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Prefatory Note

The Terms of Reference (TOR) foretWoint Country Analysis (JCA) we
ambitious and exceptionally wiganging. The team was assigned the following
tasks:

A AssessViet Namd s vetbmment challenges over the period 2@0 in
relation to economic growth, human development and environmental
sustainability, giving due recognition to the impact of these challenges
across the full range of sectors and on women, children and ethnic
minorities as well as the various regions of the country;

A Assess policy options proposed to address these challenges in the medium
and long periods, with a specific focus on those challenges that present
themselves during the transition to middle income statu

A Assess the impact of the global financial crisisviet Namb s devel opment
prospects;

A Assess the initial @f t s of t he glb\Secieleiconemidc 6 s 201
Development Plan and propose additions and modifications based on the
analysis;

A Estimate the goverme nt 6 s ext er nal financing reql
and the expected contribution of donor agencies;

A Determine whetheViet Namis actually in the transition to middle income
status or whether in fact this transition is still several years away;

A Map ait a transition plan for the architectunf Official Development
Assistance(ODA) during the transition from lower income to middle
income country status;

A Assess t he rel evance of Vieh Hambfsmi dd | e
development trajectory in comparatigerspective, and propose policies to
enableViet Namto avoid this trap.

Completing any one of tke tasks would have been a substantiaertaking
given the complexity of issues involved. Whole books have been and are being
written aboutViet Namd s  mecenomy, industrial performance and strategy,
reform of stateowned enterprises, higher education development, ethnic minorities
and poverty, the provision of health and education services, and the environment, just
to name a few of the topics coveredckling them all with a relatively small team
(two international and four national consultants) with a limited time commitment and
a tight deadline and at the level of detail suggested in the TOR was an ambitious
assignment, to say the least

This report ®vers most of the issues set out in the Terms of Reference. It also
benefits from comments offered on an earlier draft from UN agencies and the LMDG.
However, given the small team and very limited time, it would not be surprising if the
reportstill fails to do proper justice tthe wide range of issues covered by the Terms
of Reference.



In revising the draft a great deal of use has been made ekdedientpeer
review by Jonathan Pincudduch of Hs anaysis is incorporated into the report
particulaty in relation to his insightful discussion of industrial strategy options, the
measurement and analysis of poverty and possible models for the development of
higher education.

The team believes that we have provided a relevant overview of the challenges
Viet Nam is likely to face in its economic and social development over the coming
decade, and as such we hope that the report will provide some pointers to possible
priorities for the futurgorograms of the UN and the LMDG.

Brian Van Arkadie, Team Leader
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Chapter 1
Introduction

. This study has been commissioned by the United Nation$ &ddtl a group of

Al imk endedo partners (LMDG) with the pur
knowledge ofcurrent key development challenges and policy choices facing

Viet Nam. The study identifies development challenges, analpsgential

barriers to maintainig rapid economic growthnd explores the requirements

of promoting broacbased improvements in living standards and welfare,
inclusive of the most disadvantaged and
population.

. The study also explores the policy implicats, both for Viet Nam and

partners, of the achievement of middieome country (MIC) status. While

welcoming the achievement of MIC status, there is a concern within the
government about the possibility that the momentum of development may

slow downi that Viet Nam may be caughtin a-esoal | ed A Mi ddl e I n
Trapo.

. In considering possible developments over the coming decade, it has to be
recognised that economic and social forecasting is a very uncertain art. In
order to explore possible challenges, thelg develops a number of possible
scenarios. These are not forecasts as such, but a presentation of possible
outcomes, the plausibility of which will depend on a number of exogenous
factors (e.g. evolution of global markets), the behaviour of key actaitsei
economy and the policies implemented by governmdiiius regative
outcomes suggested by the various scenarios may be avoidable by appropriate
policy interventions, or may not occur if exogenous factors are very
favourable.

. One theme of this study that in the coming decade Viet Nam may face a
number of challenging turning points. One is the possibility that the existing
strategy of lowvalue added labour intensive exporting may no longer offer the
same growth possibilities, posing difficult challesgn seeking the route to a
different growth path.

. A second set of issues relate to equity in the distribution of the benefits of the
growth achieved. With the reduction in absolute poverty, while poverty will
not be so widespread, in the new urbanized mdustrialized society many

will remain vulnerable, for example as a result of unemployment, migrant
status, age and disability. With these developmeew set of policy issues
emerges.

. Some groups (e.g. the poor ethnic minorities) may still beestibp persistent
poverty. Although the number of absolutely poor may be much less than in the
past, it may be more difult to continue to raise the poaut of poverty
simply through the process of economic growgiiven the cultural and
physical causesf their continuing conditionEconomic and social inequalities

are increasing, including in relation to access to social services. While



available income data suggest that Viet Nam is still a relatively egalitarian
society, signs of social differentiati@re easy to observe, and are a portent for
the future. There is therefore a danger in economic privileges and
disadvantages being transferred from generation to generation. This poses a
quite new set of issues for Viet Nam.

7. The study includes:

AA review of past progress with economic and social development
over theDoi Moi period, including an analysis of sources of growth
and social development.

AAn overview and assessment of the semionomic development
challenges and opportunities facing Viet Nam e tshort and
medium terms, leading into an analysis of the policy and reform
options available to exploit opportunities and relax constraints.

AAn analysis of the implications of the current global financial crisis
on development in Viet Nam.

AA criticalove r vi ew o f Vi et Namdés nati onal e
priorities and strategies.

AA discussion of the financing needs and external financial resources
that Government of Viet Nam (GoV) needs from all sources to realize
its development programme, includiagreview of the contributions
that international development partners plan to make in addressing
these requests in the next programme period and in a new aid
environment.

AAn analysis of critical policy areas in light of the shared concerns of
GoV and partars concerning the achievement of sustained growth
and continuing poverty alleviation; and

AAn identification of some new options for development assistance,
including an orderly transition from current aid arrangements to new
modalities of support approprit e t o Vi et Nambés risin
and new policy challenges, and explores the potential risks of
premature withdrawal of aid, particularly in light of the fragile
international economic environment.



Some of the Messages of the Report

1. The central ecoromic challenge: Vi et Namobs mar ket trans

progressive integration with global processes and institutions created a
sustained burst of economic growth. The country has experienced significant
and broad based productivity gains in agriculture glomith steadily
increasing flows of foreign investment looking for cheap labour to produce
simple manufactured exports. The result has been fast growth and rapid
reductions in poverty and unprecedented improvements in living standards.

. One challenge ideriied which this report subscribes is that this growth model
may reach its limits during the coming decade. Viet Nam is séetmme a

A mi dirtéme country, but there is real uncertainty about whether and how
Viet Nam can continue to grow at a high ratving achieved that status. In
order to sustain growth, poverty reduction, and broad based gains in living
standards, Viet Nam will need to achieve productivity enhancements across all
sectors. This, in turn, will require continuing renovation of ingtihs, not

only in the economy, but also in public administration and the delivery of
essential social services. There are, in addition, other significant challenges
arising from rapid growth, including environmental pressures, increasing
economic inequaly, and stresses arising from urbanization and migration, all
of which will require effective responses. Moreover the exogenous challenges
arising from climate change may prove the biggest problem of all.

. Middle income status Although the targets in theraft Sociceconomic
Development PlanSEDB 201%15 are likely to prove ovesimbitious, Viet
Nam will have achieved middle income status before the beginning of the
plan, and is likely to consolidate its position during the plan period. However:

AThe econom remains vulnerable to fluctuations in the world
economy. Its export base is still dependent on primary commodities.
If the world economy slips back into recession, the economy might
just hover at the lower end of middlecome status.

AMany provinces wil continue to have average per capita income
levels well below the middle income level, so that big segments of the
population will remain poor.

These points suggest that donors should not rush to scale down their support.
The Vietnamese government is ledp that it will continue to receive
significant concessional aid during the coming plan period, an expectation
which has some merit.

. Growth sustainability: the draft SEDP recognises, correctly, that sustaining
Vietnamese growth in the coming decade wdbuire substantial structural
change, including a change in the structure of exports towards higher value added
and more sophisticated goods.

However, while the need for a new pattern of growth is recognised, it is far
from clear how this will be achiede It will be neither automatic nor easy.
Existing strategy places a good deal of emphasis on foreign private investment
in manufacturing, involving a combination of imported technology, local land
(often supplied by statewned enterprises (SOESs) as theantribution to a



joint venture), and low skilled local labour. Technical transfer to local firms is
limited. As growth gets translated into higher wages, it is not evident that
existing firms will be interested in moving into more sophisticated
manufactuing or even remaining in Viet Nam, or that new foreign firms will
be attracted to invest in sufficient quantities in higher wage activities to
maintain growth momentum.

Discussion in Viet Nam sometimes holds out the hope that a shift to more
advanced teaiology could be spearheaded by Viethamese SOEs transforming

t hemsel ves i nto Kor ean styl e Achaebol s
corporations do not exhibit the required innovative flare. Nor is there a
sufficiently developed national private sector tbthe gap.

. Human capital development Whatever institutional arrangements emeige
implement industrial transformation, a transformation in the skills of the
Vietnamese labour force will be necessary. The need is both for the
development of higtevel skils of the type required to develop more
sophisticated activities and to generate high rates of innovation, and middle
level vocational skills that will be needed to operate in new lines of industrial
activity.

In the last two decades there has been yanagrid expansion of the number of
Vietnamese receiving tertiary education, but this has been largely a
guantitative achievement. Teactstudents ratios have risen sharply and there
has been little improvement in average staff qualifications. Althouglonme

areas there has been significant progress in reform of curricula, often with
external support, the system still lacks the quality required to enhance human
capital in ways to meet future challenges.

Moreover, while the number of Viethamese seekingjargr level training
abroad has increased rapidly, largely through private efforts, it is not clear that
the bulk of students are going to the better institutions or enrolling in the more
challenging courses.

One area where LMDG could make a key contrinutio the next stage of

Vietnamese development could be through a concentrated program to help

i mprove the quality of tertiary educat.
excell encebo i n technical and scienti fi
enhanced (andoordinated) scholarship assistance for Vietnamese students to

attend the best universities abroad.

. Efficiency of investment. Recent data suggest a sharp decline in the
efficiency of investment, as evidenced by the rise in incremental capital output
ratio (ICOR). The figures in the draft plan suggest that government is willing
to accept a low level of efficiency of investment, and will attempt to sustain
growth by very high rates of investment/GDP.

This study does not have the resources to undertake-depth study of
investment efficiency and can only report on some of the suggested reasons
for low efficiency, including:

AA duplication of efforts, particularly in provincial level investment
programs;

ACorruption raising project costs;



AThe poor quality of monitoring and evaluation in the Public
Investment Program;

AA shift in foreign direct investment (FDI) towards investment in
speculative property development;

Awasteful use of resources by some of the large State general
corporations.

The implication for daors is both that:

In their own programthey should address the need for efficiency (they
should part of the solution in the past, some tiggrojects have been
part of the problem, raising the project costs).

Continuing support is required to improvestafficiency and integrity
of public investments.

7. Continuing poverty: while continuing progress can be expected in reducing
overall poverty, remaining pockets of poverty may be more intractable. The
following observations are relevant:

AAs the government oegnises, one cause of persistence poverty is
geographical remoteness. While the continuing extension of the
transport system will alleviate this problem, some remote areas will
remain, where the potential for profitable investment will remain low,
and whee the longterm result may be depopulation;

AThe poverty of ethnic minorities will remain a concern. Indeed the
economic development of areas where the ethnic minorities are
concentrated will not necessarily improve their condition, as one
result of growh in economic opportunities is to attract Kinh in
migrants. More efforts are required to upgrade the education and
skills of the minority communities, to put them on par with the
majority.

Alncreasing inequality of incomes, combined with a shift to user
chages at poinbf-delivery for public services is likely to increase
the inequality of access to education and make upward social and
economic mobility more difficult;

AMany of those who have moved above the poverty line in recent years
are still highly vulrerable and could easily slip back into poverty
this is both the case for poor farmers and for urban workers (e.g. in
construction) who lack job security.

Awith urbanization, greater attention needs to be given to the urban
poor, who are often not recogeds because of their insecure
residence status.

8. Gender issues:while in some areas and by international comparative
standards, Vi et Nambs record on gender
education), gender inequity remains an important challengenuner of
areas:

AAt the top of the system, women are grossly umdpresented, with
the government and Party failing to meet the targets they have set



themselves for female participation in decisioaking institutions,

and with few women holding highesuel political and administrative

posts (e.g. ministers and vice mini s
urgent action. (In addition to gender bias, one impediment to female

promotion is the gender differential in the retirement age).

AThere is evidencefaleterioration of the position of the female child,
as in response to increasing education and health fees, male children
are favoured.

AThe most pervasive form of gender bias is within the household, with
gender differences in the burden of household wgérticular
onerous, as most women are also involved in paid employment) and
domestic violence.

While issues such dhe first and secondan be addressed by readily
identifiable adjustments in public policthe third issugequires a widespread
shitfin behaviour and cul tur e Suclpchanges cul ar |
can be stimulated by active programs of public education, and specific forms
of negative behaviour can be punished (e.g. domestic violence), but the
movement towards full gender equahtill require a sustained effort over the
long term.The donor community needs to give attention to how iticarease
its contributionto this process of social change.

9. Education and health: in the past, including in the pi2oi Moi period, Viet
Nam atieved great progress in pub&ducation andhealth, resulting in och
better education and health standards twaald be expected at the existing
income levels. n recent years the public provision of education and health
serviceshas been subject topia change. Care is needed to avoid the attrition
of the beefits of the old system. Ananagement and incentive system is
needed which ensures egile acces¢including gender equality in access)
and continued improvements in the qualityedfication andhealth services. In
particular, it is important to be fully aware of the impact of marketntives
on social service deliveryand to avoid such changes undermining earlier
achievements.

10.Public administration reform: There has been a steady improvemint
many aspects of public administration, with the reduction in unnecessary
bureaucratic procedures and the improvement in the quality of staff. Effective
donor interventions in future to support the continuation this progress requires
the following:

AA long view is requiredi experience with public administration
reform (PAR) in most countries (including the historical experience
of donors) is that it requires an effort over decades.

AThe design of interventions should be based on a deep understanding
of howthe existing system works before reform, its strengths as well
as weaknesses, and a clear view of the gradualbsgtsfep process
which is likely to improve the system. Attempts to introduce systemic
reform based on imported models and ideal visionsxcdppropriate
administrative system are unlikely to work;

AReform is most likely to work in the parts of the system where the
local authorities recognise the need for change, and have identified



problems that they need help to resolve. This may mean woskihg

the more developed, progressive parts of the system, rather than the
poorest (for whom change is likely to come from emulation of
successful practice).

AMany issues which now need to be tackled relate to administrative
coordination, both horizontallypbetween different ministries and
departments, and vertically between different levels of government
and the more rational allocation of functions within government.

Awith the implementation of decentralization the possibility of using
public oversight of pholic sector performance in principle increases,
but there is little evidence that it has yet happened.

11.Corruption: Government (including through statements in the draft SEDP),
the Party, the general public and donors all express concern about corruption.
Petty corruption is pervasive, t hrough
in recent years there have been enough
scale stealing or diversion of public assets) to suggest that this is an increasing
problem. This cou be act as a check on growth prospects, both because of
the waste of resources and the distortion of incentives. It can also lead to the
erosion in the public respect for public institutions (taken together, resulting in
the dysfunctional outcomes asseen t he regi on under t he
of Indonesia and the Philipms). To tackle this problenthe Viethamese
systemneed to exhibithe political will to tackle the problem witlvigour.

12.Climate change:Parts of Viet Nam are likely to be particulavulnerable to
the negative impacts of climate change. Although, necessarily, the precise
timing and level of he impact is unpredictable, the negative impacts may be
very largeunder plausible scenariosp thatthis issue needs to be awarded
high prioiity by government and the donor community. Decisions are required
to ensure that investments and new developments are designed to minimize
the possible impact (which is not currently the case) and that
protective/preventative interventions are implemented.

Given Vietnamese experience with the management of water systems, and
impressive record in responding to natural disasters, the nation should be
reasonably equipped to respond to the challenge. However, although in a
general sense there is an awarenesthefpotential challenge, at least at
national and provincial level, many issues of principle (specific analyses of the
likely impacts under alternative scenario) and practice (a clear identification of
institutional responsibility and division of laboun iundertaking disaster
minimization programs) need to be addressed. The donor community needs to
gear itself to working in this area both in the long term and on a sufficient
scale to make the needed impact.

13.Land use: in relation both to environmental peation and to the efficient
long-term exploitation of natural resources, there is a challenging set of issues
to be faced in relation to land use. The current system encourages land
degradation and the inefficient allocation of resources. While some eform
have been implemented in recent years, this is an area where a major push will
be required in the coming period. External assistance will be needed.



14.Urban issues: The terms of reference for this study did not include urban
issues. This was somewhat sisprg. With the current pace of urbanization,
Viet Nam will fundamentally shift from being a predominantly rural society to
be an urbaibased economy over the coming decade. Many issues (e.qg.
poverty) which in the past have been seen as mainly rural umenatll now
have to be confronted in an urban setting.

At the early stages of any urbanization process, governments-are ill
equipped to handle emerging policy issues as they will beyond previous
experience. This is an area in which the donor communitgicam on its own
experience to provide help.

In Viet Nam, the high pace of urban development has not been
accompanied by sufficient forethought by government. The unrestricted
development of high rise buildings and the uncontrolled development of traffic
are cases in point. As cities grow, choices which could have been made at little
cost at earlier stages of growth become increasingly expensive (e.g. the
allocation of space for public purposes) or difficult to implement because of
the emergence of new imésts (e.g. the use of private automobiles). The result
will be a polluted and nasty urban environment of the kind which can be
observed in many middle income countries. This should be one of the high
priority areas for external assistance.



Chapter 2
vieO . Ai 80 3T AETAATTITIITEA $A
Implications for the Future

The main themes of this report relate to difficult challenges facing Viet Nam
over the coming decade, including analyses of weakness in social development and
economic policy. However, it iBnportant to preface any discussion of weaknesses
with a clear recognition of the impressive achievements of Viet Nam in the past two
decades, which suggest the capacity that exists to meet these challenges.

Over the last two decades, Viet Nam has expeg&d rapid economic growth
and marked improvements in living standards. Data indicate dramatic declines in
poverty and impressive progress across a range of development indi€atbe.1
summarizes the more recent drafata o the achievement of the millennium
development goals (MDGS).

Available data suggest that many MDGs have been achieved or are likely to
be achieved by 2016, and all are achiéwalziven that in the late 198thousehold
incomes in Viet Nam were still amgrthe lowest in the world, and that the country
faced food insecurity to the point of namine, the record of achievement has to be
recognised as truly impressive.

Thi s chapter addresses the question v
socioeconomic develp me n t to date mean for Viet Namo
guestion, a simple review of familiar development indicators is inadequate. A critical
and nuanced analysis is needed. One that draws upon the wealth of existing data and
analysis, but also ideniifs ambiguities, contradictions, and unanswered questions
t hat emerge in official accounts of Vi et
observations of critical features of Vietnamese society.

2.1. Economic Growth

Since 1989, Viet Nam has experienced two decatlespid economic growth
and very significant declines in poverty.
institutions and external relations resulting from the implementati@ooMoi have
been crucial, along with the implementation of a range of ipslidesigned to
promote economic growth and social wellbeing.

Vi et Namo s t r a n-basddieoonomyt improed en@nonkce t
opportunities and i ncentives, whi | e t he
permitted access foreign markets and capitabnBmic expansion has, in turn,
permitted household incomes to grow along with increased household consumption,
savings, and investment. Growth has been uneven, but sufficiently-lbesad to
alleviate largescale acute material deprivations.



Table 2.1. Achievement of the Millennium Development Goals

Goals and Targets |Indicators for monitoring progress Value |Year [Source Assessment/progress Status/ Follow-up
Goal 1: Eradicate extreme poverty and hunger [
Target 1: Halve, between 1990 and 2015, the 1. Proportion of population below USD 1 (PPP) per 12| 2008|MOLISA Poverty reduced by two thirds Already
proportion of people whose income is less than  |day[a] &UNDP between 2005 and 2008 achieved
one dollar a day

2. Poverty gap ratio [incidence x depth of poverty] NA

3. Share of poorest quintile in national consumption NA
Target 2: Halve, between 1990 and 2015, the 4. Prevalence of underweight children under-five years of 19.9( 2008|HSYB2008 Proportion reduced by more Already
proportion of people who suffer from hunger age than achieved

5. Proportion of population below minimum level of NA two thirds between 1993 and 2008

dietary energy consumption
Goal 2: Achieve universal primary education
Target 3: Ensure that, by 2015, children 6. Net enrolment ratio in primary education 95.4| 2006|MISC Grade 5 completion rate has Likely to be
everywhere, boys and girls alike, will be able to risen achieved
complete a full course of primary schooling has reached 89 percent

7. Proportion of pupils starting grade 1 who reach grade 81.7| 2006|MISC

5[b]/ Primary completion rate

8. Literacy rate of 15-24 year-olds NA
Goal 3: Promote gender equality and empower women
Target 4: Eliminate gender disparity in primary 9. Ratios of girls to boys in primary, secondary and 0.92/1.0( 2007|GSO Gender equality at all school Already
and secondary education, preferably by 2005, and|tertiary education 6 levels, except for ethnic achieved
in all levels of education no later than 2015 minorities

10. Ratio of literate women to men, 15-24 years old NA

11. Share of women in wage employment in the non- NA

agricultural sector

12. Proportion of seats held by women in national 27.3| 2007|GSO

parliament
Goal 4: Reduce child mortality
Target 5: Reduce by two-thirds, between 1990 13. Under-five mortality rate 25.5| 2008|GSO/MOH Reduced by two third between Likely to be
and 2015, the under-five mortality rate 1990 and 2008 achieved

14. Infant mortality rate 15| 2008|GSO/MOH

15. Proportion of 1 year-old children immunized against 95.6| 2008|HSYB 2008

measles (< 1-year)
Goal 5: Improve maternal health
Target 6: Reduce by three-quarters, between 16. Maternal mortality ratio 162( 2005(MISC Likely to be
1990 and 2015, the maternal mortality ratio achieved

17. Proportion of births attended by skilled health 94.7| 2008|HSYB 2008

personnel

Goal 6: Combat HIV/AIDS, malaria and other diseases
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Goals and Targets Indicators for monitoring progress Value |Year [Source Assessment/progress Status/ Follow-up
Target 7: Have halted by 2015 and begun to 18. HIV prevalence among pregnant women aged 15-24 |NA Infection rate went up from Likely to be
reverse the spread of HIV/AIDS years 0.34 achieved
percent in 2001 to 0.44 in 2005
19. Condom use rate of the contraceptive prevalence 10.9] 2008(PCS2008
rate[c]
19a. Condom use at last high-risk sex NA
19b. Percentage of population aged 15-24 years with |NA
comprehensive correct knowledge of HIV/AIDS[d]
19c. Contraceptive prevalence rate 79.5| 2008|PCS2008
20. Ratio of school attendance of orphans to school NA
attendance of non-orphans aged 10-14 years
Target 8: Have halted by 2015 and begun to 21. Prevalence and death rates associated with malaria 0.03| 2008|HSYB 2008 [Malaria cases and deaths Already
reverse the incidence of malaria and other major reduced achieved
diseases
22. Proportion of population in malaria-risk areas using NA
effective malaria prevention and treatment measures|e]
23. Prevalence and death rates associated with NA
tuberculosis
24. Proportion of tuberculosis cases detected and cured |NA

under directly observed treatment short course DOTS
(Internationally recommended TB control strategy)

Goal 7: Ensure environmental sustainability

Target 9: Integrate the principles of sustainable

25. Proportion of land area covered by forest

Forest cover up but loss in

Uncertain to

development into country policies and closed canopy Achieve
programmes and reverse the loss of forest and biodiversity
environmental resources

26. Ratio of area protected to maintain biological diversity to surface area

27. Energy use (kg oil equivalent) per USD 1 GDP (PPP) | | |

28. Carbon dioxide emissions per capita and consumption of ozone-depleting CFCs (ODP tons)

29. Proportion of population using solid fuels
Target 10: Halve, by 2015, the proportion of 30. Proportion of population with sustainable access to 86.7| 2009|Census Share without improved water Likely to be
people without sustainable access to safe drinking|an improved water source, urban and rural source fell by almost three achieved
water and basic sanitation quarters

31. Proportion of population with access to improved 45| 2009(Census

sanitation, urban and rural

Target 11: By 2020, to have achieved a
significant improvement in the lives of at least 100
million slum dwellers

32. Proportion of households with access to secure
tenure

NA

Goal 8: Develop a global partnership for development
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Goals and Targets

Indicators for monitoring progress |value |vear |Source |Assessment/progress |Status/ Follow-up

Target 12: Develop further an open, rule-based,
predictable, non-discriminatory trading and
financial system

Some of the indicators listed below are monitored separately for the least developed countries (LDCs), Africa, landlocked developing
countries and small island developing States

Includes a commitment to good governance,
development and poverty reduction i both
nationally and internationally

33. Net ODA, total and to the | east developed countries, as percd

Target 13: Address the special needs of the least

developed countries

34. Proportion of total bilateral, sector-allocable ODA of OECD/DAC donors to basic social services (basic education, primary health care, nutrition,
safe water and sanitation)

35. Proportion of bilateral official development assistance of OECD/DAC donors that is untied

Includes: tariff and quota free access for the least
developed countries' exports; enhanced
programme of debt relief for heavily indebted poor
countries (HIPC) and cancellation of official
bilateral debt; and more generous ODA for
countries committed to poverty reduction

36. ODA received in landlocked developing countries as a proportion of their gross national incomes

37. ODA received in small island developing States as a proportion of their gross national incomes

Target 14: Address the special needs of
landlocked developing countries and small island
developing States (through the Programme of
Action for the Sustainable Development of Small
Island Developing States and the outcome of the
twenty-second special session of the General
Assembly)

38. Proportion of total developed country imports (by value and excluding arms) from developing countries and least developed countries, admitted
free of duty

Target 15: Deal comprehensively with the debt
problems of developing countries through national
and international measures in order to make debt
sustainable in the long term

39. Average tariffs imposed by developed countries on agricultural products and textiles and clothing from developing countries

40. Agricultural support estimate for OECD countries as a percentage of their gross domestic product

41. Proportion of ODA provided to help build trade capacity

42. Total number of countries that have reached their HIPC decision points and number that have reached their HIPC completion points
(cumulative)

43. Debt relief committed under HIPC Initiative

44. Debt service as a percentage of exports of goods and services

Target 16: In cooperation with developing
countries, develop and implement strategies for
decent and productive work for youth

45. Unemployment rate of young people aged 15-24 NA
years, each sex and total[f]
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Goals and Targets

Indicators for monitoring progress

Jvalue

|Year [Source |Assessment/progress

Status/ Follow-up

Target 17: In cooperation with pharmaceutical
companies, provide access to affordable essential
drugs in developing countries

46. Proportion of population with access to affordable essential drugs on a sustainable basis

Target 18: In cooperation with the private sector,
make available the benefits of new technologies,
especially information and communications

47. Telephone lines and cellular subscribers per 100

population

285171

2006

Statistics Handbook 2007

48. Personal computers in use per 100 population

Internet users per 100 population

Achieved
On track

Special attention required

Source:UNDP Working Draft only 25 March 2010

13




The country has experienced significant productivity gains in the rural
economy owing to improved incentivesxpanding marketand access to improved
technology (notably new seeds, varieties angsxo

Substantial flows of foreign investment looking for cheap labour to produce
simple exports have boosted industrial production. Rapid economic growth, including
expansion in employment and sustained increases in agricultural productivity have
resultedin exemplary reductions in poverty.i et Nambés demoigraphic
and, in particular its transition to lower birth rates (though Viet Nam has alarmingly
high abortion rates), has undoubtedly also helped to reduce poverty.

Growth in the availabilityof economic resources associateith accelerate
economic growth hepermitted continuous increases in spending to enhance welfare,
including the expansion of public spending on weHambancing state services and
private spending on items such as fdoelth care, education, housing, and so on. In
so doing, Viet Nam has, along with growth in household incomes and poverty
alleviation, expanded the supply of important public and gmaisiic goods, such as
infrastructure, education, health care, etc.

Average per capita GDP in Viet Nam has steadily progressed from less than
USD 200 in 1989 to above USD 1,000 by 2009 despite a temporary decline in the rate
of income growth induced by recent domestic and global economic turbulence.
Income levels will placeViet Nam in the lower ranks of the group of countries
considered to be fAmiddle incomeo (versus A

Of course, as is weknown, the scope and pace of socioeconomic
development in Viet Nam has varied (sometimes sharplgjoss different
geographical regions and segments of the population. Some of the contrasts in the
pace of development between regions are inevitable at this stage of development, in
particular the increasing gap between rural and urban income levelkeandntrast
been the very rapid growth in the two main growth poles and lagging provinces.

|l ncome growth has occurred most rapi dl
cities and in areas that have experienced an agglomeration of -expated
economic activies.

Growth and living standard improvements have been slower in the Northwest
and Central Highlands (as well as other poor regions), and among certain ethnic
minority groups. It has become apparent that the Mekong River Delta (MRD),
routinely consideredetter off because of the storied fertility of its soils and its
proximity to Ho Chi Minh City is, by many measures, less well off than is commonly
assumed.

2.2. Poverty Reduction

Rapid economic growth in Viet Nam since the early 1990s has driven
sustainedddéci nes in the countryb6s poverty rate,
capita monthly household expenditure to a governrdetdrmined poverty lineThe

Vi et Namés gener atheGpneral Statistigs OfficdBSO) withs asistande frdimythe
World Bank(WB). It is based on average monthly expenditure per cafiita.poverty line has been
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poverty line set for the 20080 period was a monthly income VND 200,000 per
capita (roughly equalot USD 11.50).Against this governmerdetermined poverty
line, the proportion of poor households in Viet Nam is estimated to have declined
from over 60 percent in 1990 8.9 percent in 2002, and to 16 percent by 2006.
Preliminary figures suggest povenyll decline to about 12 or 10 percent by 2010
(Ministry of Planning and Investme(¥PI) 2008: 16).

Internationally, the USD 1 dolleaday in purchasing power parity (PPP)
threshold line for establishing the prevalence of acute poverty has enjoyed great
popularity, though it is a problematic measure. According to this metric, severe
poverty in Viet Nam has declined remarkablfrom 39.9 percent in 1993 to less five
percent in 2006 (MPI 2008: 22). This and similar data have leW@é¢o assert that
A t achievement of Viet Nam in the area of poverty reduction is the most impressive
of developing economi eso.

The poverty gap, which estimates the depth of poverty by comparing the
difference in average expenditures of the poor to the poverty line, hadeglsol
substantially, from an estimated 18 percent in 1993 to bélp&rcent in 2006.

There are also many things the mostly commonly cited poverty data do not tell
us. One of the most i mportant i's that sub:
reman nearpoor.

Food poverty is another measure of poverty. In Viet Nam it is calculated by
the GSO using standardised WB methods. Specifically, the food poverty line is the
estimated amount sufficient to purchase a
provide a basic per capita energy intake of 2,100 kcal pef d&we Government
estimates that between 1993 and 2006 the food poverty rate in Viet Nam declined
from 25 to 7 percent. A target 8fpercent has been set for 2010.

As can be observed ihable 2.2, by various measures, poverty in Viet Nam
has different rates across regions and segments of the population.

The figures above show that substantial declines in estimated poverty have
occurred across all regions, though the pEfageclines has varied considerably. Data
indicate poverty is more prevalent in rural areas and that poverty is most concentrated
in the northern mountainous region, northeast, and central highlands. The north
central region is also relatively poor, ircame/expenditure terms. The noted failure
of survey data to capture the migrant poor suggests general and urban poverty may
higher than the above figures indicate.

Poverty is much more prevalent among ethnic minorities, i.e-Kmom and
Hoa. It is imporant to note, however, the existence of variation among minority
groups. The Muong and Thai groups, for example, exhibit living standards
comparable to Kinh. Other groups, however (e.g. the Hmong and Khmer) continue to
experience comparatively great econondifficulties. For many minority groups,
poverty is the outcome of many causes, including but not limited to physical

adjusted several times in recent years, as follows: 1998, VND 149,000; 2002, VND 160,000; 2004,
VND 173.000; and 2006, VND 213,000. Ingemdr, Vi et Namdés poverty |l ine is

2 Rural and urban food poverty lines are calculated for urban and rural areas to account for differences
in the prices of foods, with the urban food poverty line set 25 to 35 percent higher.
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remotenessand linguistic differences Food poverty among ethnic minority
households, at nearly 30 percent, is ten times that among &iimhi and Hoa.

Table 2.2. Poverty Rates Viet Nam(%)

1993 | 1998 = 2002 =~ 2004 = 2006 = 2008
Poverty rates
Poverty (using official 58.1 37.4 28.9 19.5 15.97 <14
poverty line)
Poverty rate (USD 1 39.9 16.4 13.6 10.6 4.9 Na
(PPP)per dg)
Poverty gap 18.5 9.5 6.9 4.7 3.8 Na
Poverty rates in urban/rural areas
Urban 25.1 9.2 6.6 3.6 3.9 Na
Rural 66.4 45.5 35.6 25.0 20.4 Na
Poverty rates by region
Northern Mountains 81.5 64.2 43.9 354 30.2 Na
Red River Delta 62.7 29.3 22.4 12.1 8.8 Na
North Central 74.5 48.1 43.9 31.9 29.1 Na
South Central Coastal 47.2 34.5 25.2 19.0 12.6 Na
Central Highlands 70.0 52.4 51.8 33.1 28.6 Na
Southeast 37.0 12.2 10.6 5.4 5.8 Na
MRD 47.1 36.9 23.4 19.5 10.3 Na
Poverty rates by
ethnic group
Kinh and Chinese 53.9 31.1 23.1 135 10.3 Na
Other 86.4 75.2 69.5 60.7 52.3 Na

Source: MPI 20021); GSOViet Nam Living Standards SurveyLS9 1993,1998,Viet Nam
Household Living Standards SurvégHLSS 2002, 2004 and 2006/iet NamDevelopment Report, the
WB 2003 and 2007 (proportion of households spending less than USD 1 (PPP) per day

2.3. Socio-Economic Development, 1989 -2009

Socioeconomic developent data suggest not only that there is economic
growth, but also that there is fAprogresso
addition to income and income poverty, various measures of health, nutrition, and
education provide useful indicatoof wellbeing. Other measures of socioeconomic
development, such as access to clean water, transport infrastructure and means,
electricity, and the prevalence of sanitary conditions provide a fuller picture of Viet
Nambébs socioeconomic devel opment .

Howeve, data only take on meaning through comparison and analysis of
context. Across all indicators of socioeconomic development, it is useful to observe
trends across time and place, and different social groupings. Spatial comparisons of
socioeconomic developent in Viet Nam reveal important differences across rural
and urban zones, distinct geographical regions, different income/expenditure strata,
sex, age, and other dimensions of variation. For the main audience of this report,
much of the data are familiaand are therefore not discussed at any length.

With respect to health and nutrition, Viet Nam has evidenced clear
improvements in life expectancy, maternal and child mortality, and the prevalence of
severe underweight children. Between 1992 and 20@7eXpectancy increased from
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65.2 to 74.3 years (and 75.6 for females). Between 1998 and 2008, maternal mortality
has declined from 160 per 100,000 live births to 75. During the same period; under
one infant mortality has declined from 31 per 1,000 livéhbito 15.5, while under

five mortality has declined from 42 to 25. Malnutrition among children has declined
from an estimated 44.9 percent in 1994 to 19.9 percent in 2008.

Viet Nam has been praised for achieving far better results in health indicators
relative to countries of similar level of economic development. By 2006, Viet Nam
had overtaken the Philippines, Thailand and Indonesia (countries in the same region
with higher levels of per capita GDP) in reducing infant mortality rate.

Some communicabldiseases such as polio, newborn tetanus and leprosy have
been successfully eradicated. Malaria and dengue are no longer among the leading
causes of morbidity and/or mortality as they were in-tf880s. Complications of
pregnancy and delivery are no longenong the leading causes of morbidity; foetal
retardation and malnutrition are no longer as prevalent as in the early 2000s. Viet
Nam will be among a relatively small number of countries to achieve MDGs on
maternal mortality and infant mortality.

Table 2.3. Under-One Infant Mortality Rate

Census | Population | Population | Population Population
Survey Survey Survey Survey
1/4/1999 | 1/4/2000 1/4/2002 1/4/2007 1/4/2008
Whole country 36.70 31.20 26.00 16.00 15.00
Urban 18.30 20.10 17.00 é é
Rural 41.00 34.60 28.80 é é
Region
Red River Delta 26.50 26.30 20.00 10.00 11.00
North East 40.80 36.00 30.20 22.00 21.00
North West 58.30 40.60 40.50 29.00 21.00
North Central Coast 37.00 31.50 30.90 20.00 16.00
South Central Coast 40.60 29.20 23.60 17.00 16.00
Central Highlands 64.40 43.20 30.90 27.00 23.00
South East 23.60 22.90 18.90 10.00 8.00
MRD 38.00 32.10 21.20 11.00 11.00

Source: 1999 Census S®Population Surveys, various years.

In mary respects, health policies have contributed to improvements in health
status. Over the last two decades, Viet Nam has seen improvements in the
geographical coverage of the health system and the availability of health services. The
statebs | a r pyegentiveehiealito stadtionsofas been extended to every
commune in the country. The staten network of hospitals approaches 1000. And,
since 1989, the government has permitted the private provision of health services.

Important problems notwithstandinghe development of a significant
preventive health network that provides services at low or no cost has undoubtedly
contributed to i mprovement groportion &f biktht Na mo s
attended by health personnel is indicative. As of the 2@@8 figure was over 95
percent nationally, and in urban and delta areas reached 98 pé&igdni®). That
said, limitations on the accessibility of quality preventive and curative health services
T due to reasons varying from physical location, to carsd, staffingi contribute to
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significant variation in health outcomes across reginsaggregated estimates of

infant mortality across regions (presented @&ble2.3) are suggestive of more general

regional variation in soci@@nomic conditions and the accessibility of appropriate
care.

Recent policies on health care for the poor and health insurance have yielded
some encouraging results. The proportion of insured population has increased
significantly, from less than 15 perdgein 2001 to 43 percent in 2007. Most of the
certified poor families are provided with health insurance. fgpear families also get
support to enrol in health insurance. According to Viet Nam Household Living
Standards Survey (VHLSS) 2006, thiepgartersof patients from the poorest income
quintile in rural areas that visited a health facility had health insurance. Across ethnic
minority groups (excepting the Hoa), an average of 60 percent to 97 percent of group
members who came to seek treatment hadthesurance cards. This reflects efforts
to increase equality in access to health services.

Education has been hailed as one of
development and there have indeed been dramatic improvements in the availability of
educatiom, as measured by gross and net enrolment figures, teachers, classrooms, and
So on. Apparent i mprovements in educat.
government to promoting education, which accounts for 20 percent of the state

budget. Nonethelesshad as emphasi zed at the outset

education system are surely among the greatest challenges Viet Nam faces and will
face over the decade ahead.

The gains Viet Nam has recorded in primary and secondary school enrolment
have been trylimpressive. Net (i.e. age appropriate) enrolment in primary education
has increased from an estimated 87 percent in 1993 to a projected 96 percent in 2008,
while net enrolment figures for the poorest and richest expenditure quintiles of the
population hge declined from 20 percent to 5 percent, within the same interval.
Preliminary estimates are that, by 2008, the national primary net enrolment rate will
have reached 96 percent.

Gains in secondary education have been even more striking. Between 1993
and1998, net enrolment in lowksecondary education more than doubled (from 30 to
62 percent), and reached an estimated 79 percent by 2006. Between 1993 and 2006,
uppersecondary net enrolment increased by seven times, from roughly 7 percent to
54 percent. Acording to MPI, ly 2007, 42 of 63 provinces had achieved the national
standard of universal lower secondary education, according to which 85 percent of
those aged 15 to 18 have completed lower secondary education. Nationally, the
average time spent at sdidias reached 10.8 years. In recent years, Viet Nam has
seen significant increases in gehool enrolment, while higher education in Viet
Nam is quickly becoming mass education. Challenges in education, health, and other
social fields are discussed aegter length below and in later parts of this report.

However, at the higher education levels gains in coverage must be evaluated
in light of quality of the education offered. Growth in numbers in tertiary education
has not been matched by commensurateeases in the number of staff. Most
importantly, the level of professional and technical education is not sufficiently high
to provide the level of skills required to support the next stage of Viethamese growth.
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2.4. Constraints on Poverty Alleviation and Socio -Economic
Development

Poverty reduction and improvements in health, education, and other social
indicators have obviously benefited from economic growth; as it is growth that has
permitted increased consumption and investment. But it is also true thattypov
reduction and improvements in socioeconomic status (e.g. health, nutrition, and
education) have contributed to economic growth.

Decades of war, geopolitical isolation, and failed economic policies conspired
to make Viet Nam among the poorest coustirethe World. At the outset of market
reforms, Viet Nam confronted poverty on a massive scale. Systemic deficiencies in
the planned economy, severe shortages of economic resources, wholly inadequate
transport and energy infrastructure, and harmful ecamamcentives thwarted
economic accumul ati on and gr owt h. Vi et N
integration with the regional and global economies, and the state policies that have
steered this process have created a burst of growth.

However, in importan r espect s, Vi et Nambés i mpres
reduction in the 1990s owes much to legacies of thé®prévioi period, including the
fairly egalitarian distribution of | and an

health, education, and othesocial policies, even during the difficult decades

preceding reformsThe efficacy of welfare institutions prior to the 1990s should not

be exaggerated, but it i's I mportant t o r ¢
significant efforts to promote a degretsocial equity through its policies have had

tangible positive impacts.

Some of the problems Viet Nam now faces may be viewed as thesidevof
the shift to the market. In the early stages of reform, refmongers chose not to
focus on the social wi&aesses exhibited by market economies, so as not to provide
ammunition to the opponents of reform.

I n the | ate 1980s and early 1990s Vie
severely weakene he government déds commitment to pre
international donors) was instrumental in avoiding the collapse of the public health
system and a commitment to mass education resulted in improvements in the
availability of education, especially basic educatiéoonomic growth accelerated by
the middle 1998 and sustained growth since has permitted continuous increases in
expenditure on important social pubfjoods. However, it is also the case that health,
education, and welfareelated sectors are beset by a range of problems, so that the
quality and digibutions of essential social services in Viet Nam is now inadequate to
meet the countrydés devel opment chall enges

The Government ofViet Nam has been wrestling with the challenge of
providing reasonable access to essential soeialices under the conditions of a
market economy.

Since the early 1990s, the government has worked to ensure that a floor of
essential social services is available to all or most Vietnardéige the growth of the
middle class, the impact of official uselnarges, and the burden of unofficial charges
(i . e. t h e plioegrbisysteny),gthe provision and payment for services has
become more subject to commercial forces, and access to quality services more
unequal. This is unfortunate both from themaf view of economic efficiency and
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social equity.The increasing commercialization of essential services at the point of
delivery, including nominally public servicesnd especially health services, is
occurring in the context of increasing economieguality. This raises profound
concerns as to whether and how Viet Nam can avoid the stalled development
characteristic of lowperforming countries in East Asia and other regions.

Viet Nam has seen rapid increases in health spending in both absolute terms
and as a proportion of GDP. As of 2006, total health spending was estimated to equal
6.6 percent of GDP, while average expenditure for health was estimated to be USD 46
per capita. World Health Organization (WHO) statistics indicates health spending in
Viet Nam is relatively high compared to other countries in the region. What is notable
is that, in Viet Nam, the largest single source of health spending is out of pocket
spending, estimated to account from between 60 and 75 percent of total health
spending.

Probl ems in Viet Namobs health system
differentials in the quality and distribution of services as well as the payment for
services. Quality issues range from disparities in the adequacy of health infrastructure
and staffig to misallocation of resources owing to misaligned policies and perverse
incentives. Generally, access to high quality services has become increasingly
contingent on oubf-pocket payments, while well off Viethamese increasingly seek
treatment overseas.

Overall, the amount and quality of schooling and formal training in Viet Nam
represents a significant constraint on future growth. Education and training hold the
promise of limiting the intergenerational transmission of poverty, but also the peril of
reinforcing and perpetuating inequalities. In education, of course, it is not only the
amount of time spent in school or the percentage of children enrolled, but the timing
of education and training and its content. Comparatively speaking, gainssoharel
education and tertiary education have been less impressive than achievements in
primary and secondary education.

Although the government has recently committed itself to undertaking
expansions in prschool education, limited access to-pokool educatio in poor
regions and among poor households remains a constraint on poverty reduction. As
might be expected, in pichool education and uppgecondary education,
educational achievement remains significantly lower among poorer children and the
ethnic mirority groups that are oveepresented within the poor. While efforts to
overhaul higher education and vocational education are underway, the weaknesses
that remain must be addressed effectively and in a timely manner if Viet Nam is to
achieve its desiretlajectories of social and economic change.

Gender: Gender i ssues involve a particul ar
modernization. And as with other aspects of equity, consideration of gender not only
involve issues of fairness, but also very praggenaoncerns regarding the need to
effectively mobilize human capital to sustain growth and developrineslich is
hardly possible if the potential of half of the population is not fully utilized.

Gender inequalities represent a real constraint on sociosto development.
It is the case that Viet Nam has performed better than other countries (including much
wealthier countries) on a range of issues. Unlike China and many other countries, Viet
Nam does not exhibit significant disparities in enrolment rfagdseen boys and girls
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and men and women. Though certain forms of gendered educational inequalities do
persist, he proportion of girls at all education levels is approximately fifty percent.

However, he preference for sons over daughters is now showitgence of
skewing the natural distribution of population. While a large majority of the
population has remained gendeutral in their fertility choices, incidence of sex
selective abortion has increased and it is possible that the sex ratio baladazass
the 115 male to 100 female births in a few years. The consequences of gender
imbalance are now having to be faced in China, and the signs that a similar imbalance
may occur in Viet Nam is a cause of concern.

In international comparative termsyfo i t s i ncome | evel Vi et
relation to some dimensions of gender has been positive. Gender balance in secondary
and higher education still favoured men in the 1990s, this was not so exaggerated as
in many other countries: As a result of thentdiative impact of past enrolment, in
2002, for every 100 women aged 15 and over, there were 25.5 primary graduates,
25.8 lower secondary graduates and 9.4 upper secondary graduates. Respective
figures for the male population were 27.3, 29.5 and 12.0.fijhees at college and
university level were 2.7 percent for women and 4.2 percent for men.

By now the gender gap at secondary and tertiary education in numerical terms
has been substantially reduced. However, there is still a gender imbalance when
choice of subjects is analysed, with women concentrating their attention on the
Asoftero subjects such as education, |l ea
engineering) to be dominated by men. Moreover, the gender gap is sharply greater at
postgraduate levelln 2002 the percentage of women with postgraduate was 3 times
lower than men (0.04 percent in women and 0.13 percent in men).

2.5. Data Limitations

Having summarized the available evidence of poverty trends and wellbeing, a
warning note is appropriate aboumitations in available data.

Measurement problems with regard to poverty and human development
indicators are serious. Figures that they routinely cited as evidence of progress are in
fact highly problematic. Development partners, including UN agenciesldligive
high priority to supporting the improvement of the quality of economic and social
statistics.

The broad picture outlined above is that liberalization of agriculture and trade
created opportunities for farmers to earn profits and created wame lafpportunities
for unskilled workers in garment, shoe, furniture and other facto@esupational
and geographic mobility, combined with greater incentives for small farmer to
produce for market and to diversify into ntyaditional crops like fruit, @getables
and cut flowers and other activities like raising fish and livestock all contributed to
poverty reduction, but there is little detailkdowledge of how much each of these
changes has contributed to poverty reduction, which groups in the poputeaive
benefited most and which are most at risk in normal times or during times of
economic hardship, for example during the global economic crisis of 2009.

One problem is that official statistics continue to exclude mobile people,
defined as anyone whuas not been living in their current residence for at least six
months. Even migrants who have been living in their destination location for six
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months are for the most part excluded because their official residence is somewhere

else, and therefore for fifial purposes they cannot be surveyed where they actually

live and work. The result is the lack of hard information about the living conditions of

the people who are powerisiet Namb s export success: namel vy,

There is an important gender dinsen to this ignorance about the
relationship between liberalization, mobility and quality of life. The success of the
East Asian exporbriented growth model is based at least in part on the availability of
millions of underemployed young women, who, @i subsidized by their families,
are willing to work very long hours fdow wages’™More needs to be known about the
working conditions and wellbeing of #rucial component of the labour force.

There is also a lack of good information on wages aokiwg conditions in
large and small enterprises. None of the available surveys account for seasonality,
including the relative importance of agricultural wage employment and how poor
people combine work on their owwnfjobst someon
This there is a lack of reliable information on the relationship between employment in
agriculture and labour intensive manufacturing and poverty reduction.

Economists, donors and government of f i ¢
with assumptins about the behaviour of factory and agricultural workers based on the
partial information available. Rarely is it noted that the data from which conclusions
are derived exclude mobile people. This is inevitably a source of significant potential
bias inthe data.

Because statistics take a snapshot of the population at one point in time,
poverty studies tend to focus on static indicators and scrutinize the relationship
between poverty and household size, whether the head of household is a man or
woman, hs or her highest educational qualification, distance to a market, school, a
hospital or a city.

Dynamic poverty studies (that is, surveys that follow the same households
over time) are rare because they are time consuming and costly. However, studies in
bot h poor and rich countries shpwotbhaat man
|l east once over a givepopeni hdusfe hoi e, i an
year have been poor at least one year in the recerft past.

Viewing poverty outcomes over tarhighlights the importance of life events
to poverty status. It is probably that the main causes of poverty are no longer the sex
of the household head or distance to a paved road, but rather loss of a job; illness and
the cost of health care; old agegddan, large expenses (for example weddings and
funerals); and the cost of raising children. Dynamic studies therefore signal the
overriding importance of access to wage employment and mechanisms to manage risk
in reducing poverty in rich and poor countradie.

3 Stephanie Semdo (2000)

* See, for example, Pablo Antoim al. (1999) Baulch and Neil McCulloch (1998)ired Krishna
(2004)
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Chapter 3

Sources of Economic Growth over the Past Two
Decades

3.1. Introduction

This chapter analyses the sources of economic growth over the past two
decades. The main purpose of this exploration &sgess future prospectslight of
the analys of pastperformanceCan the momentum of growth be maintained over
the coming decade through a similar pattern of growth as over the past two decades or
will significant changes in direction be needed?

The analysis presented falls short of a systematigbution of growth
between the various inputs into the growth proc&sse.me aspects of Vi
growth performancé its strengths and weaknessesequire more research. For
example, there is a need for deeper study on the determinants of investment
productivity, particularly the apparent decline in the efficiency of investment in recent
years. Also, information of the sources of entrepreneurship is still sketchy and often
anecdotal. However, some of the main features of past growth are clear:

Agri cultural growth wasakey component of the economic transformatiaat
the beginning of the period under review Viet Nam was still predominantly
rural. Moreover, during the 198@&gricultural output was insufficient to meet
Vi et Namo s f o 0 8 fornaverall sgrowthPwere stiperefore
significantly dependent on agricultural performance, both because so many
households were dependent of agriculture as a source of income, and because
growth in agricultural productivity affected the possibility of tramshg
surplus (of labour and product) to the ragricultural sector. The economic
transformation of populous rural society is necessarily dependent on a
successful agricultural revolution.

Moreover, the agricultural and aquacultural sectorade a subantial
contribution to export growth.

Whil e the relative importance of the
has declined, it is still large enough (and it remains a source cbeiall for

rural households) that prospects for sustaining pasttrorates in
agricultural output remains an important issue.

Export growth has been of central importantea key aspect of Viethamese
growth has been the rapid rise of exports, which has accommodated the rapid
growth in needed imports and stimulatedistural and technical change.

Analysis of the sources of past export growth ngportant particularly
becausetisuggests the need to seek new directions for export growth, which
is likely to pose one of the most difficult challenges to economic polityein
coming decade.
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The roleof investment has been more problematicnitially the acceleration
of growth was not associated with high levels of investment, but in recent
years the ratio of capital formation to GD®s risen sharply (and with it the
ICOR), while rising investment levels have not been matched by comparable
increases in domestic saving, resulting in rising trade deficits and dependence
of foreign finance.Critical issues for the future concern the level of
investment, sources of investmiedemand and the associated roles of
differing potential entrepreneurial groups (State enterprise, the private
national sector and foreign direct investors).

Observation of the Vietnamese economy over the past two decades suggests
that high levels of inglidual entrepreneurship and initiative have played an
important role in maintainig growth momentum, althobghe magnitude of
the contribution cannot be documented.

3.2. Agricultural Policies and Agricultural Growth

3.2.1. The Importance of Agricultural G rowth

Agriculture has made a central contribution to economic growth, which has
been supported by innovation (partialjyanew seeds and new producés)d also by
supporting infrastructure like irrigation, power and roads.

Without the rapid growth in agriculturalutput, Viet Nam would not have
achieved the successful growth of the past two decades. Agriculture and aquaculture
made a substantial contribution to export growth. Expansion in food production
ensured food securifly a continuation of the nedamine condions experienced in
the 1980s would have held back overall growth. And agricultural growth -under
pinned the increases in household incomes enjoyed by many rural families.

The scope for yield increases depends both on the development of new seed
varieties and the introduction of new products, and also on access to sufficient
supplies of fresh water for irrigation and drainage and addressing the neffetite e
of salinity intrusion. ke agriculture and aquaculture in the Mekong Delta face three
key risks: first, declining water volumes from the Mekong as a result of construction
of dams upstream; second, the falling water table in the Mekong Delta because of
overuse of groundwater; and finally, the impact of climate change. The government is
developing ntigation strategies to cope with these challenges but most observers
consider the risks t&/iet Nanbs mo st productive agricultut
significant?

3.2.2. The Revolution in Rice Production

Rice plays such an important role in the culture as agethe economy of Viet
Nam, that the transformation to rice production deserves detailed attention. However,
so as not to unbalance the flow of the chapter, more detailed discussion of the rice
Arevol ut i o anmappemslixtp thisahapdr. i n

® See Milton Osborne (2009)
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Ther@i d growth in rice output was a key

success. In the simplest statistical terms, given the relative importance of agriculture,
the achievement of high rates of overall growth would have been unlikely without a
buoyant agricliural sector. Rice, the staple food of the country which account for
threequarters of the caloric intake of the population, is by far the dominant product of
Vietnamese agriculture.

Even more important, the achievement of the reduction of poverty wgs onl
possible with significant growth in rural incomes. Rice is not only the main product of
Vietnamese agriculture and the dominant food staple, but also provided the basic
income source for a large segment of the population afepdarmers. Data from the
199293 VLSS indicated that almost three fifths of the per capita income of people in
the lowest expenditure quintile was generated by agricultural activities, compared to
less than one fourth for the highest quintile. The reverse is true for incomeatgener
through noragricultural seHemployment activities. These activities account for 15
percent and 52 percent of total per capita income for the lowest and highest quintiles,
respectively. For all quintiles, the income from wage labour activities veamer20
percent.

Vietnamese agricultural growth succeeded both as a result of market reforms
providing incentives to the farmer and through continued public provision of
infrastructure, including extensive efforts to rehabilitate the irrigation systems and
improve the transport network, and a pragmatic and rather ad hoc approach to the
reform of the system of input provision and technical support.

The weakening of the state trading system at the local level permitted private
traders to develop local marketwhile many state trading enterprises became more
responsive to market opportunities.

From 1989 international trade in agricultural products was also gradually
liberalized allowing private sector participation at successive stages. All these reform
initiatives have been accompanied by sweeping macroeconomic policy reforms,
including the unification and realignment of the exchange rate, which gave a strong
incentive to agricultural export, and in its turn to agricultural production.

However, the marketingystem still needs further reform. The importance of
agriculture to growth, exports and job creation raises key policy issues relating to the
role state trading companies in the business of exporting agricultural commodities.
Exports of rice are regulatdxyy theViet NamFood Association (VFA) to ensure food
security. VFA is closely linked to the state trading compahiB$AFOOD 1 and
VINAFOOD 2. Farmers and nestate traders complain that VFA and the two
VINAFOODs manipulate the export markein essenceusing their market power to

® Using the 19983 survey, a very basic measure of severe poverty was based on the income level
which was esthated to be necessary to sustain consumption of 2,100 calories per day (which was
estimated to be the case for incomes equivaleMND 1.07 million per person per year at 1992

prices to cover food and ndood consumption). The poverty line of 2,10@laries for total
consumption expenditures, of which 65 percent was food expenditures, included rice consumption of
171.5 kg per person per year, or 263.8 kg of paddy (using a conversion factor of 1:0.65). Using that
measure, households with incomes betbe/poverty line (i.e. subject to severe poverty) accounted for

51 percent of the population.
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buy cheap from farmers and reap huge profits on export contidacksed, in 2009 it

was discovered thA{INAFOOD 2 was selling domestic rice at depressed prices to its
wholly owned subsidiary in Singapore, §an Food Pte, ith the approvabf VFA,
members of which ar&INAFOOD 2 officials® In effect, large enterprises with
market and state power use that power to extract rents from the small scale producers.
In doing this they are not serving any larger public good, buyt tlieincrease the

costs to farmers and firms of competing on global mafkets.

The predominance of agriculture in the qpeform economy its importance
in determining the fortune of the economy and in maintaining the livelihood of the
vast majority of peple, made sweeping agricultural reforms politically palatable.
Given the vast untapped potential of agriculture during the comiaeamabmy era,
the response of agriculture to policy reforms was swift and remarkable. The
impressive reform outcome in agrittre played a pivotal role in sustaining the
momentum of reforms, assuring the continuation of maskiented reforms.

3.2.3. Other Crops

Although the growth in paddy production was the prime mover of agricultural
growth in the immediate peseform period, fron the mid1990s there was notable
diversification of agricultural production into other food crops (maize, peanuts,
soybean), industrial and export crops (in particular rubber, coffee, tea, cashews,
pepper, cinnamon), fruits and vegetables, marine anccaljuige products (shrimps,
fish, cuttlefish and crab), and animal husbandry (pork and chicken). In agricultural
export crops, such as coffee, cashews and pepper, Viet Nam moved from negligible
production to become a major player in world markets. Thealngroduction
expansion of some cash crops (particularly rubber) reflected returns from state farm
investment in the 1980s, but growth of agricultural production during the post reform
era came predominantly from private smallholder production.

Coffee, riober and sugar cane are the three most important cash crops in Viet
Nam. By 2004 coffee accounted for 3.8 percent of agricultural output, with sugar cane
and rubber respectively accounting for 3.4 percent and 2.3 percent. Coffee and rubber
production is legely for export markets while the sugar industry produces to meet
domestic demand.

Coffee is predominantly a smdiblder crop. As a result of the rapid growth in
coffee production, Viet Nam has become the second largest coffee producer, after

"Ng_ yi L anewspageming Ho Chi Minh City has recently run a series of articles based on

submi ssions from i ts readers on t his i ssue. See
http://www.nld.com.vn/20100320125118533P0C1014/saguyenloi.htm.

8 AVINAFOOD2 Found Selling Cheap Rice to Singapore Subs

http://english.viethamnet.vn/biz/200910/Vinafe@dound-sellingrice-cheapto-Singaporesubsidiary
872720/.

° The claim that export controls are needed to protect foodrise@re spurious since the same

objectives could be met with an export tax, under which rents would accrue to the treasury rather than

do specific statd wned enterprises. See al so, ARi ce exports:
get p e Vietnarenget, October 7, 2009, http://fenglish.vietnamnet.vn/biz/200910&R[merts
privilegedtradersearnbig-bucksfarmersgetpennies372517/.

26



Brazil. Viet Nam has become a large enough producer that its supply affects World
prices, with the prospect that further rapid growth in supply will undermine prices.

Rubber is mainly produced in stadesned farms owned by the general Rubber
Corporation (an SOE até national level) or by SOEs at the provincial level.
Cultivated area, production and vyield of both rubber and coffee have recorded
impressive growth over the past emeda-half decades. Sugar production recorded a
sudden jump in 1995 following theindouct i on -ofi | t hendengar pro
and continued to increase up to 1999. There has, however, been a mild downward
trend, with significant fluctuation of annual production, thereafter. The area under
sugarcane cultivation has declined in recenty@ara result of switch of farmers to
other crops.

The other cash crops which have recorded impressive growth during the post
reform era include cashew, ground nuts, tea and pepper. By thdenade Viet Nam
had become the biggest producer of pepperthiine biggest producer of cashew nuts,
fifth largest producer of tea and the tenth largest producer of ground nuts in the world.
However the combined share of these products in total agricultural GDP of the
country still remains small (less than 3 pergent

Livestock production has increased rapidly since the early 1990s, accounting
for about 14 percent of agricultural value added by 2088RF 2001, as quoted in
Nguyen and Grote 2004). Pork is by far the most important livestock product (60
percent) folbwed by chicken (15 percent) and beef (8 percent). The share of pork in
agricultural value added increased from 6.4 percent during-299%® 10 percent
during 200004. Currently over 90 percent of pork production is consumed
domestically, but exports (pteminantly to China) have begun to increase rapidly in
recent years.

Another striking development in the rural economy has been the rapid growth
in aquaculture, particular the mass production of tiger shrimp and pangasifish(cat
which pushed aquaticxports beyond USIZ billion by 2008.

3.2.4. Future Output and Income Growth in Agriculture

Looking to the future, it is not easy to predict the potential for further
agricultural gr owt h. I n the early 19906s,
sector thaght that the spurt of growth achieved at that time was largely the result of
market liberalization and might run out of steam as the immediate efficiency gains
were exhausted. That proved not to be the YaBiew seeds, improvements in
agricultural practie and the introduction of new products (including aquaculture) all
contributed to sustaining output growth.

It should noted that some of the sources of the transformation of agricultural
production were one off including the impact of shifting to a mkat economy and

19 This pessimistic prognosis about the future of agricultural output was conveyed to the team by
members of th&VB/FAO team reporting on the agricultural sector in 1994. The view was expressed
that the gains from reform having been reaped, deceleration in growth could be expected. See the 1994
study cited below.

27



extending the area devoted to multiple cropping. This leads to the question of whether
the growth in agricultural output can be sustained in the coming period.

However, It was not solely the Amagic o
agricultural growth. No doubt the flexibility and improved incentives resulting from
market reforms was the most important moving force in initiating the growth process,
but sustained growth in smdiblder agriculture also required the support of effectiv
infrastructure, particularly in the provision of irrigation and transport, and the supply
of improved inputs. And the spread of new seeds has been combined with increases in
farm inputs (fertilizers sand insecticides).

However maintenance of irrigationysgsems in particular is chronically
underfunded: this problem must be resolved if the agricultural economy is to continue
to play an important role in the econorty.

Ministry of Agriculture and Rural DevelopmenMARD) projections for
future rice productio and exports suggest that up to 2020 changes ipmchiction
can e expectedo result froma compound of a number of influences:

A A decline in the area devoted to paddy production (planted area from
declining from 7.2 million ha in 2007 to 6.8 millidva in 2020);

A An increase in yield, from 4.98 tonnes/ha/season in 2007 to 5.65 tonnes in
2020;

A A resulting increase in paddy production from 35.8 million tonnes in 2007
to 38.5 in 2020;

A Allowing for the growth in domestic demand, exports can be expected to
fall from 4.3 million tonnes in 2007 to 2.1 millions tonnes in 2020.

However, per capita incomes derived from production can be expected to
increase faster than output growth, because of increasing labour productivity, as a
result of trends which are alidaobservable.

In the last few years labour has been getting scarcer and more expensive. This
is evident in the MRD, where development of new-faffn employment
opportunities has resulted both in a decline in labour availability within the
household, asainily members have sought out new job opportunities, and increasing
scarcity of labour seeking farm employment.

This change is evidenced in available data on labour utilizatiBrgure3.1.

In the MRD, the utilization of labounas steadily increased. As a result, the
interest of farmers has been increasingly focussed on labour saving equipment at peak
production times (notably for harvesting). An average labour utilization of 80 percent
over the season must imply very high radégsitilization during peak seasons. What
can be observed on the ground is a process underway which could be described as a
new rural transition in the MRD to a more sophisticated, complex production system,
with higher levels of mechanization economizerglabour use.

" Barker and Molle (2004)
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Increasing farm incomes are also likely to result from a shift from rice
production to other, more valuable, food crops to meet the growing demand resulting
from urbanization and in consumption patterns, with food purchases becoming more
diversified as a result of rising household incomes.

Figure 3.1. Proportion of Working Time Used by Workers of Working Age (%)
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Source: &Q

In the longetterm, sustained agriculturalrayth will require massive
infrastructural investment, in water management and transport infrastructure in
particular, the strengthening of research, extension and other agricultural support
services and the encouragement of increasing competition irgticelltural trading
system. Within agriculture, it is likely that increasing labour scarcity and rising wage
costs will lead to laboudisplacing innovationsThis can already be observed at the
micro-level in the MRD.

In summary, agriculture has been anegkably efficient and dynamic part of
the Vietnamese economy. The scope for yield increases depends both on the
development of new seed varieties and the introduction of new products, and also on
access to sufficient supplies of fresh water for irrigatiod drainage and addressing
the negative effects of salinity intrusion. Agriculture also sdedbe served by a
competitive and efficient marketing system, both in supplying inputs and marketing
outputs. While progress has been made in improving theudtgnal marketing
system, this remains an area in which further reform could raise farm incomes and
stimulate growth.

There are significant riskRice agriculture and aquaculture in the Mekong
Delta face three key risks: first, declining water volumresifthe Mekong as a result
of construction of dams upstream; second, the falling water table in the Mekong Delta
because of overuse of groundwater; and finally, the impact of climate change. The
government is developing mitigation strategies to cope Wwehkd challenges but most

observers consider the risksWoeet Nanmb s mo st productive agricu

highly significant’?

12 5ee Milton Osborne (2@).
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3.3. Export Growth

One of the most extraordinary aspects of Vietnamese growth has been the

explosion of export earnings over thasptwo decades. Exports have been growing
rapidly at twedigit rates, averaging 18.1 percent per annum for the period 2894,
except for 1998 and 2001 (cdeit growth rate) and 1991 and 2009 (declingsje
low growth rate in 1998 was partly inducley the Asian financial crisis through drop

in the price of crude oil and manufacturing goods. The decelerated growth in 2001

was a result of a low price of crude oil and primary commodities.

There have been only two periods when there was an actual tiomtirsc

exports.An early cantraction in exports (1991¢sulted from the collapse of the major

trading partners in the socialist trading bl@oncil forMutual Economic Assistance
CMEA). In 1990, Viet Nam exportetbubles2.5 billion worth of good to hese

markets, fallingo justroubles70 million in 1992. However thdecline in exports to
members of the form&MEA was rapidly replaced by the growth of new markets.

The

S e

cond

contraction
Vietnamese goodsropped and the crude oil price experienced a sharp drop.

Table 3.1. Export and Import of Goods 19902008

t ook

Value (million USD)

Index (Previous year = 100, %

Year Total Of which Trade Of which
trade  Exports Imports balance Total trade Exports Imports
1990 5156.4 2404.0 2752.4 -348.4
1991 4425.2 2087.1 2338.1 -251.0 85.8 86.8 84.9
1992 5121.5 2580.7 2540.8 39.9 115.7 123.7) 108.7
1993 6909.1 2985.2 3923.9 -038.7 134.9 115.7 1544
1994 9880.1 40543 5825.8 -1771.5 143.0 135.8 148.5
1995 13604.3] 5448.9 8155.4, -2706.5 137.7 134.4 140.0
1996 18399.4| 7255.8] 11143.6 -3887.8 135.2 133.2 136.6
1997 20777.3 9185.0/ 11592.3|] -2407.3 112.9 126.6  104.0
1998 20859.9 9360.3 11499.6 -2139.3 100.4 101.9 99.2
1999 23283.5 11541.4 11742.1 -200.7 111.6 123.3] 102.1
2000 30119.2 14482.7 15636.5 -1153.8 129.4 1255 133.2
2001 31247.1) 15029.2] 16217.9] -1188.7 103.7 103.8| 103.7
2002 36451.7 16706.1 19745.6 -3039.5 116.7 111.2 121.8
2003 45405.1) 20149.3] 25255.8| -51065 124.6 120.6| 127.9
2004 58453.8 26485.0 31968.8 -5483.8 128.7 131.4 126.6
2005 69208.2 32447.1 36761.1 -4314.0 118.4 1225 115.0
2006 84717.3 39826.2 44891.1| -5064.9 122.4 122.7) 122.1
2007 111326.1 48561.4 62764.7 -14203.3 131.4 121.9 139.8
Prel. 208 = 143398.9 62685.1 80713.8 -18028.7 128.8 129.1 128.6

Source: GSO (various years).

Although there has been a small shift from primary products to manufactured
exports

goods,

years, together accounting for around 40 percent of the total exports, were mineral
fuels and foodstuff. Hence, export values are vulnerable to shocks fiatilevprices

Vi

et Namos
crude oiland agricultural productsTable 3.2 shows that two largest items in recent

in world primary commodity markets.
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Table 3.2. Exports of Goods by Standard International Trade Classification (SITC)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

TOTAL 5449.0 7255.9 9185.0 9360.3| 11541.4) 14482.7| 15029.2| 16706.1| 20149.3| 26485.0 32447.1| 39826.2| 48561.4
Primary products 3664.1 4537.7 4780.9 5006.4 5996.2 8078.8 8009.8 8289.5 9397.2| 12554.1| 16100.7| 19226.8 21657.7
Food, foodstuff and live 2064.2 2424.1 2691.9 3158.1 3283.8 3779.5 4051.6 4117.6 4432.0 5277.6 6345.7 7509.2| 9191.7
animals
Beverages and tobacco 5.0 7.0 33.8 4.9 15.0 18.8 45.5 75.2 159.8 174.0 150.0 143.5 155.1
Crude materials, inedible 370.5 499.6 376.7 283.1 302.2 384.0 412.6 516.5 631.3 830.9 1229.1 1845.3| 2199.8
except fuels
Mineral fuels, lubricants anc 1210.6 1572.0 1653.5 1543.5 23725 3824.7 3468.5 3567.8 4151.1 6233.2 8358.0 9709.4| 10061.0
related materials
Animal and vegetable oils 13.8 34.9 25.0 16.7 22.6 71.8 31.6 125 23.0 38.4 17.9 194 50.1
fats and wax
Manufactured products 1784.8 27105 4401.3 4350.1 5540.6 6397.5 7019.0 8414.6 10747.8| 13927.6| 16341.0/ 20592.0 26886.1
Chemical and relate( 30.9 65.9 106.6 93.6 147.0 158.5 222.1 262.2 339.9 421.3 536.0 791.9| 1028.5
products, n.e.s.
Manufactured good 349.8 382.6 563.0 441.1 864.8 911.1 989.7 1124.9 1354.8 1889.6 2165.4 2926.3| 3975.7
classified chiefly by
materials
Machinery, transport ant 89.4 414.6 752.7 808.8 978.0 1276.0 1399.0 1336.9 1792.8 2562.1 3145.1 4194.7| 5601.2
equipments
Miscellaneous manufacture 1314.7 1847.4 2979.1 3006.7 3550.8 4051.9 4408.2 5690.6 7260.3 9054.6| 10494.5/ 12679.1| 16280.7
articles
Commodities not classified 0.0 7.7 2.8 3.7 4.6 6.4 0.4 2.0 4.3 3.3 54 7.4 17.6

elsewhere in SITC

Source: GSO (vapus years).
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Table 3.3. Exports of Goods by Economic Sector and by Commaoditgroup

| 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | Prel. 2008

Value (million USD)

TOTAL | 5448.9] 7255.9| 91850 | 9360.3| 11541.4] 14482.7| 15029.2] 16706.1] 20149.3] 26485.0] 32447.1] 39826.2 48561.4] 62685.1
By economic sector

Domestic economic sector| 3975.8| 5100.9| 5972.0 6145.3] 6859.4| 7672.4| 8230.9| 8834.3| 9988.1| 11997.3| 13893.4| 16764.9 20785.7| 28155.9

Foreign investegectof’ 1473.1 2155.0 3213.0 3215.0 4682.0/ 6810.3| 6798.3| 7871.8 10161.2| 14487.7 18553.7  23061.3 27775.7| 34529.2
By commodity group

Heavy industrial products | 1377.7| 2085.0| 2574.0) 2609.0) 3609.5| 5382.1| 5247.3| 5304.3| 6485.1 9641.9| 11701.4| 14428.6 16000.0/ 19200.0

and minerals

Light industrial and 1549.8 2101.0 3372.4 3427.6 42432 4903.1 5368.3| 6785.7 8597.3 10870.8 13293.4 16389.6 21598.0| 28575.0

handicraft goods -

Agricultural products 17458 2159.6 2231.4 22743 25459| 2563.3 2421.3 2396.6 2672.0 3383.6 4467.4 5352.4 } 10400.0

7200.(
Forest products 153.9 2122 2252 191.4| 1692  155.7 176.0 197.8| 1953 180.6 2525  297.6
Aquatic products 621.4 696.5 782.0 858.0 973.6 14785  1816.4 2021.7 2199.6 2408.1 27325 3358.0 3763.4| 4510.1
Structure (%)

TOTAL | 100.0] 100.0/ 100.0] 100.0] 100.0] 100.0] 100.0] 100.0] 100.0] 100.0] 100.0] 100.0! 100.0]  100.0
By economic sector

Domestic economic sector|  73.0 70.3| 65.0| 65.7 59.4 53.0 54.8 52.9 49.6 45.3 42.8 42.1 42.8 44.9

Foreign invested sectdr 270 297 350 343 40.6 47.0 45.2 47.1 50.4 54.7 57.2 57.9 57.2 55.1
By commodity group

Heavy industrial products 25.3 28.7 28.0 27.9 31.3 37.2 34.9 31.8 32.2 36.4 36.1 36.2 32.9 30.6

and minerals

Light industrial and 284 290 367 366 36.7 33.9 35.7 40.6 42.7 41.0 41.0 41.2 445 45.6

handicraft goods

Agricultural products 320 298 243 243 221 17.7 16.1 14.3 13.3 12.8 13.7 13.4 16.6

Forest products 28 29 25 20 15 11 1.2 1.2 1.0 0.7 08 08 14.8

Aquatic products 11.4 9.6 8.5 9.2 8.4 10.1 12.1 12.1 10.8 9.1 8.4 8.4 7.8 7.2

Source: GSO (various years).

Note: ) Included crude oil.
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Until about the miell990s, both rapid volume expansion and favourable price
trends contributed to growth in export earnings from agricultural products. From then
on, prices declined, with the rate of decline intensifying up to 2001.

During the bad years such as 1998 and 2001, growth was sustained by an
increase in export volume. Rapid volume expansion compensated for decline in prices
to generate mild, but positive grdwin export earnings.

The question Viet Nam now faces is how sustainable is this rapid export
growth. In the international historical record, many primary product exporting
countries have experienced substantial bursts of growth, either because of tgmpora
booms in commodity prices, or as a result of rapid output growth. However, such
growth has often proved difficult to sustain, both because limits are reached on the
capacity to produce (e.g. because of limited land or mineral deposits), or because of
limits in the size of world demand. As Viet Nam has become a leading world exporter
of a number of crops (e.g. coffee), it can no longer so readily increase its market share
and further increases in output are likely to result in price declines.

The rapid gowth in industrial exports has been mainly in labour intensive
finishing activities. These have the characteristics that they have low domestic value
added contribution, so that gross export figures tend toalae their contribution
to the economy. M@over, in these activities Viet Nam is competing with other low
labour cost countries, so that as wages rise with increasing labour scarcity,
competition with other producers will became more challenging. Inherent in Viet
Nambés past s uc erears the seedseokfgiurer difficuttiegootiobse
industries may be as ready to leave as they were to enter Viet Nam. Future export
growth will only be sustained if there is significant diversification into more
sophisticated manufactured goods andisesy

An important contribution to export growth has come from foreign firms
seeking to access cheap labdtigure3.2 reveals that foreiglowned enterprises have
been relatively more expeoriented than the domestic sector. ifr@ntribution to
exports has been about three folds their contribution to GDP. Nevertheless, as the FDI
activity experienced a strong shift since the mid 2000s from manufactured goods to
hotels and real estates, the contribution of the FDI sector tatexigoexpected to
decline in the future.

3.4. Capital Formation

Capital formation contributes to growth both on the supply side (increasing the
capacity to produce) and the demand side (providing a boost to aggregate demand).
On the supply side, it is not sauch that accumulation of capiteusegrowth, but it
is required to accommodate growth. Without sufficient capital formation, growth will
be eventually constrained. However, if the other components of giosthirces of
demand, entrepreneurship dtare not present, investment will not be itself result in
growth. This point is made, because some approaches to planning tend to assume that
raising the rate of capital formation will automatically raise the rate of GDP growth.

This point is worth makingdrause recently there has been a sharp rise in Viet
Na moé s ilti@aQRcapital formation has been increased without a commensurate
increase in output. Therefore one concern of this section is the record on the
productivity of capital.
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Figure 3.2. Share of Exports and GDP by ForeigrOwned Enterprises for the
Period 19952008 (%)
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Source: GSO (various years).

Table 3.4 shows the sustained increase in the pribmorof GDP being
allocated to capital formation. Capital formation rose from 28 percent of GDP in 1996
and 1997 to peak at 43 percent in 2007. This rate of capital formation is very high by
international comparison. However, the extraordinary increasmapital formation
has not been associated with a rise in the growth rate. This should be a cause for
concern, as it suggests that the higher levels of investment have not been allocated
efficiently.

The Fulbright/Harvard groufDapice,et al. 2008)identified this as a serious
issue. Rapid growth in recent yedrasrequired a relatively high rate of investment
(33.5 percent of GDP), implying an economvide ICOR of 4.4, higher than for
China (4.0) or other East Asian economies at a similar stage of gmesit Taiwan,
during the 19661980 period of high growth grew at 9.7 percent per annum, but
invested on average only 26 of GDP, implying an ICOR of 2.7, 40 percent lower than
Vi et s.NTaankulbright/Harvard studgnd other commentators argue that one
reemson for Vi et Namob s relatively hi gh
investment projects and SOEs.

3 However investment in SOEs cannot explain the sharp rise in the iIC®Period when the share of
SOEG $nvestment was falling. There & need for a careful study dactors determining level of
capital productivity and its change over time.
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Table 3.4. GDP Composition on Demand Side 1998008 (% of GDP)

Year Gross capital formation Final corsumption Trade (goods & services) Statistical | Total GDP
Total Of which Total Of which Trade Of Which discrepancy
Gross fixed Changes State Private Balance Exports Imports
capital formation| in stock

(1) (2) 3) (4) (5) (6) ) (8) ) (10) (11) (12)
1996 28.1 26.3 1.8 82.8 8.4 74.4 -11.0 0.1 100.0
1997 28.3 26.7 1.6 79.9 8.1 71.8 -8.1 -0.1 100.0
1998 29.0 27.0 2.0 78.5 7.6 70.9 -7.3 -0.3 100.0
1999 27.6 25.7 1.9 75.4 6.8 68.6 -2.9 -0.2 100.0
2000 29.6 27.7 2.0 72.9 6.4 66.5 -2.5 55.0 57.5 0.0 100.0
2001 31.2 29.2 2.0 71.2 6.3 64.9 -2.3 54.6 56.9 -0.1 100.0
2002 33.2 31.1 2.1 71.3 6.2 65.1 -5.2 56.8 62.0 0.6 100.0
2003 354 33.4 2.1 72.6 6.3 66.3 -8.4 59.3 67.7 0.3 100.0
2004 35.5 33.3 2.2 71.5 6.4 65.1 -7.6 65.7 73.3 0.6 100.0
2005 35.6 32.9 2.7 69.7 6.2 63.5 -4.2 69.4 73.5 -1.1 100.0
2006 36.8 33.4 3.5 69.4 6.0 63.4 -4.6 73.6 78.2 -1.6 100.0
2007 43.1 38.3 4.9 70.8 6.1 64.8 -15.9 76.9 92.7 1.9 100.0
2008 41.1 36.0 51 73.4 6.2 67.3 -16.5 78.2 94.7 2.0 100.0

Source: derived bguthors using data of GSO (various years).

35




Table 3.5. Contribution to GDP Growth on Demand Side 1992008 (% of GDPgrowth, 1994 price)

120 Gross capital formation Final consumption Trade (goods & services Statistical | Total GDP
Total Of which Total Of which Trade Of Which discrepancy ~ growth
Gross fixed Changes State Private Balance Exports Imports
capital formation| in stock

1) 2) 3) 4) ©) (6) (7 8 ©) (10) (11) (12)
1996 41.5 38.1 3.4 77.6 6.5 71.1 -12.6 -6.5 100.0
1997 32.7 33.0 -0.3 56.8 3.9 52.9 13.9 -3.5 100.0
1998 63.0 58.1 4.9 59.6 4.3 55.3 -20.8 -1.8 100.0
1999 7.7 9.5 -1.8 29.4 -9.0 38.4 63.1 -0.2 100.0
2000 44.1 41.7 2.3 36.3 5.0 31.3 17.7 2.0 100.0
2001 47.6 446 3.0 49.6 6.4 43.2 -3.2 162.4 165.6 6.0 100.0
2002 56.8 54.0 2.8 75.2 5.1 70.2 -51.7 -100.7 -49.0 19.6 100.0
2003 53.8 50.8 3.0 77.9 6.4 71.5 -43.7 -52.6 -8.9 12.1 100.0
2004 46.9 43.8 3.1 66.5 6.5 60.0 5.1 149.9 144.9 -18.5 100.0
2005 47.0 38.7 8.3 62.6 6.3 56.3 18.6 467.7 449.1 -28.2 100.0
2006 52.4 40.8 11.7 72.4 6.7 65.7 -18.9 270.9 289.8 -5.9 100.0
2007 119.4 98.3 21.1 89.7 6.9 82.8 -156.4 -199.8 -43.3 47.4 100.0
2008 44.8 24.5 20.3 106.2 8.0 98.3 -52.5 210.8 263.3 1.5 100.0

Source: derived bguthors using data of GSO (various years).
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Many commentators have pointed out, correctly, that capital output ratios are
much higher for the SOEs than other sextand that the SOEecord on employment
generaton per unit of output lower. This then claimed to present conclusive
evidence otheir inefficiency. This case may loeerstated as it should also be noted
that government has tended to opt for continuing State involvement in areas which are
inherently capital intensivesuch as heavy dustryand oil production, while private
firms are in activities which are inherently more labour intensive. In part this reflects
aratherold ashi oned view that the St aitod shoul d
fashioned because it is no longer evideat tieavy industries are the commanding or
leading sectors in modern economic development.

Data on capital formation also throw light on the roles played by different
sectors in Viethamese developménthe State, SOEs, the domestic private sector,
and foeign investors.

Table 3.6 shows that thee is ashift between state investment and 1state
investment. By 1995, the growth in n&tate investment had resulted in an even
balance between state and non state tnvest. In the period 1998003 there was
resurgence in the emphasis on state investment, following the impact of the 1997 East
Asian financial crisis, which had léd adecline in the importance of FDI.

Table 3.6. Investment by Ownership Sector 1992008 (%)

Year State NonState Domestic FDI Total
1995 42.0 27.6 30.4 100.0
1996 49.1 24.9 26.0 100.0
1997 49.4 22.6 28.0 100.0
1998 55.5 23.7 20.8 100.0
1999 58.7 24.0 17.3 100.0
2000 59.1 22.9 18.0 100.0
2001 59.8 22.6 17.6 100.0
2002 57.3 25.3 17.4 100.0
2003 52.9 31.1 16.0 100.0
2004 48.1 37.7 14.2 100.0
2005 47.1 38.0 14.9 100.0
2006 457 38.1 16.2 100.0
2007 37.2 38.5 24.3 100.0
Prel. 2008 28.6 40.0 31.4 100.0

Source: GSO (various years).

Following the 1997 crisis there was also a sustained increase in the weight of
the domestic nostate sector.

FDI increased remarkably in 20@B after Viet Nam joined World Trade
Organization (WTO), but fell off again in 2009 as a result of the international
financial crisis.

It should be noted that FDI allocation between sectors has been shifting
noticeably. During the period 20605 FDI had been concentrated in expmiented
manufacturing and telecommunication, but from 2006 onward the share of FDI in
thesesectors has been declining; at the same time investment in real estate and hotels
has been rising stronglyT@ble 3.7). This recent boom in real estate and hotel
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investment repeated the experience before 1997, when a boomigm floreestment
in hotels and real estate ran out of steam because of the 1997 crisis.

Table 3.7. Licensed FDI Projects by Economic Sector (% of registered capital)

Sectors 19982005 2006 2007 | Prel. 2008
1. Agriculture and forestry 6.7 1.2 0.2 0.4
2. Fishing 2.0 0.2 0.0 0.0
3. Mining and quarrying 1.3 1.2 1.2 17.5
4. Manufacturing 64.6 68.9 51.0 36.0
5. Electricity, gas and water supply 0.3 0.0

6. Construction 1.9 5.3 4.7 0.6
7. Wholesale and retail trade; repair of motor 1.1 1.2 0.6 21
vehicles, motor cycles and personal and

household goods

8. Hotels and restaurants 3.2 4.2 9.2 15.1
9. Transport, storage and communications 3.0 0.4 1.7 3.1
10. Financial intermediation 0.8 0.3 0.2 0.0
11. Real estate, renting and business activitie 12.0 15.2 28.6 24.3
12. Education and training 1.1 0.2 0.1

13. Health and social work 0.5 0.1 0.5 0.8
14. Recreational, cultural and sporting activiti 1.2 1.6 1.9

15. Community, social and personal service 0.2 0.1 0.0

activities

Total 100.0 100.0 100.0 100.0

Source: GSO (various years).

Table 3.8 shows that the private sector has been the driving force for growth,
while the role of the state sector has been diminishing.

Table 3.8. Contribution to GDP Growth by Ownership 200008 (%)

Year Total State Domestic private Foreign investment sectg
2000 100.0 45.9 36.6 17.5
2001 100.0 44.0 447 11.3
2002 100.0 41.1 47.9 11.0
2003 100.0 42.7 41.7 15.6
2004 100.0 40.9 42.6 16.5
2005 100.0 35.9 46.0 18.1
2006 100.0 30.5 48.5 21.0
2007 100.0 27.9 52.5 19.7
2008 100.0 26.6 55.9 17.4

Source: derived by authors using data of GSO (various years).

By sector, the largest contribution to GDP growth comes from manufacturing,
from 31.0 percent of GDBrowth in 2000 to 39.7 percent in 2008. The second largest
contributor to GDP growth is domestic trade and small repairs (17.0 percent in 2008).

Table 3.9 shows that the state and domestic private sector have been
experiencing inreasing growth in gross output per worker, while in the FDI sector it
has dropped gradually. This suggests that k3l becommore labowintensive. The
private sectors are much more labouensive and have low gross labour
productivity tan the Statesector, employing 87 percent of the employees while
producing just 47 percent GDP in 2008.
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Table 3.9. Labour Gross Output by Ownership 200008
(million VND per employee)

Year Total State Domestic Foreign
private investment secto
2000 7.3 31.9 3.9 79.2
2001 7.6 33.3 4.1 70.8
2002 7.9 34.2 4.3 57.6
2003 8.3 34.2 4.5 48.5
2004 8.7 36.2 4.7 44.0
2005 9.2 39.6 5.0 41.9
2006 9.8 43.0 5.3 40.7
2007 10.4 45.1 5.7 39.3
Prel. 2008 10.9 46.0 6.0 39.6
Annual average GDP 7.5 6.7 7.5 10.6
growth (%)
Annual average 2.2 1.9 1.9 20.6
employment growth (%)
Annual average growth 5.2 4.7 5.5 -8.3
in output per worker (%)

Source: derived by authors using data of GSO (various years).

Note: Productivity in this tablesidefined as GDP per employee.

One aspect of Viethamese investment growth which deserves attentien is th
pattern of investment financénlike China and other countries in the regidiet
Namhas run persistent and now growing trade defitlitsan eva be argued that on
the demand sid¥iet Namb s g r o wt imvestnaent lethseneuch as export led
throughout thedoi moi period Eigure 3.3). That is, Viet Nam has consistently
invested more than it saves. The trade deficitrbpsesented a net drag on domestic
demand! This is a distinction that is often missed betw®@t Namand the earlier
exportled East Asian Newly Industrialized Countries (NICs) which pursued a
strategy of accumulating foreign assets on the hafsisace surpluses. In contrast,
Viet Namis chronically dependent on foreign savings because of the persistent gap
between investment and domestic savings.

This pattern has two vulnerabilities. First, chronic and widening trade deficits
mean thaviet Namdepenls on access to foreign capital inflows, which in times of
crisis may decline, resulting in the fAsudd
large capital inflows for investment and/or to finance trade deficits. Second, one of
the main benefits of exyot led growth is that companies have to compete to survive in
export markets. This forces them to produce things that people want to buy and
continually improve product quality. Even if they are heavily subsidized they cannot
produce outdated or low quigliproducts and remain in business. The main advantage

4 Data constraints make it impossible to separate out private from public investment in Vietnam.
Government spending figures are limited to current spending. In fact, the growing fiscal deficit is
another injection of domestic demand, but we do not have satstithe division between public and
private investment.
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of export led growth to the Korean, Japanese and Taiwanese economies was not so
much the accumulation of capital as the intense pressure that export markets exerted
on domestic firms.

Figure 3.3. Demand Injections and GDR 19922009
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Investment led growth does not impose similar demands on companies.
International banks are perfectly willing to lend money for white elephaijeqis if
they can get an explicit or implicit government guarantee and the interest rate is high
enough. The companies involved are not necessarily under any pressure to compete,
particularly if they are investing in fixed assets like land and buildingeling into
captive domestic markets.

The savingsnvestment gap widened suddenly in 2007 and has remained large
since thenViet Nam has driven the ratio of investment to GDP over forty percent,
which is an exceptionally high rate. The investmenthaseremained high despite the
effects of the global crisis last year. As a result, there is a danger of in the same
macroeconomic instability that was faced in 2008.

The rate of investment has increased steadily since the early 1990s but
domestic savinghave not kept pace-igure 3.4). However, the rate of return on
investment for the economy as a whole has been declining just about as fast as
investment has been increasing.

The slow pace and high cost of public infrastructiegelopment is a serious
cause of concerrViet Nam began the reform period with a massive infrastructural
backlog, so that initial investment decisions were straightforward, much investment
being allocated to obviously high priority renovation and bogtdéneasing. As this
work on this backlog was completed, decisions had to be made about big new
infrastructural investments.
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Figure 3.4. Gross Investment as Share of GDP and Incremental Capital Output
Ratio, 19942009
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While thee have beersome important achievemenis developing new
capacity progress has been slow despite the fact that the country invested more than
ten percent of GDP per annum in infrastructure since 1@®i&ven higher rate than
China’® The country still lacks ra effectiveprimary northsouth highway and freight
rail system. Part of the problem is bad decisimaking. Rather than focusing on
completing the upgrade of Highway -1the main nortksouth road lik - the
government invested two billion dollars in the Ho Chi Minh Highwa#ile this had
symbolic political significance it was probably not An Optimal economic decision.
This road, whichruns parallel to Highway fraverses the mountains of centvaét
Nam, is underutilized and prone to flooding.

Similarly, instead of upgrading the vital nobuth freight railroad, the
government plansto investSD54 bi I I i on into a fAhigh spee
More than 20 largscale ports are planned alotige coast, when two would be
adequate to meet the countryobés shipping ne

Viet Nam invests so much more than it savegcause of the efficiency of
investmen Typically in most economies a higbroportion of domestic savings
comes from profits. Ineitient investments translate into lower profits and hence
lower savings. But the additional investment must be financed from someWwiedre.
Nam has imported savings in the form of foreign direct investment, and has borrowed
both at home (from the domesbeanking sector) and overseas. One of the problems
that Viet Nam faces is that levels of debt are building up in the state sector as state
owned enterprises rely heavily on leveraging state assets to borrow from domestic and
international banks and othewestors. In order to fix this problerdjet Nam must
either invest less, invest more profitably or both. Failure to do so would mean
continued macroeconomic instability. Pumping more and more inefficient investment

15 See Nguyen Xuan Thanh aBépice (2009)
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into the system generates price inflatioveakens the currency and expands the trade

deficit.

Other policy weaknesses have also contributedviet Nanmd s
pur sauyd! i Gpt o
macroeconomic policies since 2003. Fiscal and monetargyplbas been loosened

during times when the economy is overheating, often due to large inflows of foreign
capital (as evidenced in 2008). This is not an unusual problem in developing
countries'® Capital inflows are unpredictable and fiscal policy adjukiwly. But as

shown inFigure 3.5, fiscal policy in 2008 remained expansive even in the midst of

rapid price nflation and an investment boorMonetary policy also remained too

towards macro instability. In effectViet Nam h a s

loose for too long.

tendency

Fiscal deficits have expandeddagise of the rapid increase in the public
investment program and lending to state owned enterprises. Current spending in the
government budget has not increased sufficiently to maintain the capital stock and
increase the supply of government services. Madsorrowing by public companies
has also contributed to rapid credit growth. Asset bubbles in land and stock prices
have also stimulated credit growth, and the high gearing ratios of state owned
enterprises and their easy access to capital from statedolamks is a part of the

problem.

Figure 3.5. Fiscal Deficits, Capital Inflows and Ihflation 1994-2009
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18 For an excellent explanation of the role of procyclicality in macro instability in developing countries

see Kaminsket al. (2004).
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Table 3.10. Investment by Ownership

Of which Of which

Total State | Non-State| Foreign invested secto  Total State | NonState| Foreign invested sectd

Year billion VND, current price At constant 1994 prices, billion VND
1995 72447 30447 20000 22000 64685.0 27185.0 17857.0 19643.0
1996 87394 42894 21800 22700 74315.0 36475.0 18537.0 19303.0
1997 108370 53570 24500 30300 88607.0 43801.0 20032.0 24774.0
1998 117134 65034 27800 24300 90952.0 50498.0 21586.0 18868.0
1999 131171 76958 31542 22671 99855.0 58585.0 24012.0 17238.0
2000 151183 89417 34594 27172 115109.0 68089.0 26335.0 20685.0
2001 170496 101973 38512 30011 129460.0 77421.0 29241.0 22797.0
2002 200145 114738 50612 34795 147993.0 86677.0 35134.0 26182.0
2003 239246 126558 74388 38300 166814.0 95471.0 42844.0 28499.0
2004 290927 139831 109754 41342 189319.0 105082.0 53535.0 30702.0
2005 343135 161635 130398 51102 213931.0 115196.0 62842.0 35893.0
2006 404712 185102 154006 65604 243306.0 126601.0 72903.0 43802.0
2007 532093 197989 204705 129399 309117.0 1319(%.0 92517.0 84695.0
Prel. 2008 610876 174435 244081 192360 328827.0 110326.0 104524.0 113977.0

Structure (%) Index (Previous year=100%

1995 100.0 42.0 27.6 30.4 111.9 111.8 105.0 119.0
1996 100.0 49.1 24.9 26.0 114.9 134.2 103.8 98.3
1997 100.0 49.4 22.6 28.0 119.2 120.1 108.1 128.3
1998 100.0 55.5 23.7 20.8 102.6 115.3 107.8 76.2
1999 100.0 58.7 24.0 17.3 109.8 116.0 111.2 91.5
2000 100.0 59.1 22.9 18.0 115.3 116.2 109.7 119.9
2001 100.0 59.8 22.6 17.6 112.5 113.7 111.0 110.2
2002 100.0 57.3 25.3 17.4 114.3 112.0 120.2 114.9
2003 100.0 52.9 31.1 16.0 112.7 110.1 121.9 108.8
2004 100.0 48.1 37.7 14.2 1135 110.1 125.0 107.7
2005 100.0 47.1 38.0 14.9 113.0 109.6 117.4 116.9
2006 100.0 45.7 38.1 16.2 113.7 109.9 116.0 122.0
2007 100.0 37.2 385 24.3 127.0 104.2 126.9 193.4
Prel. 2008 100.0 28.6 40.0 31.4 106.4 83.6 113.0 134.6
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One interpretation ol/iet Namb s macr oeconomic vol at.

consequence of attempting to combine international integration with uncompetitive
institutions. Pumping increasing amounts of capital into unprofitable ventures
generates inflation and trade deficits. Government body responsible for
macroeconomic management face pressure from powerful actors demanding increases
in public investment and credit guth. Macroeconomic instability also harms the
countryods competitiveness by making the
foreign investment: that is, foreign investment that can\iigk Namto global supply

chains in income elastic industriekd electronics and auto parts. The government
needs to operate the key tools of fiscal and monetary management more effectively if
it is to achieve macroeconomic stability.

For the future, two issues which emerge from the historical record are:

1. The foregn invested sector has grown more vigorously than the domestic
private sector, partly as a result of policies which have favoured foreign
investors (sometimes in joint ventures with State firms) over the domestic
private sector. This was specially the chséore 1997. Since 2000, with the
passing of legislation setting a more positive framework for the registration
domestic companies, private companies have expanded rapidly.

One of the important conclusions of this report is that more rapid development
of the domestic private sector will be needed in the future, if the domestic
private sector is to develop the capacity to play an innovative role in export
diversification and development the national market.

2. Data suggesting a recent sharp rise in the IC@&Is to be studied further.
Particularly as Viet Nam has to access foreign commercial borrowing to
finance capital formation, the efficiency of the investment process will
become critical to the sustainabilit

3.5. Entrepreneurship and Managerial Capacity

Entrepreneurship involves the activity of creating new forms of economic
activity, opening up new investment opportunities and in general stimulating
innovation. It is a key factor in any process of rapid economic growth and sttuctura
change. Effective management inlxes the technical and professional skills to
operate modern businesses.

Il n a Afoll owerdo economy in the early
of the kind that Viet Nam has experienced over the past two decades,
entepreneurship does not necessarily involve innovation in the sense of inventing
new products or processes, but rather involves taking advantage of relevant
technologies available internationally, introducing new products and processes to Viet
Nam.

There 8 no comprehensive study available on the agents of change in the
Vietnamese economy, and in the context of this study it would be too much to attempt
to fill the gap.However, some elemenése clear enough. Entrepreneurship has been
supplied from all séors,andFDI has been the vehicle for the introduction of many
new industri products and in particulabeginning a process of diversifying the
export base. Parts of the State sector have also been important in stimulating
productivity growth, particuldy in agriculture, through supporting increases in
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productivity in established crops (see the annex to this chapter on the transformation
in rice production), in stimulating to development of #icaditional crops (e.g. coffee

and cashew nuts) and in cahtiting to the rapid expansion of the thriving
aquaculture export sector.

State owned firms have also contributed to the high growth in some
manufactured goods, such as garments and footwear.

The explosive growth in the registration of private businessesthe
legislation provision to more readily accommodate private business in 2000, suggests
that this may be a potent source for entrepreneurship. Of course, the high rate of
registration exaggerates the real growth of businesses, as many of themtiwerasac
unregistered entities before 2000n&l- and mediunrsized enterprises MES) have
been important in the development of the tourist industry in the development of
services and of trade, in organising networks of craft production and in finding nich
markets in the export trade. Some have grown beyond SME status.

However, the key and difficult question for the future is how far the
endowment of entrepreneurial and managerial skills will be sufficient for the next
stage of Viethamese development. Atme point in the future the achievement of
high rates of growt h wi |l depend on the
institutions and its capacity to master new technologies and participate in
technological innovatiorViet Namhas some advargas relative to other developing
countries. Institutional change has been rapid and profound over the past twenty
years. The country has demonstrated the capacity to reform its institutions, even if the
process still has a long way to run. However, theciipechallenges of the coming
period will involve quite complex responses.

Globalization has changed the nature of manufacturing and in the process has
rendered earlier approaches to industrialization paradigm largely irrelevant. It has
been abandoned @hina and most of the ASEAN countries, which are now trying to
work out new strategies to survive in an era of fragmentation of production,
modularity, constant technological innovation at breakneck speeds and cutthroat

q

competition. The challenge fortheani ng decade wi | | to transl

rhetorical commitment to integration into an effective set of policies to develop the

managerial skills needed to redefie et Namés positi afmhisin the

would mean exposing the corporate teecto pressures to improve efficiency;
imposing discipline on the public investment program; reducing costs and improving
quality of infrastructural investments; reforming the personnel system in the state
sector to draw in the talent and skills needeché&mage a more complex economy and
society; reforming the education system to promote excellence, innovation and critical
thinking; and encouraging grassots to engage in constructive commusbsed
activities and to voice the concerns of specific gsienal and community groups.

VietNambs main advantage in terms of techn

group of Viethamese scientists and technologists that have been trained overseas. In
this, Viet Namis similar to China and Taiwan at their earlyggta of development.
Unfortunately, many of these highly trained individuals are still overseas, unable to
find suitable employment iNiet Nam Like China and TaiwarViet Nammust find

ways to bring them back and put them to work for the national economy.

Viet Nam must also overcome some serious obstacles if the country is to
accelerate the processes of institutional and technological chEmgenain point is
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that Viet Nam will need todeepenits international integration. So faviet Namd s
internationdeconomic relationships are fairly simple and are concentrated on trade in
commodities and lovtech manufactures and foreign investmdritis modelis no

|l onger enough. |t mu s t follow China and T
relationships to etred domestic actors in international economic, scientific,
technological and institutional networks. This will require a radical rethinking of the
countryo6s devel opment strategy, discussed
long held political ad cultural norms. This is the only way th&tt Namcanachieve

sustainable growth over the long period.

The process of globalization has fundamentally altered the set of choices open
to countries likeviet Nam Manufacturing used to be carried out bgliuddual firms
that designed and made products mostly in house. The high cost of encoding and
sharing information and moving intermediate inputs around the world (because of
transaction and transport costs and trade barriers) meant that it was generally mo
cost effective to integrate production within the firm or source locally from firms with
long established relationships to the final assembler. Industrial development was
considered to be a process of learning by doing. Infant industry protection was
justified on the basis of the need to give domestic firms time to acquire new
technologies and to adapt them to local conditions. This is the old paradigm, but this
paradigm is no longer relevant.

Globalization has particulrly over the past twenty yeardransformed the
way things are produced and consumed. The dramatic decline in transportation,
communication and computing costs, combined with falling barriers to international
trade and investment, has changed the nature of business enterprises, ,research
innovation, marketing, finance, and economic development. It is now very cheap to
codify designs in digital form and send them around the world. Moving inputs from
place to place is also cheap because of technological change in transport and falling
tariffs. Manufacturing nowadays is fragmented into numerous discrete steps organized
into value chains that stretch across the globe and are comprised of increasingly
specialized and technologically sophisticated production niches. These changes are
often refe r e d t o a so, Afforuat gsnoeunrtcaitnigonnd oofr  pfirvoedrutcit ci
specialization, and include not only intrfirm trade resulting from the relocation of
mul tinational compani es 0 -qomtracting oftproduet f ac i | i
specific matedls and components to other firms.

A small number of mul tinational Nsyst el
product design, branding and marketing in a vast array of products. These system
integrators use their market power to intervene directly in theuptmeh decisions of
suppliers, demanding constant innovation and cost reductions. The clear borders
between firms that used to exist in the days of dangth contracting are now
blurred. Cooperation between any given system integrator and its component
suppliers is intensive, as suppliers are directly involved in the design of components.

Costs are compressed through intensified competition at every stage of production. It
is getting harder to break into component manufacturing, because even lower tier
manufacturers are now very large scale, technologically sophisticated and efficient.
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Manufacturers of even the simplest parts of mobile phones or computers invest huge
amounts of money in research and developrient.

Viet Nam needs to remove remaining obstacto deeper integration into
global supply chains. Most of these obstacles are institutional (although infrastructure
remains a problem). Universities are largely unreformed, technologically out of date
and inattentive to the needs of industry and themsonity. The legal and judicial
systems are unpredictable, opaque and subject to political manipulation. Government
agencies prioritize the acquisition of shtatm rents over equity and sustainability.
Macroeconomic management is fixated on skemn indcators, which gives rise to
instability and discourages lofigrm planning and investment. In sum, Viet Nam
needs to make a concerted effort to upgrade domestic institutions to achieve
international standards.

" See Peter Nolaetal. (2007).
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Appendix: The Transformation in Rice P roduction

Nutritional standards were low in the 1980s, and output increases of nearly 2
percent per annum were necessary just to match population growth. The growth in
food production was therefore an essential condition for economic and social progress
for the mass of the population.

The boost in rural incomes meant that despite a widening gap between urban
and rural incomes, which acts to pull population from rural to urban areas, there was
no strong push for people to leave the countryside. That limieedrédssure for heavy
expenditures on urban development.

Perhaps most important, the success of the agricultural sector relaxed the
pressures and anxieties of ensuring national food security. In thé i@ 0 6 s |, Vi et
Nam had been faced with the need to impsubstantial quantities of food.
Fluctuations in the rice harvest, at a time when the external financial situation was
precarious, had placed national food security in question, resulting in incidents of
widespread near famine.

One determinant of agridural success was the Vietnamese reform process
Doi Moi, whichbegan with reforms in the agricultural sector in 1985. Since then there
has been a continuing process of reform in policies and institutional arrangements,
often involving government acting t@accommodate changes that are already
established through spontaneous change at the-g@itss Given the timing of the
reforms and the subsequent acceleration in growth there can be no question that the
move to a more decentralised, market orientatecesysif agricultural production
was a decisive factor in determining agricultural growth.

The basic unit for agricultural production in Viet Nam is the family farm (it
should also be noted that the market reforms followed an earlier land reform under
whichland had been expropriated from the landlord class). There are some 10 million
agricultural households. State farms are restricted to about 4 percent of Viet Nam's
agricultural land and concentrate on the production of industrial crops, such as rubber
and food crops such as sugar, where there are considerable economies of scale in
production.

Even during the period of tight State control of agriculture, the family holding
had remained at the base of the production system, although subject to considerable
control from the ceoperative. Following the reforms of the 1980s, the family farm
became even more important as the basic production unit. The development of the
household farming unit as the core of the rural production determined the nature of
the ruraleconomic system. The growth of the private trading and transport system has
resulted in a competitive, low cost and innovative rural trading system.

Market oriented reforms in Viet Nam, among other things, attempted to
unshackle domestic agriculture, aredorms in this area came earlier and were more
wide-ranging than in other areas. A key step in the transition to a more decentralised,
marketoriented system of agricultural production was the adoption of the Decree No.
10 by the Communist Party of Vietash in 1988 which recognized the peasant
household, rather than the cooperative, as the basic unit in the agrarian structure. It
gave the households right to conditional use of private land for a period-15 10
years, own their own draft animals, farm ®aind other equipment, barter output for
inputs, and retain income earned from production after paying a modest tax.
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Further measures introduced in 1989 reduced the direct involvement of the
state in input allocation. In July 1993, tenure over agriculiarad was extended to
20 years and farmers were permitted to sell, lease, exchange, mortgage, and bequeath
land. Cooperatives were still meant to provide a focus for various rural activities
sponsored by the state, but in the majority of communes theeines were
reduced to only a minor role, their functions reduced to acting as local tax collectors,
as the holders of residual property rights, and as an element of the formal state
structure.

Land tenure reforms were accompanied by sweeping domestietr(price)
reforms. In 1987 and 1988, the rationing system was abolished for many
commodities, and official prices of n@ssential goods were raised to a level close to
free market prices. Administrative prices of most consumer goods, and a large numbe
of agricultural and industrial inputs were abolished. In June 1990 procurement of farm
products by the state (usually at prices below the free market) formally ended
allowing farmers to sell their produce at market price. By 1990, commodity prices
were hrgely market determined and direct subsidies had been eliminated. The former
sell ersdo mar ket was r epl-ceariegpricesct h t he shi f-

Reforms contributed to a spectacular rise in rice output. Total rice production
had not met domesticechand up to 1988, necessitating imports of 700,000 to
1,600,000 tonnes annually. From being a net importer of rice, Viet Nam became
sufficient and then a net exporter of rice. As a result of the spectacular growth in rice
production, Viet Nam has been aadkng rice exporter since 1989. Initially, it
captured the international market for lguality rice, but over time the milling
quality has improved. Exports of milled rice increased from 1.4 million tonnes in
1989 to 4.6 million tonnes in 1999. Viet Nasinow the second largest exporter of
rice in the world market, after Thailand.

By 1992, staple food production was 24.2 million tonnes (paddy equivalent),
of which paddy was 21.6 million tonnes, while 1.95 million tonnes of rice were
exported. Food outpgrowth continued, total grain production rising to 26.2 million
tonnes paddy equivalent in 1994 and an estimated 27.4 million tonnes in 1995. Rice
exports were an estimated 2 million tonnes in 1994 and 1995. The growth in food
production was sustained tlughout the decade. During the period of fastest growth,
between 1987 and 2000 rice production grew at 6.1 percent per year.

In the early years of export growth, the quality of Viethamese rice exports was
low. The main competitor, Thailand, enjoyed a digant price premium. With
improvements in quality, Viet Nam has been able to steadily reduce the price gap.

An important contribution to growth came from the expansion of the rice
harvested area, with a shift to doulded triplecropped shorturation,high-yielding
modern varieties, particularly in the MRD. There was also an impressive growth in
rice yield, from 2.70 tonnes per ha in 1987 to 4.25 tonnes per ha in 2000, a growth of
3.3 percent per yedt.

®These figures are taken from the WB report (1994): Viet Nam Agricultural Marketing Study.
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Table 3.11. Basic Rice Statistics, Viet Nam

1985 | 1990 | 1995 | 1998 | 1999 2000
Rice
Area harvested (ha) 5,703,900 6,027,700 6,765,600 7,362,700 7,648,100 7,654,900
Yield (tonne/ha) 2.8 3.2 3.7 4.0 4.1 4.3
Production (tonne) 15,874,800 19,225,104 24,963,700 29,145,500 31,393,800 32,554,000
Imports (tonne) 336,100 1,900 11,000 1,300 5,200 na
Exports (tonne) 59,400 1,624,000 1,988,000 3,700,000 4,600,000 na
Other crops
Population, total (thousahd 59,898 66,689 73,866 77,562 78,705 na
Population agricthousanjl 43,275 47 546 51,232 52,869 53,330 na
Agric. area thousanda) 6,750 6,726 7,085 7,892 na na
Irrigated area (thousari) 2,500 2,900 3,000 3,000 na na
Fertilizer cons. (tonm) 385,600 544,484 1,214,000 1,947,400 na na
Tractors used 31,620 25,086 97,817 122,958 na na
Source: FAOSTAT online database.

Table3.12Vi et Namés Rice and Tot a)l Exports Value (million USD

Year 1987 1996 1997 1998| 1999 2000 2001 | 2002 | 2003 | 2004

Total Exports Value (FOB 854 | 7255 9185 9360 11541 14482 15029 16706 20149 26504

Rice Exports (FOB) 17 | 854 | 870 1020 1025 668 624 726 720 950

% of total exports 2% | 12% | 9% | 11% | 9% 5% 4% 4% 4% 4%

Source: General Statistical Office.
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About 52 percent of Viet Nam's rice is produced in the MRD and another 18 percent
in the Red River Delta. The northern provinces of Viet Nam have a total rice area of 2.5
million ha or about a third of éhtotal rice planted area. The Red River Delta, with very small
landholdings, has long practiced double cropping with highly labour intensive rice cultivation
methods. The winter and spring season rice crops cover almost the same area (530,000 ha),
with asimilar yield in both seasons. Almost 85 percent of the total area is irrigated lowland.

The MRD has three cropping seasons: spring or early season, autumn or midseason,
and winter, the longluration wetseason crop. The largest rice area is cropped dtiimg
autumn season (1.95 million ha), followed by spring (1.45 million ha), and only a small area
is cropped in winter (0.6 million ha). The rice yield is highest in the spring season, and lowest
in the winter season. Fiftiwo percent of the rice in the RD is grown in irrigated lowlands,
with the remaining 48 percent grown under #fd conditions.

The existence of a large exportable rice surplus provides a cushion whereby the
impact of fluctuations in production on domestic supply can be limited. How#valso
exposes rice farmer incomes to the impact of fluctuations in international rice prices.

An important component of success has been that alongside the market reforms, the
State organization responsible for infrastructure have operated effectaety SOES
responsible for servicing the agricultural sector have in many instances adjusted to the
complexities of the new economic environment. Although private firms now play an
increasingly important role in promoting innovation (e.g. introductionybfrid maize and
horticulture seeds), State organizations also played an important role in promoting new crops
and cultivation methods, e.g. introducing such crops as cashew in the 1980s, promoting the
massive development of coffee in the Central Highlaamts supporting the introduction of
new varieties of paddy seed. With the iniinotion of new varites and improved cultivation
methods, yields have risen significantly

The State was also important in maintaining and expanding infrastructure. Important
investments included rehabilitation of the storm protection system and rehabilitation of the
transport network. Investments in irrigation have facilitated multiple cropping. The
Vietnamese government also repeatedly demonstrates a high level of commaimdent
effectiveness in disaster managenieNiet Nam is frequently subject to climatic disasters.

It is not entirely clear how the combination of State support, development of private
marketing and processing and household agriculture has worked. Inral gemse, the basis
of success seems to be that market liberalization has been combined with a continuing
reasonable level of State capacity in providing to farmers.

During the reform period many State research and service institutions suffered from
financial distress, sometimes resulting in a diversion of energies from their main task. And
the references in consulting reports and even in official pronouncements to the inefficiency of
State enterprises are legion. Nevertheless the system worked welheo@teg through a
mixture of pragmatic response by State institutions, competing with each other,
accommodating newly emerging private firms-aperating with foreign businesses and
demonstrating a continuing professional commitment to research andrgdvigk

An example of the mixture of public service and private provision supporting
agricultural growth can be drawn from the seed-seidtor. Improvements in seed varieties
and seed quality have accounted for an estimateBOlpercent of the increas&s crop
yields. BeforeDoi Moi, the seed sector was in principle tightly organised into four distinct
administrative levels:
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A The central level (research, production of -pasic seed- national seed
companies);

A The provincial level (production of basiceske provincial seed agencies);

A The district level (production of first generation certified seed by seed stations);
and

A The local level (multiplication of seeds by specialised brigades in the co
operatives).

With Doi Moi, the process of seed multiplicati and distribution was liberalised de
fact o, so that al/l economic sector s, i ncl udi
farmer households participated actively. The resulting system was somewhat chaotic but had
distinctly positive characterissc

The industry comprised of a large number of different agencies. At the base, the farm
household had a choice as to which seed was used. Formal agencies included-bwmsthte
national seed companies, one each in the North and South, under theaiofltfeéMARD
Provincial Seed Agencies (PSA) comprising Provincial Seed Companies (in the North and
Central Regions) and Seed Centres (in the Southern Region) owned by the provincial
governments, a number of government research and breeding instituéspsnsible for
research and development, which also produced and sold seed directly to farmers and a few
private companies, mainly based on Foreign Direct Investment, which produce and/or import
and sell hybrid cereal seed and vegetable seed to farme3AAyRically faced competition
for its open pollinated varieties from seed companies in the neighbouring provinces, one or
both of the national seed companies, the agents of government research and breeding
institutions,ceo per at i ves an ththe marketdor \&egetalderanduhybad. maize
seed, there was competition from other SOEs, private seed producing companies and
importers. In a number of cases, the PSAoperated with private companies and serve as
their fAsal es ag emmbrid and vepetalye seed with anchttractevé rhargim.g

Even in the formal sector the emerging institutional structure was quite complex.
Almost all the higher level research, university and breeding institutions, which might have
been expected tgpecializ in the prebasic and prior levels of activity, engage in some
activities supplying seed directly to the market.
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Chapter 4
6EAO . AI 60 AT T T 1 EA $AOAIT PI £

The draft Five Year SEDP 20416 was made available in December. The containts
the draft plan are quite similar to the current SEDP.

The 10year Strategy document wasll being preparedvhile this report was being
drafted this may be more interesting, as it is likely to explore at greater depth some of the
dilemmas Viet Namma f ace as it enters fAmiddle incom
more important and revealing that the Five Year SEDP, as it is the perception of this report
that the difficult issues Viet Nam is likely to face are likely to become critical towards the
latter part of the decad@&his report seeks to identify strategic areas of concern in relation to
which government needs to define more specify policies and programs if it is to achieve its
development goals over the coming decade.

The 201115 SEDP rests oaptimistic growth projections, With respect to economic
goals, the document spedksensiblyi of the need for Viet Nam to diversify the structure of
its exports, reduce its reliance on primary commodities, and gradually promote the
development of highevalue added manufacturing.

The general orientation of draft five year SEDP is indicated in the following quote:

ATo strongly devel op i ndustry and cons
competitiveness and modernization. To rapidly develop industry and improve
i ndustriesd growth quality through indus

proportion of exploiting industries sharply decreases and the proportion of high
valueadded manufacturing and processing and manipulating industries
increases. To develop indostto become the driving force in economic
developnent and industrializationamtto d er ni zati on process. 0

These aspirations make sense. And, to a degree there is recognition in the various
chapters of plan of the broad requirements for the various sextdrseform programs to
achieve the overall objectives. What is lacking, however, is adequate identification of the
mechanisms that might drive this process. In making this criticism, it is important to point out
that what isnot being suggested is a detall set of target§.Rather, what is needed is a
clearer identification of policies and strategic choices.

4.1. Growth T argets

The government has indicated its goal is to achieve an average per capita income of
USD 3,500 GDP by 2020; this assumes an annualizegtly rate of eight to nine percent per

YThe attempt to monitor fAplan performance by results
the donor was misleading, as it impliddt detailed outcomes were the result of planned interventions, which of

course in a market economy cannot be the case. Indeed such an approach harks back to earlier central planning,
which specified planned outputs in great detaillthough in the casef earlier Viethamese Five Year plans,

without a clear specification of the instruments that were to achieve the targets.
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annum. While this is consistent with performance during the high growth periods of the past
two decades, it is significantly higher than during periods of international slowdown. In 2009,
for example, growth was estated to be 5.3 percent, roughly similar to growth rates in the
period following the 1997 Southeast Asian crisis.

The Plandés optimism is not without some p
by the International Monetary Fund (IMF) that by 20g@bal economy growth could revive
to 4.5 percent per annum, which implies that Viet Nam would return to the buoyant growth
path enjoyed before the onset of the crisis. On the other hand, there are five years between
now and then, and current developnsents t i | | hold the possibilit
recession, with continuing stagnation. Thus, however attractive the USD 3,500 figure may be,
evidence suggests that it is likely to be difficult to achieve. It is worth asking whether
socioeconomic planshould be based on the assumption of such high growth. A safer option
would for the government to incorporate at least two different scenarios, including one based
on more cautious target, so as to better anticipate development challenges.

Specific ambibns are that:

A In 2015, GDP per capita should reach approximately USD 2,100, 1.7 times as much
as that in 2010;

A Agriculture, forestry and fishery sector should constitutd @ercent of GDP by
2015; industry and construction sector approximately4¥0pecent; and the
service sector 4@1 percent;

A Labour productivity in 2015 should reach 1.5 times that of 2010;

A The export turnover growth rate in 5 years should reach 12 percent per annum, with
export turnover approximately USD 1,260 per capita, 1.4 timeswch as that in
2010;

Investment targets are:

A Average rate of capital mobilization for the State budget in 5 years from 2011 to
2015 shold reach 2323.5 percent of GDP;

A The investmento-GDP ratio in 5 year period 2022015 shall reach at least 40.2
406 percent (2002005 ratio shall reach 37.5 percent; 2@03.0 ratio shall reach
42.5 percent), and average investment growthstaé by 16.1 percent per annum;

A In 5 year plan 2012015, total investment is expected to be at approximately
equivalent tonearly USD 320 billion, with domestic resources contributing
approximately 70 percent, foreign resource about 30 percent (in the2RQ06
period domestic capital resource is estimated to have contributed 67.2 percent
compared with a target of 65 percefareign resources contributed 32.8 percent
compared with the target of 35 percent)

A Of this, it is projected that investment from State sources is likely to account for
roughly 37 percentpfoportionally, investment capital from the budget is expected
to account for 18.8 percent of total investment, while investment financed from
government bonds, government credit, and SOEs are projected at 3.5 percent, 6.3
percent and 8.3 percent respectively); it is estimated that investment from
households and privatenterprises approximately 40.9 percent of total investment
capital; while investment capital from foreign investment is expected to be
approximately USD 56 billion (excluding domestic contributions), accounting for
17.6 percent of the total.
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The investmenttargets suggestthat government will attempt to maintain
investment/GDP ratios at the very high levels achieved in the recent period, while accepting a
continuing extremely high incremental capital output rétithe investment effort is to be
considerald, but the efficiency of investmerg expected to remairather poor. Moreover,
the levels of investment proposed imply that the actual growth targets will be achiased
that is somewhat problematic, it may prove difficult to achieve investment prdgrgets.

The expectation also is that FDI is to make a similar contribution as in the previous plan
period

The growth rate of export goods from 2011 to 2015 is targeted at 12 percent a year, to
reach USD 117 billion by 2015. The export structure is ergeto shift to the export of
higher valued added goods; increasing processed and manufactured products, and products
which involve high technology and intelligence, gradually decreasing the percentage of raw

materials such as crude oil and fossilcoatk Al it i s intended to fAgr ac
crude oil in order to keep it for use in Dung Quat oil refinery factory, which provides fuel for
domestic manufacturing and therefore, height

I n manufacturi ng, tidanhseto dBrdiue inarteasing exposts och mb i
textiles and footwear, but also to expand production of new export commodities, including
ships, mechanical products, electricity, fine arts handcrafts, processed foods, wood products,
consumer commodities, and glig products, but also electronic, informatics and software
products. The Government intends to do this by promoting diverse forms of relationships
with investment partners; locate and exploit opportunities to increase export rates in every
available markt including new markets, and to increase exports to markets with high
purchasing power but which still account for small percentages of current exports.

In specifying the ambition to change the structure of exports, the plan recognises the
probable limitsto the existing model of export growth. Changing the export structure in this
way makes good sense. But the fundamental question of how Viet Nam will make the
transition to its desired new growth path is left unclear.

One particular example of this comes what specific roles the government has in
mi nd f ors ttahtee Ofi nsoenct or . Reference in the TOR
the private sector as an engine of(UN20@®@wWt h f o
TOR LMDG, emphasis addedpeaak to this ambiguity. The Plan does recognise the need to
stimulate the private sector, but appearances on the ground suggest SOE and equitized firms
continue to be favoured within Viet Nambdés ec
these busiesses rather than using available policy instruments to promote othstat®n
businesses.

4.2. The Implications of the International Economic Crisis

Economic forecasting is always difficult, more of an art than a science (some would
say not very far from thart of fortune telling). At this time, forecasting for the immediate
future of the Vietnamese economy is particularly difficult, because of the uncertain
international economic environment. At the outset of the period considered in this report the
internatonal economy is still recovering from the intational economic crisis of 2068, so
some discussion of the implications of that crisis for Viet Nam is appropriate at this point in
the report. The two of the factors that will determine the pace of Afie#se growth over the
coming decade are likely to be:

1. The buoyancy of the international economy, which will both influence the demand for
Vietnamese exports and the size of investmefibins; and
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2. The degree to which Viet Nam can continue to expand paaiy to produce to
supply international markets.

The 200809 crisis in the world economy is the most severe since the 1930s. It is not
only the depth of the crisis, but also the slowness of the recovery and its pervasive impact
throughout the internati@h economy that makes it such a major economic event. Although
the impact has varied between countries, with some (including Viet Nam) continuing to
achieve significant growth, all countries have been negatively affected. Viet Nam is faced
with specific reks resulting from its great dependence on foreign investment, only moderately
di versified export structure, and modest r at

This section draws heavily on the bre@hging report of the implications for \ie
Nam of theinternationaleconomic crisis produced for the UNDP by Riedel in 2009.

One thrust of the Ried&lstudy is to argue that the evidence suggests that the crisis
will not be as severe as many commentators suggested, and that it is reasoeghetta
good recovery. To some degree the recovery since that report was drafted has validated that
view T although not unequivocally as there are still those (including the head of the IMF) who
warn of a fdoubhe &reakidgbtocrisis arttie gotertial for. contagion to
other highly indebted European countries is another cause for concern.

James Riedel, in the piece cited above, poses the question regarding the likely pace of
recovery in the international economy by asking whether itkedylito be \fshaped or L
shaped. The answer to this question depends on how the crisis is interpreted. If it is seen as
similar in kind to other poswar recessions, then it may be reasonable to suppose that there
could be a sustained recovery in the camtwo years. Even if it is predicted that the
recovery will be slow in the United States (US) and Europe, growth in the Asian economies
could contribute to a quickening of the international growth rate. However, Viet Nam is
heavily dependent on EuropeandatdS markets, so that their trajectory will be of
considerable importance.

Viet Nam has made impressive gains over the past decade and a half in terms of
growth and stability, but the ongoing global economic crisis has put a dent in those gains and
cast ashadow over prospects for sustaining growth at the same high rate in the Vigtire.
Namd stegration into the world economy, as indicated by the growing importance of trade
and foreign investment I n the ecorstemgess, wa s
but these are the very sources of growth that have deteriorated as a result of the global crisis.
The question naturally arises as to whether Viet Nam should take measures to reduce its
reliance on global sources of growth.

oL}

However, Riedel igorrect in implying that any assessment of the cost Viet Nam has
borne as result of the international crisis has to be balanced against the enormous benefits
reaped from participating in the global economy over the past decade. James Riedel notes that
in the face of the crisis,

AMany have begun to question whether a development strategy based on

openness to international trade and financial flows is any longer appropriate.
Pronouncements of the O6end of capitalismb
beconre commonplace. Developing countries are being urged by some to

abandon the liberal policies that worked well in the past and seek some Rew yet

tobedef i ned growth strategy. o
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After exploring the arguments for abandoning a liberal, egmmomy approach to
development, Riedel concluded that there was no plausible alternative strategy which would
deliver better growth possibilities for Viet Nam. However, it should be noted that on the other
side of this new fAglobali zat igaishéd mdiesttrearh e t h ¢
economist¥, so that despite the persuasiveness
alternative strategies cannot be ruled out.

One of the main effects of the crisis on developing economies is through the
disruption in internationatrade. As Riedel reports (op.cit.) the slowdown in economic
activity beginning in 2007, developed countries imports declined from 7 percent growth in
2006 to zero growth in 2008 and a negative growth rate of about 13 percent forecast for 2009.
This had alevastating impact on the growth in exports from developing countries and in turn
on their GDP growth. However, Riedel also cites some evidence (from US data) that during
the crisis Viet Namdés export performance has

The other important impact was through a severe decline in capital flows. Recent
inflows into Viet Nam have been highly volatile, with whae&el (op. cit) describes as a
firollercoaster ride that capital inflows have taken the past three years, risiaghan five
fold in 2007, falling by half in 2008 and by half again (according to the IMF forecast) in
2009. Particularly volatile have been portfolio and other steont flows, which flooded Viet
Namdés banking system wi t hentirtualledisgppearekic20@8n ge i
and 2009. FDI flows are more stable, but are also expected to fall by half in 2009, reflecting
the expected decline in export demand and a diminished appetite for risk among foreign
i nvestors. o

Riedel has argued that Vista moé s mi n i crisis in the summ
an early warning of the dangers of financial globalization in an economy with an
underdeveloped financial system and a weak regulatory regime. He argues that the
government could have prevented thagisrif it had adopted a more prudent fiscal policy in
2007 and taken measures to control the fAhot
in public and private spending. This suggests the need for government to be more circumspect
in its approactto foreign investment.

In the midst of the crisis in the world economy and in economic thinking about the
appropriateness of past strategies and policies, what are Viethamesenmakeng to do?
They need to adopt policies to contain the immediate faltout the crisis (such as the Viet
Nam stimulus package), but they must also consider therlongnplications of the current
crisis and their responses to it.

Even apart from the affects of the crisis, in the coming decade Viet Nam will have to
address number of difficult challenges in-structuring is economly any deceleration in the
growth in international trade is likely to sharpen this need.

4.3. Alternative Scenarios

Given the uncertainty, medium terms options might be best considered using two
scerarios for growth prospects under conditions of:

Scenariol: Slow expansion in the world economy resulting in modest growth

®Riedel cites Dani Rodrik, ADeath of Globalization Co
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In fact in 2009 Viet Nam weathered the crisis quite well, despite the facts that exports
values declined and the boom in FDI slovdedvn. The estimated GDP growth of 5.3 percent
was I mpressive in that context, hel ped by
continued growth of & percentwould have a number of policy implications.

A number of points about the consequences ofimoad stagnation in international
markets need to be noted:

I.On the positive side Government again demonstrated considerable ability in
managing economic crisesViet Nam has been affected by two substantial
international shocks in the past 13 yedttse Asian financial crisis of 1997 and
the internaibnal economic crisis of 2008 9 . I n both cases th
acted swiftly and sensibly to limit the negative economic impact.

ii. On the negative side, growth at the rate achieved in 2009 would not achieve
Viet Nambébs growth goal s;

iii. The experience of 2009 demonstrated that Viet Nam is still very much a
primary commodity exporter, and as such particularly vulnerable to price
volatility (although there i s evidenc
industry expats held up better than competitors)

iv.Many poorer households were particularly hit by the deceleration in growth
(rural households; unskilled worker in export industries);

v.A continuation of such growth retardation would suggest the need for a slower
transiton in the reduction donor concessional support (i.e. caution in moving
to a MIC stance).

One implication of slower growth in the international economy for Viet Nam would
be the need for a greater emphasis on production for the domestic market. This @rgoé
against continuing openness, or for an abrupt shift to an import substitution strategy, but to
suggesa shift in balance, whichight be considered a natural outcome at this stage of Viet
Namods g pastwgrowth in Viet Nam has involved velnyjgh and increasing ratios of
trade to GDPManufactued exportshave been very import intensivelomestic valueadded
i n exports has been estimated at no more th
heavy reliance on imported intermediate igp(iRiedel op. cit.). Also, the import content of
consumption has increased (the actual dimensions of this shift have not been estimated in this
report, but observed patterns of consumption support such a view).

Government needs to explore possible messty increase the domestic component
in exports and to encourage consumption of domestically produced goods, without
abandoning the policy regime which has encouraged exports.

Also a growth rate lower than the projected rate would result in the neemnto tr
investment targets and government spending prograhs makes the need to address the
efficiency of investment imperative.

Scenario 2 Buoyant world growth

This is the scenario implicit in the targets for the coming SEDP. Viet Nam has
enjoyed two dedades of high rates of growth, led by extremely high rates of export growth. A
rapid return to buoyant World growth will make it more likely that the target growth rates
could be met, although probably not at the beginning of the coming plan period.
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However even with a revival in growth in the World economy, it is unlikely that in
the longer term, high export growth will be sustainable without significant structural change
and productivity gains across sectors. The reasons for this are discussed in seetroxt

4.4. Longer Term Growth z Challenges and Strategic Responses

This section addresses economic challenges that are likely to emerge over the coming
decade. Il n particular 1t discusses aspect of
of concerno Viethamese policynakers.

4.4.1. The Limits of the Existing Growth M odel

As the discussion in Chapter 3 made <cl ear
the extraordinarily rapid rise in exports. From 1996 to 2008, exports grew at an average
annual rate ©20 percent and increased as percent of GDP from 29 percent in 1996 to 70
percent in 2008. The fAmiddle income trapo c
growth can continue to carry the economy forward after entry to middle income status. The
theoretical basis for a possible middle income trap can be outlined as follows. Viet Nam has
achieved rapid growth through the process reviewed in Chapter 3. The response of actors in
the domestic economy (both in the State and private sectors) to theunipes provided by
the shift to the market, and the impressive increase in overseas investment (both by foreign
businesses and overseas Vietnamese) generated dramatic?rowth.

However, the particular attraction of Viet Nam as a destination for FDI and a
source of exports was the availability of a large pool of rural cheap labour, which could be
drawn into employment at a stable, low real wage rate. With the achievement of high growth
rates, household incomes have risen and labour is becoming ssardbat labour is no
longer so readily available at the old real wage rate (news reports in early 2010 indicated that
export firms in industrial parks were finding it increasingly difficult to recruit labour at the
wages they were willing to offer).

In a ®nse, the very success of the Jlaxage export strategy undermines its
continuance as rapid growth results in rising household wages, increasing wages and labour
scarcity Growth can only continue if the product mix and technology shift in response to
rising wage costs. This shift will be neither easy nor automatic. In particular, the firms which
came to seek cheap labour will not necessarily be able or willing to adjust their products or
technologies. Indeed, experience elsewhere suggests théddsetirvestors may be as ready
to move out as wages rise as they were initially willing to move in when wages were low.

Past export growth has had two key characteristics:

L In reviewing past performancejeflel (op. cit) noted that since the mid 1990s Viet Nam has ranked as one of

the worl dbés fastest growing countries, perhaps secon
average annual real GDP growth rate was 7.4 percent, withvérage ver 200307) rising to 8.2 percent.

Growth slowed, following the Asian financial crisis in 1998 and 1999, but then recovered. In 2008, there was
another downturn, the growth rate falling from 8.5 percent in 2007 to 6.2 percent in 2008. The slowdown in
2008was the result of a local macroeconomic crisis, unrelated to the global crisis that erupted in mid 2008. The
international crisis began to impact by the end of 2008, pushing growth down a further percentage point to an
estimated 5.3 percent (GSO estim@lecember 2009).
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I. An important component of growth has come from the expansion of primary
commodity exportsd.g. rice, coffee, and fishery products). Future growth is likely to
be constrained by supply side constraints in some of these activities, while in some
markets Viethamese market share has increased to a level at which future growth is
likely to be constined by the growth of the overall market.

i. Il ndustri al exporting has b eaddad phodustiend on
processes, concentrating on the labour intensive parts of production processes; foreign
investment in these activities has been attrablgdow Vietnamese wages. As the
labour market gets tighter and Vietnamese workers begin to enjoy the benefits of
higher wages resulting from labenrarket tightness and greater education, the logic of
comparative advantage is likely to require a shifthe product mix and a move to
processes invol ving hi gher lvalled @dded pr odu
production processes.

Continued export growth will be needed to sustain growth in GDP, though not at the
rate experienced in the past two decaded. gl rates of growth were from a very low base
i if growth rates of 20 percent+ were to be sustained over the coming decade the absolute
value of Viet Nambés exports would approach
of gross export growth woulde consistent with a GDP growth rate matching past
performance, because of the one hand a deepening in the industrial structure should result in a
higher proportion of domestic value added in industrial exports, and on the other hand
producing more for doestic consumption would be a normal outcome at the next stage of
Vi et Nambébs devel opment. Partly this is a r.
services as incomes rise and the business sector becomes more sophisticated, while an
increasingly dfective industrial sector should be able to increases its share of the national
market both for consumers and capital goods.

In other words, Viet Nam will have to make the sorts of structural transition which
characterized the successful earlier newlyustdalised countries (e.g. Korea and Taiwan),
which continued to enjoy high growth as middle income counirigsn a new environment
of a much more globalized world econontiy these terms, one strategic set of policy issues
relates to the governmenttémventions needed to lay the foundation for this new stage of
industrial development. For example, failures either to provide sufficient quantities or quality
of economic infrastructure and skilled labour could constrain this process, while attention will
also need to be given to the sorts of institutions needed to stimulate the required new forms of
investment, entrepreneurship, and innovation.

There is some evidence that development of economic and social infrastructure has
not kept pace with the growtm the directly productive economy, and that therefore
infrastructural constraints could act to check future growth. Annually Viet Nam invests about
10 percent of GDP in the physical infrastructure (mainly transportation and powegs but
argued in the mvious chapterit seems likely that the return on these investments is not as
high as it should be, due to waste, corruption and delays in infrastructure projects, as reported
in the Vietnamese press.

The weaknesses in Viet Bstrunt@re camsycacpotential a n d
hi gh cost. Weaknesses in transportation inf
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competitivenes¥. Weaknesses in the health care system lower labour productivity.
Weaknesses in the education system also contribute lala@ur productivity and discourage
investment in industries other than the least $kittnsive* Such weaknesses threatened the
sustainability of growth before the global crisis erupted and will continue to do so after the
crisis has ended.

Since theresources to address these problems are likely be more constrained in the
wake of the crisis, it is all the more important that immediate steps be taken to improve the
efficiency of public goods provision by tackling waste and corruption and relying more o
assessments of economic benefits and less on political judgments in making public
investment decisions.

This study does not have as a central theme an assessment of the need to improve
physical infrastructur@ that lies outside its TOR. However, altlgbuphysical infrastructure
constraints could limit growth, conceptually dealing with physical infrastructure needs is
probably the easier part of the problémthe more subtle and difficult issues relate to
institutional and human capital requirements.

Thi s becomes evident when addressing the
from?0 An answer to this question has two p
Nam produce? Increasingly Viet Nam will face the challenge of producing commodities of
increasing technical sophistication, produced by workers with much higher technical skills.

For this to happen there has to be investment in human capital not only in terms of
quantitative targets (e.g. the number of university graduates) but also g déqualitative
improvements (e.g. the mix of subject studies and the quality and relevance of the
instruction).

Second, what firms are going to produce new types of prodingiscussion in the
next section argues that in current international comditio key part will need to be played
by national firms sophisticated enough to find a place in a new international division of
labour in cooperation with a new type of international partner.

There has been a dramatic expansion of FDI in Viet Nam. FDwagflo 2007 rose to
a level equivalent to 57 percent of total exports and almost 40 percent of industrial output,
substantially more, in fact, than domestic private inmesit. The inflow of FDI over the past
two decades contributed decisivelytte rapidgrowth of exports, inflow of technology and
expansion in the industrial workioe.

Some momentum may still be derived from the existing model of FDI in labour
intensive exports, but the evidence from the most successful Asian economies, starting with
the arlier development of Japan, the follower economies of Korea and Taiwan, and the
current performance ofhing is that a leading role has been played by national firms in
development in general and sustained export promotion in partiddtavever, as the
following section argues, in the modeglobalized economy this requige more subtle and
complex strategy than that which worked in Korea and Taiwan a generation ago.

%2 The WB (Doing Business, 2007) reported that the cost to shipfac2@ontainer from Viet Nam is twice
what it costs to ship from China.

% The study by Dapicet al (2008:22)r epor t s, anecdotally thatepofithatt h f or ¢
recent university graduates have virtuallygamnomically relevant skills.
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The success in promoting FDI was probably at the expense of the development of the
national private sector. Bias in support to foreign over domestic private investors relates to
access to bank credit and access to land (often in joint ventures with SOES).

Although the private sector has grown, it is mainly composed of small and medium
enterprses. Since the change in legislation related to private companies in 2000, there has
been an enormous growth in the number of firms registered. Some of these are successful
exporters of a quite wide range of products. If Viet Nam is to sustain its gnowth longer
term, some of these medium scale enterprises will need to grow to be very large indeed.

To achieve this, certainly one thing government should do is systematically eliminate
any biases against private businésgritical issues are fair accedo land and credit.
Government and donors should also seek out ways to help the private sector to access the
technology and market information required for the private industrial sector to play a rapidly
expanding role in exports. A number of donors hattempted to aid the private sector, and
continuing efforts would be desirable.

Another difficult policy issue relates to the role to be expected from the SOEs and
equitizedfirms. One possibility which is sometime aired is that the large SOEs could éecom
the foundation for the devel oHowegen twhilethe a Vi
restructuring of the State sector in the early stag@obMoi made administrative sense, as it
grouped firm in the same industry under one general corporatipnobably reduced the
competitiveness of the system (one positive characteristic of smaller provincial owned SOEs
were that they had to face competition from other SOEs in the same line of business). Also it
created businesses with quite different characiesighan the Korean chaebol, which are
typically diversified conglomerates.

SOEs do seek to diversify out of their core business (and have been subject to
criticism for so doing). In doing sthey behave rationally in seeking safe profits given the
incentves they face, going into real estate development (easy because of their privileged
access to land) and finance, using their considerable financial resources.

If SOEs and equitized firms still close to the state, are to play a more dynamic role
the sysem of incentives, sanctions and outside pressures which determine behaviour would
have to be transformed to promote moadtention to export markets, higher levels of
efficiency and positive entrepreneurshifm so doing, the appropriate business model in
contemporary circumstances is unlikely to be the Korean chaebol, for reasons set out in the
next section.

4.4.2. Technical Transformation and New Patterns of Economic
Integration in a Regional C ontext

The plan assumes that high rates of investment can contvaueh® medium term
without risk of macroeconomic instability and that large inflows of foreign capital will be
available for investment. Exports will grow and domestic industries will shift from low to
higher value activities. However, there is no cleaticulated strateggf how this will be
achieved.

International competitiveness is of central importance/iet Nanb s devel op me|
strategy. Taking competitiveness seriously would necessitate thoroughgoing reform of
domestic institutions to enable theuntry to make full use of its impressive stock of talent
and entrepreneurial energy.
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At low levels of income, the marginaloductivity of labouris near zero, in part
because many people are underemployed or work sporadically on the family farm or
Abuesssno (for exampl e, petty trade, tending |
of development gathers padabourmoves from these very low productivity occupations to
jobs like sewing shirts or shoes, or, for example, raising fish insteathring rice. The
phenomenon ofabourmoving out of unemployment or underemployment to slightly higher
productivity occupat i oWsArtlusLewisl thevdcanamistpthab c e s s
first described the mechanisfiThe basic message is that at #arly stages of development
labour, and also land andapital are not fully employed andigh rates of growth can be
achieved by making better use of exigtfactors of production.

These processes continue to unfold iretVWam However, opportunitiesto shift
labour and land into higher productivity uses eventually become harder to find. Less
underemployment means that rising demandldbour translates more quicklynto wages
increases, which wilimpact on the competitiveness labourintensive imustries like shirts
and shoesAlso Viet Namis probably already running up against land constrgmts. the
Viet Nam Rubber Company is now acquiring plantations in Laos and Canjb¥dieen this
occurs, the economy can no longer rely on the mobilizatfounnderutilizedresources to
accderate growth. Growth mustome from redeploying landabour and capital to even
higher productivity uses. However, the redeployment process becomes more difficult as
Afeasyo productivity gai iitdaboarifran doirsgendthing pr. Rat
collecting firewood to sewing shirts, the economy must now move from sewing shirts to
electroncs

Higher value added activities require more and better quality hard infrastructure
(power, ports, roads, rail, telecommurioas) and soft infrastructure (rule of law,
enforcement of property rights, transparent and impartial economic regulation, robust
financial institutions, competent macroeconomic management).

In addition to the need for hard and soft infrastructure, ngoumio higher value
added production also means competing with companies and countries that have much more
experience in producing these goods. Setting up a factory to sew shirts is not terribly difficult,
and as long asbouris sufficiently cheap the oopany can maintain its cost advantage. It is a
different thing entirely to break into sectors like electronics components and car parts, which
require a command of rapidly changing technologies, close relationships with suppliers and
buyers, highly specigled knowledge, massive capital investment, rigorous quality control
standards and meticulous cost control. Chiedyouris not much of an advantage in these

i ndustries. There is an fNHeasyo stage of deve
achieved without much technological or institutional change. Evéiyttiais period comes to
an endHencethéd ermm did!l e i ncome trapo.

There are several key points about the global revolution in manufactirthg past
three decades or so that Vietnamgskcy makers have not yet taken on bodaust, systems
integrators the great organizers of tranational production processes;hieve high profits
on the basis of innovation, branding and market power. Despite their high profits they defend
themseles from new entrants by rapid and incessant product innovation. They spend massive

24 Lewis (1954) A British economist originally from Saint Lucia, Lewis later recalled that he came up with the
idea of the Lewis model on a visit to Bangkok. The mddeal always had particular relevance to Southeast Asia,
a region that made a very rapid transition from low to high population densities intoergQry.
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amounts of money on research and development and on acquiring other firms that possess
knowledge that they neeHailure to keep up in this race for innovatioes not meaa drop

in profits, it means the death of the fiffnJust to take one example, the number of US,
European and Japanese auto assemblers fell from 42 in 1960 to twelve in 2005. More are
disappearing during the present crisis. Each of the indepeassgmbles in 2005spent from

two to eight billion dollarper yearon research and development of new products to make
their cars lighter, more fuel efficient, safer and more attractive. Selling cheaper cars has not
worked as a survival strategy. Another exampethe market for smart phones. The
introduction of the Apple iPhone did not just dent the sale of Palm, Inc. (a previous market
leader in handheld digital devices) bmt the end drove the company to the brink of
bankruptcy®

Systems integrators use thenarket power to promote competition among suppliers
and to demand constant innovation all along the supply chain. Each auto assembler spends ten
of billions of dollars per year on materials and components. Since supplier companies are
dependent osalesto major assemblers to stay in business, they seek to participate directly in
the development of new products ahé improvementin quality at the point of assembly.
Pressure to innovate and reduce costs has led to consolidation of second, third and even
fourth tier suppliers. In automobiles, three parts companies (Delphi, Denso and Bosch) are far
ahead of the pack, each spending more than two billion dollars on R&D per annum. The trend
is replicated in tires, auto glass, seats and brakes.

Even relativey low-tech, labourintensive sectors are not free from these pressures.
Systems integrators in athletic footwear compete with each other by expanding the array of
styles on offer and by rotating products in ever shorter seasonal cycles. They force CMs to
compete with each other in reducing production times and improving quality. For example,
Taiwanese contractors operating in China reduced the time required to produce a pair of
athletic shoes from 25 days to ten hours over the period 2002 t6'2006.

The rewlution in manufacturing has opened up some new opportunities for
developing countries. American, Taiwanegdapanese and otheompanies have moved
operations to the ASEAN countries to produce components that are ultimately shipped to
China for final assably. Component manufacture now accounts for a sizeable share of
exports from some of these countries.célo companies benefiby subcotracting from
foreign firms further down the supply chain. Some even move up the supply chain,
graduating from the prodtion of simple to more complex materials and parts. But to gain
access to these opportunities firms must survive cutthroat competition involving numerous
contenders from around the world. Chéalpour provides some advantagésit notenough
to guarantesurvival: on averagéabourcosts make up three to four percent of the FOB price
of products shipped from the developing world to the United States, and 0.75 percent of the
retail price?® Cheaplabourstrategies work at the low end of the value chain,sbigtess in
higher value added components and materials depends more on innovation, flexibility and
guality control.

% Baumol (2002)

% David Sarno (2010)Palm was acquired by Hewlett Packard in April 2010 fordhierate price of about one
billion dollars.

" Chang (2008)
8 Berger (2005)
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What does this mean for an emerging, outward oriented country likeNeie®? One
message i s that t hlas néw lardgejaimelevant. ed thes mastypart, mo d e
manufacturing is so modularized, fragmented and globalized that protectiondefeelfing.

In a world of system integrators and modular production, infant industry protection is a route
into the middle income trap.

The development of technological and managerial capabilities is the key to surviving
the global business revolution. Some of these capabilities can be acquired locally the old
fashioned way: learning by doing, reverse engineering and hiring experienced vixwkers
other firms. Butin most cases technology is tadvanced, and learning times too truncated,
to succeed using thesgethods. The best hope fdeveloping country firms in many product
lines is to develop strong linkages with multinational enterprieas have an interest in
cultivating capabilities amongst their supplier firms.

Global FDI has grown in tandem with the global business revolution. The stock of
FDI in developing countries soared frodSD 529 billion in 1990 toUSD 4.2 trillion in
2007,a rise of 13 percent per year on average. Inward investment is now a vital link to global
supply chains and technological capabilities within and between firms-fiimrarade has
risen to more than 35 percent of total world trade in goods as multiakitompanies
diversify the location of their production facilities. Countries compete for investment not just
on price but also on the availability of skillddbour, the density of domestic supplier
industries, the quality of infrastructure and the tramnspcy of business regulation. The issue
is no longer simply the amount of foreign investment: increasingly middle income countries
have focused their attention on the type and quality of investment.

Several ASEAN countries have succeeded in attractingigiv investment in
components manufacturing. Much of the output from these industries is exported to China,
which has emerged as the main host for assembly companies. As shdvabléend.1,
Malaysia, the Philippines and Thailars#ll billions of dollars worth of telecom parts,
transistors, machinery and equipment to China. Most of these comporemiodnced by
foreignmanufacturers from the US, Korea, Japan and Taiwan. The two countries in the table
that have not broken into ithbusiness in a substantial way are \etm and Indonesia,
which largely export natural resources to China.

Table 4.1. Top Twenty Exports to China, Average 200608 (USD millions)

Indonesia | Malaysia | Philippines | Thailand | Viet Nam
Fruit, veg, rice, fish and shellfish - - 26 666 373
Oils and oilseeds 1,536 2,798 23 - -
Rubber and materials 737 1,294 - 1,940 763
Wood, pulp and paper 903 134 - 199 106
Ores and metals 744 157 405 - 122
Petroleum products, ha&al gas and coal 3,851 508 119 1,301 1,110
Chemicals and plastics 324 786 38 1,555 -
Footwear, leather, cotton, textiles and - - - - 59
yarn
Machinery and equipment 155 1,135 984 3,364 58
Telecom parts, transistors, switches - 4,531 3,401 2,067 -
Other - 1,661 40 - 311
Total 8,249 13,003 5,037 11,092 2,903

Source: UN Comtrade

Countries that sell components run trade surpluses with Ghauntries that do not
Indonesia and Viet Nam post large and growing trade deficitSiqure 4.1). Viet Nam
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imports many things from China, including steel, fuel, consumer goods and more than a
billion dollars worth of textiles each year. In return, Viet Nam sells raw materials. The
relevant question is why has Viet Nam not yet sucakddeentering the components
manufacturing business like Malaysia, Thailand and the Philipgines?

Part of he answer is thaViet Nam is not attracting the right kind of foreign
investment. In recent year¥jiet Nam has received billions of dollars of instenent in
casinos, hotels and property developmdntt very little from component manufacturing
companies. The arrival of Intel was heralded as a new beginning, and if their venture is
successful perhaps it will turn out to be so. Howgaethe momentisiilar investorsare not
coming because Vidilam cannotyet offer them what they need: a large supply of well
trained, English speaking technologists, technicians and managers;clesddnfrastructure
to get their inputs to the factory and their produtt the port; a transparent and stable
regulatory environment; and a stable macroeconomic envirorifnent.

Figure4l. Chi nabés Trade Bal anarteerswi t h Sel ect

v)
c
S
E
8)9 -20.0 Indonesia Korea
-]
-30.0 == \lalaysia == Thailand
-40.0 == \/ietham -
'50.0 T T T T T T T T T T T T T T T T T T
Yy SV W O N DD b & > O O Q& &»
D D7 P 7 D P D O O O " 7 N O S O O
P FPFFFTI I FEE O S S

Viet Nam need to give careful attention to the generational and policy shift that
occurred in China in 19998 as the region was engulfed in the East Asian financial crisis
(Steinfeld 2010) The main conclusion of the Chinese leadership was that a lethal
combinadion of cronyism, oveindebtedness and hubris had contributed to the regional crisis,
and that China needed to become more competitive in order to keep growing. China
surrendered most of its demands and signed a WTO deal that it had been negotiating for

29 Another question also suggests itself: namely, why does Vietnam import more than a billion dollars in cloth
from China every year? The failure of the domestic textile indusgrves more attention than it has received
to date.

%0 According to a Grant Thornton survey of private equity investors in 2009, 88 percent of investors reported that
dealing with government red tape was the most significant hurdle in Vietnam. Theystgah was the second

most cited obstacle (85 percent), followed by infrastructure, corruption, currency controls, real estate ownership
laws and access to debt finance. For these reasons, investors tend to treat Viethamese assesk,dernigh
terminvestments
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years. The agreement opened up its domestic market to foreign competition. China welcomed
global systems integrator commies, embarked on erash program to build wordass
infrastructure, reduced the size of the bureaucracy and simplified interndfiivsuatial
transactions. Crucially, when the Chinese leadership realized that firms and government
agencies did not have the expertise required to manage the new economy, they turned to
Chinese citizens that had been educated and had remained overseast tMesé highly

trained individuals had completed advanced degrees in the US and Europe but had not come
back because they could not get jobs at home that could compare with what was offered to
them overseas. Beginning in the riifl90s, the state activehgcruited them into the party,

into high level government positions, stat®ned enterprises and universities. They were
offered not only international standard salaries, but also real power to change the system from
within.

Viet Nam needs to learn thissson from China. Success in the globalized economy
depends on managerial and technological capacity combined with good infrastructure and
more transparent regulation and administration. Vietnamese firms, government agencies and
universities must have agss to the best talent. This means that personnel decisions must
become merit based, and compensation determined by the market rather than government
decree. Multibillion dollar public companies cannot be run by managers a¢hoot earn
competitive salags and who have no experience of international business. Hiring,
compensation and promotion of university lecturers should be based on research and teaching
performance rather than seniority. short,Viet Nammust build world class institutions if it
warts to compete successfully in the global economy.
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Chapter 5

International Resource Requirements for Continued
Growth

5.1. Trends in External Resource Mobilization

This chapter reviews the changing nature of external resource mobilization at Viet
Nam moves ito middle income status and explores the policy implications of these changes.
The external resource requirements for he coming five years are reviewed, based on the
governments own projections and the teamds a
chapter then examines the possible roles of various groups of external actors.

An overall indication of past external financing is indicated by the current account
balance. This indicates that before 2007 inflows weréeguiodest in the years 200P6
ranging from a low ofUSD 183 million in 2006 to a high odJSD 1,931 million in 2003.
From 2007 there was a sharp change in this pattéma balance on the current account rose
to -USD 6,992 million in 2007 andUSD 10,706 million in 2008; figures for 2008ere not
available at time of drafting.

The increase in the external deficit reflected the rise in capital formation as a
percentage of GDP and the steady rise in the outflow on investment income. The current
account would have been much more imbalanéett for the substantial rise in private
transfer (fromUSD 1,790 million in 2002 taJSD 6,804 million in 2008).

A current accounteficit is a perfectly reasonable outcome for a country at Viet
Nambs st age Tifreflects the ihflowpaihferain resources which contribute to
development.

In addition to the private transfers (which are recorded in the balance of payments
under the current account) the other important source of funding has been foreign direct
investment.This made a fairly stableontribution to the balance before 2007 (rising steadily
from USD 1,400 billion in 2002 tdJSD 2,315 billion in 2006). Then in 2007 there was a
sharp increase toSD 6,550 billion in 2007 andJSD 9,065 million in 2008.This boom is
often interpreted as postWTO entry effect. Although 2009 data were not available at time
of drafting, the indications are that there was a stiespin FDI in 20009.

Before 2005 there was no international portfolio investment reco&lade 2005 it
has beemecorded as a snfficant element of the balance of paymeintsnd became a potent
source of volatility. In 2007 portfolio inflows estimatedWsD 6,243 million contributed to
the inflationary boom, but declined sharply-t¢5D 580 million in 2008.

There is some ambiguiip the draft plan document as regards external finance needs,

because in the bal anc eapiafin fipeaygans@0it159s expectedl e ct i o
to be disbursed over USD 37 billion, USD 7.4 billion per annum on average (accounted to
balance ofpay ment s) 0, whil e it is also noted tha

approximately USD 2Billion in the next five years

In five years 201415, ODA committed capital is expected to be at approximately
USD 2628 billion, with disbursed capitalt approximately USD 145 billion. Figure 5.1
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shows aid flows fronDevelopment Asistance CommitteeDAC) members as recorded in
DAC statistics. On the basis of disbursements in the first nine months of 2009, it seemed
likely thatdisbursements would be above 2008 levels.

In most years the disbursement of official grants and loans has been less than the
inflow of FDI, and also less than private transfers. The relative importance of ODA is thus
not that great, targeted in the comifige year plan at about 8.5 percent of total capital
formation

DAC figures estimate that disbursements of aid from DAC members reached 2.9
percentof Gross National IncomeGNI) in 2008. While this is a significant level of
assistance, it does not impdyhigh level of aid dependence (as compared with a number of
aid dependent countries receivingd€rcent of GNI in aid flows).

Figure 5.1. Aid Disbursement to Viet Nam from DAC Members(million USD)
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Source: DAC Statistics (2009)
Note: 2008 disbursements = Zo8rcentGNI.

The plan projection of external assistance is based on an expectation that the
contributions of ODA will remain approximately in line with the past peréoroe during the
coming plan period. This seems to be a reasonable expectation, given the backlog of aid
commitments (although the cautious scenario projected by the team below allows for a
possible modest decline). Given lags between ODA commitments sibdrskments, these
aid expectations should prove achievableductions in concessional support resulting from
achievement of middle income status are Yiked impact more in the 20180 period.
However it seems likely that in the coming plan pedstiursements of concessional funding
will overtake the level of new commitment, the levelof new concessional aid likely to
decline.Over the coming decade, given existing policies of multilateral and bilateral partners,
the commitment of new support the form of highly concessional loans and grants will tail
off.

Although external assistance has made a significant contributidinaiocing Viet
Namd gdevelopment, Viet Nam has not become heavily aid degpend herefore the
adjustment to the decline iconcessional assistance should be manageable. However, the
shift in the balance of external flows will pose new risks and policy challenges

In the past two decades, the government has not faced great difficulties in managing
capital flows. In two periosl following the 1997 East Asian financial crisis and during the
200708 inflationary episode capital account flows did create problems. Following 2008, the
decline in direct foreign investment could have generated an economictaiownn the
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absence otorrective measures. And during 2003, the inflow of foreign funds contributed
to excess demand and inflationary pressures.

5.2. International Financial Requirements for the Next Plan z an
Exploration of Possible Order of Magnitudes

As discussed in the prews chapter, given rapidly changing internal and external
circumstances, the annual GDP growth rate-8ff&rcent per annum set in the draft of Five
Year SEDP 20115 may be difficult to achieve. A more realistic GDPwth rate for the
period 201115 migh be of the order of 6.5 percent per annum.

This chapter therefore provides two scenarios for international financial requirements.
The first scenario is the one estimating the requirements for maintaining the SEDP growth
(below referred to as SEDP Scepgyriand the second one accommodates our scenario (JCA
Scenario).

We adopt all assumptions made in the draft SEDP, averaging them to the following:
A Average GDP growth rate is 7.5 percent per annum;
A Total social investment shall be 40.6 percent of GDP;

A Stae investment constitutes 37 percent of total investment capital; investment
capital from households and private sector is expected to be 41 percent; investment
capital from foreign direct investment constitutes P2rcent of the total
investment;

A In 5 yeas 201115, ODA committed capital is expected to be at approximately
USD 2628 billion, with disbursed capital approximately USD 1415 billion;

A Revenue of the government budget shall reach 23.4 percent of GDP. State budget
expenditures shall be 28.5 pent of GDP, leaving the budget deficit at 5.1 percent
of GDP. Average share of development investment shall reach at least 28 percent
of total State budget expenditure;

We also add the following assumptions:

A Annual grants are atND 4 trillion, which is41 percent (in current price) less than
the current five yearso6 figure. As we
figure, this is just an ad hoc assumption;

A The budget deficit will be financed by two sources: domestic (4.1 percent of GDP)
and foregn borrowings (1 percent of GDP). This level is slightly lower than the
current one.

We think that this scenario may be too ambitious. Below are some qualifications of
the SEDP scenario:

A Average annual growtrate of the five years 20415 is rather ambitus given
international conditions at the beginning of the plan period, the growth rate could
decelerate. While the raterfthe period 20005 was 7.5ercent, the figure for
200609 went down to 7.0 percent;
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Table 5.1. SEDP Scenario (current price)

Indicators Measure 2006| 2007, 2008 2009 2010 2011 2012 2013 2014 2015 Explanation
ment unit

1. GDP 20062008 actual figures

Value Tril.VND 974 1144 1478 1645 1931 2271 2651 3075 3548 4074 (GSO, various years),

Growth in 1994 price = % 8.2 8.5 6.2 5.3 6.5 7.5 7.5 7.5 7.5 7.5 2009 preliminary (GSO
website), 2010 onward
planned teget (MPI
2009)

2. State budget 20062007 final account,

2.1. Revenue Tril.VND 351 431 428 417 463 531 620 719 830 953 | 2008 2?est., 2009 fest.

Of which: grant Tril.VND 8 6 7 6 5 4.0 4.0 4.0 4.0 4.0 2010 planned, 2011

2.2. Expenditure Tril.VND 386 470 495 533 582 647 755 876 1011 1161 onward daft plan targets

Of which: developmen Tril.VND 88 104 136 136 126 181 212 245 283 325 | (MOF website)

investment

2.3. Deficits Tril.VND -49 -65 -66 -116 -120 -116 -135 -157 -181 -208

Memo: deficitas % | % 5.0 5.6 4.5 7.0 6.2 5.1 5.1 5.1 5.1 5.1

GDP

2.4. Sources of deficit| Tril.VND 49 65 66 116 120 116 135 157 181 208

funding

2.4.1. Domestic Tril.VND 36 52 51 100 99 93 108 125 145 166  since 2011: 80% of

borrowing deficit

2.4.2. External Tril.VND 13 13 15 16 21 23 27 31 36 42 | since 2011: 20% of

borrowing deficit

3. Investment Tril.VND 405 532 611 704 922 1,076 1,248 1,440 1,654 20062008 actual figures

3.1. State Tril.VND 185 198 174 245 341 398 462 533 612 2009 preliminary, 2010

Of which: budget Tril.VND 100 107 99 154 126 181 212 245 283 325 | onward planned target

3.2. Nonstate Tril.VND 154 205 244 278 378 441 512 591 678

domestic

3.3. Foreign Tril.VND 66 129 192 181 203 237 275 317 364
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Table 5.2. JCA Scenario (in current price)

Indicators Measure 2006| 2007, 2008 2009 2010 2011 2012 2013 2014 2015 Explanation
ment unit

1. GDP 20062008 actual figures

Value Tril.VND 974 1144 1478 1645 1931 2250 2602 2992 3423 3898 (GSO, various years),

Growth in 1994 price = % 8.2 8.5 6.2 5.3 6.5 6.5 6.5 6.6 6.6 6.6 | 2009 preliminary (GSO
website), 2010 onward
our assumption

2. State budget 20062007 final account,

2.1. Revenue Tril.VND 351 431 428 417 463 630 729 838 958 1091 2008 2°est., 2009 % est.

Of which: grant Tril.VND 8 6 7 6 5 4.0 4.0 4.0 4.0 4.0 2010 planned (MOF

2.2. Expenditure Tril.VND 386 470 495 533 582 742 859 987 1129 1286 website); 2011 onward

Of which: developmen Tril.VND 88 104 136 136 126 186 215 247 282 322 aut horso as

investment

2.3. Deficits Tril.VND -49 -65 -66 -116 -120 -112 -130 -150 -171 -195

Memo: deficit as % % 5.0 5.6 4.5 7.0 6.2 5.0 5.0 5.0 5.0 5.0

GDP

2.4. Sources of deficit| Tril.VND 49 65 66 116 120 112 130 150 171 195

funding

2.4.1. Domestic Tril.VND 36 52 51 100 99 90 104 120 137 156  since 2011: 80% of

borrowing deficit

2.4.2.External Tril.VND 13 13 15 16 21 22 26 30 34 39 | since 2011: 20% of

borrowing deficit

3. Investment Tril.VND 405 532 611 704 921 1,066 1,225 1,402 1,596 20062008 actual figures

3.1. State Tril.VND 185 198 174 245 832 963 1107 1266 1442 2009 preliminary, 2010

Of which: budget Tril.VND 100 107 99 154 186 215 247 282 322/onward auth

3.2. Nonstate Tril.VND 154 205 244 278 922 1067 1227 1403 1598 assumption

domestic

3.3. Foreign Tril.VND 66 129 192 181 495 573 658 753 858
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A The share ofexpenditure in the budget (26.4 percent of GDP) is rather low
compared to the current level (around 36 percent), while the planned share for
investment capital is high (28 percent of the state budget) compared with 2006
2009 (24.5 percent). The currentioabetween capital and recurrent expenditure is
already biased against the latter, which commentators often point out is too low to
cover,among other things, normal O&M;

A Even at this relatively high investment level, investment efficiency should be
improved to keep ICOR at least around 5.4, which is the2p@8 crisis level. This
may be very challenging as the country has to both cushions therjsostadverse
impacts and mee up in the value chain ladder;

Assumptions for an alternative JCA Scenario:
A Average GDP growth rate is 6.5 percent per annum;
A Total social investment is 40.6 percent of GDP;

A State investment constitutes 37 percent of total investment capital; investment
capital from households and private sector is expected to be 41 percerimentes
capital from foreign direct investment constitutes p2rcent of the total
investment;

A In 5 years 201115, ODA disbursed capital is expected to bapgiroximately USD
9-10 billion;

A Revenue of the government budget should reach 28 percent of GRPbGdget
expenditures shall be 33 percent of GDP, leaving the budget deficit at 5 percent of
GDP. The average share of development investment shall reach 25 petogait of
State budget expenditure;

A Annual grants could be around VN trillion, which is41 percent (in current
prices) |l ess than the current five year :
to project this figure, this is just an ad hoc assumption;

A The budget deficit will be financed by two sources: domestic (4 percent of GDP)
and foregn borrowings (1 percent of GDP). This level is slightly lower than the
current one.

5.3. Financing Modalities in the Longer Term and External
Finance Management | ssues

The figures set out in the previous section provide an indication of financial
requirementsn the immediate future. The projections do not indicate dramatic changes in
past patterns, as seen from the standpoint of the State budget.

However, the prospects for international resource flows over the longer term, in the
context of the overall economus reflected in the balance of payments, are more complex.
There is little point in attempting loAgrm numerical projections of requirements as these
are subject to such uncertainty, but the broad trends, and the policy challenges resulting from
them,need to be discussed.

Overall ODA is a relatively minor part of the balance of payments picture even now,
and will become of even less relative importance in the future. The challenging policy issues
will revolve around alternative sources of internatioim@nce, private financial flows and
public commercial borrowing.
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Private transfers, mainly from overseas Vietnamese, have been an important
component of overseas resource flows and are likely to remain a significant element in the
future. There is appeantly no available study of the determinants and prospects for these
fl ows. Some are fuelled by the remittances
Other funds come from permanently resident overseas Viethamese communities. Current
experience Vil provide evidence of the degree to which these flows are subject to cyclical
volatility, in the face of conditions in the host economies, but there is no basis for judging
likely long term trends.

As set out above, another important source of exteumaliig is FDI. This form of
external funding has some virtues. As the investment is in equity, the investor bears the risk
of the performance of the investment. Moreover, much of FDI until recently concentrated on
export production, so that the investmerats likely to generate the foreign exchange needed
to fund profit repatriation (which is now growing rapidly).

However, the flow of profit remittances is now growing rapidly. While government is
not responsible for payments, the generatiofoeign exclange resources to support a fairly
liberal external payments regime will be necessary to provide the means for investors to
transfer their funds. The possibility of repatriating profits is a necessary condition for
continuing flows of FDI.

In the recent eanomic boom, there was a tendency for FDI to move into investments
which do not directly generate foreign exchange, such as real estate. Large investments of this
sort may create problems, as they do not directly generate the foreign exchange to fund profi
repatriation.

More serious issues arise in relation to portfolio investment, -stront capital
movements and public sector overseas borrowing at commercial rates.

Already, Viet Namhas experienced the problems resulting from large financial flows
which fuelled the 200908 boom. The experience of the East Asian financial crisis of 1997
demonstrated the potential for uncontrolled international financial flows to the region to
create extreme economic volatility.

Another risk which may emerge (which haseated a number of middle income
countries) is that of a debt crisis. Available estimates of external detitate modesand
manageable levels of delithe total public and publicly guaranteed debt was estimai&at
21,817 million in 2008, which at Ieghat 20percentof GDP is not high. Moreover as more
than half of that was to multilateral development banks, debt service remained low (principal
and interest payments aroungércentof the total debt).

However, Viet Nam has ambitious investment plamhich if realised will be well in
excess of domestic saving. Although grants and concessional borrowing will not fall
immediately, and when they do decline, will do so gradually, as a proportion of total
investment spending the relative contributiom tgrowing investment level will decline.

External commercial funding will be available, and it is quite rational to make use of
such funds. However, this will require careful management and discipline.

Experience over the decades of a number of Latin Aaereconomies, and the
recent headline cases of Greece and Dubai, have demonstrated how easy it is to get into

31 See Table A5.5 in the statistical annex to the 2010 Vietnam Development Répder( Institutions).
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trouble with international debindeed, a crisis in debt management could be seen as another
mani festation of a fAmiddle income trapo.

The potenal risk is not that external finance will be unavailable, but that it will be too
readily available. In the past, it was part of the credo of some liberal policymakers to believe
that markets in debt would be sedfgulatingi that it was neither in thaterest of lenders nor
borrowers to push debt beyond serviceable levels. Any such view is no longer tenable, in light
of the recent history of national and international credit markets. Nor have those who should
police debt (Central Banks, the IMF andditeassessment agencies) shown a good deal of
competence of foreseeing potential crises.

What this suggests is the need for Viet Nam to set up an effective system for
monitoring and controlling debt particularly obligations entered into by sohtional
government authorities and State owned enterprises, and even the private sector. In the event
of a debt crisis governments find its practical responsibility to ensure debt servicing extends
well beyond its strictly legal obligations.
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Chapter 6
Promoting W ellbeing and Social Protection

The middle income countries that have been most successful in sustaining high
growth and broadbased improvements in human development have been those which have
effectively promoted economic opportunities, addressed ecenama social vulnerabilities,
and avoided pernicious forms of social inequality that can constrain opportunities and
increase vulnerabilities over the long term.

This chapter addresses challenges Viet Nam faces with respect to the promotion of
wellbeing ad social protection. The chapter includes an assessment of poverty, social
inequalities, and vulnerability in Viet Nam and the social policies aimed to reduce poverty
and promote wellbeing. Key social policy areas addressed in this chapter include labour
markets policies, social insurance policies, and targeted assistance policies designed to
promote the wellbeing of especially vulnerable groups, such as children, ethnic minorities,
and migrants.

6.1 Poverty, Vulnerability and Inequality: the existing
situat ion

With respect to poverty and vulnerability it may be useful to clarify some concepts:

A Povertyin this discussion refers to deprivation of basic needs. The most common
approaches to the measurement of poverty, are intb@sed measures that
establpiovyerayinlined based on the esti mat
goods (Laderchet al. 2003). Based on the governmeastablished poverty line,
the poverty rate in Viet Nam has declined from 58 percent in 1993 to under 12
percent in 2009.

A Sometimes peerty is used to describe a situation in which multiple forms of
deprivation exist, for which monetary measures alone are inadequate (De Neubourg

2010) ; Some find it more wuseful to spea
incomebased or not, materiand normaterial, relative and absolute, etc (Gough
et al.2007).

A Wellbeingrefers to a situation in which basic needs are satisfied and adequate
protections are in place to insure continued wellbeing in the face of adveérsity;

A Social inequalitiesrefer to uneven distributions of certain quantifiable valued
resources (Tilly 1999); Social inequalities include inequalities of wealth, such as
income and assets, and inequalities of opportunity.

A Vulnerability here refers to susceptibility to deprivations ofdyear susceptibility
to harm. Vulnerability goes beyond narrow economic issues, as it includes
discrimination, abuse, and violence (Kirby 2006).

%2 See also, Gougibid.
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Poverty: High rates of economic growth during the past two decades have raised the
vast majority of the populain above the poverty line. In rural areas, poverty reduction has
been most dramatic in the heavily populated areas of the two Deltas, and has happened either
by increases in rural output, or through the movement of population to the cities. The poverty
rates of these Red river and Mekong river deltas decrease from 62.7 percent and 47.1 percent
in 1993 to 8.1 percent and 12.3 percent in 2008 respectively. In the wealthiest areas of Viet
Nam, such as the South East region, poverty appears to have decleegd ltw levels. (2.3
percent). The poorest region is therthern midlands and mountainous area, where the
poverty rate is still at 25.percent(2008), with the Central Highland and the Central Coast
regions also lagging.

However, although the redumh in poverty has been impressive, many households
which are no longer poor are still very close to the poverty line and as such are vulnerable in
the face of economic fluctuations. For example, if there were a continuing deceleration in
growth because afontinuing lethargy in the international economy, or rapid price increases
for essential items, many households could be forced back into poverty (London and van
Ufford 2008). It is also likely that poverty estimates understate the incidence of poverty du
to its failure to fully capture migrants, among whom the poor are overrepresented.

Some groups have fared less well in the market economy than others. Ethnic
minorities, though they account for less than 13 percent of the entire population, account for
nearly half of the poor. Incomes, life expectancy, and other measures of wellbeing are
significantly lower among ethnic minorities.

All ethnic minority groups (except for the Chinese) experience greater incidence of
poverty than the Kinh. Selected resulfshe Program 135 Phase Il (PiBpbaseline survey,
generally regarded as the best available-dat®e on ethnic minorities, provides a suggestive
glimpse of life in National Target Program (NTP) communes. The rate of poverty (against the
official povety line of VND 200,000 per capita per month) was 51 percent for ethnic
minority households and 26 percent among ethnic Kinh. In these communes 46 percent
declared food shortages over the previous 12 months and, within this group, 32 ypengent
often or always experienced food shortages. On average, 45 percent of ethnic minority
households lacked access to clean water for cooking and drinking. With respect to accessing
essential social services, 48 percent were reported as not having sufficient medm@nes w
they encountered iliness, while 33 percent reported lacking cash for scho®l fees.

While this study uses the standard available measures of poverty, some data
limitations should be noted. Data from the VLSS and VHLSS provide a reasonable
foundation fo understanding poverty in Viet Nam, including regional trends. That Viet Nam
has experienced rapid declines in poverty is undeniable, but as Viet Nam grows wealthier and
more socially differentiated so, too, does the need for a more nuanced understdnding
wellbeing in Viet Nam. A number of analyséar{cus and Sender 2008ve drawn attention
to some of the important limitations of available surveys. Others have emphasized the need
for studies of poverty and vulnerability to be more attentive to th@ungnal contexts in
which poverty and vulnerabil it yNIGEE)/Mistry ( Uni t e
of Labour, Invalids and Social Affairs (MOLISA) 2009)

33 Committee for Ethnic Minorities and Mountainous Areas (CEMA)/UNDP (2008).
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Social inequalities: available data on income inequality suggest that social
inequalitiesare not extreme as in some other countries, Figure 6.1 depicts current estimates of
Viet Namds income Gini coefficients for the

Figure 1.1. Estimates Income Gini Coefficients, 1992008
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Source: VHLSS (various years).

As Figure 1.1 indicates, in 2008, the most recent year for which household income
data are available, income/expenditure estimates suggest a slight rise in the Gini coefficient to
over 40 perent. However, observation of the impact of recent economic development on
consumption patterns suggest that some forms of inequality in Viet Nam may be rising quite
rapidly (evidence for this is the conspicuous consumption of luxuries by well off groups,
aspects of which are quite new to Vietnamese society), even if this is yet to be clearer
demonstrated in the statistics. For example, the sharp increase -inngeli overseas
students suggests a rise in incomes among hbettouseholds

It should be nted that there are many narcome forms of social inequality (both
absolute and relative), such as inequalities of access to essential social services, to loan
capital, or to clean water or sanitary faciliti@ere is solid evidence of significant and
possibly rising inequalities in accessing services and resources.

Inequality is common in market economies, and more so in developing countries,
Some forms of social inequality may be unavoidable, and others may even be desirable (e.g.,
offering greater raterial support to disadvantaged individuals and groups). However, certain
forms of social inequality can deepen, reproduce, and exacerbate poverty and vulnerability,
undermine foundations of sustained economic growth, and have pernicious effects with
resgect to equity, participation, and community. There is no need to be immediately alarmist
about social inequalities, as no doubt in international comparative terms Viet Nam still has a
relatively equal distribution of income and wealth. But extrapolatioobserved tendencies
could change that quite rapidly.

Vulnerability : those with household incomes just above the poverty line remain
prone to adverse shocks. These include events that affect individuals, households, and
particular localities (e.g. the famcial fallout that may befall a household resulting from the
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acute illness or death of a family memb®rThere are also shocks which affect whole
communities or segments of society, including food insecurity in the face of food price
inflation, adverse wather events, global economic turbulence, and in the longer run the
impact of climate change.

The vulnerable include the poor, and those less able to adapt to changes or cope with
adversities, such as children or elderly who live alone. Owing to s@&zahomic, and
cultural institutions that disadvantage them, women tend to be more vulnerable than men.

Vulnerability is not limited to narrow economic concerns; basic needs include both
material and nomaterial needs and susceptibility to deprivatiormstédrom many causes,
including neglect, social exclusion, abuse, and inadequate presence or enforcement of legal
protections.

Except for the very wealthiest segments
households have some degree of vulnerabilityin®tability will tend to be higher among
poor, dependent, disadvantaged, and marginalized population segments, but vulnerability
extends to large segments of the population.

Migration is one source of vulnerability. It has been an important aspect al soci
change and has made a significant contribution to economic growth. Many migrants have
confronted difficulties due to rigidities in formal institutions governing household registration
and access to public services. The extent of the problem has teruedinderstimated, as
migrants in many cases cannot establish legal residential status and as a result lack access to
basic services and are not incorporated into many official statistics.

6.2 Wellbeing and Protection Challenges
Social welfare challenges v will be faced in the coming decade include:

A Achieving further reductions in poverty and addressing the sources of vulnerability
wi || require Viet Nambs government to acf
skills enhancement, the provision and paynfen essential social services, social
protection and targeted support, the care and protection of children, policies for
migrants and other vulnerable populations segments, and the needs of women.

A Over the coming decade, | lationg end 9t gnlpe nt s«
thepooriwi I I face diverse threats to their
economic growth and welfare improvements will require steps to address such
risks. Much of the work on this front involves crafting more effecimnerventions,
such as health insurance and unemployment benefits, to cite just two examples. The
recent turbulence of the international economy indicated the potential impact on the
more vulnerable in society of sharp fluctuations in business activitypaoes,
indicating the need for economic safety nets to cushion the effects of
unemployment and sudden loss of income.

A In addition to economyide uncertainties, there are also the local effects of
catastrophes, such as climatic extremes, which may leooone important with

3 Notably,only just over a quarter ohé elderly can sustain themselves with their pension or subsidy, while 39
percent rely on their childrenbés support, and the re:
IFGS and UNICEF 2008).
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global warming. Government has experience and a good record in dealing with the
immediate impact of climatic disasters but may need to give deeper thought to the
longer term aftermath and to the impact of climatic uncertainty on ¢fibeing of
communities, particularly in the central coastal provinces.

A With urbanization and rural transformation, Vietnamese will be increasingly
mobile. Many development challenges concern ways to maximize contributions of

the migrant population to ie Namés devel opment and the

Nambés devel opment to Viet Namds migrants

A Attention needs to be given to the impact of demographic changes. With
industrialization urbanization and the expansion of wage employment, the needs of
the populéion will change. Larger numbers of youth and women will enter the
labour market, raising the need for welfare and economic policies to address these

groupsd® needs and rights. Wel fare polic

pregnancy and motherhoodyfexample.

A Another issue relates to the situation of the eldeidynly just over a quarter of the
elderly can sustain themselves with their pension or subsidy, 39 percent rely on

their childrends support, and ntlhng. r est
Beyond 2020, Vi et Nambés population wi
countryos rapi d demographic transitio
resulting in increasi-oamgl ywdumbeu se hod| dose |

the vulnerabilityand need for care for the elderly. The 2008 VDR notes that
households with elderly that are headed by a woman are significantly more likely to
be extremely poor (VDR 2008:27).

A A fundamental challenge for the Party and Government is to promote a reasonabl
degree of equality of opportunity. If the growth in inequality is not limited, Viet
Nam may well face social divisions such as those seen in such countries as the
Philippines, Indonesia and many Latin American countries, with large poor and
near poor poplations, a small very wealthy elite, and a limited middle class. If

)
i

carried to an extreme this coul d create

discussed in Chapter’s.

6.2.1 Wellbeing and Protection: Policy responses
The state plays a critical role in proting the wellbeing of all citizens, by creating

conditions for economic growth and the efficient operation of markets, through productivity
enhancing public investments in infrastructure and human capital, and by intervening where

the markets fail to deler.

Social policies have a potentially important role. Social policies may include labour
market policies designed to expand economic opportunities through the creation or indirect

promotion of employment; various forms of social protection and socakrance, which

% Some Latin American economists have argued the great inequalities of their societies choke off growth

because the consumption patterns generated by highly unequal consumption limit the size of the domestic

markets for those commaodities which could be efficiently produced locally.
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help individuals, households, and communities cope with adversity; and targeted material
assistance to individuals, households, and communities in special’need.

The Governmentds socioeconomic plaeas aim
expansion of economic opportunities and t he
wellbeing is secure in the face of adversity and risk. However, public policy often proceeds
without adequate attention to the weaknesses and gaps in existing prddrarass need for
a realistic assessment of the potential and limits of the market; the 2008 VDR report on social
welfare promotes a particular view of welfare policy in which the idealized strengths of
market forces are confused with their actual opematand outcomes.

Employment and labour market policies The 2009 reportyiet Nam Employment
Trends [LO 2009)indicated that, nationally, over three quarters of working age Vietnamese
(77 percent) are employed in vulnerable jobs (e.g. employment aslwgpdiibuting family
workers or owraccount workers). Unpaid family workers accounted for 42 percent of total
employment, while owsaccount workers accounted for 34 percent. The remaining 23 percent
were in wage employment. In the PiB5survey, 58 peraa of working people in P135
communes reported being undemployed, and that undemployment was higher among
the poor.

While unemployment figures are of limited value, recent data suggest that
unemployment among youth is increasing. Between 1997 aid\&futh unemployment (i.e.
in the 1524 age group) has increased by more than a full percentage point, and over two
percentage points for females (ibid: 8). This despite marked declines in the-madidaet
participation of young people. Other estimates higher still. According to the Central
Institute for Economic Management (2009) unemployment among workers under 30 was at
9.3 percent, compared to 3.4 percent for workers in the 30 to 39 age group, and 2.1 percent
for those in the 40 to 49 age group.

Members of disadvantaged and vulnerable groups continue to encounter special
difficulties in accessing the labour market and in finding decent work; these include young
workers, women, ethnic minorities, disabled workers, and unskilled migrant workees. Sta
sponsored schemes for promoting employment among these disadvantaged groups need to be
attentive to the real effects of such schemes, so as to avoid situations where workers from
disadvantaged backgrounds are subjected to grossly exploitive termslof .

Government has experience with job creating efforts. In the past, the National Fund
for Job Creation provided concessionary loans to create new jobs, absorb workers, and
i mprove workersd i ncome. The pol i oonstaeas di I
enterprises, as well as private businesses, members of mass organisations, and trade
associations. Between 1992 and 2000, the Fund made a total of VND 4,443,604 million Dong
in loans, which were issued to some 112,675 job creation projectsteaunlted in the
employment of an estaimted 2,705,297 persons. By 2007, the Fund provided total loans of
VND 2,900 billion to SMEs, villages, collectives, farms and households with preferential
policies, and about 30 provinces and cities have set up farmisdte jobs for local people.

% Similarly, the 2008 Viet Nam Development Report (VDR 2008) Sawial Protectionusefully distinguished

three main modalities by which the Viethamese government can promote welfare; namely, through the creation

of (mar ket) opportunitiefst, bt ealmigred ed @smugpponsumdmcet,hot
communities manage various kinds of shocks.
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There are a number of possible limitations to past efforts. The implementation of
employment, skill improvement and training policy is mainly based on the State budget;
however, there is no efficient mechanism to guide dipgn Training is inclined towards
theory and neglects practical work. No standard system to evaluate the quality of vocational
training exists. Many training and employment service establishments arenaeted,
therefore, they are more interestedhineti r or gani zati onsd® i mmedi at e
the broader benefits to workers and society.

Social insurance:Si nce t he 1990s, Vi et Namos soc
increased in scale and scope, including-aij@ pensions, unemployment inswe, and
various benefits in cases of sickness, maternity, occupational disease or injury, and disability.
(Health insurance is addressed in the health chapter).

Insurance is provided through various means including state organized insurance
agencies, ste-affiliated agencies, and private agencies. In contrast to the past, when the scale
of insurance was small and the financial mechanisms in place rudimentary, social insurance is
emerging as an increasingly important policy dfea.

In the past, social insance in Viet Nam was a naontributory scheme available
only to current and former employees of state enterprises. In 1993 a contributory scheme was
introduced for those in nestate domestic and foreign enterprises; the entitlements of eligible
state enployees were included in this scheme and financed through the budget. Additionally,
MOLISA administers a nogontributory pension scheme for those over 85 who are in need
of support. Commenting on social insurance for public sector workers, the 2008 B4R n
the regressive aspects of the scheme, in that pension payments go to wealthier segments of
the population; the VDR also notes that the poverty rate would likely be several points higher
without the pension system. al Bsurarcenarangementse , Vi
fail to protect the poor, the near poor, and those vulnerable to various kinds of shocks.

Since 2006, social insurance in Viet Nam has been reformed and expanded. A
compulsory scheme was introduced for all Vietnamese citizenkingoin any kind of
enterprise for at least three months. A scheme was also introduced for informal sector
workers, in an effort to expand coverage. The contribution rate for old age pensions and
survivor benefits was at 16 percent of salary as of 200& (¥4 percent covered by the
employer), with plans to increase to 22 percent by 2014. Participants must contribute for 20
years to receive a pension.

Recent estimates are that one in ten households receives some form of pension income
(many households iWiet Nam are multgenerational.) The number of beneficiaries today is
relatively small, as all were former employees of government agencies or members of the
armed forces.

At present, more than 9 million Viethamese participate in some form of social
insurance. As of 2008, roughly 70 percent of those who were required by law to participate in
social insurance were enrolled (TCCS 2009); the present number of contributors represents
roughly 18 percent of the total labour force (VDR 2008, 96). Perhaps tlse motable
strength of the social insurance system is the potential it has to grow into a core component of

37 VDR 2009. Viet Nam Development Report 20@cial Protection This discussion draws heavily on the
2008 Viet Nam Development RepaBpcial Protection
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Vi et Namdés wel fare mix. A challenge facing
coverage.

The VDR is high on the promise of market mechasis(i.e. private insurance
schemes) as a way of diversifying forms of insurance and cushioning shocks overall. Indeed,
the number of insurance providers in Viet Nam has approached forty, and includes state,
stateaffiliated, and private providers. Howeverjvate insurance is unlikely to insure those
in most need.

Targeted programs: While their absolute budgetary share may be modest, Viet
Namdés tar get ea whch thege wera h2 a last counthave since the mid

1990s grown into quite substaanti i nterventions and feature pr
approach to social protection. A recent Draft Social Protection Strategy prepared by Institute
of Soci al Science and Labour Af fairs stron

organizations Heeve there is merit in strengthening various safety nets and social protection
measures, in ways that draw lessons from past and recent experience. There are even new
initiatives, including conditional cash transfer schemes and subsidized housing, c&ongsi
continued subsidization of health and education for poor and other prioritized groups.

Among numerous governmesponsored anfpoverty efforts, programs targeting
poor communes (the most important being P135) and support to ethnic minorities (handled
primarily through P132 and Program 134) are among the most important. Some programs
have focused on infrastructure (Programmes 135 and 143, and the water component of 134).
Ot her programmes have focused on prwmenisdi ng i
in production, subsidies for education and training, health, and agricultural extension.

Program P133l is a useful case to discuss, as it is among the largest programmes and
one whose administration shows both the promise and the limits of gX\liRs. Initiated to
Aradically accel er a-l pravidaa designatédycommenesusapipdrt don P1
production and economic reorganization, construction of essential infrastructure, capacity
building for local officials, and support for essahtsocial services and legal assistance. In
order to meet its objective of reducing poverty below 30 percent by 2010 in the target areas,
the program needed to achieve 4 percent annual reductions in poveitye the national
poverty reduction rate andhiaual declines of roughly 8 percent for minority groups between
2008 and 2010.

As it stands, many of the P1-3bcommunes remain far from achieving programme
goals. As of 2008, only 78 percent of PABSommunes had schools (compared to a target of
100 percent by 2010) and 85 percent of respondents indicated the most serious obstacles to
primary education were inadequate physical facilities. Gaps in enrolment rates at the primary
and secondary school levels between the national average andl Bagtnune approached
20 percent, although at the lowand uppessecondary levels, 81 percent and 69 percent of
students were exempted from school fees and contributions. Less than five percentlbf P135
communes had access to piped and filtered water; onlye&®m of households reported
having access to clean water; some 27 percent below the program goal. Notably, only 13
percent of P135 households had one of three types of hygienic toilets, whereas the remainder
had f@fAothero types. Qap ebetwweken programh goalseandwoaservea | a
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conditions, particularly with respect to infrastructural components, such as roads, schools,
water, and sanitatiéh

One concern that has been expressed widely both among donors and Government, is
the sheer number gfrograms which, it is observed, can place a tremendous strain on local
units of government charged with their administration. (One local official informed a donor
mission that he completed over 4,000 reports in a single $eBy!'2010, there were, by one
count, 12 NTPs, with more being proposed. A longstanding concern that is frequently voiced
by those in poor communities but also noted by state analysts, is that targeted programmes do
not reach all or even most of those who are truly poor; the ratheptéwerty line and
regional variations in the prices of essential goods and services means that large shares of
poor and vulnerable households are not eligible for sugharguably, improvements in the
availability, quality, and accessibility of essensacial services could address the limitations
of targeted programmes.

Essential social servicesThe foundations for the achievements of the past two
decades were partly laid through the earlier provision of mass education and concern for
public healthwhich meant that at the beginning of thei Moi period human capital was
high given low per capita income. Having achieved muchhe coming decade, Viet Nam
will be confronted with difficult issues in the provision of social services, even if a high ra
of economic growth generates increases in resource availability.

One of the most important outcomes ¥ Mai was the shifting of institutional
responsibility for the provision and payment for social services in the direction of households.
While gairs in education, health, and other areas of service provision have been impressive,
the delivery and finance of these services was beset by a range of problems. Generally, the
quality and distribution of essential social services in Viet Nam is now inateiquaneet the
countryos devel opment chall enges over t he ¢
frequently prohibitive for poor and even middileeome households.

The increasing commercialization of essential services at the point of delivery,
including nominally public services, is occurring in the context of increasing economic
inequality. If this pattern continues, it threatens to promote rather than ameliorate existing
soci al inequalities and harm Viet sNasesds (gr
profound concerns as to whether and how Viet Nam can avoid the stalled development
characteristic of lowperforming countries in East Asia and other regions.

6.2.2 Key Tasks in the Provision of Essential Social Services

In addition to employment and@womic security, access to quality social services is a
key determinant of wellbeing and requirement for any effective system of social protection.
The Governmentds commitment to promoting pa
policies and ruleshtat ensure fair access to services and reduce gross disparities in the costs,
qualities, and distributions of such services across the population. Chapters Seven and Eight

38 CEMA/UNDP (2008).
%9 DFID (2009).
“ONguyen Hai Hutet al (2006).
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of this report address education and health at greater depth. Some general pgnts ho
need to be made about challenges concerning essential social services in the coming decade.

A Across areas of service provision, a better balance needs to be struck between the
use of market tools to sustain funding and the need to provide serviagpuoed
guantity and quality on an equitable basis;

A Recent research and policy experimentation in Viet Nam indicate that there is good
reason to integrate more sophisticated understandings of child poverty and gender
discrimination into policy planningnd implementation across a range of social
services;

A Across different types of services, there is a need for more effective models of
service provision in different kinds of rural areas and the need to address new
requirements for social services resugtfrom rapid urbanization;

A Demographic changes require attention. Declining fertility and changes in the age
structure of the population will result in changes in the pattern of demand for social
service, ranging from education to pension schemes;

A Thereis a need for innovative approaches to further improve the economic and
social security of vulnerable groups throughout society, including children,
marginalized ethnic minorities, and disabled persons;

A There is a need to address the infrastructure remeints for public health
particularly in water and sanitation;

Moving forward, decisions need to be made about principles that will govern
budgeting and finance for social services and protection in the context of decentralization.
These include coordation among different agencies across different jurisdictions,
identifying and addressing strategic needs, and achieving stability in institutional
responsibility for the provision and payments for different kinds of services.

Social insurance:While thecountry is still not so welbff there is a limit to the degree that
government can take on the burden of ensuring income security, but as the country becomes
wealthier an increasing effort to provide security to the vulnerable should be poshible.
demaraphic bonus Viet Nam will experience in the coming decadegides a favourable
environment to tackle these challenges, as its working age population will be double that of
its dependent population.

Targeted assistance:The government has placed contimy emphasis on providing
assistance to socially disadvantaged groups through various targeted programs. There is now
debate, however, as to what the future role of targeted programmes ought to be. Though not
without difficulties, many of the targeted gmams have produced promising results.
Infrastructure projects in poor communes have, for example, facilitated economic
development, thereby contributing to household incomes, and permitted expansions in
schooling and access to health care.

Tension betwae o6t ar get edd and o6universal é soci
countriesi particularly market economiéshave tended to feature combinations of the ¥wo.

41 See, for example, Mkandawire, 200Bargeting and Universalism in Poverty reductid®ocial Policy and
Development Paper No. 23. UNRISD.
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Looking forward, it might be more helpful to ask how, in light of observed strengths and
weakresses of existing programs and in view of international experiences, National Targeted
Programmes (NTPs) can be adjusted so as to maximize their contributions to the
government 6s overall strategic ai ms.

It has been argued t hatbedna crigcaltcengpongnrodb gr a mi
government strategy (VDR 200B) 6 i n that they have never cc
part of the budget, and their benefits have only reached a fraction of the poor (.005 or half of
one percent of the population recem@sh transfers). Sceptics regarding targeted programs
argue that since the GoVO0s clear ambi tion
programs are best treated as a transitional measure to facilitate participation in mainstream
policies?* Indeed, sora of the most successful targeted programs have been ones that have
subsidized patrticipation in mainstream programs.

With respect to targeted programs, three sets of challenges are apparent. There is a
need to incorporate lessons learned from recent arealy o f t hese progr ams
Issues that require attention include perceived or real overlap in program aims, over
burdensome transactions costs (i.e. time and effort) associated with the administration of
these programs in an environment of unevestitutional capacities, and coordination
problems between government agencies in connection with the administration of some
programs. Measuring impacts of programs also present formidable challenges. Programs vary
widely in the way that they are admirstd, with more beneficiaries and lower payouts in
some provinces and few beneficiaries and higher payouts in others.

A second set of challenges involves addressing current gaps in the programs, which
may be addressed either through improving mainstreditigs, or adjusting the emphases of
the targeted programs themselves. As migrants make major economic contributions, social
protection systems should thus leverage the positives benefits of the migration process while
protecting those involved. The vuhability of migrants has become evident since the
economic downturn of 20089, with wide ranging repercussions on not only the migrants
themselves, but also on the sending and receiving communities

Thirdly, the changes that Viet Nam will encounter in tiext decade will no doubt
transform the qualities and distribution of poverty and vulnerability. The-fioicé crisis of
2008 and the financial crises of 2009, required sophisticated policy responses. Internationally,
targeted cash t rskatassfessrhave eendused asenseans of exaending
support to the poor without wreaking havoc only local econofhiegeresting research is
exploring the effectiveness of such schemes for addressing nutrition among children.
Overall, global economic turlbence and threats emerging from pandemics and adverse

2 Such a view, while reasonable in some respgcthably rests on an exaggerated confidence in the peverty
reducing powers of markets or the adequacy of fmains
miss the social and (especially) political significance of targeted programs.

43 Brahmbhatt,Milan and Luc Christiansen 2008. Rising Food Prices in East Asia: Challenges and
Policy Options. Worl d Bank. May 2008; See also Jonat
and Vulnerability in Viet Nam. Ha Noi. UNICEF.

44 Basset, Lucy. 2008. @aConditional Cash Transfer Programs Play a Greater Role in Reducing Child
Undernutrition? Social Protection and Labour unit. World Baii.//www.foodsecurity.gov.kibtherdocs/CT
nutrition-WB-paperEng.pdf Accessed February 2010.
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climactic changes may create additional impetus of sophisticated and swift targeted
interventions.

6.2.3 Labour Market and Employment Challenges

Economic growth is necessary but not sufficient for sustaiaddctions in poverty
and vulnerability. In Viet Nam as elsewhere, poverty reduction depends significantly on the
distribution of economic growth and its benefits, including new economic opportunities.
International experience suggests that access to stablgainful employment is & and
perhapshei key link between economic growth and poverty reduction. Creating more and
better employment opportunities is therefore seen as especially important for creating routes
of escape from poverty and vulneralyilit

Overall, more and mordecent wagdased employment opportunities are needed to
allow greater numbers of Viethamese to make a permanent transition from poverty. The
challenge in the labour market is to create conditions whereby increasing numbers of
Vietnamese can find decent work and gradually move into h&giéd, highefpaying, and
more secure forms of employment.

An important challenge is the development of a more skilled workforce. Between
1997 and 2007, the share of labour in agricultureimetiby from 65 to 52 percefitBut
Viet Namdés | abour force remains relatively
the labour force was composed of rural labourers of which only 32 percent received training
and 14 percent have shoerm vaational training certificate®s. Professionally trained
workers are estimated to meet only 30 to 40 percent of domestic déhidedconcentration
of relatively skilled and therefore highpaid labour in urban areas contributes to widening
income gaps beteen rural and urban zones. While efforts to develop skills are ongoing,
prolonged shortages of skills could constrain the sustainability of rapid economic growth.

One of the emphases in the literature on employment is expanding formal wage
employment. Thre are several reasons for this. Formal sector employments tends to be
associated with higher wage levels, greater security of employment, and inclusion in work
place sponsored social programs, such as insurance. By contrast, informal sector workers
havelittle security of employment. Informal sector and contributing family workers are also
frequently the most susceptible to adverse impacts of inflation and other shocks and have
greater difficulty in accessing essential social services, including thosethina are
nominally entitled to as citizens. In times of economic turbulence, landless informal sector
labour is likely to be worse off than labour in low productivity agriculture

For many, the route from poverty will be from low or Aeaying familybasel
agriculture work into selemployment, and wage employment. (Employment for wages is no
panacea. Large numbers of Viethamese remain in relativelpéymg informal employment
without means of contesting unfair labour practices or other rights viadatiéor others,

45 |LO Office in Vietnam (2009).

4 MOLISA Report (2006) quoted in Viet NamNet Bridge®3lu | y 2007 ¢ LEhbry Proble@toa | i t vy
Viet Namodo at http: /[ e200W0v/R2452%), aceessed\ld July 2008. vn/ repor t s/

“"Thanh Niemews, ©6Local Empl oyers Cop'®uyloash Human Resource
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improved agricultural infrastructure and techniques will generate growing incomes. Finding
ways to promote these outcomes constitutes a key development challenge.

I n the next ten year s, popul ati oo boowsh
as the proportion of working age in the population increases To reap the potential benefits,
job creation forl.4 million annual laboumarket entrantwill be particularly important.

In important respects the employment and labour challenged/tet Nam will face
in the coming decade will be different than those encountered in the past. By 2007,
agricultural employment still accounted for just over half total employment, and has probably
fallen below fifty percent by 2010. Employment in mamtiaing, construction, and services
has increased. Labour in Viet Nam will increasingly locate in cities. Labour in rural and urban
areas will require new skills.

What paths should Viet Nam take to more decent and more readily available jobs?
The proposedransition from an economy based on primary commodities and lkabour
i ntensi ve manufactured -gasddo tecoanomgyr ec efink m
production of higher valuadded goods and services implies the need for massive changes in
the organizationand operation of labour market. What does this mean for employment
policy?

This question can be addressed on two levels; on the one hand there are the
employment generated policies overseen by MOLISA, MARD and other agencies, designed
to lift people frompoverty. On the other there are broad structural conditions that Viet Nam
should strive to achieve so as to maximize welfare gains for its labour force.

MOLI SA6s recently disseminated Draft Soc
number of steps to pmote job creation for poverty reduction. These include steps to more
aggressively promote vocational education, extend loans to thensglbyed, and introduce
a public works scheme that will provide guaranteed Work.

As a complementary strategy, théerof remittances is seen as an important strategy
for poverty alleviation in Viet Nam. Consequently, exporting skilled labourers (as opposed to
manual labour) is central to the current MOLISA employment strategy. According to
MOLISA, labourers contractetb work abroad are undekilled, and there is concern that
Viet Nam will resort to a classic pattern of exporting unskilled labour and importing skilled
|l abour 0.

No doubt improvements in information systems at the city and provincial levels will
help addess the local mismatches between the supply and demand for skilled workers.
Collaboration between MOLISA and the ILO on the refinement of information on the labour
markets will intensify in the coming years. For example, a labour skills project of USD 18.
million between the European Union, MOLISA and the ILO will be targeting 15 selected

cities and provinces, with the aim of fAsupp
““Perhaps one weakness of the strategy is the contint
policy areas. Thus, wih r espect to | abour mar ket policies, the gc¢
ti mely support for those in needo, whereas devel opmer

the number of youth in need receive vocationahtraj, the number of unemployed and without livelihood be
provided Aretraining, o the percent of new entrants i
persons receive loans and credit for -ssifployment, percent of people have access tw @make use
employment services, percent of unemployed persons with expired unemployment benefit participate in public
works (MOLISA 2009).
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workers, skill needs in each economic sedtoand addressing any skills miatches
i nvolving young people. o This wildl i nvol ve
obtain a profile of registered job seekers and vacancies.

On a macro level, international experience suggests general directions whereby Viet
Nam can promotemployment and economic growth to maximum benefit. A recent study by
Coxheadet al. (2009) distils five lessons from the experiences of successful labour market
strategies in East and Southeast Asia. These include:

A A focus on labouintensive, exporbriented industries, which both ensured rapid
growth in employment and balanced employment growth and productivity growth
this is the model Viet Nam has implemented with some success in the past two
decades.

A Success in ensuring availability of educated akifled labour keeps pace or
exceeds demand, which prevents bottlenecks and the intensification of wage
inequalities. In East and Southeast Asia, Thailand is a notable example of the
growthslowdown that can occur when skills development stalls. This réjaasrt
emphasised the high priority Viet Nam needs to give to this need as it enters a new
stage of industrial development.

A Policies that encourage (rather than frustrate or penalize) labour mobility across
regions and economic sectors, promotjng labour ataflexibility. China and
|l ndi ads failures on t hi sithi®isapblicyra@asin cont r
which quick gains could be made in Viet Nam will little difficulty by continuing
the process of relaxing constraints on movements of laomliimproving the ease
of registration in new locations.

A The development of enterprises of diverse sizes, ownership, and levels of labour
productivity in labour intensive industries, which suggests the need for policies
favourable to the development of dhrend medium sized firms, including private
(nonSOE, norequitized) firms, selemployed household, and informal sector
enterprises. Such enterprises are flourishing in practice but could be much more
effective with enhanced support in terms of acceskrid, credit and technical
know-how.

A Adequate investments in urban areas, and urban infrastructure, permitting cities to
grow and absorb surplus labour from rural areas. This issue is discussed in the
urban chapter.

In agriculture, more and better traiginopportunities can create possibilities of
mobility into other rural activities within and outside of agriculture. In peak seasons,
scarcities of agricultural labour will become more widespread, and there will be an increasing
incentive to introduce labowsaving technology. This will both increase incomes for farm
labour and create a demand for new skills in the rural economy. The currently high incidence
of underemployment in rural areas suggests there is substantial idle labour powep&akff
season that could be mobilized for productive u$es.

49 A 2008 ILO study found, for example, that working time in rural areas had increased by ten percent in the ten
years prior to 2006 to 82 percent, which still indicates a relatively high incidence of rural underemployment.
(ILO 2008: 18, cited in ##).
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6.3 Vulnerable groups

6.3.1 Ethnic minorities and Communities in remote areas

Among poor and socially excluded groups, special emphasis is needed on measure to
disrupt the intergenerational transmission of povertytiqdarly through efforts to ensure
greater equality of access to education, with access to better schools and higher education
strictly based on ability rather than mealmsassessing prospect for alleviating poverty in the
remotest areas there is a nded a frank assessment of the options in areas where the
productivity of new investment is likely to be severely constrained by natural conditions.
Pushing resources into area where the marginal productivity of capital is close to zero may
give a shorterm boost to incomes, but will not offer a lasting solution.

Moreover, if poor and poor ethnic minority communities are poorly educated and
organised, and politically marginalised, developing the areas where they are resident may do
little to improve theireconomic condition and under certain circumstances the reverse can
happen. Thus the rapid development of coffee in the Central Highlands led to the economic
displacement of some members of the local ethnic minority communities in the face -of rural
rural migration of Kinh.

It is, of course, desirable that ethnic minority languages and culture should be
encouraged, but equally economic transformation and integration into the larger economy
will no doubt come with deep social changes and an increasingedgfgaissimilation into the
dominant culture. Improvements in education are therefore doubly important; not only to
improve participation in the economy, but also to ensure that minority communities can adapt
and manage change on their own terms.

Another aiea where progress is needed is in relation to public attitudes, prejudices and
stereotypes which are supportive of economic inequality and victimization. In many societies,
the poverty of ethnic minorities is mistakenly taken as evidence of their intefembrity.

The situation of the poor and minorities should be treated with sensitivity, as poverty
typically results from the objective circumstances facing households, rather than any failing
on their part.

For ethnic minorities in particular a holistapproach will be necessary to change their
social and political status, as well as their economic position in society. In particular, it will
be necessary to raise their educational status and increase their participation in the
administrative and polital system. Party and Government leaders recognise in principle the
desirability of greater ethnic minority political participation, and frequent statements are
made to that effect, but progress is slow.

In assessing prospects for alleviating povertyhharemotest areas there is a need for a
frank assessment of the options in areas where the productivity of new investment is likely to
be severely constrained by natural conditions. Pushing resources into area where the marginal
productivity of capital isclose to zero may give a shoerm boost to incomes, but will not
offer a lasting solution. The development of remote ethnic minority communities therefore
presents a profound challenge to the Government and the international community which
wishes to hed address this issue.
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Ethnic minorities are frequently lumped together in program design, but the analyses
of programmes performance needs to distinguish between different minority grQipsn
local diversity and assuming improved information, ther@ meed to move beyond location
based targeting. The PLB5baseline survey recommended disaggregating ethnic minorities
into at least 10 different groups.

In one recent BritistViethamese study led by Baufttaddressing chronic poverty
among ethnic mindtres will require aggressive steps to:

A Expand agricultural extension and marketing services but in ways appropriate to
the diverse agricultural methods of localities;

A Redouble efforts to improve education for ethnic minority pupils, particularly by
offering increased Hingual education;

A lncrease ethnic minoritiesd access to wa
A Improve Vietnamese language skills among many minority groups.

6.3.2 Children

Special attention is required to the needs of children, who tend to me more vulnerable
to deprivations and are less able to assert the rights. Research on child poverty in Viet Nam
illustrates how children are at a higher risk of poverty and are differently affected by poverty
as compared to aduftsThe research demonstrates that childsao grow up in poverty are
more likely to be poor in adulthood.

Recent work by UNICEF has argued that child poverty has many dimensions other
than income poverty. Put more precisely, children can be deprived even in higher income
households through neglemt misguided parental behaviour. In their efforts to develop more
adequate measures of child poverty, UNICEF has advocated the application of a
multidimensional approach that measures poverty in relation to deprivations of eight types of
needs (includingwutrition, health, water and sanitation, shelter, education, excessive labour,
leisure, and social protection). Such an approach highlights the distinctiveness of children and
emphasizes their neetls.

Urbanization and rural transformation, industrialiaatiand attendant migration will

affect al/l aspects of childrendés | ives. I n
material conditions, others may be affected by greater landlessness and chronic
unemployment and underemployment among theirmpéare . This wil/ take a

ability to look after their children. New circumstances and attendant risks are also faced by
children who are left behind when one or more parents migrate.

Growing urban poverty i s ng anddéaslreceiveads k t
comparatively little attention. Rapid urban growth poses the challenge of rapidly agaling
basic services, including institutional arrangements for the support and protection of children.

Y Economic and Social Research Council (2009).
*L Economic and Social Research Couituil.

2 UNICEF/MOLISA (2009).

>3 UNICEF/MOLISA (2009).
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Among the issues that may become more prevalgth a move to the urban areas is an
increased risk of accidents and injuri&gonomic imperatives, coupled with the change in
family circumstances, poses a risk of greater numbers of children being susceptible to abuse,
exploitation, violence and negie

Issues of adequate time for children and parental guidance/supervision is one that will
be increasingly prominent and this will need to be addressed not only via moral
persuasion/parental education campaigns, but policy interventions that suppoeedseof
working parents and their children.

Institutional child care is an area that remains somewhat wadaelated and where
enforcement of existing regulations needs to be strengthened; with industrialization, growth
of the private sector and incredsdemand for domestic help, there is a need to protect
children from being subject to exploitative labour.

While there are differences of opinion of whether dimensions of child deprivation
should be termed O6épovertyd ience nmubbigle formstof i s ¢
deprivation and household income is an inadequate form of measure to used in addressing
issues of child deprivation.

Changing lifestyles, particularly in urban areas, will have an effect on the overall well
being and development ahildren. Eating habits often change with greater incéme
tendency to move away from heal t-ho@edo to@tdii d i
coupled with a more sedentary lifestyle for children will mean that childhood obesity will be
on the ircrease. Thus Viet Nam will face the double burden of malnutrititrat of under
nutrition in disadvantaged populations and ewetrition in others.

The inadequacy of recreational space and facilities is rural and urban areas is already
an issue for manchildren and with growing urban areas this will become an acute problem
unless planned for.

Among young people smoking and substance abuse is likely to increase as an outlet to
cope with pressures and as an expression of

Children living in risk prone areas of the country will continue to be vulnerable to
periodic and repeated floods and typhoons and the new threats posed by climate change.
Communities and families wild!/l be displaced
willbe di srupted. For those Iliving in marginal
|l i kely to weaken the househol ddéds coping mech
environment for children. Predictions on the effects of climate chamgeising sea levels
indicate that as many as 20 million people in Viet Nam may be displaced. In addition the
country will face newer environmental problems of industrial pollution and natural resource
depletion.

Promoting the rights and wellbeing of chit en has become a centra
approach to welfare and soci al protection.
commi t ment to childrends well being. But rec
international and bilateral donor agess;i and noigovernmental organisations (NGOs) have
reenergized this commitment. In the reform era, there have been a range of policies and
programmes that have secured tangible gains
government has movedtowal t he adoption of a comprehensi
and wellbeing. At the core of this approach is the observation that the determinants of
chil drends wedilnbeenisnigo naarle, naunldt it hat ef forts t
wellbeingmust reflect this reality.
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The evolution, +4$ftiecdénapgsaadofichihled soci
i mpact on the |ives of di sadvantaged chil dr
their desire to develop welfare institutions thisg eapable of ensuring all Viethamese access
to the essential social services they require. There will be a need to ensure thatrahad
expenditures are not marginalized in the budget.

As a component of a social welfare system, the developmenteo$dbial work
profession is needed. This is at a very early stage in Viet Nam and it is anticipated that in the
future there will be a cadre of qualified and paid social workers who will be able to fulfil a
critical role in society. This has the promise atfleast being able to provide the type of
professional care that is needed by families and children in need of special assistance.

As Viet Nam has devolved budget allocation authority to-reatibnal authorities,
their decisions and actions have becameimportant determinant of outcomes for children
and women. Decentralized arrangements could be advantageous for children and women
through offering greater accountability and better avenues for participation. However, levels
of capacity within suimatioral authorities tend to be proportional to that province's wealth.
This means that children and women in the poorest provinces are at risk of finding that
decentralization also leaves them in the poorest managed and least resourced circumstances.
Thus it isimportant that the needed capacities are strengthened in the most disadvantaged
provinces, and that these provinces are supported in makinqgppralecisions

6.3.3 Migrants

Migration flows have contributed to economic development and poverty reduction.
Remittances are significant direct contributions to poverty reduction in rural areas. The
amount of remittances received from international and internal migration in 2007 was
estimated USD 5.5 billiofh and 87 percent of Viethamese households were estintate
receive some form of remittanéeimdicating the large reach of migration impacts on poverty.

Migration has been a crucial aspect of social change in Viet Nam and an important
contributor to economic growth. Economic migrants contribute to econoroigralation,
and it is notable that in past survéysrge majorities of migrants report improvements in
their living conditions as a result of their migration. It is also known that migrants confront
difficulties in escaping from poverty or vulnerabilgielue to rigidities in formal institutions
governing household registration and access to public servibesextent of the existing
problem has tended to be undstimated, as the poor people who move into the cities and
perturban areas in many casesnot establish legal residential status and as a result are not

i ncorporated into many offici al statistics.
special contributions and needs has not been accompanied by sufficiently timely and
appropriate pl i cy responses,; though the Government

security benefits an encouraging sign.

At present, more than half of all migration in Viet Nam is between rural areas. But
Viet Nam is also urbanizing. Managing migration and urlkstion processes will require

>4 United Nations Development Program (2009).
**VHLSS 2004.
% See, for example, GSO & UNFPA (2006).
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learning from international experience, not only with respect to migration, but issues such as
settlement, appropriate infrastructure, employment opportunities, and social sdPaites.

any poverty reduction regime shouldcognise and respond to the distinctive needs of
migrants and new urban residents, which are currently neglected because recipient authorities
do not recognise responsibility for new, unregistered arrivals.

As the economy gets more urbanised and sopaistic as in most societies even in
the wealthier areas, such as the big cities, there will be categories of people who are
marginalised for reasons of disability and old age. Moreover, with the passage of time,
village-based family support networks will aken, so that urban households which slip into
poverty will be less able to call on family networks for support.

To i mplement all these tasks, which atter
marginalized people and communities, will require enbarent of the administrative
capability to handle social needs. This includes the need to promote the development of a
cadr e of professional Afsoci al wor ker so t ha
authorities, so as to engender trust and a feelingpofidence in those whom they are to
serve.

Experience from Viet Nam and other countries (China, in particular) indicate the
particular importance of the protection of the land rights of poor households. With rapid
industrialization, urbanization and bdiihg of large infrastructure more and more land is
needed. It is only too easy for the land rights of poorer households to be displecend
where compensation is provided this does not mean that displaced communities will easily
develop alternative livitnoods.

6.3.4 Gender

Box 1.1. Gender Inequality in Viet Nam: Progress or Stagnation?

Along with the general population, women in Viet Nam have experienced impo
average improvements in their living standardsnétbeless, gendered inequalities in Viet Ng
remain. There are still strong persistent gender norms, values and stereotypes which
inequality between women and men in all spheres of life and in all stages of the life cycle;

A The sex ratio at birthof boys to girls) has increased to alarming levels, from 107 in 19
110 in 2006 and 112 in 2008 (according to the 2009 Population Census).

A Women spend as many hours in employment as men but are paid less: In 2002, tH
was 4.9 hours per day foromen and 5.0 hours for men, while wages earned by w
were 6185 percent of mends wage. The ave
women is 2.5 times higher than men in urban areas and 2.3 times higher in rural area

A Women remain undeepresentedn the political system. The percentage of women in
National Assembly (NA) XIl is 25.7 percenfalling short of the target (30 percent) set
the National Strategy for the Advancement of Women to 2010; only 6 percent of't
Partyods C atted area Wome@,oThene is no woman in the Communist §
Politburo and only one of 22 ministers is female.

A While among the more educated and betfér girls and boys are treated fairly equa
whereas in poorer households priority in education andheate is often given to boys;

A In 2002, average health care expenses for a woman who got treatment within 12
prior to the survey was equal to only 90 percent expenses for men, ifi 380dercent an
in 20061 80 percent.

A The Family Survey of 26 showed that households are mostly headed by men, 80 g
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of houses and land/farm are under the name of the husband, 65 percent of the newly
couples |ive with the husbandés famil )
family.

A When it comes to childcare, the average time women spend to take care of children U
years old is 6 times more than men. Similarly, while nearly 47 percent wives are giv
responsibility of taking care of the elderly and sick people in the fawmnily, 9 percent o
husbands are doing so.

A Gender inequality is not getting better. In urban areas (where wage jobs, requiring re
high levels of education and training are concentrated) the unemployment rate has tq
be lower for men than for@men, and recent studies have suggested that the unempld
impact of the current international economic crisis is greater on women than men.

A Women in political power are apparently decreasing: there were fewer women in N
than the in NA Xl and lesfemale ministers than in the previous cabinet.

Some key gender issueglude

A Gender norms and treatment of girls and begsesfor different social groups.
There is no longer one unified gender norm for the whole country. While among
the more edusted and betteoff, girls and boys are treated fairly edyalit is not
the case among the poorer populations. When the family has fewer resources,
priority in education and health care is often given to boys.

A Some aspects of gender discrimination sezive worsening. A striking example is
of the sex ratio at birth, which has increased from 107 in 1999 to 110 in 2006 and
112 in 2008 (according to the 2009 Population Census). Aborting a female foetus is
an extreme act to avoid having more daughtersar@dVi ng fAspaced fo
shows how strongly families want boys instead of girls. While son preference does
not exist in all families it must exist in a large proportion of the population
sufficient to make seratio-at-birth so skewed.

A In 2002, averge health care expenses for a woman who got treatment within 12
months prior to a survey was equal to only 90 percent expenses for men, iin 2004
85 percent and in 200680 percent.

A A study carried out in 2 national and 1 provincial hospitals discovixadboys
accounted for 61 percent of all children admitted to these hospitals in 12 months in
2006 and 2007. The study report cited results of another study in 3 national
children hospitals in which 70 percent of all children admitted were Bdyse
effects of user charges should be monitored as with increases of education fees
there is a bias towards investing in boys which will tend to reduce girl participation
in higher education, and increases in health care costs may introduce an increasing
bias in @cess to health.

Paradoxically, some aspects of discrimination work to the benefit of women.
Although men are more privileged they die eailigrobably partly because of their life style

>"MOH, NPH, UNCEF (2008).
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(e.g. usage of alcohol). In 2003, the male percentage was 48ehiparche 4549 group,
46.3 percent in the 559 group and 42.2 percent in the-& group. Hospitalized traffic
injuries among men are twice that of woni€However, this leaves a burden on women: 10.7
percent of women were widows (2003) vs. 2 percenten who are widowers.

In relation b gender inequalitiestwo of the most alarming aspects concern the
imbalance in the sex ratio and domestic violence. The sex ratio at birth is changing rapidly in
Viet Nam, by 1 point annually since 2006 and was atl®boys to girls nationally in 2008
according to data available from GSO&ds annua
of increase, United Nations Population Fund (UNFPA) estimates there will be a 10 percent
Asurpluso of me n tord ipflueBce &is,.inclusliagvtiee razailability afcsex
selection technology, the two child policy (now renamed) and perhaps most critically,
persistent son preference based on the patrilineal family structure and perceptions of the value
of the male childT he skewed sex ratio wil!/l have 1 mpl ic
will potentially increase trafficking and sex work, while also contributing to a breakdown in
traditional family makeup and cultural norms.

The familyds i nv eantyimexause off caltural booms sondersingn o t
boysandmeiias fAdef aul t he adutasb betahse fornpmactisakeréasohsd o
Children are their last and in many caseshe only resource that guarantees financial,
physical and emotional suppoithe Family Survey of 2006 showed that households are
mostly headed by men, 80 percent of houses and land/farm are under the name of the

husband, 65 percent of the newly married col
8.4 percent of them livewithhe wi feds family. The majority
no |l onger | ive with parents, nor do they ha\

even their own time, and are therefore less likely to be a source of support. Parents count on
sonsthus invest in sons. Even if parents have their own financial resources if they fall sick or
become disabled, they will need physical help as their health condition deteriorated.
Emotional support is no less important. With such a small chance of hawiagghter
around, parents rely on sons for company as they age.

Changes in public attitudes are needed to reduce the unfair treatment of women
everywhere in all its forms. This relates to the unfair distribution of the work burden and to
the incidence of wlence. There has been progressive and important government legislation
to protect the rights of women, but change cannot come from legislationialoregjuires a
transformation in attitudes, particularly within poorer communities. This will requirenact
through education, the media, and Party training programs.

Violence against women is a threat to human security with high costs for families,
communities and the economy. Gentlased violence includes sexual, physical, emotional
and financial abuse,trsictural discrimination (e.g. institutional structures that result in
disparities in access to services); violence perpetrated or condoned by officials (i.e.,
persecution of sex workers, men who have sex with men, women living Huthan
immunodeficiencyirus HIV)) and trafficking of women and girls.

Estimates of prevalence of domestic violence in Viet Nam vary widely with no
national data available, however nearly two thirds of women see violence as acceptable in
Viet Nam. A national study of the famgilconducted in 2006 indicated that 21.2 percent of

%8 http://www.wpro.who.int/Viet Nam/sites/dhp/injury/programs.htm.
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married couples had experienced at least one form of domestic violence, including verbal,
emotional, physical, or sexual violence. Other sraadlle studies give estimates ranging from
16-37 percent physa violence, 1965 percent emotional violence, aneB8 percent sexual
violence. Although there are no definitive statistics, estimates of trafficking in women suggest
that thousands of Viethamese women and girls have been trafficked for sexual explmitatio
China as well as in Cambodia and through Cambodia to the third countries annually.

The current law on Gender Equality and Law on Domestic Violence Prevention has
supported efforts to create a legal and policy framework that addresses domesti@violenc
Key gendeibased violence issues should be addressed such as institutionalizing GBV data
collection system, allocating adequate state budget resources for GBV, strengthening capacity
to implement GBV policies and legislate at all levels, integrating G83es into the
education system, and an essenti al AmMmi ni mur
protection and support services. GBV intervention programs are mostly at the pilot stage and
operate on a small scale.

Prevention of violence must remainh the forefront of any national GBV response.
One of the most effective ways to prevent and control GBV is to challenge gender inequality
norms and promote gender equality among citizens from a young#ges to ensure equal
female access should not twely for social services and political offices, but for opportunities
in terms of work, voice/representation, career development, workers with family
responsibilities. Efforts should be made in terms of promoting sharing of responsibilities,
addressing th issue of care and informal economy, domestic violence, and gender based
violence.

6.4 Some Policy and Program Priorities

6.4.1 Better Measurement of Poverty and Vulnerability

The SEDP calls for a 2 percent annual reduction in poverty. If achieved, this suggests
that poverty in Viet Nam would be eliminated by 2020. If achieved, that would be impressive.
Probably, even if there is continuing success, there are likely to be remaining pockets of
absolute poverty. This is particularly likely to be the case for regwtenunities and for the
poorer ethnic minorities. However, the target applies to absolute poverty as currently
measured.

When poverty was the general condition for a large proportion of the population, there
was little point in discriminating one form goverty from another. As Viet Nam grows
wealthier, so too does the significance of relative poverty, and it is likely that the meaning of
poverty and poverty reduction will be reconsidered. A careful distinction is therefore needed
between performance irducing absolute poverty, in relation to which the performance has
been impressive, and performance in relation to inequality.

In the coming decade, relative poverty will emerge as a more important phenomenon
than absolute poverty. Indeed, it is quite gibke (even likely) that continued reductions in
absolute poverty may be combined with rising inequality. A careful distinction is therefore
needed between performance in reducing absolute poverty, in relation to which the
performance has been impressaed performance in relation to inequality.

As Viet Nam grows wealthier and more socially differentiated so, too, does the need
for a more nuanced understanding of wellbeing in Viet Nam. A number of analyses (e.qg.
Pincus and Sender 2008) have drawn attertto some of the important limitations of survey.
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Others have emphasized the need for studies of poverty and vulnerability to be more attentive
to the institutional contexts in which poverty and vulnerability occur (UNICEF 2009b).

Moving forward, a gre&r understanding of social inequalities in Viet Nam will be
needed. Poverty must be one of the most researched issues in Viet Nam, with numerous
studies by the Government, the WB and various other donors;gowammental
organizations, and scholars. Ddtam the living standards household surveys in particular
(the VLSS and VHLSS) have been widely used and provide a reasonable foundation for
understanding poverty in Viet Nam. Regional trends in rural poverty (in particular the
differences in trends betweehe two deltas, and between the delta areas and less fertile and
more remote areas) are well known.

Similarly, increasingly a more nuanced understanding of poverty and vulnerability is
needed to effectively formulate poverty polittyis no longer adagpte to state that poverty in
Viet Nam is more frequent in rural areas and in particular regiah® northwest, central
highlands, and northeast having the highest incidence. Who, specifically, are the poor and
where specifically are the poor? And whispecific poor are and are not being counted?
These are the questions that need to be addressed. Existing programmes intended to track
wellbeing, such as the nutrition sentinel survey, need to be strengthened.

Recent research also reveals that incomaile of critical importancé is by itself an
inadequate vyardstick for gauging patterns of deprivation across regions and different
segments of the population. It is also necessary to better recognize distinctive forms of
poverty and deprivation across regsp so as to inform more effective policy planning.
Moving forward, a greater understanding of social inequalities in Viet Nam is needed. In the
coming decade, relative poverty will emerge as a more important phenomenon than absolute
poverty. Indeed, it iguite possible (even likely) that continued reductions in absolute poverty
may be combined with rising inequality. A careful distinction is therefore needed between
performance in reducing absolute poverty, in relation to which the performance has been
impressive, and performance in relation to inequality.

6.4.2 Improving Essential Social Services

As this report argues, the pace and char a
next decade remains unclear, as does the scope and distribution ottsaiféhe wellbeing
and/or vulnerability of the general population. What is clear is thahyforeseeable growth
scenario, further improvements in living standards will depend significantly on outcomes of
efforts to improve the availability and qualiby essential social services.

Whil e progress has been great, It is wid:¢
social service provision has important weaknesses. Pointing this out is not to diminish past
achievements, but to ensure a sober analysisesept and prospective challenges. Moving
forward, there is a need for Viet Nam to move beyond providing a basic floor of services.
Arrangements must be struck that promote the provision and payment for higher quality
social services.

In light of resourceconstraints, how can government most effectively ensure the
supply of essential social services and protection?

One route could be through a more vigorous implementation and expansion of the
ordinance on fAgrass roots dghtmod serviaecpyovision.t o i n
However, whilebuilding grassroots democracy represents a laudable goal, its achievement
will not be easy. It requires the encouragement of open dialogue and widespread participation
in decisionmaking, a stated objective in mampglitical systems but not typically easy to
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achieve in practice as it is not untypical that local officials do not welcome being constrained
by popular opinion.

A rights-based approach to essential social services can be used extensively in policy
makingandanalysis to identify gaps between the rights of access to basic social services and
failures to provide. The gaps identified would inform the types of challenges relating to each
population group with an analysis on howfitothe gaps?

The 201115 daft SEDP recognizes social protection as necessary for sustaining rapid

and broaebased economic growth and the needs of disadvantaged gvbups.t Namés Dr

Social Protection Strategy is sensible in its focus on the managenseamte andposthoc

risk. However, analysis of arpoverty programs suggests the need to improve the precision
of targeting antpoverty programmes, and to protect rights of access to essential social
services.

Declines in birth rates, changes in the age profile of the piopuland changes in the
household structures of families will result in shifts in the patterns of demand for social
service, ranging from education, pension schemes to elderly care. Given the increase in
elderly population in the next 10 years and alsedydiving alone in rural areas left by the
children who are migrating to urban centres, there is a need for the social services and social
protection schemes to address the needs for this segment of the population. Experience can be
taken from other cournes such as China who is already facing many of these challenges.

The government recognizes that improving existing modalities of government
assistance will be necessary to promote living standards improvements over the Idhg term.

6.5 Policy Options, Recommendations, and the Role of
Donors

In addressing the challenges of ongoing poverty and vulnerability, and emerging
inequality of opportunity, among the things government can do are the following:

A More vigorous and innovative research needs to be undertekissues pertaining
to poverty and vulnerability and social policies intended to address them.

A Recognize with greater precision diversity in and prevalence of various forms of
poverty and vulnerability as they occur across the country and acrossithimd w
different regions and segments of the population;

A Improve economic opportunities for all socially excluded groups with special
emphasis on disrupting intergenerational transmission of poverty;

A Develop social security institutions more capable ofguting or insulating various
segments of the population against the vagaries of markets; limit the contributions
of illness, accidents, and related debt to poverty;

% In this context, the social budgetinguineworks being experimented with by UNICEF Viet Nam represent a
promi sing avenue for policy dialogue and planning.
Budgeting Worko, A Study for UNI CEF," Deceemben2008. Of f i ce,

® This is clearly evidenced in the recent and widsigised draft Social Protection Strategy document put
forward by Institute of Labour and Social Science Affairs.
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Strengthen existing mechanisms and devise new ones to promote the fulfilment of
human andconstitutional rights in the context of a decentralized but weakly
regulative administrative system;

Address problems arising from ethnic and linguistic difference, and stigma, through
education and the use of popular media;

Institutionalize and promote poes (including those related to investment
planning and evaluation procedures) that are attentive to the special vulnerabilities
of children to various forms of material deprivation;

Recognize the distinctive needs of migrants and new urban resittenésp the
full potential of internal migration for the development of the migrants themselves.

The need for capacity building in utilizing population data and population
projections for policy formulation as well as social economic development
planningat central, regional and provincial levels.

In relation to gender, the underlying sources of gender inequalities include deep
seated cultural values and widely held gender sti@es. While such attitudes

may be difficult to influence through governmemblicies, the negative
consequences can be addressed by conscious efforts] to ensure equal female access
to the social services and a strong pension and elderly care system that will reduce
the reliance on sons as care takers and by ensuring equal fecesds # political

of fice and to break through the dAgl ass
power and influence.

Integrate the multidimensional approach to child poverty (i.e. take into account
diverse forms of deprivation among children) into taional system for poverty
monitoring as UNICEF has advocated

Support the redesign of sample frames in major national surveys to include
vulnerable groups (migrants, unregistered households, etc.) which are presently
excluded.

MOLISA has articulated itsown wishes for support. In particular, support is
needed for IT infrastructure development, training in monitoring and evaluation,
and assistance in information sharing and the promotion ofgatdor/institutions
activities. With respect to employmerdpnor assistance can contribute to the
development of national and regional networks of labour information centres. With
respect to labour market oriented training activities assistance is desired in
evaluating the design of current processes and regudatin social insurance,
assistance with legal review is required, particularly as it concerns the collection of
contributions, the coordination of subsidies, and funds management. General
support for policy research, implementation, and capacity builattraining is
needed.

Support is also desired for the funding of local pilot projects as well as project
funding for conditional cash transfers (CCTs), particularly in education and health.
The growing volume of scholarly literature on CCTs suggestssCG@Il be most
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effective when they are integrated with
do so will tend to reproduce existing patterns of social fragmentation.

¢l See, for example, Lomeli (2008).
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Chapter 7
Education

Promothng the development of a more skilled and productivekf@sore i and doing
so rapidlyi is undoubtedly among the greatest and most urgent development challenges Viet
Nam confronts. Meeting the demand for skills in a fast growing and chaegorwpmyis
already proving to be a great challenge, as evidence ssgdels bottlenecks are limiting
productivity gains and acting as a break on the pace of foreign investment. International
experience suggests prolonged shortages of
prospects over the long term and contridotéhe intensification of social inequalities.

Viet Nam needs to improve its education and training system at all levels. The
importance of education and training as an input into economic growth and of economic
growth to support expansion in education draining is well established. The value of
education and training is not merely economic. Education imparts morality and civility, as
well as creativity and ingenuity, and the ability to critically evaluate information and ideas.

Many of Vi evemewts m@ducator aveebeen impressive indeed. It is
clear, however, t hat Vi et Namés current edL
current and future needs. This chapter asses
education systemdentifies key educatiosector challenges, and discusses the requirements
for addressing them. The chapter concludes with a discussion of how donors might assist the
Government address challenges and seize opportunities in the field of education.

7.1 Educational Strengths, Weaknesses, and Gaps

Vi et Nambébs government recognizes educati
cogni zant of e d u c at i-develdpmentcparadigm and itotthe future ofa h u
Vi et Nam itself. Vi et ntyWemphaszedl thataedieatien ishaa v e ¢

perhapsthe i inat i onal priorityo. I n particul ar,
commitment to expanding the availability of education and training opportunities.

Many of Vi et Namds ac hibeen gustigably lauded. By e d u c &
2009, literacy approached 94 percent nationally and 97 percent in urbaff &eadment
data suggest dramatic improvements in the availability of formal education at all levels of
schooling, including and doubling and trelgliof lower and uppeisecondary enrolment over
the past two decades, and a thirtégld increase in postecondary enrolment. As a result,
there have been impressive declines in disparities across different regions and socioeconomic
groups. Remarkably, esiments among boys and girls are now roughly equal across primary
and secondary educat i on-secondaty bducgtior excediingethatr o | me
of boys in some regions.

It is doubtless that improvements in the availability of education bam#ibuted to

Viet Namdébs economic growt h. But the most com
in Viet Nam1 especially (but not only) enrolment figuregan present a misleading picture.
Power f ul incentives foroedurceaws ®@ nhamanrageulst

2GS0 2009. Census Sample Results.
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that Vietnamese r ef er bMhthanh tich which has resiltagcin't s y n
a systemic neglect of the quality and relevance of education.

The fact that higher proportions of Viethamese are attending school is certainly a good
thing. But this tells little about the quality, or its adequasy tVi et Nambés curr
prospective developmental needs. Available research suggests education and training in Viet
Nam has systerwide problems and unacceptable unevenness in the quality and relevance of
education and instruction.

Public spending on edgation: Public spending on education has grown significantly
in both absolute terms and as a proportion of GDP. Between 1990 and 2006, recurrent
budgetary spending on education increased from 1 to 3.5 percent GDP (MOF 2006). Between
2001 and 2006 the goveme nt 6 s annual budget for educati
stands as the largest single expenditure item in the regular budget. By 2008, education
accounted for roughly 23 percent of the state budget and the government has indicated its
intention tomaintain this level for the foreseeable future. The government has sought to bring
total public spending on education up to 6.9 percent of GDP by 2@K)compared to
roughly 1.8 percent in 1994,

In the 2007 education budget, primary education accouimiedome 28 percent,
lower- and uppetsecondary for a combined 36 percent (24 and 11 percent respectively),
followed by tertiary education (16 percent), vocational and professional secondary education
(4 percent each), continuing education (2 percenth witt he r emai nder goin
categorie€>Vi et Namés Government has stated its
education to 5.5 percent of GDP by 2020.

As in most developing countries, a large proportion (over 80 percent) of recurrent
public sp@edi ng on educati on °gReest year® hate seec begeras 6 w
rounds of wage increases, reflected in a more than-fébdirincrease in recurrent
expenditures. Salaries and wages vary considerably across regions and different parts of the
edua@tion system, The very slow growth in teachers pay over the 1990s had created hardships
for teachers and contributed to the institutionalization of such practices as illegal fees, the
private provision of afteth our s -sfi eixdtyrda cl assesl ibygo ntoena alae d g
various forms of academic corrupti-sanging Futur
implications for the costs and quality of education in Viet Nam and may or may not mitigate
the current trends toward the commercialization of efiluta

7.2 Primary and Secondary Education

Tablel.1 presents estimates of net enrolment in urban and rural areas of Viet Nam up
to 2006, the most recent year for which data are available.

% MPI (2006).

® Nguyen Thi Canh (1997).

® MOET.

% According to the MOET <http://www.moet.gov.vn/?page=11.6&view=9268>.
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Table 1.1. Estimated Net Enrolment by Urban and Rural Areas, 1992006

1993 1998 2002 2006
Primary
Urban 85.58 95.92 94.1 89.7
Rural 76.56 91.96 89.2 89.1
Lower
secondary
Urban 48.5 80.3 80.8 86.9
Rural 26.3 57.9 69.9 83.3
Upper
seondary
Urban 17.3 54.5 59.2 66.3
Rural 4.7 22.6 37.7 50.3

Sources: VLSS 19998 (GSO 2000: 49); VLSS 1993 (GSO 1994: 51); 2006 data is calculated by authors on
the basis of VHLSS 2006.

As the data indicate, disparities between urban and aveas have declined at all
levels of the general education system. The movement toward greater equality of opportunity
in urban and rural areas is encouraging. The narrowing of the-wkargap is particularly
striking at the lowesecondary level. @er data (presented below) shows declines in
enrolment disparities across regions, and various socioeconomic groups. Enrolment gains no
doubt reflect the Governmentdéds concerted ef
again however, enrolment figes like these tell little about the great variation in Viet Nam
that remains in costs, qualities, and outcomes of education.

Primary education: The government has sought to ensure that all children get a
primary school education. As a result, it is innpary education that there is the smallest
urbanrural gapi primary education in the only level of education that is both compulsory
and entirely publicly financed. The relation between income and primary enrolment has also
declined over time. By 2006, éhdifference between the poorest and wealthiest quintiles of
the population was around five percent, as is illustrate@iaile 1.2. Regional disparities
have also narrowed, as have disparittesong ethnic groups. High rates ofinparily
enr ol ment are surely an encouraging sign th
becoming more inclusive.

Despite this impressive record there are reasons for concern, as substantial share of
children do not attend school in a regular mem This is particularly the case among poorer
children, children in remote and mountainous regions, and children in ethnic minority groups.
VHLSS and other data reveal significant attendance disparities exist across regions,
income/expenditure groups, drethnicities, even at the primary level. Using VHLSS and
MICS data from 2006, UNICEF analysts found that one in ten children between the ages of
11-15 had not completed primary school (UNICEF 2009). Gross completion ratios for
primary education remain sigicantly higher (at 89 percent) in urban areas than rural areas
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(80 percent) (UNICEFSSO 2008: 98). Household survey data likelerestimateactual
enrolment and completion rates, as household surveys in Viet Nam to date do not capture
significant numbes of migrant households, who are likely to be poor and whose children
typically exhibit lower enrolment and completion rates

Notably, Viet NA&théwrthpestamdeentral higlelagidbot also
one of its richest (in income termi)the Meong delta, exhibit some of the lowest primary
enrolments. As listed iffable1.2, estimated net primary enrolment rates for these regions in
2006 were 83, 87, and 88 percent respectively.

Large disparities exist in the qualitpématerial circumstances of primary education
and instruction. Vi et Nambébs government has
concerns, though there is not space to analyse these efforts in a compressive manner. One
recentlyconcluded largescale oreignsupported initiative, the Primary Education for
Disadvantaged Children (PEDC) project, has aimed to promote education among children in
ethnic minority groups, poor households and areas, and remote regions ovgear gigriod.
The project took @ice at over 3,000 primary school campuses across the country.

Table 1.2. Estimated Net Enrolment Rate in Primary Education

1993 1998 2002 2006
Whole country 86.7 914 90.1 89.3
Urban 85.58 95.92 94.1 89.7
Rural 76.56 91.96 89.2 89.1
Region
Red River Delta 85.12 95.8 94.88 90.4
North East { 94.10 89.2
75.35 95.53
North West 91.47 82.9
North Central Coast 79.69 95.11 -- 91.8
South Central Coast 76.62 89.39 97.20 89.6
Central Highlands 59.2 82.33 94.49 87.5
South East 85.26 94.32 96.81 89.1
MRD 72.79 87.66 91.79 88.4
Income quintiles
Quintile 1 66.9 84.8 84.5 85.4
Quintile 2 77.57 94.47 90.3 88.3
Quintile 3 81.49 94.82 91.9 90.1
Quintile 4 84.96 96.27 93.7 90.1
Quintile 5 84.77 96.81 95.3 90.1
Ethnicity
Kinh/Hoa 90.6 93.3 92.1 -
Other 63.8 82.2 80 84.99
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Sources: VLSS 19998 (GSO 2000: 52); VLSS 19®8B (GSO 199: 50); 2004 and 20086, the author calculated
percentages on the basis of VHLSS (2004; 2006);

Asa PEDCppr ai s al document not es, AStudi es
learning outcomes show the most important school related performance determinants are
teachersdé qualifications, subject knowl edge
community/mar ent al participation; and l nstructio

improvements in quality, the PEDC project developed outcome indicators that included
measures to increase student aptitudes in Viethamese and math; realize improvements in
grades scoreth Viethamese (language) among minority, female, and rural students; increase
the number of years of primary education among minority students; and, increase the
proportion of students receiving at least 30 periods of instruction per®Ee&se outcome
indicators reflected some of the weaknesses in primary education in Viet Nam, but the project
achieved notable successes.

The effectiveness of the PEDC project in achieving fundamental school quality levels
for primary schools in project districts is alyademonstrated. At the beginning of the PEDC
less than half the schools in the project met the standards. After four years of project
implementation, the proportion of schools in the project meeting them had increased to 70 per
cent, with a growth rateearly double the national average and more than double that of
districts not in the project in the same provinces. Areas of difficulty in the project are also
indicative of problems in primary education. These included the continued prevalence of
multi-grade classrooms and long delays in the construction of schools owing, frequently, to
institutional rigidities and administrative problems.

Lower- and upper-secondary education: Between 1993 and 2006, net lower
secondary enrolments more than doubled. Algfinowdisparities between regions have
narrowed, they remain significant, while disparities between different socioeconomic strata
and ethnic groups remain high, as is evideritahle1.3.

Table 1.3. Estimated Net Enrolment in Lower Secondary Education

1993 1998 2002 2006

Whole country 30.1 61.7 72.1 78.8

Urban 55.8 81.9 80.8 82.8

Rural 31.8 57.2 69.9 77.7
Region

Red River Delta i 51.7 83.5 88.2 86.9

North East 70.86 83.3

L 29.7 56.4

North West 50.32 61.1

North Central Coast 39.6 62.3 88.47 84.2

South Central Coast 42.7 63.2 81.64 81.6

®” NORAD (2009).
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Central Highlands 21.4 43.7 69.45 69.9

South East 44.8 71.7 73.31 78.2
MRD 22.3 44.9 56.75 69.3

Income quintiles

Quintile 1 18.6 35.1 53.8 62.4
Quintile 2 27.8 53.7 71.3 76.3
Quintile 3 34.9 65.0 77.6 82.9
Quintile 4 44.6 70.9 78.8 84.7
Quintile 5 54.7 90.8 85.8 88.3

Ethnic groups

Kinh/Hoa 33.6 66.2 75.9 78.91
Others 6.6 36.5 48 61.54
Source: GSO.

Low netenrolnent rates reflect low rates of school attendance and high prevalence of
delayed schooling. Household data indicate that almost one out of five children-agetb5
not attend school at a level that is appropriate for their age. Many childyarticularly in
poorer and disadvantaged groupsencounter difficulties in moving from primary to
secondary education. Completion rates for lesezondary education are much lower among
poorer income strata and ethnic minority groups.

The improving availability ofeducation is perhaps most dramatically illustrated in
uppersecondary enrolment rates. ABable 1.4 shows, increases in upp&econdary
education have been even more rapid than at the ds@gemdary level, with a more than
sevenfold increase between 1993 and 2006. The urbeal gap has narrowed significantly,
though remains large.

Data inTable 1.4 show substantial inequalities across regiongith the Northwest
and Mekong Delta showing the lowesttas. Large differentials also persist across income
and ethnic groups. The fact that net enrolment in the Mekong River Delta region was
estimated at less than 40 percent indicates children in that region are perhaps not as well off
as conventional poverggstimates imply. That only slightly more than half of young pebple
and fewer than one in four young people in the lowest income quiingite enrolled in the
ageappropriate uppesecondary grade suggests large proportions of Vietnamese youth are
not getting the education they require.

Table 1.4. Net Enrolment Rate in UpperSecondary Education

1993 1998 2002 2006
Whole country 7.2 28.6 41.8 53.9
Urban 30.2 54.9 59.2 66.3
Rural 6.9 21.9 37.7 50.3
Region




Red River Delta 19.1 45.5 72.8 68.3

North East { 9.5 292 437 55.3
North West 34.7
North Central Coast 7.2 29.6 57.2 59.8
South Central Coast 15.2 32.6 54.0 58.1
Central Highlands 1.9 10.6 34.3 43.8
South East 155 36.5 47.3 55.2
MRD 5.9 17.3 29.2 38.4

Income quintiles

Quintile 1 2.2 5.2 171 22.8
Quintile 2 3.7 13.2 34.1 46.5
Quintile 3 7.5 21.7 42.6 57.9
Quintile 4 14.5 36.3 53.0 65.4
Quintile 5 25.6 64.2 67.2 78.3
Ethnic groups
Kinh/Hoa 7.9 31.9 45.2 --
Others 2.1 8.1 19.3 --
Source: GSO.

Obstacles to improvements at the primary and secondary levelsVhile the
availability of education has improved in recent years, there are numerous factors that
undermine the accessibility of education. Distance, cost, ethmic liaguistic barriers,
competing demands on childrendés time, and pe
been found to be most important.

Geographical distancén remote rural areas, physical distance and topography remain
obstacles, though ipmovements in transport infrastructure have greatly reduced their
significance, and school districts have utilized satellite schools to reach out to isolated
communities. The problem of distance and physical barriers to education in Viet Nam is
partly reflected in regional discrepancies in enrolment levidble1.5).

Disparities in the quality of primary and secondary education typically mean lower
quality education for children from poor and marginalized groups; precisely ghmges that
are in greatest need. In many areas, especially in remote areas, coverage of the satellite
schools intended to improve access remains quite thin. The establishment of boarding schools
for students from households in remote areas has gainedapbp but the scope of such
programs is limited, their quality is uneven, and their effectiveness remains unclear.

Costs Economic growth had permitted continuous increases in education
expenditures. But household expenditure on education has growen tlagh those of the
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state. In the mean time, cost has emerged as an important barrier to education, suggesting that
household expenditures on education can become too burdensome. The two most
fundamental changes in principles governing the provision ayment for education
concern the introduction fedsr-service principles and the gradual expansion ofmauiic
schooling.

Table 1.5. Net Enrolment by Region, 2006

Region Primary Lower Upper
Secondary Secodary
Red River Delta 90.4 86.9 68.3
Northeast 89.2 83.3 55.3
Northwest 82.9 61. 34.7
North Central 91.8 84.2 59.8
South Central 89.6 81.6 58.1
Central Highlands 87.5 69.9 43.8
Southeast 89.1 78.2 55.2
Mekong Delta 88.4 69.3 38.4

Sour c e : cakulatidnsoon thébasis of VHLSS (2006).

In Viet Nam, out of pocket expenditures on education represent a significant share to
total education expenditure and exstady courses are of vital importance. By 1996,
household expenditure was estimatedatttount for 43 percent of total (i.e., state and
household) expenditures on educdfiennd t odaydés esti mates are t
total spending on education is out of pocket spending. Since 1989, fees and other education
costs have expanded d¢omously so that an average household can expect to pay five or six
different types of school fees, in addition to other expenses discussed below. As a result,
education has become a significant and at times overwhelmingly large expenditure item for
houséolds. Table 1.6 indicates the large disparity in education spending across different
sociceconomic groups.

Table 1.6. Average Expenditure on Education per Student in the Past 12 Muhs per
Expenditure Quintiles (thousand VND in current prices)

Quintile 2002 2004 2006 2008
Poorest 236 305 429 696

Near Poor 345 503 725 1194
Middle 467 652 1051 1586

% World Bank (1996).
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Near Rich 740 1024 1585 2176
Rich 1418 1752 2443 3787
Source: GSO 2003, 2005, @&

A As Tablel6 i |l l ustrates, househol d educati on:
wealthiest quintile are roughly five times that of the lowest. These differences
reflect not only regional variations in school fees and other chabgésalso the
varying sums households across -satnudd ywi t h
classes. For example, by 2008 it was not uncommon for households in Ho Chi
Mi nh City or Ha Noi to pay over 1WB8D 100
unimagnable sum for poor households in any region.

A Education comprises a significant share of total household expenditure. The
amounts are large relative to household income. In 2008, the estimated average
annual household expenditure on primary educdtitor which no tuition fees are
charged and which is widely said to be free of chargeearly VND 2 million,
equi val ent t o 3 ti mes mont hs 6 -rdangec o me |
household. Among households in tHewest expenditure quintile, average
estimded education expenditure on upgsecondary education exceeded VND one
million. The estimated average annual household expenditures on the education of
one student in 2008 in primary, lowsecondary, and uppsecondary education
was VND 770 thousand, @7 million, and 1.9 million respectively. There was no
significant observed difference on expenditures for boys and in girls, but the
households expenditure on general education (including primary and secondary
education) in urban area is three times highan households in rural ar&dn
2006, nearly 30 percent of children in households of the wealthiest
income/expenditure quintile scored outstanding marks in school, as compared to
5.5 percent from households in the lowest income quintile (VHLSS 2d@06: 8

The costs of education escalate after the primary level, making it increasingly difficult
to keep a child in school. There is abundant evidence that costs play the most important single
role in the discontinuation of studies. By official count, dropduntViet Nam have been in
decline and have stabilized at a very low number. In ZB)&ropouts at the primary and
secondary levels amounted to a half of one percent. A look behind the numbers is revealing.
At first glance, drop outs are very low, atthal of one percent. bYn Viel
h>c) defined in Viet Nam as discontinuation of studiesing the school yeain 200809, of
86,000 dropouts, 40,000 were in lower secondary education, and 38,000 in higher secondary
education. Notably, the Mekg Delta has the largest numibe25,000i accounting for more
than one fourth of the national total; the central highlands were second highest, with*®.1,000.
Dropout rates do not reflect the very many more children who discontinue their studies at the
erd of a given school year.

9GSO VHLSS (2008).
“H" ng HYnh (2009).
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The result is not only inequality between rich and poor households, but a pervasive
sense of inequity; even as overall school participation rates are improving in objective terms.
It is notable that in the 2005 Survey Assessnoeht Vi et Namés Yout h, 44.
not attending school cited financial reasons, while 25 per cent of those who dropped out of
school reportedly did so for financi al reas
2005).

Gender. One striking featw of enrolment trends in Viet Nam is the relative parity
t hat now exists in boysé and gir |-secondagynr ol me
education and into tertiary educatidrable 1.7 presents the most recent availabheotment
data on boys and girls at the secondary level. As recently as th&980d, nation wide
enrolments in loweand uppeisecondary education were a full five percentage points lower
for girls. Today, the primary school and secondary completionfoatgirls and boys is
virtually equal.

Table 1.7. Primary and Secondary Education Indicators, 2006 (%)

Primary net attendanct Lower and upper
ratio secondary net attendance rat
Male Female @ Total Male Femde Total
Urban 94.6 94.6 94.6 86.2 91.4 88.8
Rural 95.6 95.6 95.6 76 76.2 76.1
Regions
Red River Delta = 97 96.8 96.9 88.1 87.4 87.7
North East 97.7 96.4 97.1 75.9 70.1 73.1
North West 94.2 94.5 94.4 69.6 69 69.3
North Central 98.4 96.3 97.3 85.5 86.7 86.1
South Central 94.7 92 93.4 81.7 79.2 80.5
Central Highlands | 90.8 95.4 93 72.3 77.7 74.9
South East 89.9 93 91.4 74 83.9 79
Mekong Delta 95.9 96.2 96 67.1 68 67.5
Income quintiles
Quintile 1 95 93.1 94.1 62.3 57.3 59.9
Quintile 2 96 95.2 95.6 71.8 74.7 73.2
Quintile 3 93.9 97.6 95.7 79.7 80.8 80.3
Quintile 4 98.3 95.2 96.8 84.4 85.7 85
Quintile 5 94 96.1 94.9 89.4 93.6 91.5
Ethnic groups
Other 93.8 93.8 93.8 67.8 61.6 64.9
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Kinh/Hoa

95.7 95.7 95.7 80 82.6 81.3
Source:MICS, tables ED 1 ED4, page 20215.

Tablel7cont ains several points -eastemntwéalthresit i ng.
region, female enrolment in (lower and upper) secondary education is, at 83.9 percent,
significanttyh gher t han mal e 6 s ,-G20t2008:36). Natipnally, femalet ( UN
net enrolment in upper secondary education is 56.4 percent, whereas male enrolment is at
51.5 percent (VHLSS 2008). Enrolment among the poor is significantly lower at the
seconday level of education, especially among girls.

Enrolment parity does not mean that gendered inequalities in education have ceased to
exist. Research by Belanger and Liu (2004), for example, suggests that in poorer families,
boysd6 educat i oieged ever dyisls. Enmimemtedatgp indicate a significant
disparity in girls and boys enrolment at the secondary level among poorer segments of the
population, though the gaps are not as large as can be observed in other countries. An
interesting questio,si whet her and to what extent housert
differs among boys and girls across and within households in different socioeconomic groups.

A Educational inequalities across ethnic groupsverty in Viet Nam is increasingly
concentragd among ethnic minorities. In recent years, the government with donor
support has taken important steps to improve education for ethnic minorities. But
evidence suggests that cultural and linguistic barriers remain important obstacles.
Across different leels of education, ethnic minorities continue to lag behind those
in the ethniKinh andHoa groups.

A The reasons for this include the physical remoteness of many ethnic populations,
lags in developing public infrastructure (including schools) in remetasaias well
as various forms of cultural and linguistic barriers, and discrimination. Past efforts
to rapidly fAuniversalizedo primary educat
contribute to better educational outcomes. The rush to boost primargtieduc
(and enrolment figures) among ethnic minorities in the 1990s, for example,
involved new arrangements that all owed
year, and five grades in as few as 120 weeks for ethnic minority stuéents).

A The difficulties confronting girls in ethnic minority groups are illustrative of how
multiple barriers to education can combine. Economic and financial burdens, work
(whether in the household or informal sector), linguistic and cultural barriers, the
poor quality of instration and learning, and parents and girls perceptions of the
|l ow value of education all conspire to
Enrolments have increased among children from ethnic minority groups. But
children from such background®special girls i continue to face obstacles to
continuing their studies. As a result, girls from ethnic minority backgrounds had
systematically lower educational attainment, despite the increasing availability of

" London (2010).
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schools in their areas. However, the research atged significant variability
across ethnic groups, suggesting caution in making sweeping generalizations and
that attention is needed to how different factors combine across different parts of
the country and among different ethnic grotps.

7.3 Preschool Education

Further improvements in the availability and quality of preschool education are
necessary to achieve desired development goals. Early childhood education includes nursery

school (M m nor) and kindergartennf u giao . AKi ndergartegfr can b
foreigners, as it refers to preschool for children aged from three to five. Of all the different
parts of Vi et Nambés education system, it [

disorganized growth. Today, there are concerted efforts to imptereavailability and
quality of preschool education. As of 2009, roughly 3 million children regularly attend
nursery school and kindergarten.

Until the late 1980s, nursery school and kindergarten educationiviergrinciplei
to be provided and paid fdoy collective institutions, such as agricultural cooperatives,
enterprises, and other state organizations. When these institutions unravelled, so too did
institutional arrangements governing early childhood education. Central government efforts
to develp new delivery systems lagged during the 1990s and preschool education has
generally been underfunded. Preschool and kindergarten education have gradually been
reintegrated into the administrative and financial operations of the educational system, but
mary aspects of preschool education have been subject to market principles. Even state
managed preschools charge fees for service.

There are nearly 12,000 preschools, roughly half of which are public and half so

calledfiopedpde (somefipmegatad ). cWitlleidn t hes
roughly 9,000 nursery schools (35 percent of which are pdopireled) and some 3,000
kindergartens (which are 70 percent fipublico

Public and private expenditure on preschool and kindergarten education leaseacr
alongside economic growth, but public spending on early childhood education remains
marginal compared to that of other education levels. In 2002, the government mandated that
early childhood education must account for 10 percent of education spemdtirag of 2006,
only 17 of 64 provinces were able to reach this tafgbtably, average expenditure on
preschool education in urban areas was more than double that in rural areas (VHLSS).

A recent UNICEFsponsored survey is revealing. By 2006, amesteed 57 percent of
children aged 36 to 59 months were regularly attending some form of school with wide gaps
across different segments of the population (MICS 2006). Roughly 75 percent of urban
children in this age group attended some form of schoolioigpared to just over half in

"2UNICEF et al (2008).

3 Day care has been shifted mostly to +st@te provision. As of 2008, only 36 public créchesh(™ ) t r
remained. (There are nearly 42,000 nursery school grousaleoin h - n), 76 peicentoivhi ch are Opeop
foundedd (and theadpfore entirely people

" See also, UNICEEt al. ibid.
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rural areas® There was significant variation across regions, with the highest rates in the Red

River Delta (80 percent) and north central regions (67 percent). Interestingly, the lowest rates

are found in Mekong Delta (rough0 percent) and the south central coastal region (44
percent). While the low rate for the Mekong region may be attributed to geographical
barriers, the |l ow figure for the south cent
poorest region$ the norhwest and central highlands also fared poorly, with just 50 and 44
percent of children attending some form of early childhood education.

The obstacles explored above with respect to primary and secondary education also
apply to preschool education, thougpecial features of preschool education and of young
children also come into play. In rural and remote regions, the material circumstances of early
childhood education can be extremely rudimentary. In many rural areas, kindergartens are
staffed by underpd and sometimes undgualified young women on shetérm contract$’

In poor regions, many preschools and kindergartens lack water or electricity and use open pits

as toilets. Some preschools make use of availablesdowool facilities, such as commune

icul tur al houseso. Many |l ocalities are unabl
carried out in Lao Cai province in 2008, local authorities related their need to turn many three

and fouryearold students away for lack of adequate facilities (UNFCB09b).

There are large gaps in pgehooling across ethnic groups. An estimated 39 percent of
small children from notKinh ethnic groups were attending school, compared to 60 percent
for Kinh, though these figures may overestimate actual enrolfhieat. of this has to do with
the higher likelihood of minority households to be located in remote or mountainous areas,
where access to preschool education is more limited. Reluctance to send children to school at
an early age also tends to be higher amomgietgroups, particularly where linguistic
difference and other perceived and real forms of social exclusion are in evidence. There have
been state efforts to boost early childhood education in poor regions and among poor groups
through conditional cash pments and other schem@sNationally preschool and
kindergarten attendance is higher for girls than boys, at 61 and 53 percent respectively.

Current efforts to promote preschool education are motivated by the observed
consequences of inadequate prescledolcation, particularly among the poor. Children with
some preschool education tend to perform significantly better in later education, while those
without it are more likely to lag behind. In Viet Nam, only 60 percent of children under five
live in houseswith a minimum of three neon hi | drends books and onl
children under five |lived i fGSG20898)s wi th chi

7.4 Higher Education

Higher education in Viet Nam (which is broadly and somewhat misleadingly called
i unri sviet y eidgiae dct viillm>c) commonly refers to all postecondary education,
including fouryear, twoyear, and shoiterm degree programmes, as well as postgraduate

> See also, UNICEEt al. ibid.
® As of 2007, 170,000 of 172,000 instructors were female.

" The UNICEF multicluster index survey includes the wealthieramlll@e d uc at ed Hoa Ki Qu wi t h
category no#Kinh.

"8 Decision 112 (2006) provides for cash payments to children of eligible poor and minority households.
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degrees, but excluding certain kinds of pestondary and secondary vocational education
linked tospecific technical trades.

By 2009, there were over 1.7 million students in tertiary education, roughly double
that of the number enrolled in 1999 and more than 10 times that of the 162,000 enrolled in
1993. Gross enrolment in tertiary education over pieisod has increased from 2 to more
than 13 percent. By 2008, roughly 400,000 students were enrolled in colleges or-college
equivalent programs alone. Demand for higher education outstrips supply, even as the
number of schools has increased sharply. Betmd&99 and 2008 the number of universities
more than doubled from 69 to 160, while the number of vocational schools (colleges) nearly
trebled from 84 to 209Ministry of Education and TrainingOET) 2008, cited in London
2010Db).

Between 2000 and 200'he national budget for higher education increased more than
four-fold (MOET 2008). Still, public spending on tertiary education remains at barely more
than 1 percent of GDP, and combined spending on training and tertiary education amounts for
less than a wprter of the entire education budget. Private (household) spending has grown
continuously. But the accessibility of education is of special concern to those who wish for
Viet Nam to develop an equitable society. Examples of promoting accessibility include
controls on tuition costs, targeted subsidies, and scholarships.

While inequalities are moderating, sharp inequalities remain. As of 2004, enrolment
rates among students from the richest gui nt
times that of thgoorest while ethnic minorities, which accounted for 13 percent of the total
population and 39 percent of those below the poverty line accounted for pestent of
tertiary enrolment. A repotty Vu et al (2010)indicates that poorer households expece
greater burdens in paying for higher education than do richer households.

Regional unevenness is another concern. As of 2005, the Red River Delta (led by
Hanoi) and the Southeast (led by Ho Chi Minh City)i et Namés second and
regions acounted for 60 percent of all universities and 67 percent of all enrolment. Gross
tertiary enrol ment in each of these regions
poorest region, the Northwest. Across rural areas, but especially remote rdgomsemain
few outlets for higher education and most schools that do exist tend to offer training that is
incommensurate with ongoing processes of economic diversification or the skills that need to
be taught if these regions are to avoid sinking furthetind. That said, there have been
recent increases in scholarships for eligible and officiadistified poor students and students
from households of valued political constituencies, such as war vetgiagkid.) indicates
that government supports students from disadvantaged areas have positive impacts on their
access to higher education.

Female participation in higher education has increased steadily and now exceeds that
of men. However, higher concentrations of women are enrolled in junior coliege men.
In postgraduate education, sharp disparities remain, with men outnumbering women by large
margins.

As it stands, staff qualifications remain low, on average, while many staffs are
engaged in teaching pamme students in special n@egree pograms. As of 2008, roughly
55 percent of Viethamese academic staff had postgraduate qualifications, and most of these
(73 percent) were at the masterds | evel ( MO
in Viet Nam is full professors, which partyef | ect s t he stateds desir
and spending on higher education. In some universities, more than 60 percent of academic
staffs are bachelor degree holders. It is not uncommon for recent graduates of undergraduate
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programs to go up to éhfront of the class and lecture the class, a practice some Viethamese
have referred to asnmineéact).iltmg rice with ricebo

Within the last ten years, efforts to reform higher education in Viet Nam gained
momentum. Successive Prime ministers have convenedribhen commissions, held
meetings with the leaders of elite universities around the world, and enhstsdpport of a
diversity of international partnerg¥ietnamese intellectuals at home and abroad have weighed
in energetically. The appointment in 2007 of Minister of Education Ngdhi n Nhan to
Deputy Prime Minister has given education and highercatitn greater political
prominence.

Special attention has been given to the governance of higher education. Party organs
and State agencies (including MOET) have generated a number of important policy
documents that appear to embody a progressive refgemda. Among the most important of
documents as Resolution 14 of 2005 on the
university education in the period 20860 , 6 whi ch i dentified gener
higher education in Viet NanResolutionl4 states its general aim as:

To fundamentally and comprehensively renovate university education, bring about
fundamental changes in the quality, effectiveness and scale, meet the requirements of
industrialization and modernization of the country, of inéional integration, and the
educational demands of the people: By 2020, higher education in Viet Nam (should) reach an
advanced level in the region and approach advanced levels in the world; have the capacity to
compete on a high level, adapt with a abst orientated market mechanism.

Resolution 146s specific aims include:

A Fully work out the national network of university education, establishing
stratification with respect to functions, training missions, system of qualifications,
professional coverag@and geographical distribution, corresponding to the aims of
Asociali zingd educat i on-ecanordic develogpamentaf ng t |
the country;

A Establish research and professional education streams; establish and perfect
measures to ensure qugliand accountability through accreditation schemes;
establish some universities up to international standards;

A Increase the scale of training, achieve a ratio of 200 students for every 10,000
population by 2010 and 450 per 10,000 by 2020; of that, e76:88 percent are
following professional education, and 40 percent of students are istatnhigher
education.

A Develop a cadre of teachers and education managers of sufficient quality, ethical
standards, and professional commitment, with high levelsqudilification,
advanced methods of teaching and management; ensure student/teacher ratios in
the entire system is not beyond 20. By 2010, 40 percent of teachers will have a
masterd6s degree and 25 percent a doctora
60 percent of masters and 35 percent of doctors by 2020;

The impact of Resolution 14 has been mixed. The resolution drew a great deal of
attention and served to energize national debate on higher education. The issuance of the
Resolution was followed by #urry of announcements, decisions, and practical steps,

i ncluding establishing a fiSteering Committee
headed by the Deputy Prime Minister, a position that is now occupied by the current Minister
of Educationt’ One issue has been whether or under what conditions Viet Nam should seek
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to develop international standard universities (as it presently lacks) that would be the apex
institutions of Viet Nambébs higher edbaati on
university would draw resources away from the rest of the system.

I n 2006 t he Pri me Mi ni ster i ssued a deci
standar do ifitechni cal uni versitieso. There h
national univeries, but not others {Het al. 2008).

However, as with previous efforts to reform higher education (an earlier reform effort
in the 1990s contained much of the same rhetoric as Resolution 14), aims of the Resolution
have yet to be fully implemented ialation to curriculum reform and there seems to be some
reluctance of central agencies to cede sufficient autonomy to universities.. The December
MOET Draft National Education Strategy 2020 did not fully incorporate the
recommendations of Resolution 14.

The government had indicated its intention to mobilize and invest USD 20 billion in
higher education by 2020. According to strategy documents, a full USD 18 billion of this is to
be earmarked for physical infrastructure. While there is no doubt thadtmest in higher
education physical facilities is needed, it is arguable that the planned balance underestimates
the i mportance of hi gher education Asoftwarl
instructors, drawn from Viet Nam and other countries.

There is a strong emphasis by government to meet certain targets for graduates of
higher education, PhD degrees, and so on. There is a tendency to assume the more formal
credentials, the better. However, chasing paper diplomas should not be the aim. For Viet
Nambs government and househol ds, the qual it
needs to take greater precedence.

MOET has indicated a desire to achieve a system of accreditation and to institute a
system of ranking to foster competitiveness agnohigher education institutions.
Accreditation should be a mechanism to promote and ensure quality. It needs to be conducted
by bodies independent of MOET and provincial Departments of Education. However, while
there is a need for regulatory bodies in leigleducation, the micrmanagement of the
education sector needs to be reduced.

It is widely recognized that higher education in Viet Nam is excessively bureaucratic,
overpoliticized, and inadequately academic. Opeliticized here refers not to the
ideological content of higher education, but to the tendency of higher education institutions in
Viet Nam to operate on the basis of seniority, reciprocity, and informal patronage networks,
rather than academic criteria.

7.5 Vocational Education

Shortages of wdeers with vocational skills are increasingly acute. According to an
assessment of the World Bank, the quality of human resource of Viet Nam is at 3.79 point (in
scale of 10 point) ranked 11th out of 12 countries reviewed in Asia. There is no vocational
sclool in Viet Nam that yet meets regional or international standards. Some Vietnamese
enterprises have even had to hire skilled labour from abtoad.

9 http://canbotre.danang/home/showthread.php?p=3433

117


http://canbotre.danang.vn/home/showthread.php?p=3433

In the past, vocational education has not received appropriate recognition in Viet
Nam, both by schools buty state authorities. As in many grelustrial societies, formal
education has historically been viewed as a pathway into careers in the state. In a developed
market economy, education that leads to careers in public service needs is only one of many
competing needs. Two reasons for the historic emphasis in Viet Nam on education for careers
in public service was (1) low regard for business pursuits and (2) the poor status of vocational
schools, which have historically been viewed as less desired eduta@bmaAttitudes are
changing among university graduates, many of whom now prefer to seek out careers in
business. But there is probably still too little awareness of the potential returns from the
acquisition of vocational skills.

That the scale of votanal education in Viet Nam is expanding rapidly is a
promising sign. Between 1998 and 2008, enrolment in vocational schools and colleges grew
by four times, and in 2009 stood at 1.7 million Between 1999 and 2008 the number of
vocational schools (collegesearly trebled from 84 to 209 (MOET 2008, cited in London
2010Db).

By 2010, nearly half of Vi et Nambés di st
centre. Since 1997, the rate of vocationally trained workers increased from less than 10
percent to an ésnated 30 percent in 2010 respectiVelfrhousands of vocational training
centres have sprouted up across the country, but the country is only now developing systems
of accreditation. In the mean time, credentialism and commercialism fuetapidrgrowh;
the quality and relevance of vocational education is uneven. Currently, virtually every
province is keen on establishing a university, but there is typically less enthusiasm for
vocational schools. Notably, the construction of several high profile imalusones (such as
Dung Quat and Chu Lai) did not include plans for vocational educ@tion.

Generally, vocational education remains supply driven, with emphasis on training in
outdated production methods; studies suggest that insufficient attentiorers tgi current
and future needs of enterprises or developments in the labour market. Cooperation between
schools and enterprises has lagged. Insufficiently qualified teaching staff and inadequate
public support from public authorities have undermined tredity of teaching and teaching
facilities.

The 2006 Law on Vocational Training in 2006 and 2005 Law on Education are the
main legal documents guiding the-amganization of vocational training. The aim is to
provide vocational training for 24.58 milliopeople during 20020. To guide the
development of vocational education government has constructed and issued a list of 301
careers for which vocational colleges are to focus training, and some 385 careers for
secondary vocational schools. Despite effeotsmprove consultation, more comment from
schools, enterprises, professional associations, managers and vocational experts is necessary.

There is wide agreement that the effectiveness and strategic development of
vocational education in Viet Nam contirsu® be compromised by its fragmentation and the
resulting confusion about the mission and value of vocational education. There are effectively

8 http://www.molisagov.vn/news/detail/tabid/75/newsid/5006 7/languageNiDefault.aspx?seo=Haighi-

i L aykien-Doanhknghiepve-Du-thacChienluoc-phattrien-day-nghegiai-doan201%i -202®

. AVvietnam needs radical vocational t gsiani ANU riG@oduce f or ms .

website, §' June 2008.
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two separate systems of vocational education (under MOLISA and under MOET). In Viet
Nam, Afvocat i o(giaold\c &g unglx progeamraes are largely under the
management of MOLISA, whereas professional education schools and coliggesNc
chuyén nghyp , &g chuyén nghp) have in the past been administered jointly by MOET
and specific functional miniges.

There is a desire to have all vocational and professional education students study
certain elements of the standard uppecondary school curriculum, in addition to the
specialized training. The proposal teastablish vocational high schools (/ng trung @p
h>c nghy) under one ministry should be considered as a way to overcome this fragmentation
while ensuring that vocational school students also get a well rounded education. The
Singapore model of polytechnic schools may warrant attentioit,ig#s@ model that offers
both standard and vocational education, while also providing students with the possibility of
later seeking admission to a four year university.

There are other quite ambitious initiatives to promote vocational education that are
j ust getting started. One example is the AT
calls for issuing fistudy cardso to train one
rurally-based state officials), and a mandate that each district @anchgne have a cadre
responsible for vocational education, and providing free education to poor youth willing to
work overseas.

7.6 SomeKey Challenges in Education

7.6.1 Primary, Secondary and Preschool Education Challenges

The adjustments in the eduaatisystem that Viet Nam requires can not be achieved
without decisive and appropriate interventions. But the nature of those interventions needs to
be informed by a clear assessment of challenges.

Great achievements notwithstanding, education and tralaireds could prove to a
critical weakness as Viet Nam seeks to adjust its economic development strategy in the face
of rising incomes, in the manner outlined in earlier chapters. In primary, secondary, and early
childhood education, general strategic drajes arise from the need to:

A Further expand the availability of education to meet the needs of continued poverty
reduction and mass participation in the benefits of growth;

A Improve the quality of instruction at all levels, including improvements in
peda@ gi c al practices, teachersdéd qualifica
environments;

A Improve the quantity of welrained teachers and improve incentives to ensure
well-trained teachers are working where they need to be;

A Reduce obstacles to educatibased on location, income, ethnicity, and gender.

At lower levels of education, challenges in education must be geared to sustained
reductions in poverty through broddsed improvements in the availability and quality of
education. To realize substattreductions in poverty among the most disadvantaged groups
the challenge is to address and reduce obstacles facing children and households, including
distance, financial, and linguistic barriers.

If education is to contribute to the further reductionpofrerty, it is necessary that
Vi et Namds education system be substantiall"
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education and in uppeand posisecondary education. Assisting disadvantaged children to
complete their schooling and enhancing tfuality of their educational outcomes are perhaps
the most effective tools Viet Nam possesses for counteracting existing social disadvantage
and reducing intergenerational transmission of poverty.

The government s emphasiaon(ploopgaoidisani ng un
appropriate and ambitious goal. Much has been achieved, but meaningful education remains
far from universal and the poor segments of
many obstacles. Indeed, it is important for the govemr{end others) not to be lulled into
false thinking about universalization.

According to official n o-secmdary Aducatiovisr s al 0
achieved when 80 percent of those between the ages of 15 from 21 have completed lower
secondaryaeddc ati on. The government recently annour
upper secondary education. & A recent bynati on
2010, 55 provinces wild|l reach standarimds of
fact , Auni ver ssedondary educationdis defined @ paeng 50 percent of
lower-secondary school students in a province continuing (thaaoghecessarily competing)
studies at the uppaecondary educatidh.

Additional steps to improverimary education are underway. The recetalynched
Secondary Education Quality Assurance Programme is noteworthy; it aims to promote further
improvements in primary education by improving the national policy framework, promoting
the adoption of currida that offer 30 to 35 periods of weekly instruction, supporting
improvement in teaching and management practices, and assisting schools with infrastructure
upgrades and supplements to teacher salaries for additional workload. The package will target
1,770primary schools in 36 provinces.

Still, efforts to improve the quality of education in poorer regions are frequently
overwhelmed by local environmental and institutional factors within and outside the bounds
of the education sector. A 2009 conferenc€&vo Bang province found a keen awareness of
problems concerning education in mountainous areas, but an inability to solvE& @reenof
the principal weaknesses cited in management, which created problems in staffing and
regulating education at lower legelOther known problems included the poor quality of
schools themselves; given the low incomes of households, efforts to finance maintenance (let
alone upgrades) through HAsocializationo i s
economic resouges provided to education are inadequate to need and an expressed a keen
need for help from outside.

Despite efforts to address the problem of dropeuterough special attention to
struggling students, increased accountability and training measuresafdrets- dropout
figures increased; perhaps a consequence of the adverse weather and price fluctuations that
hit Viet Nam and northern Viet Nam at the ti
the Ethical Exampl e of Ho h@sizes etMas,nindépendenty e me r
learning, and ingenuity), the number of ethics violations among teachers in the region
climbed to 46 cases, up 17 compared to the previous period, Details on the nature of the

82 Socialist Republic of Vietnam (2009).

#¥Region 1 includes

t provinces of Bdc KUln, Cao B=3ung
H,a B3nh, L0 Cai, T

he
hg&i Nguy®°nNi Ph,Y% &rmd ,Bdddn@i &rhg.,, ni
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violations were not made available, but resultedpmgnothers, in the dismissal of eight
teachers, warnings to five, and 25 reprimands. To education officials in Viet Nam, the
situation in Region 1 is no surprise. There are, it is frequently stated, great efforts being made
to improve education in poorereas of the country. And yet fundamental challenges
remain®

7.6.2 Higher and Vocational Education Challenges

In higher education and vocational education, access to more and higher quality
technical and professional education is urgently needed priradiadlenges arise from the
need to:

A Achieve rapid progress raising the number and quality of skilled workers;

A Develop a higher education system in which excellence in teaching and research
are emphasized and encouraged;

A Better and more strategically aligeducation and training with current and
projected demand for skilled labour;

A Challenges that Viet Nam now faces reflect the fact that although over the past two
decades great efforts were put into increasing the numbers benefiting from higher
education, to few resources were available to provide for strategic improvements
in educational quality. Many of the problems in higher education are familiar. The
aim here is to identify core strategic challenges, rather than provide an exhaustive
summary of existinggnowledge.

A The fundamental challenge is to rapidly expand the quantity and quality of skilled
labour. Doing so will require the creation of more and better training opportunities,
the reduction of barriers to education and skills acquisition; improvements
guality and relevance of education, and addressing challenges in educational policy
and administration.

A In the coming decade, Viet Nam has ambitious plans for upgrading the existing
industrial structure, advancing into the production of higher vadigded goods and
services, and rapidly adapting to new technologies and management techniques.
This report agrees that this strategy is appropriate. Sucbréergation will need a
larger and more effective higher education and vocational education systems

To build an appropriate pool of skilled
system need to be better prepared than they presently are to meet the demands of a rapidly
changing labour market. This, in turn, will require sharp improvements andemgreat
consistency in the quality and relevance of educational curricula and educational outcomes at
all levels. The need is to develop skills ahead of the present demand for skilled labour.

Viet Nam must work to overcome two features of its higher and \ayadteducation
systems that are no | onger appropriate to t
mo d e | t hat i nspired the design of Vi et Nan
Aadvancedodo research (in the rbspecialzed eesedrchs oc i a
agencies associated with functional ministries, rather than within universities, as is often the

¥Nguy. n(200%n g
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case in the rest of t he worl d. Vi et Nambés ef
shift the locus of advanced research imoversities.

Second, in the past, the MOET has had little responsibility for vocational education,
which lies within MOLISA. Moving forward, a more collaborative division of labour and
responsibility is needed. Viet Nam requires specialised researchesigh capacities and
highly educated professionals and also large cohorts of skilled technicians and workers with
specialized possecondary education. Viet Nam needs to make improved education and
training opportunities more available at all levels ofgsecondary education, and to the
entire spectrum of the population, not just those (or especially those) with money to pay.
This, in turn, requires that vocational education be a more prominent feature of the
mainstream education system.

7.7 Summary of Requirements

The persistence o f shortcomings i n Vi et N &
immediate as well as medium and lenggr m t hr eat s to the coun
development. Given both international experience and present and projected eresourc
constraints, it is only with adequate quantities and qualities of skilled labour will it become
possible for Viet Nam to achieve the technigpbrading and productivity gains upon which
sustained economic growth and living standards improvements deperachieve these
challenges will require some general shifts in policy as well as fresh interventions tailored to

the specific attributes of different education levels and to the specific needs of different
regions and population segments. Some genegairements are discussed that apply to all

parts of the education system. This is followed by an analysis of more specific requirements

at the preschool, vocational, and tertiary education.

General requirements in educationinclude improvements in eduaa strategies,
improvements in the quality of instruction and learning, and improvements in the relevance of
curricul a. Vi et Namés current education fist
ambition, but sometimes appears to amount to a ratleela list of goals and policies that
remain insufficiently fleshedut in their specific goals and substance, which encourages
weak policy execution.Despite some promising efforts, there tends to remain an
overemphasis on upholding general principlesthu gh t he promoti on of r
(phong trag and the meeting of quantitative targetby( n). Strategies need to instead be
geared to achieve specific desired outcomes. As arhigting and now retired educational
official has expressed it, theres a | ot of tal k about #Awhat to
Ahow to doo. I n this sense the strategy need

The quality of instruction needs to be enhanced at all levels. 4saaje doncfunded
initiatives aimed at improving thquality of education have yielded promising results in
primary education. This is an area if which partner efforts should continue, and even be
enhanced, as Viet Nam moves to middle income status. Viet Nam would benefit greatly, and
this is an area in wbh many donors have competence. Tertiary, preschool education,
vocational training, and education among ethnic minorities are four areas of special strategic
importance and areas of recognized weakness. The Government has stated its intent to
promote impreements in the quality of education. This includes measures to improve the
physical educational infrastructure and its upkeep, upgrade the qualifications and skill of
educational staff, lengthen periods of instruction, and reform curricula in a waydresdsas
the relevance of teaching materials and methodologies.
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Until quite recently, many schools in rural and remote areas were makeshift facilities.
New school construction, infrastructural upgrades, and gradual declines in population growth
have reduce the incidence of doubl@nd tripleshift schools and allowed for longer school
hours. As recently as the late 1990s, it was common for children in remote areas to have no
more than two hours of schooling a day in a 33 week school yaae of the shoest school
years in the worl& By contrast, in April of 2009, MOET announced that some 35 percent of
primary students in 35 poor mountainous provinces would study two periods per day, like
students in wealthier provinces. While investments in school rumtistn have reduced this
phenomenon, it remains common in preschool education in many rural areas. Today, large
proportions of schools in rural areas lack adequate water and sanitation facilities. With
respect to the quality of instruction, gaps remaiwreimote and rural areas, schools are often
understaffed and lack teaching materials.

Another dimension of quality concerns the relevance of curricula. If Viet Nam is to
chart a path of sustainable, rapid, and equitable development iti natsthe veryleasti
develop a skilled workforce capable of creating value and competing internationally. But
there is a wide questioning in Viet Nam of the adequacy and appropriateness of educational
curriculum at virtually all levels. Talk of the need for curriculeform is nothing new, but
the sense that there is a need for change is perhaps stronger today than in the past. Today,
Vi et Nambés | eaders frequently speak of thei
practice, much of the emphasis remains on ro@morization. Attempts to innovate are
discouraged. By contrast, there is a growing awareness internationally that teaching centred
on exams does not always contribute to education quality.

Viet Nam will need to vigorously reform the manner in which etanapolicies are
designed and implemented. Special efforts are needed to move from established planning
procedures to those that emphasize greater participation by marginalized groups, education
planning and programs that are responsive to local needigdarcation strategies that draw
on international experience. The selection of students based largely on entrance examination
performance and matters of finance depend largely on state budget allocations; this may not
permit sufficiently informed determitian of training costs (such as average cost per student)
and training results (intended and real learning outcomes; percentage graduating).

Specific education requirementsn preschool, vocational, and tertiary education are
now discussed in turn. Achieng sharp improvements in the quality and availability of
preschool education must be a priority. International experience suggests that children from
unprivileged backgrounds in particular gain from an early start. Viet Nam has rightly begun
to place grea&r emphasis on preschool education. Arguably, the country should be still more
aggressive in promoting preschool education among especially needy groups, including the
rural poor and ethnic minorities. International experience suggests expanding preschool
education and offering it earlier to needy groups will be necessary for sustaining poverty
reduction. Promoting preschool education must also be seen as a means to promoting
participation among economically and socially marginalized populations, incltieengrban
and rural poor, and ethnic minority groups. The government needs to consider whether, in
some or all poor areas, investments can be made to permit children to begin schooling at four
years of age.

8 Oxfam Great Britain (1998).
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To address inequalities in early childhood edioca will mean diminishing the
currently strong association between i ncome
of education and schooling on the other. More than 80 percent of wealthier households send
their children to preschool, as do ove3 fercent of mothers with an upgsrcondary
education. By contrast, less than half of mothers with no wggmndary education send
their preschootaged children to school. Sex discrimination in early childhood education
does not appear to be a probleahleast within the Kinh ethnic group. But the major and
rising imbalance in seratio at birth makes it necessary to take a broader view of sex
discrimination with respect to children.

The government s new f ocus o rnherg @meadtta on a l
reconsider the content and modalities of current training programmes, as evidence suggests
many programs are not yielding their intended benefits. In many countries, including
Singapore in Southeast Asia, there is a two stream systemaztextuat the uppesecondary
level. After nine years of primary and lowsecondary education, an exam is administered.
Those scoring below a determined mark can continue their studies in a vocational
Apol ytechnicodo col | ege. ledehcansapply Wwhadmigsienrtofadourm we |
year university. In Viet Nam, vocational schools at the wspeondary level are still is
relatively short supply. Studying the Singaporean model and that of other countries, including
Korea and the Czech republioay help Viet Nam make vocational education a more integral
feature of the mainstream education system.

Arrangements in Singapore during the 1980s, though dated, merit consideration,
particularly given Viet Namés adingnand make ne e d
vocational and technical education more attractive. In the Singapore case, all students
received the same education through the primary and dsggemdary education in the first
two years of uppesecondary school studied the same curritulin the second two years,
students in vocational schools have the opportunity to train in vocational subjects only

vocational school s offer . -cahpug) leaming coraporee h a v ¢
of their curriculum.The key to the Singapore siem has been to develop a system in which
vocational education is not seen as a ndumpi

polytechnics may still proceed to University. Making this model work requires schools that
can provide their graduatesth relevant, marketable skills.

Training programs targeting youth ought not to disregard agriculture. Training that
promotes employment in rural areas through diversification and entrepreneurship should be
encouraged, which implies that training schemesased on an intimate knowledge of the
local setting (FACet al. 2009). The P135 Baseline Survey and other analyses have indicated
that southern agriculture is considerably more commercialized than in central and northern
region and that the organizatioof purchasing and trade in agricultural produce exhibits
significance difference across regions. Across HL3&mmunes nationally, nefarm
income accounted, on average, for 20 percent of total income.

Where training for industry and services are @&wned, international experience
suggests the most effective vocational training schemes are those that foster partnerships
between the state and industry. Coxhetdl.( 2009) suggests Viet Namb
to avoid attempting to achieve too mucly, Ibcating what turn out to be poortiesigned,

8 Gill, Fluitman, and Dar (2000). For an interesting if some what dated analysis, see Selvaratham and
Viswanathan Selvaratnam (1989).
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top-down training programs in remote areas, in a bid to both train and reduce income
inequalities. It is preferable to more closely align training with the needs of employers.

There is, in this context, a @@ for more effective labour market information and
analysis along the lines of that called for under National Cooperation Framework on Decent
Work (20061 0 ) , i n which government, empl oyer so
collaborate in monitoring a@h addressing such vital concerns as productivity and
competitiveness, occupational wages and labour costs, economic sectors and shifts in
employment, unemployment and unaenployment, youth unemployment, mobilization and
development of human resources] amternal and external migration of labdur.

Vocational skills and knowledge are typically acquired by a mix othefob
experience (Al earning by doingo) and for mal
to provide for formal or informal apenticeship and formal instruction. However, while there
are many benefits from eihejob training and company based training school, to a
significant degree such training will always be insufficient, because of the simple economic
point that the returngdm the training will not be fully captured by the supplier, if the trained
worker moves to another job (i.e. training is to some degree is a social good).

If instruction is full time, there is a particular need to ensure that training addresses the
likely requirements of the labour market. However, vocational trainingtipaet can be
particularly effective, as it combines more academic instruction with practical experience.
This can be achieved either by courses taken while the student works (e.g. eoemnsss)
or in Asandwichod programs, where the student
Many Viet Nam education officials are of the view that businesses should set up training
centres of their own. MOLISA has put forth supportive policiestite government for
corporations which opened training centfeé®ther officials suggest that vocational schools
should sign training contracts with specific businesses before selecting students. One risk of
both approaches is that you end up with cohoftgained workers with skills sets are too
narrow. Such students may encounter difficulties in finding new work.

Shifting totertiary education, by most indications the Government now recognizes
the importance of improving the quality and relevance ighdr education, but there are
important questions as to whether and how current higher education strategies can get Viet
Nam to where it needs to be. Viet Nam today has a suitably aggressive plan for higher
education that includes investments of substérgmounts of resources. However, some
aspects of higher education strategy seem constrained by conservatism and institutional
rigidities engrained in the present system.

The worl dbés best hi gher education system
ddfined) functional division of labour. The most effective systems tend to be characterized by
an educational hierarchy, with the top institutions distinguished by their research and teaching
performance. In the U.S., for example;s@ | | e d f me dsdidsT which idcluden i v e
famous private research universities (such as Harvard and Chicago) and large public research
universities (such as California, Michigan, and Wisconsin) are recognized as peak

871LO Office in Vietnam (2009), MOCST, GSO, &S and UNICEF (2008).

8 According to MOLISA statistics, Vietnam has nearly 150 training centres run by corporations like Viet Nam
Shipbuilding Industry Corporation (Vinashin) and Viet Nam Machinery Erection Corporation (LILAMA)
(TBKTSG, SGGP).

12t



i nstitutions. Al ongsi de etylmany fvgthwhilaipgblic ande a g u e
private institutions which do a good job of undergraduate education.

In principle Viet Nam appears to have embraced this model, having put forth plans for
sever al Ai nternational st an duaated that, bye2020,a20 c h  ur
percent of students ought to pursue a research track, while 80 percent should be encouraged
to pursue professionally oriented higher education streams. There is also a general recognition
that state expenditure on higher educasbould be directed toward those areas for which
there is high social return but which market forces cannot be expected to supply; basic and
applied research in the national sciences and high level social scientific research is likely to
fall under this heding. Professional education programmes that are likely to bring high
financial returns to graduatése.g. business, accountancy, dentistry, and some branches of
medicinei’ should arguably rely less on public sources of funding.

But in some regards, Vigthamdés hi gher education syste
organizational incoherence. The rapid development in the number ofstaded norstate
higher education institutions reflects increased demand for higher education. But the manner
in which growth is ocurring has been disorganized. The question of autonomy has received a
great deal of attention, and the GoV has stated its desire to gradually reduce MOET detailed
control of universities. However the development of greater university autonomy at the same
time as undertaking necessary monitoring standards will be a challenging task.

In the ranking of universities in Viet Nam there is already a distinction between some
which are widely recognised as centres of excellence and the rest. If the system dimgs dev
in the direction of pursuing continuously improved standards in clearly recognised centres of
excellence, the importance of ensuring that recruitment to those institutions is based on merit
rather than wealth or connection takes on great importarifferddces in education levels
result in social stratification. It is important therefore that they do not become vehicles of
inter-general transmission of privilege.The tendency for all-sesbndary institutions to be
call ed Auniverrssisted es0 has not been

The idea of allowing corporations (primarily state owned companies, it seems) to open
up fAhigher education facilitieso is at odd
Chaebol most certainly did not get involved directly in the provisfdmigher education. The
promotion of close relations between higher education and industry should not mean
promoting higher education within the corporate sector. University education and technical
training are different enterprises.

The donor role: In vocational and higher education, policies and donor support need
to begeared to promote the development of skills for lifelong learning. The Taskforce on
Higher Education and Society has suggested that higher education systems needs to: (1)
produce a bodyof students with a general education that encourages flexibility and
innovation, thus allowing the continual renewal of economic and social structures relevant to
a fastchanging world; (2) teach students not just what is currently known, but also how to
keep their knowledge up to date, so that they will be able to refresh their skills as the
economic environment changes; (3) increase the amount and qualitg@intry research,
thus allowing the developing world to select, absorb, and create new knewtedge
efficiently and rapidly than it currently does; and, (4) provide increasing numbers of students,
especially those from disadvantaged backgrounds, with specialized skills, because specialists
are increasingly in demand in all sectors of the worlchersty (World Bank 2000: 10).
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Chapter 8
Health

81)1 OO1T AOGAOEITd 00iI COAOO EIT ! AEEAOET ¢

Many of the MDGO&6s relate to the health

heal th sector is to review pr ogsrskeowrsinfTable achi

0.1 it is anticipated that all heahhe | at ed MDGs &6 targets will I
are questions in the area of HIV and AIDS. However, there are large disparities between
geographicegions and income groups.

Where people live influences whether a child will survive its first years of life,
whether a woman will survive child bearing and child birth, and whether the TB, malaria
patient, or AIDS patient will recover.

Table 0.1. Summary of Progress toward HealthRelated MDGs

MDGs and targets 199091 | 2000603 | 2008 | Target | Estimated
for target for
2010 2015*

Goal 1. Eradicate extreme poverty and hunger
Halvebetween 1990 and 2015, the proportidipeople who suffer from hunger

% underweight among children under 5 years| 45 33.8 19.9 20
age (1990) = (2000)

Goal 4. Reduce child mortality

58.1 43 25.5 25 <20

Target 5. Reduce by twihirds, (1990)  (2000)

between 1990 and 2015, the undige
mortality rate

Infant mortality rate 44 35.7 15 <16
(1999)

Goal 5: Improve maternal health
Target 6.Reduce by threquarters, between 200 95 75 70 <60
1990 and 2015, the maternal mortality ratio 249 (2000)

(1990)
Goal 6: Combat HIV/AIDS, malaria and other diseases
Target 7.Have halted by 2015 and begun to 0.23 0.29 | <0.30 | <0.30
reverse the spread of HIV/AIDS (2003)

Target 8.Have halted by 2015 and begun to
reverse the incidence of malaria and other mg

diseases
Prevalence of malaria 1.65 0.38 0.07 0.15
(1991) | (2000)
TB incidence rate AFB+ (%) 0.086 0.07 0.06 0.07
(1992)

Source: Ministry of Health (MOH), Health Statistical Yearbooks 2000, 2008; The National Strategy on
HIV/AIDS Prevention and Control in Viet Nam till 2010 with a visior2020. Viet Nam HIV/AIDS Estimates
and Projection 20022012. Source: MOH, Health Statistical Yearbooks 2000, 2005, 2008, [Soals taken

from the Prime Ministerial Decision No. 108/2007/QDg, dated 17 July 2007, approving the NTPs on social
diseasesgdangerous epidemics and HIV/AIDS for 2601 0.
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Note: * Estimates by the authors basing on MDGsdé targ

The number of newly diagnosed AFB+ TB is decreasing but the recurrence cases and
nonpulmonary TB are not, and AFBs increasig. While impressive progress is observed at
the national level, there is still an urgent need to improve maternal, reproductive and child
health in mountainous regions and among ethnic minorities. Similarly, while reproductive
health services for marriedogples have been greatly improved, studies indicate gaps in
delivery of reproductive health and HIV services for vulnerable populations such as migrants,
youth and sex workers. There are also concerns over the quality of reported data such as with
maternalmortality due to complexity of data collection methods, &nd case of HIV and
AIDS T the way targets were set.

MDG4. Reduce child mortality

Viet Nam has achieved impressive results in reducing dindermortality rate.
Targets set for MDG 4 by 20Hje very likely to be achieved.

Unfortunately, undefive mortality data are not segregated by region. DHS data
(2002), however, indicated that undfe mortality rate in rural areas was 2.2 times higher
than in urban, and among children born to mothigh no education was 2.3 times higher
than those born to mother with higher education. National IMR data mask regional
disparities, and the regional ddtan their turn- mask severe local disparities. While infant
mortality at national level was only 46/1000 live births, the regional lowest was seen in
SouthEast at 8 per 1000, while the highest rate was seen in Central Highlah@3 per
1000. Wider disparities are observed between provinces. While Hanoi enjoyed the rate of 7,
Kon Tum was sufferig at rate of 48. Within the Central Highlands region, IMR in Kon Tum
is 3.4 times higher than that in Lam Dong (48 versus 14). Disparities also exist in the rate of
progress. In 2002, a report commissioned by World Bank pointed out that progress for rural
areas and the poor had been slower than for the urban and theofiétt@able 0.2 shows
that some regions were progressing faster than some others and that within the same regions,
some provinces were progresswvery fast, while some were even moving backward, such as
Cao Bang and Tuyen Quang, Kon Tum and Lam Dong. While Hanoi and Tuyen Quang cut
their infant mortality rate by more than a half, Cao Bang and Kon Tum increased theirs.

To monitor the progress of MGs, and to identify the priority areas and populations
that need further investment, it is important that updated data segregated-bgcigeo
economic categories should be made available.

MDG5. Reduce maternal mortality

National data indicate that ttDG target for achieving sharp declines in maternal
mortality is being met with MMR declining rapidly from over 200 per 100,000bBivéhs in
early 1990s to 75 in 2008, on the way to meeting the target of 70 by 2010. However, it should
be noted that WHOral UNICEF estimated higher maternal mortality for Viet Nam (162 by
UNICEF in 2005 and 150 by WHO in 2007). It is difficult and costly to accurately measure

8 Swinkelsand Turk (2002).

12¢



MMR because of undeeporting and misclassification. In some studies, the actual number of
maternaldeaths was double or triple what was initially repofted.

Regional data on maternal mortality are not available. However, reported data on
incidence and deaths relating to 5 major obstetric complicatioas important cause of
maternal mortality as repesented in th@able 0.3 pointed out to North West upland and
Central Highlands as the regions of concern for both death rate among women who
experienced complications and maternal deaths in general. In comparing North West and
South East regions, the death rate among women experienced complication was 14 times
higher and maternal deaths due to complications was almost 16 times higher in the former
than the latter.

Table 0.2. Examples of Changes in Infant Mortality

Region/provinc 2002 2008 Changes between 2002 a
e (%0) (%0) 2008 (%)
Red River
delta 20.4 11 -46.1
Hanoi 17 7 -58.8
Hung Yen 17 15 -11.8
North East
region 30.2 21 -30.5
Cao Bang 38 40 5.3
Tuyen
Quang 40 17 -57.5
North West region 30.2 21 -30.5
Lai Chau 62 33 -46.8
Son La 36 22 -38.9
Central Highlands 30.9 23 -25.6
Kon Tum 47 48 21
Lam Dong 24 14 -41.7
South East region 18.9 8 -57.7
HCMC 17 12 -29.4
Ninh Thuan 24 20 -16.7

Source: Data is derived from MOH@23 and 2009).

O UNFPA (2006, 2007).



Table 0.3. Reported Data on Five Major Obstetric Complication by Region, 2008

Estimated maternal death
Death rate due to. obgtetrlc
among compllcatlprs (per
complications 100,000 births)
Region Incidence Death (%)
Red River delta 261 11 4.2 3.51
North East region 241 12 5.0 7.54
North West region | 95 21 22.1 40.29
North Central 264 12 45 731
Coastal
South Central 301 5 20 4.20
Coastal
Central Highlands = 297 15 51 13.99
South East ragn 948 15 1.6 6.68
Mekong River delta 718 7 1.0 2.56

Source: Data are derived from MOH (2009).

Maternal deliveries attended by trained health workers increased from 85 percent in
2000 to 94.7 percent in 2008. However, in difficlaHreach regions, thrates of deliveries
attended by trained health workers were a lot lower. Research has shown over 90 percent
home delivery in some ethnic minority regions. Home delivery was particularly prevalent in
the mountainous provinces of the north and north deotrast (over 80 percent). It is
estimated that over 80 percent of home deliveries were not supported by a health provider.
About 30 percent of home deliveries were attended by untrained traditional birth attendants,
without the assistance of proper equegnh Between 7 percent and 27 percent of pregnant
women were found to give birth alofte.

The contraceptive prevalence rate for married couples has greatly improved in the past
ten year, reaching 80 percent in 2009. Although CPR amongst the young andiethmarr
population is not available, high abortion rates amongst adolescents suggested a significantly
lower CPR in this population grotfpThere is no available data to measure the achievement
of two important indicators of MDG 5b: adolescent birth rate amthai needs for family
planning. There are concerns over the quality of reported data. For instance, a study (NeoKIP
2010) conducted in 8 districts of a northern province in 2005 revealed significant differences
between data reported by the Provincial He8lepartment, data collected from hospitals and

%1 Bramley (2001), Yeet al.(2004), Nhu, H.Vet al. (2003).
92 UNFPA (2007).
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health centres, and data collected by the study team. In the same areas, for the same period,
data for neonatal deaths were 70 by Provincial Health Department and Provincial
Reproductive Health Centre, 126 bgta collected from hospitals and health centres, while

the team recorded 284 cases. Similarly, while the Health Department and Reproductive
Health Centre reported 4 maternal deaths, the team fotin@ihs suggests a great need to
improve further healtimanagement information system.

MDG6. Reduce HIV, tuberculosis, malaria and other diseases
Tuberculosis (TB)

Viet Nam has succeeded in reducing the number of newly diagnosed AFB+ TB cases.
In the whole country, total number of new cases has been redured8,389 in 2004 to
53,484 cases in 2008. However, in the same period, recurrence TB was fluctuated between
over 6,300 and 6,700 and there is no sign of steady reduction. Non pulmonary TB has
increased quite steadily from 16,218 to 18,675 in 2007 andstightly declining in 2008 to
18,610%

Disparities are reported between provintes regard to registered cases, proportion
of patients cured, and death rate. In 2008, reported cure rate ranged from 97.8 percent in
Thanh Hoa to 71.1 percent in Lai @hand death rate was from 0.8 percent in Thanh Hoa
and Bac Ninh to 5.1 percent in Can Tho and 10.9 percent in Lao Cai.

Malaria

Malaria prevalence has been reduced rapidly. In five years between 2004 and 2008,
the number of positive tests was reducednoye than half from 24,909 to 11,355. Number
of severe cases has reduced at the similai faten 240 to 141.

HIV and AIDS

With the mobilization of resources, supported by efforts to reduce stigma and
discrimination against people living with HIV (PILV), the number of AIDS patients
receiving ARV treatment has been increasing rapidfyom virtually no treatment in early
2000s to over 67,000 people on ARV by the end of 20@8out 54 percent of AIDS patients.

Data shows that the chance of survigdapends largely on where a PLHIV lived. The
disparities between provinces are severe. In 2008, within the South East region, reported
death ratio was around 16 percent in Binh Duong, 35 percent in Ho Chi Minh city, and 87
percent in Ninh Thuan. In the R&iver Delta region, Ha Noi had a ratio of 59 percent while
Hai Duong was at 76 percent and Ninh Binh was 90 percent.

The above data also reflects a paradox in working toward targets set for HIV in Viet
Nam. The chosen target is HIV prevalence. Prevaleoosists of 2 components: 1) new
infections, and 2) survival of the diagnosed. A raise in prevalence may indicate prevention
failure, treatment success or both. For example, in 2009, according to MOH report, the new
reported cases reduced by 14.3 percira,newly diagnosed AIDS cases reduced by 11.1
percent, and deaths from AIDS reduced by 27.5 percent in comparison to the previous year,
yet the estimated HIV prevalence continue to rise To better measure the progress made in
HIV response, it might be prefable to replace HIV prevalence with more appropriate

% Dinh Thi Phuong Hoa (2009).
% MOH (2008).
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indicator(s), which reflect progress made in both prevention of new infections and
improvement in quality of life of PLHIV.

In summary, good progress has been made in meeting targets set for MDGs. The
achievements of Viet Nam, however, would be even more meaningful if disparities between
geographical locations and so@oonomic groups were narrowed. Also, to accurately
monitor progress, the quality of some of the data needs to be improved.

8.2 The Public Health System

The health care system consists of preventive and curative medical institutions at
central, provincial, district and commune levels. In the government health care system, by end
of 2008, there were 44 centlalvel, 383 district level dspitals, 10,866 commune health
centres (CHC), plus 764 ndrealthsectoralbased health facilities.

The Commune level is the base of the health care system, where CHC provide both
curative and preventive primary services. By the end of 2008, up to @8denp of
communes in had a CHC, 66 percent of CHC had a doctor, 93 percent of CHC had at least a
midwife, or assistant doctor. Village health workeithe extended hands of CHCgovered
84 percent of the villag&s

8.2.1 The Budget for Health Care

The totalhealth budget has increased remarkably in the recent yefaosn 5,098
billion in 2000 to VND 43,048 billion in 2008, far offsetting inflation in the same period.
Such increases are due to the increases not only in the government investment buttlalso heal
insurance and user fees. To secure the health budget, in 2008 the National Assembly passed
Resolution 18 which required the government to increase the annual budget for health care, to
Afensure that heal th expendi tthersate éxpenditunecir e a s e
general 0.

I n fact, govVver nme n tl dah ireterrpseohrdal expemdigure faramr  h e ¢
share in the government expenditures has increased significantly since 2001. Share of budget
for health i n ove ituet moregharv doubledrietwded 2001 eaxd2@08 d
(from 5.0 percent to 10.79 percent).

I n addition to the governmentds spending
to health services in the same period has increased by more than 10 folds, framariess
1,000 billion to over VND 10,000 billion. User féemostly paid ouof-pocket increased by
5 times, from less than 900 billion to VND /
a great opportunity but also poses a challenge of efficiencymMoeha i mor e heal t h
moneyo.

The Governmentds health sector financing
state provision and payment for health services in a way that is intended to ensure all
Vietnamese access to appropriate care. However, ah@deof health finance is its reliance
on household (oubf-pocket) expenditure. Reliance on -@itpocket spending poses obvious
problems for the poor and makes catastrophic health payments an important source of

% MOH (2009).
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economic and social insecurity for alléfihamese. And in a broader sense, where health is
understood as mental and physical vieing, health care should not only be about
commoditized services, but also about such preventative measures as promotion of a healthy
life style and avoidance of dagigpractices (e.g. smoking).

Moving forward, the Government has committed itself to ensuring increases in public
health spending. In 2005, central and local government spending accounted for 16 percent of
total health spending, while health insurance anted for 9 percent. Although health
insurance has now reached over 40 percent of the population, it still accounts for only 13
percent of the health expenditure (Annual Joint Health Review 2008).

Health insurance for the meritorious, for the poor, th@iet minorities, etc., with
financial contributions from the local and central budget, brings significant resources for
heal th care services. I n addition to that,
used to improve health infrastructure. itBrsal health insurance is an attractive choice
government has made to finance health care services. The ambitious goal is to achieve
universal coverage by 2014. However, with less than four years left, Viet Nam has only
achieved around 40 percent coveraghile the Health Insurance Fund is experiencing
deficits, even though not all insured have been using their cards.

It makes sense that the government should consider thgpo@aas the next priority

group after the poor and ethnic minorities to reeeivgover nment 6 s support

i nsurance. As discovered duri ng tpboearethena mo s
getting free health insurandethanks to cesponsorship between the central government,
local funds and projects.

Howeve, more efforts will need to be made to make the health insurance system
work, especially for the disadvantaged. In 2007, for example, health insurance covered 43
percent of the population, but only 35 percent of medical consultations were insured. More
troubling is the fact that while the poor accounted for almost 32 percent of the insured, they
accounted for just over 10 percent of the consultations covered by health insurance (Health

f

Statistics Yearbook 2007). Some informants have voiced concern aver tfiir e ver se sub

where spending supposedly for the poor benefits the ludtter

Reasons for the poor not using insurance include: 1) insured services are not available
at a place that is easily accessible for them, so that the cost saved by usemgcasannot

match the transportation and opportunity costs to access the service; and 2) insured services

are seen as of low qualitynot having the right medicines and being perceived as not having
necessary diagnostic equipment.

Many poor people onlyse insurance for cases of severe illness, and seek private
health care or buy drugs for séiéatment for milder illness. However, as pointed out by a
study by the World Bank, half of the households experiencing catastrophic spending for
healthcare werd ue t o fit hdap-dsptolespeddyng ehrdrugs and qutat i ent v i
(Lieberman and Wagstaff 2009)

Health insurance should be expanded not only to cover more of the population but
also to cover more aspects of health care. With the perspedtiveet Nam becoming a
middle income country which will no longer be eligible to some of the disgassfic
funding such as Global Fund for Malaria, AIDS and TB, as well as some other funding
mechanisms, it is time for Viet Nam to prepare to integrateices necessary to respond to

these health needs into the insurance system. AIDS and contraception are good examples. To

survive and reduce further transmission, AIDS patients have to l@ntoetroviral drugs
(ARVs). Family planning is crucial to avoithwanted pregnancies and cHildaring. Stable
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long-term systems that ensure uninterrupted services are needed. Health insurance should be
an option to finance these services.

8.2.2 SpendingTargets

National Assembly Resolution 18/2008 is an importagidlative document regarding
financing for health care, in which the National Assembly required that in the years to come
the increase in health spending should be more than that of general state budget, and that
government 6s bonds dwifldr chounitlidiuneg toof bfep ows e
district hospitals, mental health, TB hospitals, etc. In the mean time, The Law on Health
Insurance became in effect on J&h 2010, making a dramatic increase in number of insured
people whose funding comirigpm outside health sector. Health sector will have a significant
bigger budget. One of the key issues then is where and how the money should be invested.

The crucial issue is not one of simply increasing public spending on health (which
will occur automécally, with economic growth) or getting insurance to play a larger role, the
challenge is to continually structure public, insurance, angbBpbcket spending on health
in ways that align spending with public health needs. Doing so effectively wiliregq
among other things, more prescient and responsive central steering and more substantial and
independent regulatory institutions. Improvement in the performance of the health sector is
necessary to sustain declines in poverty and inequality, and ar@nbate to a more
productive economy.

Key issues government will have to confront in aligning its spending priorities with
health goals include:

A The need for mechanisms that encourage greater responsiveness to public needs,
including the needs of vulrgble populations. Patient groups and emerging civil
society organisations should be encouraged to monitor health service performance;

A The need to allocate resources in ways that avoids the excessive commaoditization
of health care;

A The need to make invesents in health education that are aligned with health
sector needs;

A The need to strike the appropriate balance between preventive and curative care,
the shift of resources to provide expensive curative care at the expense of cost
effective preventativemeasures (which would reduce the demand for curative
medicine) needs to be curtailed,;

A The need to strengthen and consolidate primary health tard/iet Nam.
Questions about the balance of preventative and curative care have become
inextricably linked toquestions about institutional responsibility for the provision
and payment for health servicddut the mix of state and nestate has become
exceedingly complex.

823 TEA O371 AEAI EUAOEITo6 o011 EAU
ASocialization| o of p u lrd was angneportart strategy | n c

initiated to cope with the crisis in late 1980®arly 1990s when Viet Nam started tDei

Moi. The resolution of the™¥meeting of the Vf%/Par tydos Centr al Commi ¢

which approved health care socialization, reédadHe al t h car e i s respo

community and each person, I's responsibility
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at all levels, mass organization and social organizations, in which health sector plays the key
rol eo.

Health care socializai on, as i nterpreted by those whi
h e a |- terigaging the population in health care; 2) participation of mass organizations,
professional associations and NGOs; 3) involvement of private sector as a component of the
health care system; and 4) role of the state in policy making, resource coordination,
enforcement to ensure that health care is di
and Devel opment o

Socialization in implementation has been mainly about mobiliznancial resources
to pay for medical services as commercial commodities. In this sense, socialization has been a
success. The population was the first to payféeeservice, so much that Viet Nam was
among the countries with the highest-ofHpocket pgment (as a proportion of income) in
the world.

If the policy on socialization of health care is to be fully and properly implemented as
described above, Viet Nam would move closer to a4tigised and sustainable health system.

8.23.1 .Capacity of tke Population to Participate

The population can participate in health care in many different ways: contributing to
financial resources through paying taxes, buying health insurance, paying fees; participating
in discussions and debates on policy relatedhdalth; monitoring the implementation of
policy; and responding positively to health promotion efforts such as adopting healthy life
styles.

For past 2 decades, the health system has successfully mobilized financial
contributions from the population thrgh outof-pocket payment. Other examples of success
could be seen in the participation of PLHIV in HIV respoirsigom policy development,
service provision, to monitoring implementation. People with disability have also contributed
to policy developmentHowever, there has been little to no organization to mobilize
participation in other healtrelated issues (for instance, the participation of young people,
migrants, ethnic minorities and sex workers in relevant sexual and reproductive health and
HIV programmes).

8.2.3,2Support from International Partners

Successes of PLHIV and PWD could only happen with strong support from donors
and international organizations to build capacity of civil society and provide leverage. Similar
support is needed if theganingful participation of the population in health care is to happen.

Support from international development partners not only provide an additional financial
resource but also bring in improved practices, successful models and approaches to address
chalenges and modify Viethnamese conventional approaches.

As Viet Nam moves to the MIC status, the next few years will be critical for Viet Nam
and development partners together to work on establish a-bghéxl and sustainable health
system while developmé partner still maintain a significant presence. Government will also
need to organise a smooth transition in areas where partner funding is likely to be reduced.

% pham Manh Hung (2009).
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For instance, 85 percent of contraceptives in Viet Nam are supported by international donors
By the end of 2010, this support substantially reduced but the government have not yet
established a national financial framework to secure the provision of contraceptives.

8.3 Challenges Facing the Health System

8.3.1 Changes in Patternsof Il -Health

From the outset, there is a need to distinguish between public health needs and the
demand for health services. While these are
public health needs refer to the entire set of conditions which Viet Nam esgoirmeet
specific identified health challenges. Broadlythese include the need to expand the
availability of quality health services to all segments of the population, and means and
measures to effectively respond to and anticipate changing pattediseate and disease
threats. Detailed analysis of these areas of need is informed by a consideration of available
data and the growing number of analyses of V

To speak of fAdemando for healt thesperialvi ces
challenges involved in the design and conduct of health policies in a market economy. As the
economy grows, health services are going to emerge not only as an important area of service
provision but also as a major economic sector in its ogit.riA growing market economy
has many apparent benefits with respect to health policy. These include increases in the
amount of public and private spending, and harnessing market forces to achieve
improvements in the range and efficiency of health sesvpevision. However there are
also, as is well known, considerable risks. In Viet Nam as in other countries, there is an
observed tendency for the interests of health service providers to displace public health needs.
Hence, what is needed in is not oelfective responses to increasing and changing demand
for health services, but also policies and practices that promote public health needs in the face
of massive commercialization.

The demand for health services is growing, but health needs are chamgimg,
substantial decline in the prevalence of infectious disease and an increase-in non
communicable diseases and injuries owing to lifestyle, consumption, and the management of
health risks. At the same time, Viet Nam must confront familiar as well eag n
communicable disease threats, ranging from HIV/AIDS to avian and swine flu and the
possibility of other as yet unpredicted epidemics.

Although the overall decline in communicable diseases is significant, some
communicable diseases remain persistentweet 2004 and 2007, pneumonia has remained
the leading cause of morbidity, with an incidence rate of 326 per 100,000 population in 2004
and 412 in 2007. Viet Nam has experienced a high burden from tuberculosis; rafking 13
the world for several year$llV-related problems, pneumonia, septicaemia and respiratory
tuberculosis were among the 10 leading causes of deaths in 2007. Thus, while the burden of
noncommunication diseases (NCD) and injuries are increasing, communicable diseases
remain a significantause of morbidity and mortality.

Figure 0.1. Distribution of Morbidity by Type of Health Problems 1976-2006
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Distribution of morbidity by type of health
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Figure 0.2. Distribution of Mortality by Type of Health Problems 1976-2006
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In the coming

illnesses of old age.

The declining growth rate of Viet a6 s popul ati on has
health status. But Viet Nam population is still growing. In the next decade, Viet Nam will
remaninasae. al |l ed Ademographic bonuso phase,
into the reproductive ansexually active age groups. Between 2010 and 2040, there will be 2
or more persons of 160 years old for every one person of other age groups. Each year the
working-age (and sexually active) population will be increased by 1 million. This implies a
contirued strong need for appropriate health services and health promotion interventions,
especially reproductive health including reducing unwanted pregnancies, prevention and
treatment of sexually transmitted infections, and interventions to combat HIV argl AID

Risk factors for communicable diseases (e.g. limited access to clean water, unsafe sex
and injection of drugs, lack of haiweashing) continue along emerging factors for NCD (e.g.

decade, the share of
posng distinctive health sector challenges. Aging in an important cause for the increased
demand for health services, and of changing health needs. According to the definition used by
UN ESCAP, a population starts aging when oldge persons account for mreothan 10
percent of the total population; Viet Nam will reach this level in 2010 and the percentage will
continue to grow. An aging population means increasing needs for health care adapted to the
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obesity) and injuries (e.g. increasing traffic activity, constructionvides, etc.). Also
significant resources have been required in recent years to tackle emerging infectious diseases
such asSevere Acute Respiratory Syndrof$\RS) and Avian Flu.

8.3.2Inequality in Access to Services and in Health Outcomes

Equality andequity are very much a health sector issue. The need to institutionalize
policies and practices that reduce inequalities and inequities and ensure access to timely and
appropriate health interventions is among the greatest challenges Viet Nam will faee in
coming decadeManaging health services in a market economy has special complexities
owing to the difficulties in achieving an appropriate balance in the management of public and
private interests.

Inequalities of access to health services and healticomes in Viet Nam are
multifaceted and include inequalities based on income, gender, ethnicity, place of residence,
as well as residential registration status.

I ncome based inequalities in Viet Namoés
respect tolte burden of expenditure on households, but also with respect to the effectiveness
of diagnosis and treatment of disease, site of treatment, and other factors that promote
unequal health outcomes.

The VHLSS 2006 showed that a person in the lowest inconmatilg spent on
average 14 percent of their annual income if seeking treatment while their counterpart in the
highest income quintile would spend an amount equivalent to only 5.4 percent of their annual
income. In the case of 4patient treatment, the paest would have to spend 39 percent of
their annual income for the treatment in comparison to 28 percent by the richest.

Data from various sources suggest there is reason for concern about gender
discrimination in health. The VHLSS 2006, for example, ¢atkd that household spending
for health care for female members has been declining relative to that for male members. In
2002, average health care expenses for a woman who got treatment within 12 months prior to
the survey was equal to 90 percent expefmemen, in 2004 it was 85 percent and in 2006
only 80 percent.

Other data show a troubling gap in the sex ratio of children admitted for hospital care.
A study carried out in three national and provincial hospitals found that boys accounted for 61
percent of all children admitted to these hospitals in 12 months in 2006 and 2007 while
anot her study, of three national childrenos
admitted were boy4 It is important to ascertain whether these data are inkoat a wider
trend and to how and to what extent policies and practices favour men over women.

A large study commissioned by UNICEF in over 37,000 households in rural areas of
all 8 economic regions showed that only 11.7 percent of the rural populaticachess to tap
water. Meanwhile, among nearly 3,000 water samples taken from water sources considered
Aficleano in the rural area (well, rain, sur f

®”MOH, NPH, UNCEF (2008).
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conducted by General Department of Preventive Medicine dtly percent met
microbiological standard (75 percent of tap water samples met this stdhdard)

There are many factors making the situation difficult for migrants when it comes to
health. Not havindii ki u (permanent resident registration book) where they stay, they are
not accounted for in the local budget, thus not included in local health programs, which limits
access to free primary health services such as family planning, immunization, or agmmun
based health education. For many migrants, as the purpose of leaving home is to make money
for the family, they tend to work too hard and save money to send hoeglecting their
health and their nutrition. Being away from the most important soetsatarki family and
kin - once falling sick and finding it not possible get back home, they are likely to be in
miserable conditions psychologically, physically and financially.

Poor migrants are not entitled to most of the support available to tdenepioor. A
study in 2007 in Hanoi found that only 10 percent of migrants have health ins§jramdeh
is much lower than the national coverage of 43 perdd@H 2007) And even if migrants
have insurance, the policy requires attendance first at thieytar facility registered on the
cardi mostly in their original residential plaegreventing them from using it. Now that all
hospitals require patients to make a deposit before getting any service, migrants with not
enough money would have no chamede taken care of. In addition to that, almost all health
facilities offer only clinical services and not nursing (feeding, bathing...), migrants without
someone to provide care suffer.

The number of CHC health providers in the mountainous areas théesthe average
throughout the country. In the mountainous areas 33 percent of the CHCs reported having
only two trained staff and only one in every ten had a doctor. This compares unfavourably
with the much higher nationwide average rate of 66 perdeata also found that the
significant shortage of health providers with specialization in obstetrics and paedincs (
et al 2003) The lack of trained professional staff significantly increases the risk of obstetric
complications.

Ethnic minority popudtions usually live in scattered communities with some
households located between 5 and 10km away from the nearest CHC. Transport is inadequate
and approximately 20 percent of mothers interviewed said that the only means of transport to
the CHC was on foothus explaining to some extent the prevalence of home deliveries as
mentioned earlier in this chapter.

Economically, direct costs of health services were not considered as much a barrier to
accessing health care services as indirect costs such as éhéattor and the need for
relatives to escort the patientgén, N.V., et al 2006) The severe shortage of health
providers particularly specialists in obstetrics and paediatrics together with difficult working
conditions (distances, poor transport, loviagas), lack of training opportunities and weak
supervision have impacted negatively on health provider performance and the reproductive
health care services. These factors are further aggravated by the poor local infrastructure
found in most CHC in mouainous areas.

Although data in health outcomes disaggregated by smmoomic parameters are
not available, disparities in achieving MDGs clearly show that inequality in health outcomes

% MOH, UNICEF (2006).
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very much exist. Data from VHLSS 2006 on disability show that nooglulation, women,
and the poorer people suffer from higher rates than the average for most types of disability.

8.3.3 Health Needs of Some Special Populations
People living with HIV (PLHIV)

PLHIV T who numbered over 254,000 in 2010 and over 280,000 ini2&t&in need
of transmission prevention, and an increased percentage of them are in needetfosrial
drugs (ART) and opportunistic infection treatment. Coverage of ART treatment has increased
rapidly from almost nowexistence in early 2000s, to ow&r,000 people in 2009. This rapid
coverage, however, still accounts for only 54 percent of the estimated number of people who
need this lifesaving treatmerf. ART is much more available in provinces with international
funding while PLHIV in the secallednon-project provinces are facing the risk of losing their
life for not accessing treatment.

Prevention of mother to child transmission is one of the mostetfesitive HIV
prevention intervention. The Law on HIV/AIDS gives priority for this interventidoverage
of intervention has increased significantly but is still very far from desirable levels. In 2009,
less than one third of positive pregnant women received the treatment to reduce the risk of
transmitting HIV to her baby.

Meeting the sexual and peductive health needs of PLHIV and their partners is a
challenge for the health system. A recent study found thathisas of PLHIV were having a
regular partner, and almost half the partners were either negative or having an unknown
status.

Drug users

Drug users, of whom around 150,000 were in the records of MOI2BA0) are in
dire need of treatment as well as prevention of blomthe diseases such as HIV, Hepatitis B
and C. Drug treatment such as methadone maintenance therapy were succeesal
the government has made a commitment to scale up the treatment to 80,000 drug users by
2015. Scaling up treatment from just more than 1 percent of drug users (over 1,700 patients)
to coverage of over 50 percent in 5 years is a considerable ng&ll©n top of that,
conflicting policies towards drug users may make it harder for the methadone treatment target
to be met since the drug control program aims at sending more drug users into drug centres
and the recent Decree 97 in 2009 actually madg dsers who are sent to drug centres stay
for a longer time.

Prevention programs that distribute needle and syringes, have been scaled up rapidly,
to almost all provinces and cities. It is reported that in 2009 alone, 24 millions needles and
syringes werdalistributed to injecting drug users. Nevertheless, the most recent study carried
out by MOH and Family Health International in 10 provinces found that prevention efforts
had only reached 17 percent of injecting drug users in the 10 studied provincasyargl
them, only 45 percent received clean needles.

People with disabilities

1% The Socialist Republic of Vietnam (2010).
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People with disabilities (PWDs) are among the most updelleged groups in Viet
Nam. According to the most recent national census, in 2009 a total of 3.9 million people with
vision problems, 2.5 million cases le¢éaring problems and 2.9 million cases of mobility
problems were identified, while 2.8 million individuals claimed to have some degree of a
"memory problem" (it should be noted that some individuals may have repootedtian
one disability, and data on people with other types of disability was not enumerated). Nearly
8 percent of the Viethamese households have members who are disabled, and most of these
households are poor. Despite considerable achievement in poaauition, PWDs together
with ethnic minority groups remain persiste
estimation, the adjusted poverty rate of the disabled population is 20.1 percent against 13.5
percent of the nation.

The Gover nme onHsable@Pedsons siressed the importance of meeting
the healthcare needs of PWD. Over the last decade, great efforts have been made by the
government and society to support PWDs with better and equitable health care services. One
important support wasé provision of health insurance cards, or cards for health checks and
treatment for PWDs. Yet, compared to the general population, PWD still face forbidding
challenges regarding access to much needed health care services. Findings efealarge
surveyon PWDs (Leet al, 2008) show that despite government support, close to a half of
PWDs still have difficulties in getting health care services due to poverty, the lack of
appropriate services for some specific needs, distance of services from homelaok te
physical access to health care facilities, as well as stigma and discrimination at healthcare
establishment against PWDs.

8.3.4 Balancing Essential Services with More Sophisticated Health Care
Technologies

As Vi et Nambés we adhasheeh, asmightheexpedes, ardincredsd e
in the consumption of health services and demand for more sophisticated health services.
Hospitals in the region are advertising in Viet Nam pointing to their sophisticated
technologies and high quality sere&c There have been some suggestions from the
government that investment should be made domestically to compete with international
hospitals to meet the demands of wafl patients and gain that money for the health sector.
Service quality and cost is eft equated to the technology involved.

Ultrasound machines, which were found only in big hospitals in early 1990s, now can
be found in almost all district hospitals and many private cli@esnputed tomograph{CT)
scanners andnagnetic resonance imagin@IRI) machines are increasingly available.
Reported data from MOH reflects the massive increases in the use of laboratory and
imagining technologies. In 2008, for nearly 180 millions consultations, over 205 millions lab
tests were done, and over 10.6 il ultrasound scans were carried*6utn 2000, for
nearly 132 million consultations, there were only 46.5 millions lab tests and 2.6 millions
ultrasound scarf§.

In contrast, studies identified weak CHC infrastructure in poorer areas, particularly in
the mountainous regions. In Tay Nguyen, for example availability of electricity in 33 percent

191 MOH (2009).
192MOH (2001).
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of CHCs was either irregular or n@xistent. Further, 20 percent were without access to clean
water and 33 percent, lacked a waste dumping’sitéany CHCs were wable to provide rest

rooms or bathroom facilities. The telephone, a vital means of communication, was found
installed in only 66 percent of CHCs in Dak Lak and Kon Tum. Ninety percent of CHCs in
Ha Giang lacked seven of the essential items needed to dertipe sets of equipment. All

had inadequate drug supplies. At most, seven of the ten essential drugs stipulated by the
National Standards were available, satisfying only 20 percent of drug needs. Insufficient
supply of essential sedative drugs (diazepamntispasmodics (such as ergometrin,
oxytocine) or antihypertensive (hypothiazide) was evident in all these €HCs

The increased consumption of health services (including drugs and technologies) is
not always appropriate to need. Investment in egih and expensive services that serve a
few in some cases may compromise the essential services for a larger number of people.
Moreover, financial incentives for health workers to prescrilaad in many cases over
prescribe costly diagnostic tests and tireants contribute to the increase of health care costs,
which are borne mostly by either the patients or health insurance. Income of the health sector
from insurance and hospital fee increased from VND 1.57 billions in 2000, to 3.8 billions in
2004 and 14 billions in 2008. Of these increases, it is hard to say how much was due to
increase in access and improvement in quality, and how much was due to improper
prescription and excessive use of sophisticated technologies.

The status of the health sectoraasincome/profit generating sector carries inherent
risks. Like many developing countries, Viet Nam faces the risk of having a health sector in
which consumption of pharmaceutical products, medical technologies, and clinical services
overshadows intervemins aimed at promoting the adoption of healthy lifestyles and
behaviour. Interventions to promote healthy lifestyle (limiting smoking, alcohol abuse e.g.)
and diet (e.g. reducing salt in food) are currently lacking, while ultrasound machines are
flooding the countryi making Vietnamese women excessive users of ultrasounds during
pregnanc¥®.

Educating the population and health professionals about the proper use of technology,
and strike the right balance between improvement of essential services and envaatm
hight ech equi pments are among the keys to gett

8.3.3.1 RightsBased Approach to Health

In Viet Nam so far health services are considered by most as either a gift, a charitable
act of the government to which one should feel thanknd be content with whatever
provided, or a commodity one needs to pay to get.

Al t hough the Law on Protection of Peopl ed
protection, there has been almost no discussion on the exercise of such a rightvast th
majority of the population, there is little awareness of the notion that people are the right
holders and government institutions are duty bearers. Most of the popular newspapers have a
corner asking for donations to help people in the extremedygldantaged situatiorisand the
majority of these cases are people who need money to undergo certain kind of treatment.

193 Tuong, P.V(2007).
1% Nhu, H.V.et al (2003).
19 Gammeltoft and Nguyen TTH (2007).
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Quite often, those who read Viethamese newspaper come across stories about children who
have to stop schooling to work since the paréatge a costly treatment which put them in

debt, or are unable to work due to some health conditions that they can not afford to treat. The

fact that these newspapers run such stories in a routine manner reflects the reality that the
publicdonotyetseehe gover nment accountable for peopl

Increase awareness of the population, the government and policy makers about
peopledbs rights to health, and governmentos
right-holder todemand for their rights and dubgarers to fulfil their duty will require strong
support from international partners, broad participation of the public and the engagement of
policy-makers.

8.4 Policy Priorities in the Health Sector

8.4.1 Governance of theHealth System

Functions of governance should include defining expectations and granting power to
monitor performance of various institutions in the system. In the health system, these
functions could be translated into setting up targets, standardsatiegs, assigning tasks
and functions, coordinating, monitoring and regulating the implementation of different health
facilities and institutions working in health.

A well-functioning governance structure should be able to regulate, coordinate and
faciit at e key playersdéd participation to meet cc
players in health system of Viet Nam are: governmental facilities and institutions, private for
profit sector, and the negovernmental netor-profit sector.

8.4.1.1 PolicyDevelopment

While the management of health services are in the process of decentralization, the
health care system still relies heavily on the central level for policy and guidelimesther
it is technical or manag e rliciesi includiQ dpratiomalo | e i 1
and technical guidance, therefore, is critical to the functioning of the system. Recent policy
documents (and lack of some) and their development processes reflect that there are essential
policies still to be developed, amdom for improvement in policy development procedses
in terms of using evidence, and increasing the participation of stakeholders, especially those
affected by the policies.

The development of policy documents and operation guidelines in health sastor h
tended to reflect the concerns of donors and implementing partners for particular health
related projects and programs. Reproductive health and HIV are examples of areas where
policy and guidance are relatively comprehengiwegith national strategy, éion plans and
detailed technical guidelines. In HIV, action plan and technical guidelines are developed for
each of 8 intervention programs such as treatment of HIV and AIDS, voluntary counselling
and testing, monitoring and evaluation. In reproductivalthe National Standards and
Guidelines on Reproductive Health Care sets technical norms, decentralizes service
provision, and provides concrete guidance for each of many reproductive health care services,
as well as serves as a legitimate tool to moni@ compliance of service providers. A
document of this type, unfortunately, has never been developed for other medical services,
making it hard to monitor the quality of services, leaving a room for ambiguity and possibly
abuses when it comes to presaaptof lab tests and medicines, which impacts directly on the
cost of services.

14&



While some health care policies are developed based on appropriate research data and
needs of different population segments, some are not based on evidence and do na serve th
needs on the ground. For instance, many managers at provincial and district level described
Decree 172 issued in 2006 as having fAcome
health services into three administrative uiigistrict hospital, distat preventive medicine
centre and district health bureau. This eventually caused disconnection between different
functions of the health system and caused confusion to CHCs. This decree created particular
difficulties for mountainous provinces having tospd doctors and many other health
professionals to fill the 3 units while trying to cope with serious shortage of skilled health
workers®,

Health policy development is currently centralized at the MOH and does not always
reflect the needs and the reality the ground particularly in the health care networks in-hard
to-reach regions. For example, a village health worker who can play a significant role in
providing health services in a mountainous does not have the same significance in an urban
setting. Theconfiguration of a CHC in a remote area may need to be different than in the
lowlands. A study by MOH and UNFPA (2009) suggested an urgent need to develop
appropriate policies and guidelines for ethnic minority and-baréach provinces in order to
achieve objectives and targets of reproductive health care programmes.

The licensing of medical practitionersas stipulated in the recently developed Law
on Examination and Treatment raised concern among some development partners. The
license, as read in tHaw, is granted on the ground of experience other than competencies,
and no continuity in practice or education is required for the license to be valid. A doctor will
only need to work in a hospital for 5 years to be granted a license for life. Thidfewynat
only the quality of care in Viet Nam, but in the regioas Viet Nam is a member of ASEAN
and the region seems may move to sharing the benefit of their medical professionals by
allowing practitioners licensed in one country to practice in therst Weaknesses in this
proposal, as in the case many others, may be due to the low participation of different
stakeholders. The development of this important law saw veryilittlany i participation of
health professionals, patient groups or thegtesector.

8.4.1.1 Health Sector Decentralization

Decentralization, giving more power and responsibilities to the lower level to increase
efficiency and effectiveness, is one for the most important administration reforms in Viet
Nam. For decentralization to steed, decentralization of financial resources and
responsibilities should couple with decentralization in policy development, capacity
strengthening at all levels higher levels need to provide assistance and supervision, lower
levels to make decisiongjanage implementation and hold accountability. Not less important
for the decentralization process is the involvement of citizens in supporting and monitoring
implementation.

In light of international experience and what is known about health in Viet Nam i
seems evident thagartners and government did not take sufficient account of some of the
implications of decentralisationSpecifically, the manner in which Viet Nam has
decentralized institutional responsibility for health policy carries excessive ESfperiences
in China, Indonesia, the Philippines and many other countries show that the decentralization

198 |t notes that MOH has corrected this decree in 2009.
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of health sector administration without effective regulatory mechanisms in place is a recipe
for a very expensive and poorly performing health sgsté/hile major political reforms in

Viet Nam are unlikely before January 2011, the recently passed Law on Examination and
Treatment will need to be revisited and overhauled. In particular, the very loose and relaxed
legal provisions regarding the licenswaed regulation of health professionals goes against
much of what has been learned in the field of international health

At the present, capacity at local level greatly varies. More often than netasobal
levels have not been able to identify, maleeisions on local priorities and develop plans that
best serve the local community. Rather, local plans simply copy national targets and adopt
approaches from central guidelines without necessary modification to the local context
(MOH&UNFPA 2009) Centrallevel staff is not mandated to assist at the local level, and are
too occupied with other activities to provide support. Training on health system management
for those who are in such positions is lacking.

Government 6s Decr ee 1e@reedB/ZDA6, on thadutenomyroke pl a c
public-establishments (including hospitals) eventually giving authorities for health facilities
the right to charge fefor-service. For clinical services, the practice of free diagnosis and
treatment has disappeared, loere[laced by fedor-service. As Decree 10/2002 and Decree
43/2006 were implemented, the contribution of hospital fees to health funding jumped from
VND 1,161 billion in 2003 to 2,900 billion in 2004, and continued to rise to nearly 3,900
billion in 2007.Health insurance payments jumped 7 times from less than VND 1,200 billion
in 2003 to over 8,000 billion in 2007. Meanwhile total number of consultations had increased
only by 20 percents (155.7 vs. 183 million consultations) (Health statistic yearbdikar2d
2007) reflecting the fact that health care costs had increased significantly.

Decree 10 and Decree 43 allows public hospitals paying staff as much as three times
the government salary and also set aside 25 percent of their income for development fun
and some more to other funds including welfare funds. Increased revenue collection in one
hospital sets the example for the others, and for the private practices.

While it is appropriate that health care workers enjoy higher incentives, some patients
risk falling back into or staying in poverty longer because of having to pay high fees. And
insurance has to cover not only the standard salaries of health care workers but also the
financial incentives that their hospitals have introduced. In 2007, aafesarthe Decree
43/2006 came into effect, the health insurance funfdr the first time in its history
experienced a deficit of over 20 percent.

8.4.1.Accountability, Reporting and Monitoring

In recent years, the performance of the health sectors hastifr@mo time been
subject to public debate and scrutiny, a sign of some increase in transparency and
accountability. However, these are isolated incidents, mostly scandalous in nature, such as an
outbreak of cholera, or clearly unjustified death of a pati8uch incidents usually stir up
some media frenzy before being forgotten as some other media sensation comes up.

The level of accountability in the health systémas in many other sectorscan be
improved greatly in all regardé awareness in the h#éa system of the need to be
accountabl e, and mechanisms for such as the
group, health professional associations and other civic bodies to hold health governing bodies
and institutions accountable.

Public halth institutions should be held accountable for the health of the population
Media reports on patients turned away from health facilities for not being able to put a deposit
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should be taken up vigorously by appropriate legal authorities. There shougjckdier
efforts to cultivate public concern over the present situation, in which thousands of PLHIV
die every year in Viet Nam due to lack of access to existingséiteng treatments and in
which tens of thousands more are infected due to the failuetpuately embrace relatively
simple preventive measures.

It is not easy to get information about the performance of health Seeeen for
researchers. With the internet becoming increasingly popular, official websites could be an
effective and cheap &b to provide the public with information. However, visitors to the
websites of MOH or Viet Nam Health Insurance will find only very little, mostly outdated
information, even on such things as health statistics.

While there are many surveys repeated aliyyuthere is still a lack of some vital
data. Vertical health care database systems pose a heavy workload for health workers
reducing the reliability of collected data. For purposes of treatment and planning, there is a
need for unified health managemenformation systems that can collect and organize
medical data.

Monitoring and scrutiny by the represent.
and National Assembly is inadequate, due to lack of resources, lack of technical capacity, and
lack of corsultation with the population. Monitoring by the citizen is even more liniited
mostly due to the weakness of patient groups, and NGOs.

8.4.1.2 PublicParticipation in PolicyMaking

Although the official policy on socialization clearly mentions the participaiotine
private sector, citizens and NGOs in policy development, implementation and monitoring of
health care services, this has not been implemented beyond financial contributions by the
population and service delivery by private sector. Participationoilityp advocacy and
development is seriously lacking. Private sector, despite being the provider of one third of
outpatient services, has almost no say in healtted policy.

In 2008 and 2009, the National Assembly discussed and approved two impostsnt |
on healthi the Law on Health Insurance, and the Law on Examination and Treatment and
resolution No 18 on Al mproving the i mplement
t o i mprove peopl ebds heal t ho. Ho weasesome t her
discussion between a few National Assembly members and the MOH, but there was no
participation of other citizens, of patient associations, the private sector and professional
associations.

This was quite different from the development of the KINJ'S Prevention and
Control Law, which took 2 years to be approved, in which the participation of citizens and
people living with HIV was vibrant. There are many reasons behind the low (if any)
participation in the discussion of such important legislatiwhile hundreds of groups and
various networks of people living with HIV are present all over the country, other patient
associations are almost neristent. Local NGOs, lacking funds to work on other health
issue, flock to work on HIV where funding is deavailable. Organizations of PLHIV grow
quickly thanks to the investment from various donors. The result has been the positive
development in the national AIDS program including the development of internationally
recognized policies, the rapid scaling apinterventions, and increases in accountability.
Meanwhile, almost all other areas of health care are left for the government to play solo.

For socialization to work in a full sens
potentials of the populatip mobilize the whole society to participate in the protection and
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care for peMOpl200%) the dtapa df patidpation should be extended through
the organisation of patients groups (e.g. around particular health needs) and the
encouragementfdealth related national NGOs.

8.4.1.3Coordination

Important issues need to be addressed in regard to coordination in heath sector.
Instead of concentrating efforts in coordinating different implementers and service providers
to ensure the coverage,daeffectiveness of health services against set standards, different
departments at MOH are busy implementing different and sometimes overlapping health
initiatives, diverting limited human resource at these departments from -podiking and
regulatory futions. This kind of practice also hinders the accountability of thesaially
big i projects as conflict of interest is an apparent issue, and limits the ability of MOH to
coordinate where there is competition between implementers.

Hospitals, especiallthose at higher levels, usually report bed utilization of over 100
percent while some lower health facilities are not fully utilized. Patients concentrate in
facilities at higher level due to belief that services there are better. The government helps to
feed that belief by allowing highdevel hospitals charge higher fees, thus enabling them to
pay health workers better, thus attracting more competent and/ortbaitted professionals.

The limitation in regulating the use and promotion of Higth melical equipment, and the
failure to educate the population, leave the industry promoting the belief thaehlgimeans

high quality services. The hightvel hospitals, which receive more investment for
expensive higlech equipments, therefore are matéractive to clients. The lower level
facilities are left with health professional who are either less competent or perceived to be so
by the population, and with less investment. Patients flock into specialized hospitals for
simple services such as amial care.

An example of poor coordination is the lack of coordination between VAAC, MCH
and GOPFP which results in ineffective linkages between segpedductive health services
and HIV service provision. While the law on HIV and AIDS asserts théhtuttan rights of
PLHIV, Decree 12/2003 which prohibited access of PLHIV to assisted reproduction is a
barrier for PLHIV to access this type of services. Lack of coordination between HIV and
family planning activities may lead to waste of resources foramsdwvhile many vulnerable
population segments do not have access to this commodity for prevention of unwanted
pregnancies, sexually transmitted infections, and HIV.

Coordination between health and Awoealth sectors is often difficult. While health
prograns are vertically organized, and each health program is usually responsible by one
particul ar depart ment , t he hierarchical cul
communicate and coordinate with other ministries. A clear example is the treatmeumg of dr
users. While international and national evidence shows clearly that keeping drug users in
closed settings is ineffective in preventing relapse, and substitution therapy is an international
best practice to stabil i serecdentnegarebsimgbsitdo | i f e
keep more drug users in for longer time. As such, treatment of drug users is primarily the
responsibility of MOLISA rather than MOH. Another classic example of the lack of
coordination in HIV and AIDS is that health systemaoriges clean needles and condoms to
be distributed to drug users and sex workers to prevent HIV transmission while public
security and social evil controllers use those items as evidence to arrest and/or convict
individuals or establishments. Coordinatidsetween government agencies and -non
governmental sectors is usually in the form of the government regulating the others, with too
little dialogue between government and fgmvernment sectors. In health matters other than



HIV and AIDS, the norgovernment ector is often interpreted as being represented by
international NGOs.

Support is needed to further strengthen the steering and regulatory roles of the MOH.
To this end, the following questions need to be addressed:

A What are the factors determining puldiemand for health services in the coming
decade?

A What policy requirements are likely to emerge given government health targets?
and

A What options are available to promote broad and equitable access to quality health
services on a financially sustainabkests?

The high rhetorical priority given to health needs to be matched by policies and
practices that ensure that access to appropriate health care is a right realized by all segments
of society. This needs to be done in a way that recognizes the spealt#i needs of
vulnerable groups and the many gendered aspects of health and health care.

8.4.2 Service Delivery

In Viet Nam, government is still the most important health service provider yet no
longer the only oné as it was befor®oi moi. The priate sector is growing rapidly. In 2008,
up to 25 percent of hospital beds in Viet Nam were in private facivi@sl (2009) Over 30
percent of oupatients visits were to a private facility (VHLSS 2006). The-gowernmental,
norrcommercial sector is dtiplaying a modest role in health care in general but in some
areas, especially in delivering services for marginalized and hard to reach populations such as
PLHIV, drug users, sex workers or men who have sex with men (MSM), they have shown an
increasinglyimportant role. It is estimated that in 2008 and 2009, between 51 to 75 percent of
community and homéased care services for PLHIV were provided by civil society
organizations such as sélélp groups of PLHIV, NGO or faitbased organizatior{(Socialist
Republic of Vietnam 2010Most of prevention services for drug users, sex workers or MSM
are delivered by outreach workers who are members of the targeted communities.

The role of commune health stations (CHS) is critical. Impressive health indicators
were largely attributable to the widpread and highly cosfffective primary health care
system’®’, which provided access to essential preventative medical services such as
vaccination against the most common causes of death and morbidity among youren childr
and pregnant women, promoted healthy practices such as food hygiene and environmental
cleanliness, and carried out important public health campaigns from promoting the use of
bednets for malaria control to providing contraceptive services to prevewanied
pregnancy or implementing DOT (direabservatiortherapy) to treat TB patients, as well as
treating common illnesses and diseases. Commune health centre staff and affiliated village
health workers are in the front line to implement various disspseific programs. CHSs
also play an important role in providing services that have met one quarter of the needs for

197v/iet Nam has an extesive network for primary health care, consisting of more than 10,800 commune health
centres with 57,000 health workers covering almost all communes in the country, plus more than 100,000 village
health workers who are working in nearly 85 percent of dhges in the country, and thousands of health
workers working in schools, factories and sedtased institutions.
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outpatient services and one tenth of inpatient services (VHLSS 2006), especially for those
who live in remote areas and ethnic minority pleowho prefer to seek consultation and
treatment in their own language near where they live. CHSs, however, are struggling to find
their space in the new universe of health care. CHSs are responsible for implementation of
and reporting to tens of verticllealth program$ such as immunization, maternal child
health, mental health, TB, malaria, HIV and AIDS, sanitation and food safety. Now they have
to compete with other service providers if they are to provide medical services for the
population. In somelaces, health insurance does not want to sign contracts with CHSs to
avoid having to manage too many contracts with low client volume. Thegamization of

the health system at district level in early 2000s, which put district hospital and CHSs under
two different managements, reduced the coherence of the network.

Design of primary health care: service delivery points are based on the administrative
unit, regardless of the population size, geographical location and the needs of the people.

There is a aed to more carefully integrate netate provision of health services into
the national health system. The significant proportion of patients seeking services in private
clinics T which mostly do not have a contract with health insurance and none has
govenmental financial suppori reflects a reality of health financing in Viet Nam that
expenditure for health care mostly comes directlyajtgocket so that it does not make
much difference whether one seeks health care in public or private facilities.

In the sphere of regulation, one challenge concerns the pricing of health services and
pharmaceuticals. A new State pricing scheme is set to be released. Such a list was introduced
14 years ago, but since then there have been dramatic increases in drygvbileesver
prescription of drugs and superfluous laboratory tests contribute to the surge as a proportion
of health care expenditure spent on these items. In 2007, drug expenditure per capita was
USD 13.4 compared to USD 8.6 in 2004.

Human resources forhealth. Achieving broad improvements in the quality of care
will require increases in the number of trained health professionals (including not only
doctors, but also nurses and other kinds of professionals). This need is flagged here, although
health edoation issues are not discussed in this report.

8.4.3 Specificinterventions

There are also policy challenges owing to specific health threats, particularly in light
of Vi et Namés <changing health needs. Progr
(hypertesion, e.g.) are not yet in place. Although injuries due to traffic accidents have been
reduced significantly in recent years (from over 29,000 in 2002 to just over 10,000 in 2007),
the number of deaths remains higloH (2008) Traffic-related injury and hed injury (for
different causes) is still among the leading causes of morbidity and mortality. While the
mandatory universal motorbike helmet has had an impact on reducingrteédfied injuries,
the absence of helmet arrangements for children is a maljoy shortcoming and needs to
be urgently revisited. In the mean time, no large scale intervention has been seen as to address
serious injuries inflicted by other causesvhich in fact accounted for more than half of all
reported injuries.

Respiratory tract infection is always cited by primary health workers and
paediatricians as the most common health problem they have to deal with. Pneumococcal
vaccine which acts against a significant number of the bacteria that cause pneumonia
currently among thenost important causes of morbidity and mortalityave not been made
available to the majority of the population. In the mean time, large amounts of resources have
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been used to purchase medicines to treat pneumonia, and many working days of the patients
and carers are lost due to the illness.

8.5 Health Sector Requirements and the Role of Donors, 2011 -20

Consultations with MOH have identified a number of areas of focus for future
collaborations with Donors.

Currently, the MOH is developing its strateggcdment for the 20220 period and
the five year plan for 20115. An interview with the General Policy office has identified
projected needs with respect to foreign assistance.

Although the Government will give high priority to the health budget in timeireg
years, the role of donors will remain vitally important with respect to the health sector. MOH
hopes that donors continue their support (technical and financial) for health.

In the area of policy support, assistance will be requested to support:
A Devdopment of the national health strategy for 2@01 with a vision to 2030;
A Development of the FYP for 204155 (EC, WHO, UNICEF already have plans);

A Development of a carefully researched systematic plan for implementing the 2011
20 health strategy (this wopresently relies on funds from the state budget);

A Development of a price framework for health services (for hospitals and
preventive health service providers);

A Developing a phasing out strategy for defiorded programs/projects, with careful
planningto ensure continuous provision of services, allowing enough time for
transferring norms, sharing values and improving skills;

A Support the development and involvement of civil society, including professional
associations, patient groups/associations to tmonihe implementation and
advocate for patients and vulnerable/marginalized populations.

MOH has met many difficulties establishing an evidentiary foundation for its policies
and desires to have survey research that could assess the situation withtoespedce
users and service provision, as well as the supply and needs/demands for various health
services. Data from the National Health Survey, conducted in 2001 and 2002, are now
outdated and data from the Joint Annual Health Review is insuffideiit, with respect to
coverage and reliability.

Support is needed in the analysis of needs and in developing a comprehensive strategy
with a concrete implementation plan and a coherent monitoring and evaluation system. The
Nati onal St r at dtlgGare ProtectioP 200810 is sodrsgoirtdéoaend. This is
an opportunity for UN and LMDG to support Viet Nam to make eviddrased decisions on
where to go and how.

Investment is needed in preventative health care but, in contrast to the past, few
donorshave expressed an interest owing to the difficulty in establishing the efficacy of aid.
The WB6s 47 million doll ar program covers 4
provincial hospitals through various loan schemes has been beset by someeanfores
problems. The Japanese International Cooperation Agency scheme has been severely
damaged by the fallout of the PMU18 corruption scandal, which has resulted in
understandable but practically burdensome procedural requirements that have slowed the
pace ad scope of new capital investment.
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To avoid the increase of inequality and poverty due to increasing health care cost,
there is an urgent need to regulate clinical practices and health service fees. UN agencies and
bilateral donors can play importanteslin helping with this. WHO obviously can assist Viet
Nam to set relevant standards for clinical practices, while ILO can advise on norms regarding
salary/income of health care workers relative to other members of the workforce. Examples
from other counies, which have faced the same problems, can be shared with Viet Nam.

In addition to these requirements, there is a need to buttress the sustainability and
development of doneéiunded and programs for the neglected. With the future scaling down
of support from donors, who often promote equality and inclusion, vulnerable and
mar ginalized popul ations may not be able to
standard of physical and ment al heal t ho.

Over 90 percent of funding for the HIV/AIDS intemtions in the country are
financed from bilateral, multilateral donors or global progréding-unding for family
planning programs has been critical to meet contraceptive needs of the population, making
Viet Nam a successful example of family planning. Maitllion dollars donoffunded
projects and programs have helped promote safer sexual behaviour as well as providing
greater access to condoms and clean needles, aisd\ifeg ARV treatment for people living
with HIV.

Donor funding for these programsshaot only about filling financial gaps. In many
cases, it is the incentive for the country to implement the interventions to which it has not in
the past given priority or to which it was reluctant to commit domestic resources. HIV/AIDS
is an example’ as is providing preventative services to marginalized populations, and
treatment for people who are considered as
priority. It can also be a vehicle to transfer new skills, to introduce new values, and to
promde international best practices. Encouraging the participation of people living with HIV
and mosfatrisk populations would have taken much longer to happen in Viet Nam if
international organizations had not pioneered programs through their funding anitakc
support. In the area of family planning in particular and reproductive and sexual health in
general, without intensive efforts by donors, it is unlikely that sexual education would have
introduced in schools.

Among donoffunded programs, some agtigs have already been established and can
be more or less run effectively if government funding is made available to replace the donor
support (e.g. delivery of contraceptive services for married couples,-oeanit activities to
provide clean needlas drug users) but some areas still need encouragement and technical
support (e.g. addressing GBV in health care settings, delivery to marginalized populations
and promoting partnership with civil society in responding to HIV) as well as advocacy for
the government to adopt international best practices (e.g. provision of contraceptive services
for young/unmarried people).

198 1n 2008, for example, total funding for HIV/AIDS in Vietnam was almost USD 85 millions, of which, state
budget and local budget accounfedonly 6.9 millions (Vietnam Country Proposal Round 9 to Global Fund to
fight AIDS, TB and Malaria. 2009).
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Chapter 9

Institutional Renovation Required for Sustained
Development

9.1 Introduction: Governance and Development

The importancef effective institutions as a factor in economic development is now
widely recognised. The importance of institutional reform in Viet Nam was emphasised in the
latest Viet Nam Development Report (World Bank 2010Modern_Institutions). That
provides a broadeview of institutional issues, there is no need to cover the same ground.
Therefore, in this report emphasis is placed on some high priority issues which should be
addressed by government and the donor community in the coming decade.

GovernanceThetem figovernanceo has been i n widespg
for the past fifteen years. However, it is the view of the teamtligaterm governance is an
overloaded concept, which has been used to cover many different issues, ranging from
mundane issweof public administration to more controversial aspects of political process.

The term figovernanceo has many possi bl e me
particular political institutions and (ultimately) ideology to a more pragmatic support for the
development institutions needed for sustained economic success.

The vision of Governance which sometimes motivates approaches among the LMDG
and the UN incorporates notions of a pluralistic, decentralised, caring and democratic society,
incorporating idea of the good society which the Like Minded aspire to in their own
countriesHowever, it should be noted that while claims of universality can be made for some
of these ideals, other aspects by no means shared by all political systems and philosophies.
Thus an alternative vision can be found inftemservative support for the untrammelled and
uncontrolled operat i ons aob$haria in Meskndsoaetenttiat s | I
the political systenoperating in the most populous of the UN membetest&hina This
suggests that discretion is appropriate in advocating some components of the governance
agenda.

Effective pursuit of improvements in governance is most likely in areas where there is
a shared vision between the donor community and aigieets regarding social goals and
ideals, with the emphasis then being placed on the identification and implementation of
effective means to achieve those goals. It is neither appropriate nor likely to be effective to
use aid as a vehicle for promoting nbas in political systems.

An aspect of governance, which is of particular concern to the UN system and LMDG
is the notion of equity, which in UN system
devel opment . The concepdtleaaf fairnéss or guity bud is &NC 0 Mp ¢
by the UN as being much broader and deeper. It captures the idea of upholding human dignity
regardl ess of oneds background or position |
opinions, freedom from violencer oppression, and freedom of choice and expression.
Important parts of this agenda are shared by the Viet Nam socialist government as evidenced
by its invocation of issues of fairness and equity, reflective in an impressive record of
achievement in the spad of welfare, even if would argue that it does not yet take full
account of the broader concept.
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A broad concern for equitable, rightased development pervades the whole report.
Equity can be understood as a subjective notioh afi r ne s s vainldviepwodin( A ci
which are an established concern of the Viethamese government and are repeated themes of
party ideological statements. The team shares this concern for equity, not only as an
overarching developmentbjective but also as part of the gqaeirements fheans) for
promoting and sustaining lortgrm growth.

Thus commitment to concerns about equity, in many of its key aspects, flows directly
from the stated objectives of the Communist Party@aW, as articulated in the constitution,
governmenplans and party programs. This chapter addresses how such commitments can be
attained through the more effective operation of government. The chapter concentrates on the
reform in public administration and in economic institutions required to meet tds néa
modern economy.

Partly the need for reform results from the need for effective institutions to support the
operation of the market economy and, in particular, to move the economy into a new, more
sophisticated stage of development, as describedrlier chapters.

While impressive progress has been made in such areas as accounting, law and
banking and finance, in none of these areas is capacity yet adequate for the demands of a
more sophisticated economy that needs to emerge in the coming détesdeess in public
administration and widespread corruption could act as a check on development. In the region,
there have been dramatic examples of economic stagnation resulting from excessive levels of
corruption (e.g. fAcrony capitalismo).

Efforts to decentralize the administration to achieve greater efficiency need to be
combined with appropriate regulatory institutions capable of influencing local service
providers who prove unresponsive to local needs. Across sectors, careful judgment is required
abaut where future external support for capacity building and institutional change should be
concentrated and what modalities of intervention are likely to be most effective. In the past,
commitment of significant support in such area$®AR have not been sa to yield results
commensurate with the effort being made, and more innovative thinking may be required
particularly in light of the changing needs of a more sophisticated economy.

This chapter has sections dealing with:

1. A review of progress in the ddepment of the law, particularly commercial, and
financial institutionsand a summary of priorities for the institutional development in
these areas, including identification of the need for international support.

2. A review of progress witlPAR, including te success/failure of donor supported
programmes and review of priorities for
observations of donor involved in this sector.

33A review of governmentodés past and intende

9.2 Development of the Commercial and Financial Legal

Institutions
The development of commercial and financial legal institutions covers the
development of the relevant legal framework to create a conducive environment for economic

development, setting up the redmt organizational structures to execute economic state
management and formulate the policies for running the system.
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9.2.1 The Legal Framework

There are two aspects of the development of the legal system which are crucial for the
modernization of Viet lm:

1. The development of an increasingly sophisticated economy needs to be
supported by a legal framework that establishes clarity in such areas as
property rights and contractual obligations and which can be called on to
enforce contractual obligations armrotect property rights. An effective
system of commercial law reduces risk and transaction costs. The business
environment has become more equal and competitive, but in some areas the
legal framework is not yet fully comprehensive and does not yet meet th
needs of the various actors in the economy (businesses, farmers, consumers,
etc.).

2. Respect for the law by citizens and government officials, and the development
of a belief that resort to the | aw can
misbehawour by officials will improve respect for the government and
discourage recourse to other avenues to influence official (e.g. bribery). The
Devel opment of implies thatRitizens are protetted virém
arbitrary behaviour by officials

A good ckal of work has been put into developing commercial and financial legal
framework, in many areas starting from scratchrecent years, many legal documents have
been revised, amended or newly issued to meetequirements of membership of the WTO
and b overcome the challenges resulting from WTO membership, which was completed in
2007. The amended Law on Enterprises 2005 has clarified regulations on entry, operation and
exit from business activities, resulting in gradual easing of business enigtitNam'®.

With the issuance of the Law on Investment and the related enabling legal documents, such as
the Decree 108/2006/NB P , AGuiding the i mplementation o
support given by the government, the areas in which business erimjitéesl or allowed

under particular conditions have been stipulated more clearly. The list of goods and areas of
economic activity which are not allowed, or allowed within some limits or with some
conditions, has been stipulated in enabling decrees fa@dhamercial Law’. From January

1°' 2009 all enterprises with 100 percent of foreign investment have become eligible to import

and export

Commercial laws and regulations now provide more equal to all types of businesses.
Nonstate investors, including feign investors, are now allowed and even encouraged to
invest in some areas, which had previously been restricted toostatenterprises or
government nonincome generating institutions, like education, headthd infrastructure
d e v el o pTmelegalféamework for publie private partnership has been improved with
the issuing an amended Decree on BOT, BT and BOO and some other relevant legal
documents! However, there is still further room for improving the legal framework and the
business environmergyuch as improvements in State financial management, clarification and

1% the International Financial CorporatioifC), Doing business in Vietnam, 2008, 2009, 2010
10 Decree 59/2006/NECP and Decree 43/2009/NDP, guding the implementation of the Commercial Law

1 Decree 1082009 N-EP Regulation on BOT, BT, BOO, replacing the Decree 78/20050Rand Circular
03/2009/TFBKH, Guidelines on selection of investors in the projects with land use.
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regularization of incentives available to private investors, and in particular land law and land
management.

SOEs reform aims to increase the efficiency of the use of public resagvesl as
to give more space forrigate investment. However, thprogress of SOEs reform
implementation has been slower than projected by the Government. By the end of 2009 only
3,800 SOEs have been transformed into shareholding companies and 30Q=intenuer
limited liability state companiéS. According to the Law on Enterprises 2005, all SOEs were
to be transformed into either shareholding companies ommmmber limited liability state
companies by July®1 2010. It seems unlikely that this targell be achieved.

Some efforts have been made to create a competitive business environment. The Law
on Public Procurement (2005) and the related Decrees, guiding the implementation of the
Law'*® require competitive bidding for procuring all goods and sesyiexcept in some
exceptional cases, as a contribution to the creation of a competitive and efficient business
environment. A competitive business environment has been promoted further by the
Competition Law of 2004 and the associated legal docutiferitowever, some of the
provisions in the Competition Law are too vague, For example, Article 3 gives an unclear
definition of the concept of stakeholders to be protected. Exceptional cases permitted to be
considered for single source procurement defined iD#wrees, guiding the implementation
of the Law on Procurement, have been changed regularly, not based on any evident
systematic criteria.

The Law on Enterprises have made tleguirements and procedures for business
entry clearer, especially with the eapshop for business registration. However, there are
some provisions under the Common Investment Law which are inconsistent with the Law on
Enterprises, such as the provisions on required legal capital.

The discrimination between foreign investors amdmestic investors has been
reduced with the abolition of the Law on Foreign Investment, but differences remain between
enterprises registered under the Law on Enterprises and the enterprises which must first get
permits for investment and use those pesrfut business registration. Many foreign investors
still face ambiguities as to whether they are regulated by the provisions of the Law on
Enterprises, when they register under the Law on Investment.

Along with improving the legal framework for easingtsn the Government has also
made some efforts to improve the legal framework to ease business exit, through issuing the
Law on Bankruptcy and various related dectféeslowever, there have been still many
problems with the Law on Bankruptcy, causing delagsl high cost§? The criteria for

“2c* phfn h-ancBhi QMNN, ¢, clfn, 25/12/2009, b&o Li ' n t°

113 Decree 111/2006/NITP, the Decree 58/2008/NOP and the latest Decree 85/200948B) (Decree
111/2006/NDBCP, the Decree 58/2008/NOP and the latest Decree 85/2009/9P.

14 Decree 116/2005/NITP, guidng the implementation of the Competition Law and the Decree 120/2005/ND
CP, regulation on dealing with violations in competition matters.

115 Resolution No 03/2005/N@In TP i ssued by the Committee of Judges,
implementaton ® t he Law on Bankr upGPcop admibBigrativeepainisiment 2uwirgg9 / Nn
applying bankruptcy procedures.

118 Five years and 1percentof the values of estate according to IFC, Doing business 2006, 2007, 2008, 2009,
2010.
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