economic sectors, including private sector, without any discrimination. This also aims at narrowing the gap between foreign and local investments 



	Decree 02/2000/ ND-CP, dated 3 February 2002, of the GOV, on business registration
	Replacing Decree 66/ND-HDBT, dated 2 March 1992, of the former Council of Ministers (now the GOV) on business registration for household businesses
	Decree 02 makes a guidance on how to do business registration by business household under the new simplified procedures provided for in the Law on Enterprises

	Decision 19/2000/QD-TTg, Decree 30/2000/ND-CP, Decree 59/2002/ND-CP, all on abandon of a number of business licenses
	
	These legal documents are seen as results of GOV's attempt at further simplifying the business registration procedures and conditions for new establishment of private companies in Vietnam

	Law on Foreign Investment in Vietnam 1996 its amendment in 2000, and implementing regulations
	Replacing the Law issued in 1987, with several adjustments
	The Law and Decree  24/200/ND-CP, 31 July 2000, of the GOV, provide together the legal basis for establishment and operation of  foreign investment enterprises in Vietnam  

	Legal documents on commercial contracts

	Civil Code 1993
	
	The Code serve as the backbone for the private legal system. It confirms the juridical status of all legal subjects, defines the basic rights, including ownership right, and sets up the principles for the relationship between the legal status entities and persons in Vietnam. 

	Commerce Law 1997
	
	The Law provides the principles for trading activities and competitions in Vietnam. 

	Ordinance on Economic Contracts 1989
	
	The Ordinance introduces the form of economic contracts and principles for signing and enforcement of the contract in Vietnam

	Legal documents on accounting and audit

	Ordinance on Accounting and Statistics 1988, and its implementing regulations
	
	The Ordinance provides the standards, criteria and principles for accounting and auditing activities in Vietnam

	Legal documents on taxation

	Law on Value-added Tax 1999, and its implementing regulations
	Replacing the Law on Turnover Tax (1990)
	The Law tries to avoid the multi or double taxations which were in existence under the old law, and to make a more transparent taxation system in Vietnam, in favour of enterprises 

	Law on Corporate Tax 1999, and its implementing regulations 


	Replacing the Law on Profit Tax 1990
	The Law tries to make a more transparent taxation system in Vietnam and to simplify the procedures in favour of enterprises.

	Legal documents on land

	The Land Law 1993, its amendment 1998, and implementing regulations
	
	The Land Law 1993 creates a legal basis for management of land in the country. 

	Legal documents on enterprise bankruptcy

	Law on Enterprise Bankruptcy 1993
	
	The Law provides the legal basis for identifying the cases, procedures for application and declaration of bankruptcy. This aims at creating the legal basis and vehicle for creditors to request for debt collection

	Legal documents on banking and financing

	Law on State Bank of Vietnam 1997, Law on Credit Institutions 1997, and their implementing regulations
	
	These legal documents provide private sector with access to various sources of financing, e.g. from the commercial banks, SME Support/Credit Funds, etc., and at the same time simplify the borrowing/lending procedures and conditions in favour of SMEs

	Decree 48/1998/ND-CP, dated 11 July 1998, of the GOV, on the stock market

	
	Decree 48 provides a new vehicle through which private companies could look for capitals.

	Legal documents on labour

	Labour Code 1994, its amendment 2002, and implementing regulations


	
	The Labour Code 1994 creates the legal basis for setting up the employment relationship in all economic sectors in Vietnam, including the private sector

	Legal documents on judiciary and arbitration system

	Ordinances on Procedures for Resolution of Civil and Economic Cases in 1989 and 1994, and their implementing regulations
	
	These provide the procedures for settlement of any commercial disputes through the people's court system, and the system for enforcement of the court's awards.

	Decree 116/CP, dated 5 September 1994, of the GOV, on the organization and operation of economic arbitration centres; Decision 204/TTg, dated 28 April 1993, of the Prime Minister, on the organization of the Vietnam international Arbitration Centre; and Decision 114/TTg, dated 16 February 1996, of the Prime Minister, on the expansion of the power for Vietnam International Arbitration Centre.
	Since 1 July 2003, these legal documents will be officially replaced by the Ordinance on Commercial Arbitration passed on 25 February 2003
	These simplify the procedures for settlement of commercial disputes through commercial arbitration centres compared to those through the people's court system, thanks to more flexible settlement principles and time frame 

	Legal documents on regulatory agencies

	Decree 90/2001/ND-CP, dated 23 November 2001, of the GOV, providing support to the development of SMEs
	
	Decree 90 provides the basic support to the development of SMEs in Vietnam, through establishment of SME Department at the central level, SME Support and Training Centres in the main regions of the country. Thanks to this, SMEs are easier in access to capital, land, market and business development services.

	Legal documents on business associations

	Draft Decree on business associations

	
	This aims at providing the legal basis for the new establishment and operation of various types of business associations in Vietnam


ANNEX 6

DONOR PSD MATRIX

	Donor 

(in ABC order)
	Project/ Program
	Project/Program Details
	Rationale, Focus and Approach

	
	
	National Counterpart
	Cost and Nature of Activities
	Rationale and Demand for Assistance
	Policy Focus
	Approach

	ADB
	SME Sector study
	MPI, SBV,

MOF,

VCCI, Vietcombank
	$ 90,000.00 Sector study, PPTA and Program Loan

April to July 2002
	The major purposes of the SME Study include: (i) identifying the strategic focus in SME development given the number of complex challenge;(ii) developing mid-term guidelines for ADB operations to maximize development impact; and (iii) analyzing the scope and extent of the current donor activities
	The major objective is to formulate a strategic framework for the SME development, in consultation with the Government
	The major components of the SME Study include: (i) diagnostic review of the current status and impediments of the SME sector;(ii) analysis on  current Government reform and future prospects;(iii) analysis on current donor activities;(iv) development of ADB(s strategic focus and options as well as priority areas; and(v) proposal for possible project/ assistance modality

	
	Rural Business Support Services
	SBV
	1 million USD 

TA

June 2002  to Dec 2003
	Under the Rural Enterprise Finance Project, ADB provides $ 80 million credit lines to rural small enterprises and household businesses through VBARD and CCF. However, credit alone will not maximize the growth of these businesses, which also need training, information, advice and operating environment conducive to growth. There is an urgent need for providing such services to rural businesses on a sustainable basis to ensure their growth and success.
	The TA aims to establish on a Pilot basis sustainable rural business centres that will provide rural entrepreneurs and farm households with business advice, credit facilitation service, market information and training
	The TA will sponsor three Rural Business Centres (RBC), which will be established through a competitive process whereby individuals, private sector organizations and private entities will submit business plans for establishing RBCs in selected rural areas

	
	PPTA for SME Development Project
	MPI

SBV

MOF

MOT

Molisa
	700,000D

Project Preparation Technical Assistance

from 2002 to 2003


	SMEs and private sector present the majority of employment opportunity and contain a significant growth potential in Vietnam. Yet, sector still face a number of barriers and impediments
	The aim of the SME Development Program Loan is to Provide assistance to enhance the SME/ private sector by reducing barriers and creating an enabling environment
	

	ADB
	SME  Development Program Loan
	MPI

SBV

MOF

MOT

MOLISA


	$ 100 million USD

Loan Piggy- back technical assistance

From 2004 to 2006
	SMEs and private sector present the majority of employment opportunity and contain a significant growth potential in Vietnam. Yet, sector still face a number of barriers and impediment Program Loan is to provide assistance to enhance the SME/ private sector by reducing barriers and creating an enabling environment.
	The major objective is to set up a strategic agenda with monitorable milestones for SMEs development 
	The SDPL is designed on the basic of the outcomes of the PPTA on SME Development. SDPL will include policy actions that the Government is committed to take to promote SMEs. These policy measures are designated in close consultation with the MPI and other related agencies 

	
	MPDF
	Private Sector Firms, Banks, State Banks, MOF, MPI, Business Association
	Co- financing

From 1997 to 2001
	A vibrant domestic private sector is an essential building block to achieve sustainable, pro-poor growth.
	To promote the establishment and expansion of commercially viable SMEs in Vietnam Laos and Cambodia, through:

(i) Part A Company Advisory Services "deals", and (ii) Part B Development of Business Support Services- Capacity development and research
	Co-financing multi-donor facility managed by IFC

	
	Mekong Enterprise Fund Ltd. (MEF)
	
	
	
	
	

	
	Support to Women(s Economic Development
	Women.(s Union of Quang Ninh , Hanoi and Hai Duong Association of cooperatives Private businesses
	CAN$ 1.5 million 

TA
	Conforms to CIDA(s objectives for Vietnam regarding private sector development and rural poverty reduction; was funded in response to a proposal from a Canadian NGO, Oxfam-Quebec.
	This project is supporting the work of the Vietnam Women(s Union, with the aim of increasing the participation of rural poor women in economic activities in Vietnam
	The project is establishing entrepreneurial units (called Women(s Economic Activities Support Units) to deliver training and follow-up advisory services to women in three provinces. The training includes development of business plans, micro-enterprise management, loans analysis, information on existing credit opportunities and group training and participation. The project also offers support to the Organization of Women in Collective Structures, including legal and technical advice on different options, institutional support and training; and also focuses on the support to project operations, through the provision of Canadian and local technical assistance, monitoring and follow-up, financial and narratives reporting.

	ADB
	Vietnam short-term Retraining Fund(VSTRF)
	MPI


	CAN$ 4.65 million 

From 1995 to 2003
	Under the responsive development fund model, unsolicited proposals were submitted to CIDA for funding consideration under the VSTRF. Proposals had to emphasize skill development and training for Vietnamese in various sector.
	The goal of the VCTRF is to assist Vietnam in acquiring the technical and management skills necessary for enhanced socio-economic development and transformation to a market economy. Its purpose is to assist Vietnam to effectively manage its development in key sectors and facilitate exposure of selected Vietnamese officials to Canadian technologies, practices, policies and expertise
	The VSTRF is a project funding mechanism designed to be responsive to the training needs of private and public Vietnamese institutions. The sub-projects that are funded focus on enhancing the managerial, technical and professional skills of senior Vietnamese officials. The project focuses on the areas of administrative and social reforms, economic management and technology transfer,particularly as they relate to infrastructure and private sector development, and to poverty alleviation, women in development and public participation/civil society.Most of the training take place in Canada and consist of short and medium term program of courses, seminars, particle attachments, secondments, study tours and missions

	
	MPDF
	Private Sector Firms, Banks, State Banks, MOF, MPI, Business Association
	CAN$ 4.95 million

From 2001 to 2006
	The province of Tra vinh  requested CIDA support in the environment of a new community college which would be business responsive. The project falls under CIDA(s objective of promoting private sector development in Vietnam
	The goal of the project is to improve the environment for private sector development in the Mekong Delta region through the development of a strong local labor force able to fill jobs requiring advanced skills.
	The Project supports the establishment of a Community College that will develop a skilled workforce which meets the needs of local business and industry in the province of Tra Vinh and the Mekong Delta region

	
	Support to Women(s Economic Development
	Women.(s Union of Quang Ninth , Hanoi and Hai Duong Association of cooperatives Private businesses
	CAN$ 1.7 million 

From 1999 to 2002
	Conforms to CIDA Vietnam program(s objective of reducing rural poverty; was funded in response to a proposal from CECI, a Canadian NGO, and the project monitor(s report on the first phase.
	This project is supporting Vietnam in developing operational models and adapting them to local conditions, in order to help provide employment and contribute to the reduction of the poverty in rural areas.
	Cooperatives and economic community organization (ECOs) are being established in the provinces of Tra Vinh and Thai Nguyen to support the production and marketing of agricultural produces; the capacity of rural development institutions to provider services to these population is also being strengthened. The aim is to provide models, which can be replicated in other regions of the country.

	
	Vietnam-Canada Rural Finance Outreach Project-VCRFOP
	State Bank of Vietnam/ICPMU

VBARD

Women(s Union(VWU)

Farmers(Union(VFU)
	CAN$ 2.56 million

From 1997 to 2002
	The project emerged from discussions with the World bank and ADB; these institutions were providing the GOV with capital to support lending to rural low-income households (LIHs) via the formal banking system. A niche existed for CIDA to provide technical assistance to facilitate reaching these households
	This project contributes to improving the productive capacity of rural poor households by increasing their access financial services from formal financial institutions.
	The project(s approach is to facilitate access of  low income rural households to formal financial services by improving the outreach environment and practices of both financial institutions (VBARD) and social organizations (VWU and VFU)

	DANIDA
	Capacity Building in textile Garment Embroidery Knitting Association of Ho Chi Minh City (AGTEK)
	AGTEK
	DKK 2,050,000

(EUR 275,645)

From  October 2000  to October  2002
	To strengthen the private sector in Vietnam by improving the business environment
	To develop AGTEK to a professional and financially viable organization, which will make it able to represent the overall interests of its members in an effective way
	Support Training and Technical Assistance by representatives from Danish sister organizations

	
	Capacity Building in the The Hanoi Youth Entrepreneurs Association(HYEA), Hanoi Business Association(HBA), Young Businesspeople Association of Ho Chi Minh City(YBA)
	HYEA,HBA, and YBA
	DKK 3,000,000

(EUR 403,383)

January 2002 to December 2003
	To strengthen the private sector in Vietnam by improving the business environment
	To develop HYEA, HBA, and YBA to become important players in private sector policy advocacy, enable the associations to provide their members with high quality services, to establish offices with professional staff and efficient office infrastructure, and to enhance communication links with members and the public
	Support Training and Technical Assistance by representatives from Danish sister organizations.

	
	Seafood Export and Quality Improvement Program (SEAQIP)
	Ministry of Fisheries VASEP
	DKK 40,000,000

(EUR 5,380,000)

from 1999 to 2004
	The rationale behind the Fisheries Sector Program Support is to assist the Vietnamese Ministry of Fisheries to implement a master-plan for the fisheries sector targeted against increasing the sector(s contribution to economic growth, employment and export earnings and at the same time securing a sustainable use the existing resources.

Specifically, the targets of the master-plan include: (i) Increasing export of aquatic products and net foreign exchange earnings that will derive from such exports;(ii) Accelerating modernizationand industrialization of the fisheries sector and its associated industries to improve the economic and financial efficiency of the sector and to establish and maintain comparatives advantages
	To increase earning from process fish and seafood products by supporting Vietnamese producers in reaching an internationally acknowledged level of quality based on environmentally sound modes of production.
	Support Vietnamese fish and seafood producer( quality assurance and marketing measures.

Support to the establishment and operation of Vietnam Association of Seafood Exporters and Producers(VASEP)

	
	Support to Industry restructuring and Enterprise Development (SIRED)
	Ministry of Fisheries VASEP
	DKK 24,900,000

(EUR 3,350,000)

From 1999 to 2004
	The rationale behind the Fisheries Sector program Support is to assist the Vietnamese Ministry of Fisheries to implement a master-plan for the fisheries sector targeted a against increasing the sector(s contribution to economic growth, employment and export earnings and at the same time securing a sustainable use of the existing resources.

Specifically, the targets of the master-plan include: (i) Increasing export of aquatic products and net foreign exchange earnings that will derive from such exports.(ii) Accelerating modernizatio and industrialization of the fisheries sector and its associated industries to improve the economic and to establish and maintain comparative advantages.
	To support restructuring and development of fish and seafood products
	The component is implemented by a new Restructuring and Equitisation Facilitating Unit(REFU).REFU is established within MOFI and the support of Danida

	
	Support to the establishment of the Private Sector Forum Secretariat
	
	DKK 100,000

(EUR 13,500)

TA

October 2000 to October 2002
	To improve the investment and business climate to stimulate the economic development the Private sector Forum
	To support the Private Sector Forum Secretariat in order to improve the Secretariat(s ability to: (i) prepare and organize the VSF meetings;(ii) Provide coordination among the various working groups;(iii) ensure information of the PSF participants of progress by the working group
	Financial support to the establishment of the Secretariat unit and coverage of operating expenses.

	DANIDA
	Capacity Building in textile Garment Embroidery Knitting Association of Ho Chi Minh City (AGTEK)
	AGTEK
	DKK 2,050,000

(EUR 275,645)

From  October 2000  to October  2002
	To strengthen the private sector in Vietnam by improving the business environment
	To develop AGTEK to a professional and financially viable organization, which will make it able to represent the overall interests of its members in an effective way
	Support Training and Technical Assistance by representatives from Danish sister organizations

	DFID
	PRSC
	Private Sector, Firms, Banks, State Bank, MOF, MPI
	USD 20 million (total $ 250 million) (Co-financing)
	Key structural reforms are need to achieve pro-poor growth in Vietnam
	Support for Economic Reform in five areas: (i) Private Sector Development, (ii) Trade Liberalization,(iii) Banking Reform,(iv) Public Expenditure Management and; (v) SOE reform
	Provision of the flexible funding to GOV in two trances on basis of progress against policy matrix.

	
	Making Markets Work beter for the Poor (planned)
	MPI
	
	
	
	

	EU
	European Commission/ Small and Medium Enterprise Development Funds
	MOLISA and 5 commercial banks: ACB; BIDV; ICN; VBARD and MB
	US$25 million/275 billion VND for financing and 1.2 million for operation

1997 - 2000
	Provision of improved financial services (medium and long - term credit to SMEs to enhance social and economic development in Vietnam through a refinancing facility. Beneficiary businesses are those with registered capital between $50,000 and $ 3000,000 employing between 10 and 200 workers) in all economic sectors.
	
	Number of Loans: 243, of which:

SOE: 49.3%; POE: 49.3% and JV: 0.4%, in term of number of loans and 54%; 45%and 1% respectively in term of value

Total disbursed Funds: 250.48 billion and, accounting for 94%of funds

	
	European Commission/Small and Medium Enterprise Development Funds
	DAF and selected commercial Banks
	Recovery of SMEDF phase I (Approx. 290 billion VND for financing and about 1 million Euro for TA)
	Provision of improved financial services (medium and long-term credit) to SMEs to enhance social and economic development in Vietnam through a refinancing facility; Provision of training to participating banks and DAF; Provision of training to SEM managers.
	
	

	
	European Commission/European Business Information Center Vietnam
	European Chamber of Commerce in Vietnam (ECCV)
	EC contribution Euro 0.99 million 

2001 - 2003
	To raise the profile of the European Union among the business community in Vietnam

To contribute to the development of Vietnam

The specific objective of the project is to increase, while acting in a manner complementary to the public and private sector agencies of the EU member states, the capacity of Asian businesses to engage in mutual beneficial linkages with Eu businesses
	
	

	France AFD
	Economics Law Reform)
	$1.8 million 

TA

From 2001 to 2004
	
	The project work with the ministry of Trade to improve the legal frame work in the areas of land use rights, intellectual property protection, contracts and other areas related to economic activities
	
	.

	Germany (BMZ)
	KfW Economic Reintegration of Returnees II
	Ministry of Finance Industrial and Commercial Bank of Vietnam (ICBV)


	EUR 5.1 million

from 2001 to 2003
	Bottlenecks in medium and long-term loans for small and medium enterprises
	Overcome such bottlenecks in medium and long-term loans for small and medium enterprises (incl. new enterprises) to create employment and income
	Medium and long-term loans are extended by ICBV at market interest rates for private  SMEs based on clearly defined criteria with respect to loans size, term of loan, enterprises and activities eligible for loans etc.

	
	KfW

Rural Credit and Saving program
	Ministry of Finance Vietnam Bank for Agriculture and Rural Development (VBARD)
	EUR 2.6 million 

Loan

from 2002 to 2004
	Bottlenecks in financial services for micro and small enterprises in rural and semi-urban areas
	Overcome such bottlenecks in financial services for micro and small enterprises in rural and semi-urban areas in order to stimulate economic development in rural areas and to reduce migration to urban centers
	Medium and long term loans are extended by VBARD at market interest rates to micro and small enterprises in rural and semi-urban areas (provinces Nghe An, Thanh Hoa, Thai Binh, Ninh Binh, Bac Ninh) based on clearly defined criteria with respect to loans size, term of loan, enterprises and activities eligible for loans etc.

Development of saving activities and flexible saving products to enhance sustainability of financial services in rural areas.

	
	GTZ SME Promotion Project
	VCA

VCCI

STAMEQ

Ministry of Industry
	$6 million 

TA

from 1994-2005
	Together with many other constraints, the malfunctioning of the BDS market in Vietnam is hindering the development of the enterprise sector. It is estimated that business services currently account for less than 1% of the country's gross domestic product (GDP) compared with an average of 10% in traditional market economies. The low accessibility of BDS for SMEs, limited use, and the poor quality of services provided are among the reasons that the outsourcing of "non-core" business functions is still very limited.
	The main focus of the project is on strengthening the development if a market for BDS, with a view to strengthening the competitiveness of the private sector. Its main partners are VCA, BPSC, VCCI, STAMEQ and MOI
	Main components of the project include: (i) to promote an enabling environment for BDS, by addressing the regulatory framework, increasing awareness, and providing market intelligence, (i) to support selected business service providers to provide specialized and demand-oriented services, with a focus on (a) quality management and social standards, (b) management training and (c) business information.

	
	Policy Advice to Support Small and Medium Enterprise (GTZ-MPI)
	MPI
	$1.2 million 

TA

From 2003 to 2005
	The approval of the SME Decree and the establishment of the SME Department open up new chances to more systematically improve the framework conditions for the private sector, and in particular small and medium enterprises. Based on its earlier assistance through UNIDO, the German Government has in 2001 approved assistance to the SME-Department in particular in relation to policy issues.
	The project aims at supporting the SME Department, to be created under the MPI, in the implementation of the SME Decree, in particular with a view to the creation of an enabling environment for SME, and the design of a consistent SME promotion policy
	To be defined in a program appraisal mission to be implemented after the SME Department has initiated work

	
	Promotion of Investment and Economic Cooperation (GTZ-MPI)
	MPI
	$2.1 million

TA

From 2000 to 2004
	Foreign direct investment promotion is an important aspect of strengthening economic growth and employment, as well as stimulating the transfer of knowledge.

So far, investment from Germany has still been limited.
	The project aims at strengthening strategies for investment promotion at the national and regional lever, with a particular emphasis on investment from Germany.
	The approach of the project followed so far is currently being reassessed, but should be oriented more at strengthening investment promotion agencies in selected provinces.

	
	ZDH Partnership Program
	VCCI
	
	The representation of the private sector, i.e. chambers and associations, are still weak
	
	German Confederation of Small Business and Skilled Crafts (ZDH) manages this regional project based in Singapore to strengthen the VCCI, including its branches in Hai Phong, Da Nang and HCMC, UAIC and industry associations in SME development. It provides training and technical assistance to build the capacity of these organizations. It is also strengthening public-private sector dialogue on SME Promotion, WTO, association decree, etc.

	
	DED/DEG Business Start-up Program
	
	
	
	
	The DEG/DEG Start-up Program cooperates with MOLISA and the Incombank to promote the creation of new enterprises, with a view to provide training seminars and consultancy services for start-ups and existing businesses.

	
	German Development Service (DED)
	
	
	
	
	The DED provides volunteers placed with various Vietnamese institutions active in the field of small and micro enterprise development (as well as non-formal vocational training). Development workers are mainly placed with organizations in the provinces, such as COOPSME centered, e.g. in Quang Nam and Hue, DOSTE Bac Giang and others

	
	Training activities by Carl Duisberg Gesellschaft (CDG)
	
	
	
	
	CDG offers training for enterprises and SME support organizations, both in Germany and Vietnam with a view to enhancing the competitiveness of Vietnamese business. Training focuses on social standards, environment management, export marketing, investment promotion, technology transfer and other fields.

	
	Public Private Partnership (PPP)
	
	
	
	
	This program is a financing facility of the German Ministry of Economic Cooperation and Development to support new forms of collaboration between European private industries, GTZ and respective local partners with a mixture of private and public funds. The objective is to make full use of the growing role of the private companies in developing countries on one hand and the specific know-how of development organizations on the other. Co-financing, compatibility with development objectives, and complementarily of investments are the main principles of PPP projects.

	Japan (JBIC)
	Vietnam Economic Reform Program under New Miyazawa Initiative (NMI)
	MPI

MOF

MOT
	Y20,000,000,000 = US $ 185 million

until all the counterpart fund deposited in the Counterpart Fund Account is used and the agreed action plan is completed
	The stagnated growth of domestic private sector and large growth potential through the development of private sector in Vietnam under Doi Moi policy lead to the entrepreneur views of that private sector promotion as one of most important reforms in Vietnam

GOV submitted a presentation on the situation and prospect of Vietnam economy under the context of Asian regional financial crisis and made a request to GOJ for the participation of Vietnam in the total US$ 30 billion Miyazawa Initiative in order to assist Asian countries in recovery of economic difficulties as impacts of the regional financial crisis
	To support the balance of payment of the GOV for its efforts to implement the reform programs in three areas:

· Private Sector Promotion Program

· Audit of the Large SOEs

· Tariffication of Non-tariff Barriers
	The loan is provided on the condition that the GOV is to implement the agreed action plans, which specify the time of completion of each action, related to the three reform programs. The implementation of these plans is to be closely monitored.

	
	JBIC/Small and Medium Enterprises Finance Project
	MOF

SBV
	JPY 4,535 million

Loan

1999-2009
	This project will provide medium and long-term loans to small and medium sized enterprises in Vietnam in the form of two-step loans via the Government of Vietnam and financial institutions. The project aims at alleviating the shortage of funds which is the current greatest problem impeding the growth of small and medium enterprises.
	The objective of the project is to not only improve and develop the small and medium sized enterprises but also strengthen the capability of the Vietnamese banking sector.
	The proceeds of the loan will be financed to the small and medium sized enterprises (end-borrowers) in two steps via the Government of Vietnam (Ministry of Finance and State Bank of Vietnam) and participating financial institutions at confessional interest rates.

Eligible end-borrowers: Vietnamese private, joint stock companies, or equitised SOEs falling into the category of small and medium sized enterprises in accordance with the definition of the Government of Vietnam

Eligible Participating Financial Institutions (i) Vietnamese stated-owned commercial banks (Incombank and BIDV); (ii) joint stock commercial banks (EACB and ACB)

Location of end-borrowers: Hanoi, hai Phong, Da nang and Hochiminh city



	Japan  (JICA)
	Dispatch of Long-term Expert
	Dept. of Industry, MPI
	Sep. 2001-Sep.2003
	
	
	- SME survey (actual visiting, feature analysis)

- SME promotion planning (consultation and recommendation)

- Preparatory survey for establishing technical assistance center

	
	Dispatch of Long-term experts
	DPI, HCMC People's Committee
	Mar-Apr. 2002
	
	
	- Introduction of Japanese SME policy and measure for promotion 

- Support for making a development plan & policy for HCMC SME promotion

- Training DPI staff to assist and consult to SMEs

- Organizing dissemination seminars of SME promotion



	
	Dispatch of two Short-term Expert
	DPI, HCMC People's Committee
	Mar-Apr. 2002
	
	
	- Conduct basic study of mechanical and machine industry (MMI)

- Analysis of MMI and their technology

- Recommendation for policy establishment



	
	Dispatch of three Short-term Expert
	Dept. of Industry, MPI
	In 2002 for one month (Planning)
	
	
	To support some activities of Long-term experts in MPI (more precise work plan will be decided in near future)

	
	Dispatch of three Senior Volunteers
	VCCI Hanoi
	Sep. 01-Sep. 02

Sep. 01-Sep. 02

Nov.01-Nov. 02
	
	
	- Administrative and financial management

Corporate governance

- Trade & negotiation skills

	
	NEU Joint research
	National Economic University
	May 01-Apr 03
	- Research on selected industries in the economic integration age; steel, garment/textile, machinery, footwear, electronics

- Disseminate research results to policy-makers and practitioners
	
	

	
	Vietnam-Japan human Resources Cooperation Center


	Trade Univ. in Hanoi and in HCMC
	Sep. 2000-Aug.2005
	Supporting and improving human resources in business environment by providing

- Business courses, such as accounting, marketing etc.

- Japanese language courses

- information services and cultural exchange activities
	
	

	Netherlands 

(SNV)
	Income and Employment Generation Program
	Provincial People's Committee's

Women's Union
	1mln Euro for direct and indirect TA costs per year (including overhead supervision and management) plus 400,000 program support costs
	Rural Enterprises Promotion (REP) Sub-program:

Partners are interested in promotion of rural SME's but lack (some of the) resources and expertise to do so. SNV is interested in promoting rural SME's as it reduces poverty and promotes a more equitable regional distribution of wealth within the country

NAPA Bub-program:

Partners are interested to improve the socio-economic position of rural women, but lack (some of the) resources and expertise to do so. SNV is interested in promoting the socio-economic position of rural women to ensure a more equitable development of men and women.
	REP:

Goal: to contribute to the sustainable development of private Micro-small and Medium Enterprises2 in order to increase opportunities for income & employment generation in rural provinces in North and North-Central Vietnam

Objective: (i) promote the development of a functioning Business Development Market through promotion of supply and demand for BDS services; (ii) Contributing to the (further) development of non-state owned Enterprises through promotion of policy dialogue between stake-holders in the SME development

NAPA:

Goal: to raise the income of poor women by improving their (self)-employment opportunities and thus create more equality between women and men.

Objective: (i) Poor women are capable to create or improve their income-generating activities: (i) The Women's Union is a capable facilitating institution for the promotion of women's enterprises.

There are favorable conditions for women's enterprises.
	Objective 1:

- Support development of a functioning and sustainable market for BDS, by developing supply and demand of rural BDS services, based on identified needs.

Objective 2:

- Promote understanding of government organizations of SME needs and priorities through promotion of dialogue between government and SME's. 

- Promote establishment and/or development of Business Associations as a means for Smell's to exchange experiences and improve their dialogue with government

- Coach different levers of WU in their role in project implementation. (capacity building)

- provide funding and methodology for micro-credit for poor rural women (group savings and credit)

-provide methodology for identification of income generating opportunities

- facilitate services in technical and business management training for women

	Sweden

(SIDA)
	Start and Improve Your Business (SIYB)
	(VCCI)
	USD 1,05 million

from April 2002 to April 2004
	The SIYB is based on a Swedish concept, used in other countries and adapted to the Vietnamese context
	The project aims to contribute to the government objectives of increased employment through private sector developmetn. It aims to do so by assisting aspiring and existing entrepreneurs with business management skills training and follow-up activities.
	The training is and will be provided by a broad range of local organisations by building their training capacity.

	Switzerland

(SECO)
	Swiss Import Promotion Programme SIPPO
	Vietnam Trade Promotion Agency VIET_RADE
	4.1999-3.2003 (48 months)
	To support efforts of Vietnamese small & medium exporters to penetrate the EU and Swiss markets by providing with information, contacts and training
	
	

	
	Vietnam Cleaner Production Center (VN CPC)
	Institute of Environmental Science and Technology. Hanoi University of Technology
	Phase I: November 1998 to November 200

Phase II: November 2000 to November 2003
	To promote the application of cleaner production in industry in order to prepare companies for succesful transfer of environmentally sound technologies and therefore, reach a sustainable development
	
	

	
	Support for Trade Promotion and Export Development Preparatory Assistance VIE/98/021
	Vietnam Trade Promotion Agency VIET-RADE (MoT)
	18 moths from 1/2001 to 8/2002

a full scale project will follow
	This preparatory assistance paves the way for a full-scale trade promotion and export development project to Vietnam to respond more effectively to the opportunities and challenged of the global trading system.
	
	

	
	MPDF
	
	
	
	
	

	
	Mekong Enterprise Fund Ltd.  (MEF)
	
	
	
	
	

	UNIDO
	UNIDO-MPI Assistance to Industrial SMEs in Vietnam 

VIE/95/004
	MPI-Dept. of Industry

MPI-CIEM BDS suppliers in Hanoi and HCMC: UAIC, VCCI, CESTI, HCU, HUT, HCMCUT
	USD 2.7 million

TA project aimed at contributing to the development of enabling environment for SMEs in Vietnam

from 1996 to 2000
	The spirit of the 'Doi Moi' policy led to a political willingness to promote SMEs but there was no clear strategy for SME/private sector promotion, coupled with a lack of effective support institutions.

An assessment of needs of SMEs and constraints faced by Government and support institutions identified problems such as: incomplete legal and regulatory framework, low general level of technology, unresponsiveness of training systems to meet SMEs needs, poorly developed enterprise linkages (subcontracting) and weak capacity to prepare business plans.

An Objectives-Oriented Project Planning workshop was held in April 1994 bringing together Government officials, relevant public and private sector institutions as well as representatives of SMEs from several provinces.
	To contribute to the development of an enabling environment for SMEs in Vietnam

· Direct support

· Policy-lever capacity building:

· Service capacity building:
	providing recommendations to the Government on improvements to the policy and regulatory framework, including those relating to registration procedures, import/export procedures and disincentives of regulatory barriers affecting SMEs;

Strengthening the capacity of relevant policy bodies to plan, monitor and coordinate efforts in support of SMEs;

Strengthening the capacity of selected public and private institutions to provide effective market-led BDS in the fields of technological information, advice and counseling; technical training; promoting subcontracting work and business planning. Supported numerous institutions e.g. UAIC, VCCI, CESTI, HCU, HUT, HMCCUT.

	
	Support to Private Sector Development: Modeling the National SME Agency and private Sector Promotion Council 

VIE/00/013

UNIDO (Germany, UNDP)
	MPT-Dept. of Industry
	USD $92 300

TA project

6 months over the period Oct.

2000 - Oct 2002
	In the Government of Vietnam's 1999 Action Plan for private Sector Promotion, MPI was assigned to set up the institutional framework for SME promotion. Based on successful cooperation in the past, the Ministry requested UNIDO to assist this process by acting as a focal point in mobilizing funds from donors and implementing technical assistance projects to establish the envisaged institutional framework.
	The first phase of the project involved the definition of the necessary institutional structure, namely the National SME Promotion Agency/Department and the SME Promotion Council, its objectives and the activities needed to achieve those objectives (including the definition of support program for SMEs to be implemented by the institutional structure).

The second phase related to the definition of the technical and financial assistance needed to be provided by multilateral and bilateral aid donor organizations to establish and make effective the structure and its program.
	The results of the first phase were sidely discussed among government ministries, business sector representatives and Peole's Committees in focus group meetings at the national and provincial levels.

International expertise provided.

	
	Entrepreneurship Development Program for Women in Food Processing in Central Vietnam

VIE/01/008
	Women's Union Danang
	$ 594,700 (Japanese Women in Development Fund and Belgium)

 Oct. 2001-Oct. 2004
	
	This UNIDO executed/UNDP financial project is oprerating in 3 provinces in Central Vietnam (Da Nang, He and Quang Nam)
	During a 3 year period, 20 - 25 trainers will be trained who in turn will train at least 300 women entrepreneurs operating household, micro or small businesses in the food industries with prospects for employment, income generation and poverty alleviation. The project is implemented by Da Nang Women's Union and designed to strengthen the capacities of the Da Nang Women's Union to run the WU's training centers and conduct training for women enterpreneurs in as well as to maintain an active network of women entrepreneurs in SME management and food processing technology through regular monitoring, and by sharing business advice, organizing the women by sectors, and linking them with credit facilities.

	
	Entrepreneurship Development Program for Women in Food Processing in Central Vietnam Phase II)
	
	Pipe-line project: 2002-2005
	A project similar to VIE/01/008 will cover three additional provinces: Quang Tri, Quang Binh, and Ha Tinh
	
	

	World Bank
	Developing a strategy for putting in place a system of regular high quality enterprise surveys
	GSO, Industrial Dept., and Trade Prices Dept.
	Cost: being planned Technical Assistance From May 2002 to April 2003
	Implementing the CPRGS requires a strong system of generating economic strategies for the various parts of the country. Currently a number of weaknesses exist that the Govt is keen to address.
	Strengthen capacity for the collection and analysis of economic statistics, focusing on putting in place a system of regular enterprise surveys of the formal sector.
	The World Bank develops the strategy together with GSO with the assistance of international and local TA. The Strategy will be implemented through a project to be funded through grant money from 1-2 bilateral donors.


ANNEX 7

SELECTED SLIDES FROM VCCL CONFERENCE IN HCMC  9TH DECEMBER 2002
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NORADs rapportserie

Year
Nr
Title
Type

00
1
NORAD's Good Governance and 



Anti-Corruption Action Plan 2000-2001
Position

01
1
Coordination of Budget support programmes
Discussion

01
2
Poverty Reduction Strategy Processes in Partner Countries
Position

01
3
Aids handlingsplan
Standpunkt

01
4
Aids Action Plan
Position

02
1
Study on Private sector Development: Summaries
Discussion

02
2
Study on Private sector in Bangladesh
Discussion

02
3
Study on Private sector in Malawi
Discussion

02
4
Study on Private sector in Mosambique
Discussion

02
5
Study on Private sector in Sri Lanka
Discussion

02
6
Study on Private sector in Tanzania
Discussion

02
7
Study on Private sector in Uganda
Discussion

02
8
Study on Private sector in Zambia
Discussion

02
9
Ownership and partnership: 



Does the new rhetoric solve the incentive problems in aid? 
Discussion

02
10
Study of Future Norwegian Support to Civil Society in Mozambique
Discussion

02
11
Report of a study on the civil society in Uganda
Discussion

02
12
Private Sector Development in Albania
Discussion

02
13
Private Sector Development in Bosnia and Herzegovina
Discussion

02
14
Review of Christian Relief Network in development co-operation.
Discussion

02
15
Budsjettstøtte
Standpunkt

02
16
Direct budget support/
Position

02
17
Fattigdom og urbanisering
Standpunkt

02
18
Urbanisation
Position

02
19
Information and Communication Technology (ICT)
Position

03
1
Helse i utviklingssamarbeidet
Standpunkt

03
2
Principles for Delegated Co-operation in NORAD
Position

03
3
Building demand-led and pro-poor financial systems
Position

03
4
Study on Private sector Development in Nicaragua
Discussion

03
5
Study on Private sector Development and Prospects



for Norwegian trade and investment interests in Nepal
Discussion

03
6
Study on Private sector Development and Prospects



for Norwegian trade and investment interests in Vietnam
Discussion

NORADs rapportserie består av to typer rapporter: Standpunkt uttrykker NORADs syn på et tema, mens Diskusjon er et faglig innspill, som ikke nødvendigvis uttrykker etatens vedtatte policy.

NORAD's list of publications comprises two categories: Position is NORAD's official opinion, while Discussion is a forum for debate that not necessarily reflects NORAD's policy.
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� “Desk Study on the Enabling Environment in Vietnam” Vision & Associates, March 2003


� A summary of basic country indicators and data is given in Annex 1: “Vietnam at a glance”, from the World Bank.


� Vietnam Development Report 2003, World Bank, page 7


� “Prime Minister Meets Business”, HCMC, March 24 2003.


� Country Brief Vietnam 2002, World Bank


� Vietnam Country Profile 2002, Economist Intelligence Unit Ltd. Most information in section 2.1 are from this publication. 


� Vietnam Development Report 2003, World Bank


� Please note that estimate of GDP growth varies due to different methodologies. The World Bank and ADB are normally somewhat lower than official Vietnamese estimates. However, the trend and relative consistency across estimates normally agree.


� Vietnam Country Profile 2002, Economist Intelligence Unit. Reference table 9.


� Vietnam Country Profile 2002, EIU, page 43.


� Vietnam Poverty Analysis, Ausaid, April 2002.


� “Women in Vietnam”, Country Briefing Paper, ADB, 2002.


�  Small scale agriculture and household non-farm activities account for the largest share of employment, 88%.


� Private Sector Assessment Vietnam, ADB, 2002.


� Vietnams Private Companies and Employment Generation, WB Draft, Steer & Taussig, 2001. 


� Steer & Taussig,


� Vietnam: Delivering on its Promises, World bank, Nov 2002. 


� CAS 2003-2006, World Bank, page 45.


� Vietnam Development Report 2003, World Bank, page ix.


� From the National Assembly on 16 November 2002


� Meeting with the Business Community, HCMC, 24 March 2003.


� Private Sector Assessment ADB, 2002, Annex 2.


� Private Sector Assessment Vietnam, ADB, 2002, Appendix 2.


� Vietnam Business Forum, December 2002


� Vietnam Business Forum December 2002.


� Vietnam Development Report 2003, World Bank, page 40.


� Private Sector Assessment Vietnam, ADB, 2002, page 25.


� Creating a Conducive Policy Environment for Employment generation in Small Enterprises in Vietnam, Working paper 31, 2002, ILO.


� Vietnam Development Report 2003, World Bank,


� Vietnam Development Report 2003, World Bank, page 34





� MOLISA, 2001 (Estimate) 


� Underemployment being defined as working less than 40 hours/week and severe underemployment as


working less than 15 hours/week.


� World Bank estimates as contained in Vietnam Development Report 2000 "Attacking Poverty", p.49


� “Women in Vietnam”, Country Briefing Paper, ADB, 2002.


� “Women in Vietnam”, Country Briefing Paper, ADB, 2002. (page 19)


� Vietnam Business Forum, December 2002.


� These laws are not enforced, but create uncertainty. 


� Private Sector Assessment Vietnam, Annex 2, ADB, 2002


� “Private Solutions for Infrastructure: Opportunities for Vietnam”, World Bank 2000. (Page 2)


� Vietnam Country Profile 2002, Economist Intelligence Unit.


� ”Vietnam’s Private Companies and Employment Creation”, Draft, World Bank Hanoi, 2001.


� “East Asia: From Miracle to Crisis. UNDP”, Nov 1998.


� “Support to private sector development: Modeling the national sme promotion agency and private sector promotion council”, UNIDO 2001.


� Changed from VND 5 bn, and 200 employees in 2001.


� “Support To Private Sector Development: Modeling The National Sme Promotion Agency And Private Sector Promotion Council”, UNIDO, May 2001.


� “Approaches to Support of an Enabling Environment for Small Enterprises”, R.Mellon, GTZ, 2002.


� “The Hidden MSE Service Sector”, Anderson, ILO 2000


�  “Business Development Services in Viet Nam”, GTZ/VCCI, 2002.


� An updated list of donor support to PSD is attached as annex 6.


� "Taking Stock - An Update on Vietnam's Economic Reforms: Progress and Donor Support", World Bank, May 2002.


� Multilateral and regional assistance targeted to Vietnam not included in this figure.


� “Approaches to Support the Development of an Enabling Environment for Small Enterprises”, R. Mellon, August 2002.


� “Approaches to Support the Development of an Enabling Environment for Small Enterprises”, R. Mellon, August 2002


� Competitiveness Of Food Processing In Vietnam, UNIDO, 1998.


� “Vietnam’s Garment Industry: Moving up the Value Chain”, MPDF, 2000.


� “Vietnam Industrial Competitiveness Review”, UNIDO, 1999.


� The assessment should include policies on the restructuring of the public sector, if relevant, and the roles and responsibilities of the private sector and the government, respectively.  The assessment is not limited to the formal sector of the economy, and should also include bottlenecks related to the market structures in relevant sectors (monopolies, oligopolies etc.) Also the international environment for PSD should be included, especially with respect to exports.


� Areas of co-operation are not restricted to public partners. Private institutions such as business associations, chambers of commerce and trade as well as co-financing with other bilateral and multilateral donors should be considered. Direct support to individual enterprises should be avoided because of the risks of unfair competition and possible market distortions.


� The new one for its replacement is under preparation by the State Securities Committee.


� This is under joint preparation by the Ministry of Interior Affairs and Ministry of Justice.
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