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I. GOVERNMENT REVENUE REFORM'
A. Introduction

1. This chapter reviews the factors behind developments in government revenue
over the past five years (1996-2000). This period encompasses Vietnam’s continued
transition to a market-based economy, the Asian financial crisis in 1997, and, towards the
end, high world oil prices, which have led to both temporary and permanent changes in the
revenue base. Understanding the nature of these changes is important for several reasons in
the context of the current PRGF-supported program. First, it is key for assessing prospects
for maintaining fiscal sustainability, as stronger revenue performance will be needed to cover
stepped up spending for reducing poverty and for the envisaged structural reforms. Second, it
is critical to designing improvements in tax policy and administration to shore up the revenue
base. Third, it may help in better targeting technical assistance.

B. Recent Trends and Developments

2. Vietnam has maintained a cautious fiscal stance, but with a weakening revenue
trend. During 1996~-2000, the overall government budget deficit (on a cash basis and
excluding onlending) averaged 1 percent of GDP and the level of public debt (including the
state-owned enterprise sector) stayed in the range of 55—65 percent of GDP. This compares
with an average budget deficit of 2! percent in the first half of the 1990s. At the same time,
however, government revenue declined as a ratio to GDP. In the three years leading up to the
Asian financial crisis, this ratio averaged 222 percent. Over the period 1997-99, government
revenue fell by 3 percentage points to 192 percent of GDP (Table 1.1). It increased slightly
in 2000 to around 20% percent, but due largely to a temporary run up in oil revenue
associated with high world oil prices. Tax revenue, in particular, continued to decline,
indicating that despite a start of an economic rebound in the second half of 1999, tax
buoyancy remained constrained. It suggests that structural as well as transitory factors
explain the recent deterioration in revenue performance.

3. The most significant changes in Vietnam’s revenue performance since 1996 have
been a gradual decline in tax revenue, an increased dependence on oil revenue, and a
further drop in revenue from the state sector. Detailed data on government revenue by
type and source reveal the following main developments in the second half of the 1990s.

By type of revenue

. Tax revenue declined by 3 percentage points of GDP to around 15 percent
in 2000, mainly on account of trade taxes and the associated tax relief and
concessions granted to enterprises. The inifttal drop in 1997 (the largest as a ratio to
GDP) was likely due to the effects of the Asian financial crisis, with the fall in import

! Prepared by David Cowen and Noriaki Kinoshita.



and export duties accounting for nearly two-thirds of the reduction in tax revenue.”
Significant tariff reductions were also made starting in 1996 as part of Vietnam's
ASEAN Free Trade Area (AFTA) commitments, which required the application of
low tariffs to goods that did not compete directly with domestic production. However,
a further sizeable drop in import duties and charges in 2000, when nominal import
growth outpaced nominal GDP growth (in dong) by greater than a factor of four,
suggests that the fall off was also due to structural factors, such as poor customs
administration.’ Based on official estimates, the weighted average import tariff rate
stayed virtually unchanged in 1999 and 2000 (at around 15%2 percent). However,
import duty collections declined as a ratio to GDP from 3.6 percent in 1999 to

3.1 percent in 2000.

Other taxes remained relatively flat as a ratio to GDP, including the value-added
tax (VAT), which was introduced in 1999.*

Nontax revenue also stayed fairly constant (4—4%: percent of GDP) until 2000,
when it jumped to 6 percent of GDP. Most of this change was due to the larger
natural resource surcharges collected on petroleum production, mainly stemming
from higher oil prices. The rest is related to smaller nontax collections resulting from
a rollback in minor administrative charges and licensing fees.

By source of revenue

Vietnam has become dependent on oil as a major source of revenue.

Between 1998 and 2000, oil revenue jumped by 2% percentage points of GDP to an
estimated 6% percent in 2000, reflecting 28 percent and 26 percent increases in
volume of crude oil exports and petroleum product imports, respectively, and higher
world prices. As a result, by 2000, more than one-third of government revenue was

2 Import growth (in dong terms) averaged 8 percent a year during 1997-99, compared with
38 percent during the previous three-year period.

3 A 1999 technical assistance mission from the Fund’s Fiscal Affairs Department identified
the major weaknesses in customs administration as (i) a large element of discretion in import
valuation; (ii) an extensive application of suspension regimes, which resulted in customs
duties and other taxes on imports being collected after goods cleared customs and thus put
revenue at significant risks; and (iii) insufficient resources devoted to post-clearance controls

and audit.

4 The VAT, along with a special sales tax (excises levied on cars, gasoline, cigarettes, beer
and other alcoholic beverages, and a few other items), replaced a cascading turnover tax.
Prior to 1999, collections of the turnover tax was relatively stable, except in 1998, when
domestic demand weakened sharply as a result of the Asian financial crisis.



derived directly from taxes and charges on crude oil exports and petroleum product
imports..5 On the production side, oil revenue increased by 3 percentage points of
GDP between 1998 and 2000, aided by a near doubling in the average export price (in
U.S. dollars).® On the consumption side, while petroleum product imports were also
up nearly 250 percent (in U.S. dollars), oil revenue from this source decreased by

Y2 percentage point of GDP, as the government at times reduced duties to soften the
impact of high world oil prices on domestic prices.

. The revenue contribution of the non-oil state sector is declining. Data broken
down by taxpayer are incomplete, but available data since 1997 suggest a further slow
but steady reduction in the contribution of state-owned enterprises (SOEs) outside the
oil sector to total government revenue. In particular, revenue derived from the
corporate income tax on the non-oil SOE sector fell sharply between 1997 and 2000
(from 46 percent to 33 percent of total collections) (Table 1.2). Despite the economic
slowdown, the corporate income tax collected from the non-state sector stayed
constant as a share of GDP during 1997-2000, suggesting greater resiliency of this
sector 1o the slowdown and its potential as a source of revenue during the recovery.
Likewise, the sharp fall in foreign direct investment (FDI) during 199799 had little
direct impact on government revenue performance. During this period, most existing
foreign invested enterprises (FIEs) continued to operate in Vietnam. Also, many were
already benefiting from investment incentives and tax exemptions and holidays,
which minimized their overall contribution to government revenue {(equivalent to 1-
1% percent of GDP)

4. The government’s revenue base is expected to continue to shift from production-
or income- to consumption-based taxation, owing to the relative ease in administration
and better structuring of incentives in support of growth. Moreover, it is consistent with
the envisaged direction of structural reforms, which is likely to see growth in the state sector
outpaced by that in the nonstate sector over the medium term. Increasing reliance is expected
to be placed on indirect taxation. In terms of the efficiency of current VAT and custom duties
collections, Vietnam shows signs of both strength and weakness compared with other
countries in the region (Table 1.3). Domestic VAT efficiency is comparatively good, but
import VAT efficiency is poor for the region, which is not surprising given the large number

* On the export side, the government currently collects a corporate income tax, a charge on
the use of natural resources, and an after-tax dividend from PetroVictnam-—the large, state-
owned petroleum conglomerate. In total, the government’s take is about one-half of the value
to total crude oil exports, the rest of which is retained by PetroVietnam to fund its operations.
On the import side, the government levies import duties on all petroleum products, an excise
on gasoline (currently 15 percent), and a VAT (10 percent) on all other products.

® Oil revenue is highly sensitive to changes in prices; currently, an increase in oil prices by
US$1 per barrel raises government revenue by Y4 percentage point of GDP.



of ad hoc exemptions currently granted on the VAT for number of imported goods. As would
be expected, import tariff efficiency is similarly poor in Vietnam, suggesting problems with
customs administration. Overall, both VAT and customs administration will need to be
strengthened, as discussed in Section D below.

C. Need and Scope for Improvements in Revenue Performance

5. A substantial improvement in revenue performance is needed, for Vietnam to
maintain a sustainable fiscal position while ensuring adequate funding for the envisaged
costs of structural reforms and in sectors critical for poverty reduction. Under the baseline
scenario described in Box 1.1, public sector debt would be expected to rise from an estimated
63 percent of GDP in 2000 to 72 percent in 2003, then begin to gradually fall through 2006,
taking into account the impact of envisaged SOE, banking, and trade reforms. In line with
this scenario, revenue would need to increase from the current level to the range of 21—

22 percent of GDP. Oil revenue would be expected to pull back to the range of 56 percent
of GDP based on the recent price forecasts and production trends. Thus, non-oil revenue
would need to rise by as much as 2 percent of GDP from its current level in the next three to
four years.

6. The medium- to long-term impact of structural reform on government revenue
is expected to be positive, as the reduction in barriers to trade and to business entry should
further foster nonstate activity and improve the prospects for sustained growth (see Chapter
IIT). However, over the near term, government budgets will not only need to take into
account the temporary rise in expenditure associated with SOE and banking reforms, but the
temporary (and in some cases permanent) fall in revenue associated with SOE and trade
reforms.

7. The net impact of structural reform on government revenue from the non-oil
SOE sector is likely to be negative in the near future. First, as the financial health of many
non-oil SOEs remains poor and the restructuring process for most is just starting, government
revenue from this source is expected to further decline in the near term (on the positive side,
the 1,400 or so newly equitized SOEs envisaged by end 2003 could perform better, and thus
serve as a larger potential—albeit limited—source of government revenue in the medium
term). Second, the SOE sector is also expected to be affected by banking and trade reforms,
which could have some temporary negative revenue consequences. Under the planned
restructuring of state-owned commercial banks (SOCBs), SOEs may face harder budget
constraints, which could constrain output. Also, trade measures aimed at removing
quantitative restrictions (QRs) on imports, reducing import tariffs, and freeing up trading
activity (on both the import and export side) are likely to be felt hardest by the SOE sector,
which has benefited the most from the relatively high level of protection under past trade
regimes.



Box L.1. Vietnam: Medium-Term Fiscal Framework and Revenue Reform

Over the medium term, the budget will need to accommodate the costs of structural reform and ensure adequate
funding for the sectors critical for poverty reduction, while keeping public sector debt at a manageable level.
Meeting these goals will require a moderate path of fiscal consolidation, entailing a decline in the overall deficit
(excluding cnlending, but including the current costs of reform) from between 3—4 percent of GDP in 2002 and 2003 to

2 percent by 2006. With steady implementation of the envisaged
reforms, the augmented budget deficit (including onlending and

Vietnam: Medium-Term F:scal Framework

n percent of GDP

the total costs of reform) is projected to rise from 5 percent of 10 - ae o
GDP in 2001 to the range of 89 percent of GDP in 2002 and S
2003, but to drop back to 5 percent of GDP by 2004. Even with 8+ 7 Y
a temporary widening of budget deficit, revenue will need to ! / N
stay in the range of 21-22 percent of GDP over the medium term | ¢ 7 > y
to ensure that the government has adequate funds for its share of | /;—"J ..
the reform costs, as well as for critical spending on education 4 T
and health and in operations and maintenance of a growing ; --// /\
infrastructure. [’
During 200104, the costs of SOE and banking reforms and 0- e :
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associated social spending are tentatively projected to total
about 12 percent of GDP, comprising;

——— Overall deficit (exchding onlending), program definiion
—— Ovenll deficit (inotuding orlending)

|

= === Qwverall deficit (inchuding onlending and capital cost of refonm) :

SOE reform

¢ The capital costs, estimated to total 2 percent of GDP, are mostly in the form of absorbing nonperforming loans
(NPLs) owed by SOEs to be equitized or restructured. They also include the cost of resolving losses in market value
of physical assets, and dealing with bad debt of SOEs not currently covered under the equitization plan. The NPLs of
SOEs that are not slated for reform will be dealt with through the SOCB reform.

e  The current costs, 2 percent of GDP, cover mainly severance payments to redundant workers and interest on newly
issued government bonds for debt absorption.

Banking reform Vietnam: Public Sector Debt i ‘
»  The capital costs, 7 percent of GDP, are chiefly for the % (npercent of &) ‘

provisioning for remaining NPLs in the SOCBs owed by T

SOEs and from raising the capital-asset ratio of SOCBs to w

international standards, and restructuring the joint stock

banks,
e  The current cost, 1 percent of GDP, is mostly for interest on or _

newly issued government bonds to finance the capital costs. ; |

20 !

Public sector debt would remain manageable, provided the - 7 e 7 7
growth of new SOE debt is capped at about the nominal growth o Lezzzd  E77 % Z4 /4 /A ﬁ
rate of the economy through strengthened financial discipline 00 WO 200 /M N5 2006
and SOCB reform, inter-enterprise debt is resolved with minimal | [ » Government donxstic debt 11 Government extermal debt & SOE debt |
fiscal cost, and the budget position improves overtime. As of 1/ Based on projections using end-1999 stock of SOF dehr.

end-2000, the level of public debt of Vietnam was about
63 percent of GDP (staff estimate), including bank debt but excluding inter-enterprise debt of SOEs. The government’s
domestic debt (3 percent of GDP) is very small, and its external debt (27 percent of GDP) is all on concessional terms.
Reforming the SOE sector will result in the government taking on some SOE debt, which by itself would not increase the
level of debt of the public sector as a whole. Public debt is projected to peak at about 72 percent of GDP by 2003, and
stabilize thereafter.

The sustainability of public debt depends eritically on the success of strengthening tax policy and administration,
curtailing the growth of SOE debt, and improving the budget position. If, for example, the budget position were to
worsen because of a continued decline in non-oil and/or tax revenue (as a share of GDP), rapid expansion of SOE debt,
and further deterioration of banks” asset portfolios (each of which might be associated with a delay in the reform of SOEs
and SOCBs and a worsening of their financial plight), the required bank financing of the deficit and interest costs would
ris¢ significantly, Assuming the government’s oil revenue moderated and non-oil revenue stayed at current levels

{i.e., with total revenue staying around 192 percent of GDP), public sector debt would rise to around 80 percent of GDP
by 2006.




8. However, the net impact of reform on government revenue from the nonstate
sector should be positive over the medium term. The removal of QRs and replacement
with tariffs on a number of imports by 2003 could provide a boost in revenue. More
generally, bilateral and regional trade initiatives are expected to result in a broad-based
reduction in tariff rates, but this could be partly offset by a larger volume of trade. Several
other factors may counteract the immediate negative consequences of structural reform on
government revenue. First, the expansion in small and medium-sized enterprises (SMEs) and
upswing in FDI as a result of the new Enterprise Law and amended Foreign Investment Law
should lead to a further broadening of the tax base. However, bringing this activity into the
revenue fold could take time if the system of investment tax incentives needs to be revised
and if new tax measures need to be introduced, given the current weaknesses in tax policy
and administration (in particular, the introduction of the VAT or some form of presumptive
taxation on SMEs, as discussed below). Second, structural reform in general should improve
overall efficiency and competitiveness and the financial performance of firms.

D. Possible Improvements

9. For revenue performance to take full advantage of prospective structural
changes, improvements in both tax policy and administration will be needed. In
response to the Vietnamese authorities’ request, a technical assistance mission from the
Fund’s Fiscal Affairs Department (FAD) recently reviewed areas for improvement and the
needs for future technical assistance in tax policy and administration. The mission’s main
findings are summarized below.

10.  With respect to tax policy, the scope for raising tax rates is limited, but the
design of several taxes, in particular the VAT, can be improved. Issues of fairness and
equity in the treatment of foreign and domestic investors and high income taxpayers also
need to be addressed. In the area of tax administration, recent efforts have concentrated on
recruiting additional staff, providing technical training, computerizing some existing
procedures, and implementing of a modern taxpayer identification number system. However,
the basic organization of tax administration is still cumbersome and in need of further
modernization and computerization.”

11.  Drawing on the work of the recent FAD mission, the main drawbacks to tax
policy and administration are as follows:

7 Vietnam’s tax network is overseen by the General Department of Taxation headquarters in
Hanoi and comprises 61 provincial tax offices (PTOs) and 620 district tax offices (DTOs).
The PTOs have both operational and supervisory functions, in their administration of tax
obligations for 70,000 medium- to large-sized enterprises and oversight of the DTOs. The
DTOs administer the tax obligations of the other taxpayers, which comprise around 1 million
small enterprises (mainly household businesses) and 10 million farmers.
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VAT: Among the major deficiencies in the VAT is the treatment of goods subject to
the special sales tax (SST), which in most cases are exempted from the VAT. This
complicates the VAT rate structure and leads to two regimes for determining VAT
tax liability. Other drawbacks to the current VAT policy and administration are the
allowance of presumed VAT credit on purchases from business that do not issue
invoices and the requirement that each branch of a firm file a separate VAT return.
The ad hoc reduction in the VAT rate from 10 percent to 5 percent for a few items
(see Summary of the Tax System) in 2000 has also resulted in foregone revenue and
raised concerns about VAT integrity.

Other taxes: The corporate income tax needs to provide more uniform tax treatment
of foreign and domestic enterprises. In some respects, Vietnam treats foreign
investors more generously than domestic firms: the standard rate is lower (25 percent
versus 32 percent); foreign investors enjoy a tax refund on reinvested profits; and
only domestic firms are subject to the 25 percent surtax on excess income, On the
other hand, profits remitted abroad by foreign investors are subject to a withholding
tax. Also, the individual income tax needs to brought more in line with international
standards by revamping the withholding tax on wages and other types of income and
eliminating the supplementary income tax, which effective raises the top marginal
rate despite its recent reduction.

The authorities have already committed to revising the VAT law to reduce the

number of rates and exemptions, to be made effective in the 2003 budget. The recent
FAD mission recommended a number of other improvements as follows.

Tax policy

With respect to the VAT, broaden its base by taxing goods subject to the SST, and
cease the practice of imputing VAT credit on purchases without invoices. Also,
streamline exemptions from the VAT, SST, and customs duties.

Under the corporate income tax, bring about a more uniform treatment of foreign and
domestic enterprises and tighten tax incentives for investment, in particular by
reducing preferential or discriminatory practices for foreign investors. In addition,
streamline the individual income tax, including withholding allowances.

Tax administration

Introduce self-assessment procedures gradually, as part of the modernization strategy,
beginning with the creation of a pilot office comprising improved programs in tax
services and education, new collection (i.e., filing and payment) procedures, stronger
collection enforcement systems (including appropriate penalties and appeals), and
more effective audit programs, especially for VAT refunds.
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. On a broader scale, simplify basic VAT administration, including streamlining the
criteria for subjecting enterprises to the VAT under the invoice method by
introducing a simple criterion {e.g., annual turnover), developing a new mechanism
that allows firms with multiple branches to file a single VAT return, and designing
and implementing new audit systems and refund programs supported by
computerization.

. Over the medium term, develop a strategy for modernizing tax administration,
including the design and implementation of a computerization project (during 2001-
05) aimed at achieving this objective. Also, to increase effectiveness of
computerization, conduct a comprehensive review of the organization and procedures
of tax offices.

Furthermore, customs administration will need strengthening along the lines earlier
recommended by the Fund.

13.  Tax incentives for investment also need to be tightened. Like many other countries
in East Asia, Vietnam provides generous investment incentives in the form of tax holidays
and preferential corporate income tax rates. While it is recognized that these incentives are
difficult to resist given the competition to attract investment, experience shows that tax
holidays ate a particularly inefficient method of promoting investment in new enterprises.
The medium-term goal should therefore be to rationalize various preferences and broaden the
tax base.

14.  Vietnam has much room for substantially broadening the revenue base by
simplifying its tax system. Further improvement in tax policy and administration would not
only lower the costs of compliance and collection, but also enhance the confidence of both
foreign and domestic investors. In light of recent revenue trends, taking the necessary steps to
improve the tax system will be critical in the near future if Vietnam is to remain on a path of
medium-term fiscal sustainability.
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Table L1, Vietnam: General Government Revenue

1996 1997 1998 1999 2000
(In percent of GDP)
By type of revenue:
Total revenue and grants 229 20.8 202 15.8 21.1
Total revenue 224 20.0 19.6 19.2 207

Tax revenue 18.5 15.8 154 152 14.9
VAT 1/ 2/ 4.1 3.8 33 4.3 4.0
Corporate income tax 37 37 3.6 37 4.6
Individual income tax 0.5 0.5 0.5 0.5 0.4
Excises (special sales taxes) 1.7 1.5 1.5 1.1 1.2
Import and export duties 5.6 43 4.1 36 31
Other taxes 3.0 2.1 2.4 2.0 1.5

Non-tax revenue 39 42 472 4.0 57

By source of revenne:

Qil revenue 4.1 47 6.7
Crude oil 3/ 2.8 24 . 31 55
Petroleum products 4/ ‘e 1.7 1.5 1.2

Non-oil revenue ve - 15.6 14.5 14.0
Tax 12.3 12.3 118

Corporate income tax 2.6 26 23 26
VAT/excises/customs duties 5/ 7.3 7.6 72
VAT 34
Excises 1.0
Import and export duties 2.8
Non-tax 2.8 22 23

Crude oil 3/ 2.8 24 3.1 5.5

Nonoil state-owned enterprises 5.4 5.2 4.6 4.5

Foreign-invested enterprises 1.2 1.2 1.0 1.1

Non-state enterprises 2.1 1.8 1.4 1.3

Lottery 0.4 0.4 0.4 0.5

Taxes on international trade 6/ 4.3 4.5 5.2 44

Others 3.7 4.1 33 3.3

Grants 06 0.8 .6 0.6 0.4
Memorandum items:

Ratio of import duties to total imports 16.3 8.5 83 7.7 55

Ratio of import VAT to total imports o 2.9 22

Sources; Ministry of Finance; and staff estimates,

1/ Prior to 1999, turnover tax.

2/ Starting in 1999, includes import VAT.

3/ Consists of corporate income tax, income from natural resources, and profit after tax.
4/ Consists of import duties, excise on gasoline, and VAT on other products.

S/ Breakdown only available for 2000.

6/ Includes import and expor: duties, import VAT, and other taxes on trade.
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Table 1.2. Vietnam; Government Revenue by Sector

Domestic VAT Corporate income tax
1997 1998 1999 2000 1997 1998 1999 2000

(In percent of total)
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
SOEs 499 524 521 490 455 452 393 334
Lottery 10.2 93 103 111 1.4 2.8 2.2 33
Crude oil 288 275 368 438
FIEs 155 158 149 171 7.0 6.4 4.9 6.3
Non-state 244 226 228 228 172 182 167 132

(In percent of sectoral GDP)

Total 3.0 2.7 37 3.6 37 456
State sector 1/ 5.2 4.5 47 47 4.2 47
Crude oil 883 668 370 408
FIEs 3.6 35 2.9 2.3 1.5 2.2
Non-state 1.4 1.3 1.3 1.3 1.2 1.3

Sources: Ministry of Finance; and staff estimates.

1/ Prior to 1999, turnover tax.
2/ Includes SOEs and lottery.



Table 1.3. Selected Asian Countries: Comparison of Value-Added Tax and Import Tariff Efficiency

Year Total VAT Domestic VAT Import VAT Tariff
Main In percent Efficiency In percent  Efficiency Inpercent Efficiency  Average In percent Efficiency
of GDP of domestic of imports rate 1/ of imports
demand
(1) {(2) (3)=(2)/(1) #) (5)=(/(1) (6) (7)=(6)/(1) (8) 9 (10)=(9E)
Vietnam 2000 10.0 4.0 0.40 27 0.27 2.2 0.22 16.2 5.5 0.34
Bangladesh 1998/99  15.0 2.9 0.19 1.2 0.08 8.8 (.59 22.2 11.6 0.52
China 1999 17.0 41 0.24 2.9 G.17 6.9 0.40 14.4 4.7 0.33
India 1999/00 32.9 18.4 0.56
Indonesia 1999/00  10.0 2.7 0.27 L6 0.16 4.5 0.45 8.8 1.4 0.16
Philippines 2/ 2000 10.0 2.8 0.28 1.6 0.16 2.7 0.27 8.0 2.8 0.36
St Lanka 2000 12.5 3.6 0.29 1.9 0.15 3.0 0.24 16.0 3.8 0.24

Sources: Viclnamese and other country authorities; and stalf estimates

1/ Figures for closest available year.
2/ Based on GNP rather than GDP.

..t'[..
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II. FOREIGN CURRENCY DEPOSITS IN VIETNAM—TRENDS AND POLICY ISSUES8
A. Introduction

15. As in a number of developing and transition economies, foreign currency
deposits (FCDs) have become an important feature of monetary developments in
Vietnam. Rising FCDs are typically associated with the increasing use by residents of
foreign currency as a medium of exchange (for transactions) and/or as a store of value (for
investment purposes), and are usually referred to as dollarization. However, there are no
reliable data on foreign currency in circulation in Vietnam (although the amount involved is
believed to be substantial), so that a comprehensive analysis of dollarization is not feasible.
This chapter is focused on developments in FCDs as a proxy for dollarization. It reviews the
FCD trends, analyses the causes, and assesses the benefits and policy challenges. The chapter
concludes that in terms of policy implications, the gradually increasing (albeit moderate)
dollarization in Vietnam appears to be largely in line with the country’s growing
monetization and closer integration into the global economy. While this trend should not be
resisted through administrative means, policy makers need to address the resulting challenges
regarding prudential supervision, exchange rate management, and monetary policy.

B. Dollarization in Vietnam—Stylized Facts

16. Measured as the ratio of foreign currency deposits (FCDs) to broad money,
dollarization in Vietnam first

fell sharply from its peak 2,000 1 Vietnam: Dollarization, 1990-2001
in 1991 of 41 percent, iiﬁg 12-months increase in FCDs
following macroeconomic 1400 4 (in millions of US. dollars)

e = e 2 (et scale)
stabilization, Within two years, 1,200 -
this ratio fell to 23 percent and 1,000 1 ml‘;-"ﬁ" °fF(,CD“° )

aqa - 4 m mpement
stabilized in the range of 20 to g | (ightscal)
24 percent in the mid 1990s. 400
Starting in 1997, the ratio has 200
risen to more than 34 percent L
by August 2001, By 0 , .
. R . 1960 1991 1992 1993 1094 1995 1996 1997 1998 1999 2000 2001
international comparisons, g

. . . . Sources: Vietnamese authorities; and Fund staff cstimates.

while remaining in a medium

range, dollarization in Vietnam
has increased to significant levels (Figure H.1).

% Prepared by Olaf Unteroberdoerster.
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Figure IL.1. Vietnam: Foreign Currency Deposits Indicators

Ratio of Foreign Currency Deposits to Broad Money

v | |
m2000 0195 |

®a 1% A W% Ao e % o o 120 L

Sonrees: TFS and Fund staffestimates.
I/ End June data, 2/ 1998 and 2000 data,

Vietnam: Cumulative Increase in Foreign Currency
2,000 - Deposits and Annual Remittances, 1995-2000

1,800 4 (In miltions of U.S. dollars)

1,600 1
1!400 4 Increase in FCDs

1,200
1,000 -
800 4
600
400 -
200 -

B —

1995.12 1996.12 1997.12 1998.12 1999.12

Sources: Vietnamese authorities; and Fund staff estimates.
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17. A variety of factors have influenced FCD developments. Hyperinflation in the
early 1990s caused the sudden steep increase in dollarization ratios in 1991. Spillovers from
the Asian financial crisis in 1997 were also associated with an uptick in dollarization.
Specifically, spreads in ex-post real returns in favor of foreign currency over dong deposits
peaked during 1998, primarily mirroring dong devaluations in the aftermath of the Asian
crisis, and thus contributed to an increase in the dollarization ratio from 21 percent in
September 1997 to 26 percent one year later. However, the increase in dollarization

during 1999-2001, a period of relative macroeconomic stability, appears to be multifaceted,
and four factors have played a role.

18.  The first major factor is the reintermediation of foreign currency previously
held outside the banking system. For the most recent upswing in dollarization, the strongest
increase, by far, was recorded among households. In particular, during 2000, their FCDs

WEIC .al‘most doubled to US$ Yietnam: Foreign Currency Deposits, 1995-2001

3.1 billion. Over the past 172 T35
years, households have 5,500 +

accounted for 80 percent of the B sl me of H™
total increase in FCDs. N (right scale)

(Table II.1). Yet, in comparison, 2 3500 |

remittances have increased more | »
gradually, and contributed only g 250 Houscholds >
partially to the strong increase in 2 s | Total FCDs T
FCDs (Figure II.1). Moreover, ’ H
with tight controls in place on all PEEN — L .. Lt s
Capital account transactions’ 199512 199612 1557.12 1998.12 199912 200012 218
inward capital flows may have Scurce: Vietnamese autherities, and Fund staff estimates.

been limited. Overall, the sharp

increase in households® FCDs is believed therefore to reflect renewed confidence in the
banking system, and was facilitated by the lifting of regulation on the opening of foreign
currency accounts in 1999.” Also pointing to the role of increased confidence is the fact that
nearly all the increase in houschold FCDs has been in the form of time deposits. Finally, the
preference of foreign currency deposits among households is likely to reflect also the relative
thinness of the financial market and the lack of alternative interest-bearing financial
instruments in Vietnam (Vetlov, 2001).

? The new regulation entitles resident individuals to open and maintain foreign currency
(time and savings) accounts, to hold foreign currencies received in a number of ways
(including in the form of remittances), and to make various kind of payments in foreign
currency (SBV Circular No. 01/1999/TT-NHNN7).
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19.  The second main factor is the differentials in ex anfe real returns and portfolio
and risk diversification motives. In particular, periodic expectations of a dong devaluation,
in part fuelled by the real appreciation of the dong intermittently since early 2000, tended to

coincide with rising

dollarization. With devaluation | ' [  Vietnan: Dollarization and Real Effective Exhange Rate 1%
expectations, households and 6 | January 2000-August 2001 17
enterprises have sought 1%
protection of wealth and 105 - Real effoctive exchange 1%
purchasing power in FCDs. sy =
With nearly 80 percent of all 104 ] ;;
FCDs in the form of time 103 - {2
deposits, such investment and Ratio of FCDs to broad {5
diversification motives, as 10z 1 (ight sl |5
explained in more detail below, - _ : ‘ . . ‘ . . %
may have played a primary role 20001 20003 20005 20007 20009 200011 20011 200L3 20015 20017

as Opposed t0 mere money Sources: Viemarnese authorities; and Fund stafl estimates.

demand factors typically
associated with current return differentials. Moreover, enterprises, which hold the bulk of
short-term dong deposits, are estimated to have switched out of dong into foreign currency
deposits, particularly during the first four months of 2001, when the dong appreciated by a
total of 2.2 percent in real ferms.

20, The third factor is the strong export performance during 1999-2001, when
quarterly exports nearly doubled, compared with the previous three-year period average
(Figure 11.2). This factor coupled with a lower surrender requirement (first reduced in 1999
from 80 to 50 percent and then in 2001 to 40 percent) has allowed many exporters, who are
also importers, to retain a larger share of their foreign currency earnings in order to self-
finance their growing import activities and reduce related exchange rate risks. It is also
noteworthy in this context that, by end-August 2001, more than 40 percent of all FCDs were
held with Vietcombank, the main bank for international trade transactions. Moreover, in
recent months this bank accounted for up to two thirds of the increase in FCDs in the entire
banking system.

21.  The fourth factor is the virtual elimination of the dong-dollar interest rate
differential, which had previously been very much in favor of dong deposits. The rate
differential was reduced from 3 percent in mid-1999 to the range of 0 to % percent since
early 2000, making FCDs more attractive (Figure I1.2). Dong deposit rates may have been
lowered in part to help maintain banks’ profitability, particularly when nonperforming loans
were mounting, and in part as a result of ample liquidity in the banking system at the end

of 1999, Continued restrictions on banking competition may have also contributed to the
overall lowering of dong deposit rates, as foreign banks are not permitted to offer dong
deposits in excess of 25 percent of their capital to non-borrowing houscholds and enterprises.
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Figure IL2. Vietnam: Foreign Currency Deposits, Exports,
Interest Rates and Reserve Requirements

5000 1 yietnam: Quarterly Increase in Foreign Currency Deposits 1 800
4.500 - and Exports, 1996-2001 00

’ (In millions of US dollars)
4,000 600
2,500 - Increase in FCDs ﬁﬂ 500

(right scalc) | 400
3,000 Quarterly exports (
2500 {left sealc} ) N 300
J - M
: ~a ,{ _ 200
B §
2,000 104
1,500 ﬂ 9
1,000J L GEY L LRI : -100
19963 19969 19973 19975 19583 1993.9 19993 19999 20003 20009 20013
Sources: Viemamese authoritics; and Fund staff estimates.
Vietnam: Demand Deposit Interest Rates

[ January 1998-August 2001 170
60 -
5.0 150

Dong deposits

40
30
------ T - - -
20 Foreign currency deposits - -
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130

19982 19986 199810 19992 1999.6 199910 2000.2 2000.6 2000.10 2001.2 20016

Sources: Vietnamese authorities; and Fund staff catimates.

1.0

Vietnam: Changes in Reserve Requirements since the Beginning of 2000

Dong deposits Foreign currency deposits
Applicable to demand and Applicable to foreign currency
time deposits and deposit deposits and deposit substitutes
substitutes with a maturity of  with a maturity of less than 12
less than 12 months months

Status at the beginning 5 percent (3 percent for Bank 5 percent

of 2000 for Agriculture and
Development {BARD))

October 10, 2000 Increase to 8 percent

December 1, 2000 Increase to 12 percent

May L, 2001 Decrease 10 3 percent Increase to 15 percent

(2 percent for BARD)
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22.  On the other hand, recent administrative measures to curb the increase in FCDs
appear to have been ineffective. Aimed at making FCDs less attractive to banks and
depositors alike, the State Bank of Vietnam (SBV) raised in three steps the reserve
requirements for FCDs to 15 percent in May 2001 (Figure I1.2). The ceiling on interest rates
on FCDs of enterprises continued to be in the range from 0.5 percent a year for demand
deposits to 3 percent a year for time deposits over six months. Moreover, foreign bank
branches are prohibited from offering FCDs to Vietnamese households. Despite these steps,
FCDs continued to increase rapidly during January 2000 to August 2001.

C. Dollarization and the Role of Currency Versus Asset Substitution

23.  Im order to explain dollarization trends, it is useful to distinguish between two
motives for the demand for foreign currency. The first is currency substitution, which
occurs when residents hold foreign currency as a means of payment. The second is asset
substitution, when residents hold foreign currency denominated assets for investment
purposes, rather than as a means of payment.

24, Currency substitution is typically attributed to periods of hyperinflation (as
explained in more detail in the Box IL.1), when the cost of using domestic currency for
transactions becomes very high. This phenomenon helps explain Vietnam’s experience in the
early 1990s when dollarization peaked at 41 percent as a result of hyperinflation, but then
declined to about 20 percent in 1995 following the return to macroeconomic stability.
However, since then, dollarization has gradually increased even though inflation has
remained low and the exchange rate relatively stable.

25.  This in turn may be due to increased asset substitution which is determined by
risk and return characteristics of domestic and foreign currency assets. Thus, even when
the expected exchange rate is stable and inflation is low, foreign currency denominated assets
may be preferred as they protect against a possible (but unexpected) return of
macroeconomic instability. As suggested by the calculations in Box I1.1, Vietnam’s past
episodes of inflation and real exchange rate volatility could form expectations on future
volatility that result in hypothetical dollarization ratios broadly in line with the ratios
observed in recent months.

26.  Asset substitution could also lead to higher dollarization as a natural
consequence of increased trade and economic integration (Figure 11.3). As more openness
tends to result in a stronger exchange rate pass-through, trade integration would lead to
higher inflation volatility and lower volatility of the real exchange rate.'® As a result,

19 At the extreme, for example, if the exchange rate pass through were equal to one, the
volatility of the real exchange rate would be zero, as exchange rate changes would be
matched one-for-one by changes in the inflation rate.
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Box IL.1, Currency Versus Asset Substitution—Two Basic Approaches
to Explaining Dollarization

Currency Substitution

The standard analytical framework for currency substitution has been a money demand equation augmented by
expected exchange rate changes and foreign interest rates.' Such an approach aims at measuring the opportunity
cost of holding domestic versus foreign currency. The degree of substitution is then determined by relative rates
of return deriving from interest rate differentials between foreign and domestic currency and expected exchange
rate changes. This approach has been useful in explaining large upswings in currency substitution during
periods of macroeconomic turbulence, when return differentials or the opportunity cost to hold domestic
currency are high. However, it is less successful in explaining the persistence of high rates of dollarization when
macroeconomic stability returns and return differentials subside. For example, many Latin American countries
have experienced continuously rising currency substitution ratios even after the return of macroeconomic
stability (Savastano, 1996). By comparison, the experience in transition economies has been more mixed.
Poland and the Baltic states experienced significant reductions in currency substitution ratios as inflation
returned to single digit levels (Sahay and Vegh, 1995).

Asset Substitution

Based analytically on the minimum-variance portfolio approach (Ize and Levy-Yeyati, 1998), asset substitution
would be determined by the volatility of inflation {increasing the riskiness of domestic currency assets) and the
real exchange rate (increasing the riskiness of foreign currency assets in terms of domestic currency).
Subjecting investors to a risk-return trade off, the attractiveness of domestic relative to foreign currency
deposits increases ceferis paribus when inflation volatility declines relative to real exchange rate volatility. In
other words, for given inflation volatility, a decline of the volatility of the exchange rate would increase asset
substitution, as it would enhance the benefits of hedging wealth with foreign currency assets. Thus, dollarization
levels could remain high in a period of macroeconomic stability and low return differentials if the expected
volatility of inflation remained high relative to the expected real exchange rate volatility. Based on these
considerations, and assuming past episodes of inflation and exchange rate volatility determine expectations, the
minimum-variance approach to a portfolio of dong and foreign currency assets would imply an underlying rate
of dollarization for Vietnam that could be as high as 50 percent. Assuming that past memories of hyperinflation
are fading and taking into account only data for 1994 to the present {a period of relative macroeconomic
stability), the implied dollarization ratio would be about 30 percent—broadly in line with the ratio observed in
recent months.

Vietnam: Measures of underlying dollarization based on asset substitution

(as of June 2001)
1990-2001 19942001 1998-2001
Variance (quarterly change in CPI, p) 3478 4.94 2.61
Variance (quarterly REER, ¢) 29.52 12.41 13.77
Covariance (CPI, REER} 598 1.36 1.01
Underlying dollarization (MVF, in percent) 1/ 53 3t 20

Source: Vietnamese autherities; IMF, Information Notice System; and Fund staff estimates.
1/ Based on Ize and Levy-Yeyati (1998), the minimum-variance portfolio allocations yield the following dollarization ratio d
(foreign currency denominated assets to total assets): d = Var(p) + 2 Cov(p.e) / [Var (p) + Var{e) + 2 Cov (p.e}].

! For a recent literature overview see Balino et al. (1999) or Vetlov (2001).
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domestic currency assets would become more risky relative to foreign currency assets, which
in turn would induce investors to increase the share of foreign currency assets in their
portfolios (see Box IL.1). Indeed, Vietnam experienced a rapid increase in economic
integration with the rest of the world during the 1990s; the share of trade, as measured by the
ratio of imports and exports to GDP more than doubled from 44 percent in 1990 to

94 percent in 2000. Also, the exchange rate pass-through tended to increase (as indicated
above), with the contemporaneous correlation of quarterly inflation and changes in the dong-
U.S. dollar exchange rate increasing from 0.06 for the period 1993Q1-2001Q2 to 0.33 for the
past 3% years.

27.  The more recent increase of dollarization in Vietnam appears to be due
primarily to asset substitution and the increasing integration with the global economy. "’
Data on FCDs corroborates this view. First, the ratio of demand deposits to total FCDs
declined from 29 percent at end-1999 to 17 percent at end-August 2001. This shift coincided
with the rapid increase in household FCDs during 2000, nearly all of which was attributable
to time deposits. However, data on FCDs can only provide a limited assessment of the extent
of dollarization in Vietnam. First, reliable estimates on the amount of U.S. dollar currency in
circulation are not readily available.'” Second, information on cross-border deposits held at
banks abroad, which can be considered close substitutes for FCDs, is incomplete at best.
However, data from the BIS suggest that Vietnamese cross-border deposits played a minor
role and were relatively stable during 1999-2000, increasing by US$24 million to some
US$139 million at end-2000, which was equivalent to less than 3 percent of FCDs in the
Vietnamese banking system. Third, due to statistical inadequacies, the measure of FCDs may
include holdings of non-residents (Agenor and Khan, 1996; Buchs, 2000).

D. Benefits, Challenges, and Costs of Dollarization

28.  The increase of FCDs in the Vietnamese banking system, particularly since
late 1999, has clearly enhanced the opportunities for reintermediation and financial

1 Alternatively, one might atiribute the persistence of a certain degree of dollarization to
switching costs (Mueller, 1994). However, switching costs are considered high for currency,
but they may be less significant for interest bearing deposits, which are used as a measure of
dollarization here. Note that in many empirical studies, these two components have typically
been lumped together in a measure of currency substitution or dollarization (Catao and
Terrones, 2000) because of insufficient data on foreign currency in circulation.

12 previous research in the Fund and elsewhere has found data from the U.S. Customs
Currency and Monetary Instruments Reports (CMIR) to be informative in this respect. This
data, which is not available for Vietnam, would permit to calculate cumulative net inflows as
a proxy for the stock of U.S. dollar currency circulating in a given country. The accuracy of
the estimate would depend, however, on the length of the cumulation period and the absence
of outflows, which are unrecorded.
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deepening. Moreover, it has strengthened banks’ financial performance. Overall, banks have
been cautious in extending foreign currency loans domestically, and have placed the bulk of
FCDs as deposits with banks abroad (Table II.2). These deposits have provided banks with a
stable source of income, particularly considering the burden of nonperforming loans on
banks’ income position. It is noteworthy that one percentage point in the interest rate margin
earned on FCDs at end-2000 would have been equivalent to about 3 percentage points in
terms of return on banks’ equity.

29.  Allowing residents to hold FCDs also enhances the credibility of the
macroeconomic policy stance in Vietnam, by giving a greater role to market forces and
avoiding direct intervention in asset allocation decisions of the private sector. Because the
cost of monetary indiscipline and intervention increases with the degree of dollarization, the
government should thus also be more credibly committed to stronger financial policies.

30. Perhaps the most important challenge of dollarization concerns banks’ safety
and prudential supervision. Dollarization may add to banking sector vulnerabilities, arising
from a currency mismatch of deposit and lending activities, and from exchange and credit
risks; the share of nonperforming foreign currency loans to total loans is roughly twice as
high as that of dong loans (Figure 11.3)."> Moreover, especially in the case of state-owned
banks, the potential volatility of FCDs could give rise to liquidity problems and represent
potential claims on Vietnam’s official reserves. The coverage of FCDs by gross official
reserves has declined substantially over the past five years from over 140 percent at end-1996
to below 60 percent at end-August 2001 (Figure 11.3).

31.  Dollarization also implies a loss of seigniorage revenues for the SBV, to the
extent that it arises from currency substitution. While some seigniorage is earned from
bank’s required reserves in foreign currency at the SBV, it is lost from the foreign currency
in circulation. As noted above, no reliable data are available on the amount of foreign
currency in circulation. However, assuming the ratio of foreign currency in circulation to
deposits in foreign currency is the same as that in dong, foreign currency in circulation would
be equivalent to D 42 trillion, representing about 10 percent of GDP at end-2000. With

13 The interest rate ceiling on foreign currency loans, which was only lifted effective

June 1, 2001 (nearly a year after the ceiling on dong loans was replaced by the base rate
mechanism), might have prevented banks from accurately pricing risks associated with such
loans, thereby contributing to the relatively high share of NPLs in this segment.
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monetary aggregates programmed to grow by about 20 percent on average, this form of
seigniorage losses would amount to 2 percent of GDP a year."

E. Policy Implications

32.  Dollarization in Vietnam appears to be largely a result of the country’s
deepening monetization and closer integration with the global economy, particularly in
recent years. Administrative measures to reduce dollarization should be avoided as this
could give rise to renewed disintermediation. In particular, reserve requirements should be
more uniform so as not to limit or distort the intermediation of banks, albeit within prudential
bounds. Moreover, increased interest rate flexibility, applied to both foreign currency loans
and deposits, would allow banks to more accurately price risks involved and improve
resource allocation.

33.  Accepting dollarization, however, means that the SBY will have to address new
challenges in prudential supervision, as well as a broader set of parameters in designing the
appropriate monetary and exchange rate policies. In particular, prudential regulation on net
open foreign currency positions needs to be strictly enforced and the quality and maturity of
banks” foreign currency assets monitored carefully. While the limited role of foreign
currency lending in Vietnam is reassuring given banks’ weak credit risk management, the
liquidity and quality of banks’ foreign assets as a counterpart to FCDs will need to be
monitored. Supervision needs to be strengthened to maintain the public’s confidence in the
banking system. While systemic liquidity risks could be addressed by a higher reserve
requirement on FCDs, this latter should not impede bank intermediation and thus add to a
foreign liquidity squeeze. Moreover, the SBV should set aside all required reserves on FCDs
and should not consider them freely usable gross official reserves.'®

" Similar calculations are discussed by Fischer (1982). Seigniorage losses tend to be highest
for developing countries with rudimentary payment and financial systems and thus a high
ratio of currency in circulation to GDP. Therefore, seigniorage losses in percent of GDP
should be expected to decrease over time as the financial system becomes more sophisticated
and reliance on cash transactions declines.

1% For this reason and in line with the standard definition of international reserves (BOPMS)
to cover only readily available and unencumbered reserves, FCDs of deposit money banks
held at the SBV are subtracted from gross official reserves when calculating net official
international reserves (NIR) under the PRGF-supported program.
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Figure 11.3. Vietnam: Openness and Financial Indicators
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34.  On balance, the exchange rate regime should be flexible, given the prevalent role
of asset substitution in Vietnam. Fixing the exchange rate under asset substitution, as with
higher capltal mobility, would further limit the SBV"s scope for independent monetary
policy.! ® At the same time, the scope for using a flexible exchange rate as an instrument to
reduce dollarization is limited over time. As the exchange rate pass-through is expected to
increase with Vietnam’s growing openness, the riskiness of foreign currency assets would
decline along with the volatility of the real exchange rate.

16 1t should be cautioned, however, that to the extent currency substitution persists a reduced
flexibility of the exchange rate remains justifiable. This is because currency substitution
tends to increase exchange rate volatility. As a result, the exchange rate in a floating rate
system will be more sensitive to expected changes in the money supply and other variables
affecting the money market. For a more detailed discussion on appropriate exchange rate
regime in response to various economic shocks under currency substitution see Berg and

Borenzstein (2000).
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Table IL1. Vietnam: Deposit Money Bank Deposits, 1999-2001 1/

(In trillions of dong)

1999 2000 2001
Dec. March Tune Sept. Dec, March Fine  Augusi
(B type of deposiior)

Enterprises
Dong deposits 7.8 41.8 455 49.7 9.4 58.0 59.8 62.3
Foreign currency deposits 2/ 21.2 231 24.3 253 252 30.1 328 351

of which: demand deposits 123 139 12.8 12.6 13.3 14.0 13.2 135

Houscholds 3/

Dong deposits ) 26.6 30.6 30.9 51.2 29.9 35.6 359 35.1

Forsign currency deposits 4/ 226 270 28.1 33.6 45.1 47.8 515 54.6

af which: demand deposits 0.6 0.7 0.7 0.8 33 1.4 1.3 21

Deposit suhstitntes {dong) 5/ 10.% 12.3 14.7 13.2 11.0 12.2 12.0 13.9
(Change since beginning of the year)

Enterprises
Dong deposits 4.0 7.6 il.8 21.6 <13 04 2.9
Forsign currengy deposits 2/ L9 31 4.1 4.0 4.9 7.6 9.9

Households 3/

Dong deposits 4.0 4.1 4.6 33 5.7 6.0 52

Fereign currency deposits 4/ 4.4 6.3 110 225 2.7 6.4 9.5

Deposit substimtes (dong) 5/ 1.4 38 2.3 0.2 1.2 0.9 29
(Foreign carrency deposits by bank)

Total 438 302 53.35 589 70.4 7.8 84.3 89.7
Vietcombank (VCB) 18.9 212 22.8 251 29.5 34,2 332 38.1
Incombank (ICB) 6.6 7.8 8.4 94 10.4 115 2.4 132
Bank for Agriculture and Rural Deveiopment {(BARD} 23 2.5 2.7 32 3.7 4.2 4.5 4.7
Bank for Investment and Development {(BIDV) 39 4.5 39 4.5 8.7 9.6 10.3 11.4
Others i2.1 14.2 t5.6 18.6 18.0 18.4 219 22

(Forsign currency deposits by bank in percent of total)

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 106.0
Vistcombank 43.0 42.3 42.7 427 41.9 43.9 4.7 425
Incombank 15,1 15.5 15.7 16.0 14.8 14.8 14.3 14.8
VBARD i3 4.9 5.1 5.5 53 5.3 5.4 53
BIDV 9.0 8.0 7.3 7.6 124 12.3 122 12.7
Others 277 28.3 29.2 282 256 236 25.9 .8

(Percentage share in increase of foreign currency deposits since beginning of the year)

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Vietcombank 313 414 417 40.1 62.8 41.0 44.6
Incomhbank 18.7 18.3 18.6 14.4 14.8 14.4 14.6
VBARD 24 4.2 6.1 53 5.7 5.6 j2
BIDV 8.8 -04 3.8 18.1 11.5 11.2 13.6
Others az8 36.5 299 1 53 178 21

(In millicns of U.5. doilers, unless indicated otherwise)
Memorandum frems:
Foreign cutrency deposits
Enierptises 1,512 i.646 1,128 1777 17137 2,068 2211 2,339
Households 1,614 1,922 2,068 2,365 3,109 3,284 3466 3,642
Demand depesits (in percent of total foreign curency
dzposits) 29.2 29.1 253 228 24.0 19.8 172 17.4

Sources: State Bank of Vietnam; and Fund staff estimates.

1/ Based on monetary survey comprising 6 state-ownzd commercial banks (SOCB¢) and 83 non-state credit institutions.
2/ Adjusted for enterprise holdings of foreign currency depostt substitutes at VCB {about 43 percent.of total).

3/ Referred to as savings deposits In the monthly detivation tables on the banking system.

4/ Adjusteé for household holdings of forsign currency deposit substitutes at VOB (about 35 percent of total} and at BIDV (al] deposits

estirnated to be held by hovseholds).

5¢ Adjusted for deposit substitutes of VCB and BIDV (i.e, doilar-denominated bonds issued by banks).
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Table 112, Vietnam: Foreign Assets of the Banking System

(In millions of U.S. dollars)

1998 1999 2000 2001
Aug.
Foreign Assets 3,445 5,542 7,770 8,744
Deposit with banks 3,146 3,764 5,824 6,558
State Bank of Vietnam 2,000 1,860 1,779 2,085
Commercial banks 1,146 1,904 4,045 4,472
Other 299 1,778 1,947 2,186
State Bank of Vietnam 98 1,562 1,734 1,826
Commercial banks 201 215 213 360
Memorandum item:
Exchange rate (dong per U.S. dollar) 13,890 14,025 14,501 14,963

Source: Vietnamese authorities.
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III. PRIVATE SECTOR DEVELOPMENT IN VIETNAM'’
A. Introduction

35.  This chapter reviews recent trends in private sector development in Vietnam. It
draws upon work done by the World Bank Group and in particular the IFC, and looks ahead
to areas where policies will need to be strengthened to accelerate private sector development
(PSD). The government’s medium- to long-term economic development program emphasizes
the commitment to creating a fair business environment for both the state and nonstate
sectors. Given this and the current direction of reforms, the private sector 1s expected to play
an increasingly important role in new business formation, employment creation, and output
growth. Also, poverty reduction in Vietnam over the last decade was derived from land-
based and agricultural-led growth, but there are physical limits to this pattern of growth.
Thus, poverty reduction in the future will require more rapid rural and urban growth that is
labor-intensive and export-led, with the private sector as the engine of growth. Removing the
current impediments to PSD will also help protect macroeconomic stability, through further
increasing government revenue, expanding trade opportunities, and increasing Vietnam’s
resiliency to supply shocks.

B. Private Sector Development in the 1990s

36. Currently, the private sector accounts for around 40 percent of GDP in
Vietnam'® (compared with 50 percent in China), but mainly in agriculture and for only one-
third of industrial output. Its rapid growth in agriculture-based activity started in the

late 1980s and was initially fueled by the policy of Doi Moi (or economic renewal), under
which Vietnam began to make significant strides in liberalizing the agricultural sector. Prior
to Doi Moi, agriculture was collectivized, and private sector activity in most other sectors
was negligible, unrecorded, and/or disallowed. Under Doi Moi, most input and output prices
were decontrolled, agriculture decollectivized, the exchange and trade system partially
liberalized, and foreign direct investment (FDI) allowed (initially joint ventures only).
Reforms were guided by new laws promoting domestic and foreign investment, as well as a
commercial law.

37.  Progress in PSD in the early and mid 1990s was slow because of policy
ambivalence, and stalled with the onset of the Asian financial erisis in 1997. Even though
FDI inflows were very large in the mid 1990s, Vietnam’s business climate was increasingly
at a competitive disadvantage vis-a-vis the region, in part because of opaque and burdensome

17 prepared by David Cowen.

18 This measurement comprises mainly the domestic private sector (household enterprises
and farms and small and medium-sized enterprises). It also includes a portion of the mixed
(i.e., joint ventures with ownership from more than one sector) and foreign invested sectors.
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legal and administrative regimes. With the Asian crisis, FDI flows plummeted,” and investor
sentiment turned negative, given limited progress in reforming state-owned enterprises
(SOEs) and the exchange and trade system. Private sector activity in Vietnam was still
constrained by an entrenched bureaucracy, a non-transparent tax and regulatory framework,
and an uneven playing field in terms of market access, foreign exchange and bank credit
availability, and operating costs. Entry to many business sectors was prohibited or allowed
only in the form of joint ventures with SOEs. Even when private sector participation was
permitted, private businesses faced other administrative hurdles, which raised the costs of
doing business in Vietnam.

C. Recent Measures to Foster Private Sector Development

38.  Since early 2000, and in a bid to promote economic recovery, the government
has taken a series of actions aimed at improving the investment climate for a more fair
business environment. These actions in 2000 included notably passage of the new
Enterprise Law and amended Foreign Investment Law. This was followed in March 2001 by
the adoption of a three-year SOE reform framework that provides for equitization,
liquidation, and merger of a significant number of small and medium-sized SOEs; and by
implementation of trade opening measures, including the announcement in May 2001 of a
five year import—export regime that significantly advances the removal of a number of
quantitative restrictions on imports in sectors dominated by SOEs (see Chapter IV). In
addition, the government is pushing ahead with financial sector reform, including liberalizing
interest rates, restructuring the banking system, and establishing a stock exchange, all of
which should aid PSD.

39.  The key provisions of the new Enterprise Law were aimed at easing business
entry. Under the new law, business licensing requirements in 145 (out of 400) sub-sectors
were lifted in 2000, making establishment of private firms considerably easier. Decree 30,
also issued in 2000, led to revocation of a further 61 licenses and permits. The removal or
modification of business licenses in an additional 50 sub-sectors 1s expected by end 2001,
Business registration costs also have been cut significantly and the approval process
shortened from 1-2 months to 10 days on average, and even less for small enterprises and in
urban areas. As a result of these changes and with effective implementation of the new law,
an estimated 26,000 small and medium-sized enterprises (SMEs) were registered in the
period January 2000 through August 2001 employing more than 500,000 workers (some
SMEs are newly established companies, but many are houschold enterprises that have been
upgraded or other enterprises that previously operated unofficially or illegally). This
represents a 60 percent increase in registered SMEs since January 2000, when the Enterprise
Law came into effect. Total registered capital is equivalent to around US$2 billion, or

19 Staff estimates show total nonstate investment declining from around 20 percent of GDP
in 1996 to 14 percent in 1999, then rising to 16 percent in 2000. FDI is estimated to have
fallen from 7%2 percent of GDP in 1996 to 2% percent in 1999 and 2000.
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6 percent of GDP. Concentration of newly registered SMEs has tended to be in urban areas
and in the southern part of the country, especially in the Ho Chi Minh City region

(Table I11.1). The Enterprise Law will be supplemented with a decree on SMEs by

end 2001. Existing provisions in the Enterprise Law on the use of land-use rights as collateral
for bank loans will also require stronger enforcement and greater transparency to ease credit
conditions for SMEs.

40.  Amendments to the Foreign Investment Law sought to improve the climate for
Foreign Invested Enterprises (FIEs) by mainly streamlining previously complex FDI
procedures and leveling the playing field vis-a-vis the SOEs. The key provisions allow: the
automatic registration of export-oriented FI1Es, purchase of foreign exchange by FIEs to
make payments within certain limits, mortgaging of land by foreign bank branches, and the
provision of government guarantees on certain types of infrastructure projects and
encouragement of investment by overseas Vietnamese.”® These guarantees, in particular,
aided the conclusion of contracts for large oil and gas projects, the negotiations of which had
been protracted. Furthermore, the dual pricing system, which largely discriminates against
FIEs, has been rolled backed recently with a reduction in price gaps most notably on
telecommunication and electricity tariffs.

41. A resolution, adopted by the Central Committee of the Party in August 2001, calls for
an accelerated phase out of the dual pricing system (much of which was originally autherized
to take place 1999), as well as further streamlining of licensing and administrative procedures
for FIEs. The resolution also notes the need for a common and simplified legal framework
and tax system for domestic and foreign investors. The number of sectors permitting FDI
would be expanded and include import and domestic distribution services. In addition, land
clearance procedures for FIEs would be simplified, land-use right certificates issued to FIEs
operating in industrial parks or export processing zones, and, on an experimental basis, land-
use rights made transferable to certain foreign investors. More generally, revisions to the
Land Law, which will come into effect soon, are aimed at easing local government control
over allocating land and granting land-use certificates to households and enterprises, giving
overseas Vietnamese the right to buy houses with attached land-use rights, and aligning
compensation for nationalized lands with market value.

42,  1In view of the poor financial conditions and inefficiencies of many SOEs, the
government adopted a five-year SOE reform plan in March 2001, with annual targets
specified for 2001-03. Final approval of the reform framework was given by the Central
Committee in August 2001, The objectives of the plan are to reduce losses and improve
competitiveness. Around 1,800 out of the more than 5,500 SOEs will be subject to
enterprise-specific reform measures, mostly through equitization (1,400), divestiture (140),
or liquidation/closure (220). An additional 200 enterprises will face merger/consolidation.
The focus of this reform is on equitization of small to medium-sized SOEs in terms of state

2% The original decree was approved in 1998,
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capital (11 percent of total) and SOE debt (10 percent of total). However, these SOEs are
estimated to account for 31 percent of total SOE employment, as more capital intensive,
heavy industry sectors will remain under state dominance (Table II1.2).

43.  Recent financial sector reforms should also ease some of the constraints faced by
the private sector in terms of accessing bank credit, securing foreign exchange, and,
eventually, raising new capital.

. Availability of bark credit. The joint stock bank (JSB) sector, where operations have
been geared toward serving the private sector, is gradually undergoing a period of
consolidation.?! Since 1999, eight JSBs have been either merged, consolidated, or
liquidated. Under current plans, the number of banks will be halved over the next two
years to fewer than 25. By then, the JSB system should be financially sounder and
better supervised, and more capable of meeting credit needs of viable SMEs. Because
of the ongoing bank restructuring and owing to tighter credit risk management, credit
growth from the nonstate banks (the JSBs, as well as joint venture banks, foreign
bank branches, financial companies, and the Central People’s Credit Fund) has been
significantly lower than from the banking system as a whole.”* Over time, however,
effective banking reform should help to make more credit available at lower interest
rates.

. Access to credit under market-related interest rates: Interest rate caps have been
wholly or partially lifted—for foreign currency loans, the caps were removed in
June 2001 and for dong loans, the margins above the base lending rates, which came
into effect a year earlier, appear to offer banks adequate flexibility to price risk and
SMEs better access to credit. Under the current structure, the bands above the dong
base rates are 4 percent (on an annualized basis) for short-term loans and 6% percent
for long term loans. Allowing land use-rights for collateral should also help make
credit accessible to SMEs, and requiring SOEs to underge bank credit risk
assessments (like other borrowers) should also make room for credit to SMEs.

. Access to foreign exchange through liberalization of the exchange system: The
foreign exchange surrender requirement was reduced from 80 percent to 50 percent in

21 Based on official estimates as of end 1998, loans to the nonstate sector by the state-owned
commercial banks (SOCBs) were about three times those by the JSBs. However, they
represented only about 40 percent of the SOCBs’ total outstanding loans, compared with

70 percent of the JSBs’ loans. More recent data broken down by type of borrower from each
sector of the banking system are unavailable.

22 1n 2000, nonstate bank credit and total bank credit expanded by 14% percent and
38 percent, respectively; during the first eight months of 2001, the trend continued, at
4Y; percent and 14% percent, respectively.
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August 1999 and to 40 percent in May 2001. As part of the amended Foreign
Investment Law, the foreign exchange balance requirement for FIEs was lifted in
May 2000 (previously, FIEs were required to balance payments and receipts in
foreign exchange, unless they were granted special exemptions). Under the same set
of amendments, the tax on profit remittances of FIEs was reduced from 10 percent to
7 percent.” Under the current PRGF-supported program, the authorities have agreed
to submit a recommendation to the National Assembly to eliminate the tax for FIEs
by March 2002.

* Vietnam’s stock exchange was established in Ho Chi Minh City in July 2001
Currently, only seven companies are listed on the exchange.?* As of end-
August 2001, total market capitalization was US$20 million (0.1 percent of GDP) and
daily trading volume was under US$0.5 million. Larger companies would like to list
on the exchange, but at present cannot meet the main requirement of disclosing
audited financial statements on international standards. Currently, FIEs cannot list on
the exchange, but the government has recently called for regulations allowing
transformation of these enterprises into joint-stock companies on an experimental
basis, creating conditions for them to be eventually listed.

44.  Plans are also underway to give local authorities greater autonomy in business
regulation. A draft government decree is being considered that would grant greater
autonomy to the Ho Chi Minh City People’s Committee in terms of business investment
licenses and procedures, land price determination, and provincial budget execution. Already,
business registration procedures operated by the local planning and investment service have
been streamlined and automated, with licenses to domestic private enterprises granted in as
little as one day.

D. Challenges Ahead

45.  Despite the recent improvements, private sector development still faces
remaining impediments in Vietnam. The government’s ten-year socioeconomic
development strategy (2001-10), which was endorsed by the Ninth Party Congress in

April 2001, envisages a more level playing field for the private sector. However, it still calls
for a leading role for the state sector, including continued state protection of and investment
in certain key industries. In China, a change in leadership attitude that led to an explicit
recognition of the private sector as an important component of the economy (at the Fifteenth
Party Congress in 1997), along with earlier steps in clarifying the legal framework, have been

2 For overseas Vietnamese who invest in Vietnam under the Foreign Investment Law, the
tax rate is 3 percent, and for a small class of foreign investors, the rate is 5 percent (see
Summary of the Tax System).

24 The stock exchange has also floated several special treasury and bank bond issues.



-35-

seen as key in fostering rapid expansion of private registered firms in the 1990s
(from 100,000 in 1991 to more than 1.3 million today).

46,  Access to bank credit by the private sector remains an issue. Interest rates have
been substantially decontrolled. However, credit risk management by banks needs to be
strengthened, which is a key element of the government’s banking reform strategy, in
particular by the four large state-owned commercial banks. In addition, a more vigorous
effort will be needed to meet targets set by the government in conselidating the JSBs.
Lending to the private sector should also benefit from steps being taken to further simplifying
the use of land-use rights as collateral. Crowding out by the state sector is also expected to
diminish, as policy-based lending is being supplanted by explicit govemnment guarantees or
direct budget support (e.g., through the Development Support Fund). For SMEs, however,
access to bank credit will also require that many of them strengthen corporate governance by
clarifying their ownership, adopting stronger accounting methods, and disclosing more fully
and accurately business practices.

47. In addition, SOE reform needs to be accelerated. SOE reform is critical to PSD, as
a number of small to medium-sized SOEs are to be equitized and the sector as a whole is
operated on a more commercial basis. However, this reform needs to deepen, in particular for
large enterprises. With recent approval of the reform framework by the Central Committee,
the government has instructed to relevant ministries and agencies to proceed with full
implementation of the SOE reform plan. The legal changes are expected to speed up the
equitization process, which thus far has lagged considerably in terms of the reform plan’s
first-year targets. Critical to this effort will be clarifying of guidelines for resolving bad debt
and handling labor redundancies arising from individual SOE restructuring. The equitization
process itself is expected to be strengthened by end year through the planned removal of caps
on shareholdings in equitized SOEs by individuals and legal entities; in addition, the
responsibility for issuing, selling, and registering shares is being removed from SOE
management. The government is also committed to publishing a detailed roadmap of SOE
reforms.

48.  The legal and administrative framework is unclear and governance is a concern.
As the authority of ministries and agencies and of central and local governments is often
overlapping or ill-defined, government decrees issued by competing bodies at times are
inconsistent, which invites selective interpretation and enforcement. New and amended laws
often await implementation guidelines, which slows reforms. These problems tend to further
complicate an already weak court system and lead to bureaucratic entanglements. The extent
of corruption is thought to be widespread, raising the costs of doing business. Stronger
institutions are needed that have clear cut authority to promote business development and to
enforce the rule of law. Also, less discretion should be taken by the bureaucracy in
implementing policies. In a recently finalized draft program for administrative reform
(2001-10), the government notes that the biggest challenge to developing a clean, stable, and
efficient administrative regime is to tackle longstanding problems of excess bureaucracy, red
tape, and corruption. Under the reform program, plans are being formulated to streamline
central and local government operations, strengthen personnel training and management, and
more clearly delineate tasks and responsibilities, including on the issuance of legal and
administrative directives.
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Table IIL1. Vietnam: Registered Enterprises Under New Enterprise Law by Region 1/

Number of  Amount of Share in 1999 of:
enterprise registered Industrial Industrial Total
capital gutput establishments 2/ population

(In percent of total)

Total

Red River Delta 240 29.5 20.7 37.8 22.0
North East 6.0 9.9 57 9.6 1.6
North West 0.6 0.3 0.3 1.6 2.9
WNorth Central Coast 53 3.6 33 17.7 13.1
South Central Coast 59 7.5 5.1 8.2 8.5
Central Highlands 1.9 1.0 1.0 2.9 53
North East South 46.0 42.5 33.7 8.8 15.4

of which : Ho Cht Minh City 36.0 283 27.4 4.3 6.6
Mekong River Delta 9.8 5.7 10.3 13.5 211

Sources: Ministry of Planning and Investment and General Statistical Office Statistical Yearbook 2000.

1/ Through August 2001,
2/ Local business establishments (excluding agriculture and service sectors), including state-owned and
foreign invested enterprises.



Table HI. 2. Vietnam: Sectors to he Controlled by Govermment Ownership

1. Business Oricnted State-Owned Enterprises (SOEs)

State monopoly SOEs

Explosive materials

Toxic chemicals

Radicactive materials

Nattonal power fransmission grid

Internationa} and national communications backbone
Cigaretles

Full or controlling state ownership of SOEs

Food wholesale trading

Petrot and oil wholesale trading
Power generaiion

Mining of important minerals

Production of some mechanical and electronic products

Information technology products

Ferrous and non-ferrous metal praduction
Basic chemicals

Fertilizers

Plant protection products

Cement

Construction industries

* Important consumer goods and foodstaffs production
Pharmaceutical chemicals and medicines
Air transport

Railways

QOcean shipping

Monetary trading

Insurance

Lottery

Basic telecommunications

2. Public Utility SOEs

State monopoly SOEs

Printing of money and value papers

Flight control

Maritime control

Radio frequency management and distribution

Military hardware and weaponry for national defense

Enterprises entmusted with special national defense tasks

Enterprises operating in stralegic locations and combining economic
operations and national defense tasks in accordance with
governmen! decisions

Fuli or controlling state ownership of SOLs

Technical inspection of large transport vehicles

Publication of academic books

Political papers and books

Current event and documentary films

Management and mainienapce of the national railways and airports

Managemenl of watershed irrigation system

Planting and protection of walershed forests

Water drainage int large cities

Road management and maintenance

Bus and coach stations

Imporlant waterways

Production and supplies of other products and services as provided tor by
the government

Source: Government Resolution No. 05-NQ-TW on the Continuation of the Restructuring, Reforming, Developing and Improving the Effictency

of State-Owned Enterprises (September 24, 2001).
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IV. TRADE REFORMS AND EXPORT AND IMPORT PERFORMANCE®
A, Introduction

49, Trade liberalization and export development have been central to Vietnam’s
continuing economic transition. To this end, Vietnam has pursued a multi-pronged
approach to gradually reducing trade barriers and increasing the outward orientation of the
economy. First, by joining the ASEAN Free Trade Area, AFTA, in 1996 Vietnam made a
commitment to eliminate tariff and non-tariff barriers vis-a-vis the other member countries.
Second, the bilateral trade agreement with the United States is expected to be ratified by the
National Assembly in November, and other bilateral trade agreements are under discussion.
Third, Vietnam is vying for membership in the World Trade Organization (WTO), which
requires a commitment to simplify import controls and reduce the level of import protection.
Despite the high degree of trade restrictiveness throughout much of the 1990s, however, both
exports and imports expanded rapidly. This reflected generally adequate competitiveness,
high levels of foreign direct investment (FDI), and the liberalization of the agricultural sector
following Doi Moi. By 2001, exports account for half of GDP and are broadly diversified, in
terms of structure and trading partners. Vietnam’s openness (measuted in terms of the ratio
of exports and imports to GDP) is twice the average of all PRGF-eligible countries. This
chapter examines the recent trade initiatives, and the decade-long trends in exports and
imports.

B. Recent Developments in Trade Reforms

50.  During 2001, Yietnam made substantial progress in liberalizing its trade regime.
In April 2001, with a view to providing a more stable export—import environment, the
government announced a Five-Year (2001-2005) Import-Export Regime.® This provides a
road map for elimination of QRs, tariff reductions, and other trade measures. On

October 3, 2001 the U.S. Senate passed legislation implementing the landmark bilateral trade
agreement between the United States and Vietnam (the agreement was signed on

July 13, 2000) marking an important step toward WTO accession.”’” Vietnam’s National
Assembly is expected to ratify this agreement when it meets in November. Meanwhile,

% Prepared by Nita Thacker.

26 Contrary to previous years when only annual changes to the import-export regime were
announced.

7 A meeting of the WTO Working Party on the Accession of Vietnam was held in
November 2000 and an Inter-Ministerial Committee has been set-up to guide and monitor
progress on WTO accession.



-39-

preparations are being made to reach bilateral trade agreements with other WTO members
and align existing bilateral agreements®® and modify Vietnam’s laws to meet WTO standards.
Key trade reforms in 20017

5L Quantitative restrictions: The program for eliminating QRs has been accelerated
compared to commitments under the PRGF-supported program:

. Effective May 1, 2001 QRs on 5 items”-paper, clinker, granite and ceramic tiles,
alcohol, and passenger vans with 10-16 seats—were eliminated ahead of schedule
and replaced with tariffs (see Table IV.1).

. At the same time, the target dates have been advanced for most other items, including
construction glass, remaining steel products, and vegetable oil, to end-
December 2001 and QRs for two additional items—motorcycles and certain parts
thereof and passenger vehicles with up to 9 seats—are now scheduled for removal by

end-December 2002.

. QRs on cement will remain until end-December 2002, as initially planned.

. By the beginning of 2003, all but 2 items—sugar and petroleum products—will no
longer be subject to QRs.

52. Tariff reductions under AFTA: Ordinance No. 28 announced on June 6, 2001
outlines changes in tariff lines consistent with the commitments under AFTA. These changes
are effective from January 1, 2001:

. 713 items have been transferred from the Temporary Exclusion List (TEL) to the
Inclusion List (IL), leaving 1,200 items still in the TEL (under AFTA all items are
expected to be moved to the IL by 2003).

. For the items in the IL (a total of 4,986), 65 percent are subject to a tariff rate of 0—
5 percent and the remaining 35 percent to a tariff rate of 5-20 percent (under AFTA
tariffs on 97 percent of tariff lines will be reduced to at most 20 percent by 2003 and
05 percent by 2006).

2 yietnam currently has bilateral trade agreements with several countries including most
Asian countries, the European Union, some transition economies and Australia and New
Zealand.

% For trade reforms before 2001, see SM/98/6 and SM/99/104.

3% The last two itemns are new and were not included in the original list.
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53, Other measures: In addition,

. Quotas on rice exports have been eliminated and anyone registered to export food and
agriculture-related goods can now export rice freely.

. Garment and textile quotas will continue to be announced (currently 25 percent of the
quota is auctioned off), and will be increased annually and eliminated over the
medium term.

. A revised tariff schedule was announced for 2001, partly to reflect the tariffs for

goods on which QRs were removed®' (Statistical Appendix, Tables 32 and 33).
Notwithstanding this, only about 1 percent of line items continue to have rates above
50 percent.

. The surrender requirement has been reduced from 50 percent to 40 percent effective
May, 2001.

. Trading rights have been further liberalized for foreign firms.

. Foreign invested enterprises can now buy foreign exchange from commercial banks
in Vietnam for their imports.

United States Bilateral Trade Agreement (USBTA)

54,  Normalization of Vietnam’s trade relations with the United States began with
the lifting of the trade embargo in 1994. This move was followed a year later by the
restoration of diplomatic relations in 1995, and the first waiver of the Jackson-Vanik
emigration provisions in 1998. Under the USBTA expected to be ratified by the National
Assembly in November, the U.S. will extend temporary most-favored nation status (MFN,
also known as normal trade relations or NTR status) to Vietnam, so that impotts from
Vietnam will face significantly lower tariffs when entering the United States.>® The USBTA
also provides for reciprocal nondiscriminatory treatment of U.S. exports to Vietnam. The key
features of the USBTA are:

. Trading rights: Liberalize trading rights for U.S. firms in three to six years.

. Tariffs: Reduce current tariff rates on a limited range of industrial and agricultural
items (about 250) by 30 to 50 percent over three years.

3! The tariff rate of 120 percent introduced in 2001 is imposed on certain alcohol related
items.

32 Imports from Vietnam have faced tariffs of up to 40 percent, or more than 10 times higher
than that faced by most other nations.
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) Quantitative restrictions: Remove QRs on most products in three to seven years, but
back loaded for steel and cement (after six year} and petroleum products (after seven
years).

o Intellectual property rights. Apply WTO-consistent protection for intellectual rights

in 12-18 months.

o Banking services: Allow U.S. equity in joint ventures (with up to a 49 percent stake).
After nine years, allow 100 percent U.S. owned subsidiary banks. Also allow
U.S. equity in privatized Vietnamese banks at the same levels as Vietnamese
investors. Phase in right of U.S. banks to accept dong deposits on the same basis as
domestic banks over eight years for business clientele and ten years for retail
depositors.

. Nonbank financial services: Allow 100 percent equity in financial and other leasing
after three years.

) Insurance: Allow joint ventures in three years and 100 percent U.S. equity in five to
six years.
. Other services: Allow immediately 100 percent U.S. equity in a range of technical

services, including in legal, accounting, engineering, computer-related, and
construction areas.

] Trade-related investment measures: Phase out all WTO-inconsistent measures
(e.g., local content requirements) in five years.

. Transparency: Publish all laws and decisions governing issues in the agreement,
establish administrative or judicial tribunals for review, and provide the right of
appeal.

The impact of the USBTA on Vietham

55.  Impact on trade: The major impact is likely to be on exports from Vietnam which
will enjoy MFN status. Vietnam’s exports to the United States increased from US$95 million
(2.3 percent of total exports) in 1995 to US$770 million (6.7 percent of total exports) in the
first 9 months of 2001. The principal exports are seafood, textiles, footwear and agricultural
goods, including coffee, most of which are items that under MFN enjoy duty-free treatment
(zero tariffs). Thus, the USBTA is likely to result in increases of commodity exports and
exports of labor-intensive manufacturing with large differences between the MFN and non-
MFN tariff rates. Using the Global Trade Analysis (GTAP) model, the World Bank has
estimated that exports to the United States are likely to double in the first year of MFN status,
as U.S. tariff rates on Vietnamese exports will fall from their non-MFN average of 4G percent
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to less than 3 pf:rcent.33 In particular, Vietnam’s clothing exports are expected to increase
dramatically. Vietnam exported less than US$40 million in apparel to the U.S. in 1999, while
garment exports to Japan and the EU totaled US$500 million and US$640 million,
respectively. Based on the experience of Cambodia—which was granted MFN status

in 1996—the World Bank estimates that clothing exports could increase as much as ten-fold
in the first year after receiving MFN status.>* Another item likely to benefit from the USBTA
are marine exports from Vietnam. The U. S. has already outpaced Japan to become the
biggest importer of seafood from Vietnam accounting for 27.2 percent (or US$324 million)
of total exports of seafood from Vietnam in the first nine months of 2001.

56.  Impact on services and capital flows: The liberalization of the services sector,
including tourism and construction in the short-term and financial services, including
banking and insurance services over the medium-term, are likely to lead to a considerable
increase in foreign direct investment (FDI). Also, FDI in light industry has been rather
modest to date and this is likely to benefit from the USBTA.

57.  Impact on the SOE sector and factor productivity: SOE enterprises in the textile
and footwear sectors are already facing increased competition from China and private
domestic firms that have been forming joint ventures with foreign partners. The further
opening up of the economy combined with other ongoing trade reforms™ is bound to increase
competition and force restructuring on the SOE sector. Also, increased capital inflows are
likely to increase investment in textiles, food processing and fisheries, all of which have a
large potential but have hitherto seen relatively small foreign investment.

C. Export Performance in the 1990s

58.  Vietnam’s exports have increased almost five folds in the last 8 years, from
about US$3 billion in 1993°¢ to over US$14 billion in 2000 and are expected to top
US$15 billion in 2001. Exports are now broadly diversified in structure and in trading
partners. During the same period, Vietnam’s openness (measured in terms of exports plus
imports as a ratio of GDP) improved relative to its neighbors, with the exception of the
Philippines and Malaysia, to reach 94 percent in 2000 (Figure IV.1). Export performance in
the 1990s can be roughly divided into four periods: (i) from 1993-97 when exports were
increasing at an average rate of 30 percent; (ii) 1998 when export growth plummeted to only

33 The Effect of the United States Granting MFN Status to Vietnam, by E. Fukase and
W. Martin, World Bank, 1998.

3* The Vietnam-U.S. Bilateral Trade Agreement, CRS Report for Congress.

35 Trade reforms under the AFTA and recent removal of quotas will also have a significant
role in this context.

36 Data prior to 1993 are poor and hence not included in this analysis.
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Figure IV.1. Vietnam: Comparative Perspective on Trade
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2.4 percent; (iii) post-1998 when growth rebounded to average 24 percent in 1999-2000, and
(iv) recently a slowing of export growth with the global downturn. Based on Vietnam’s
export performance over the last decade and assuming maintenance of competitiveness and
continued transition to a market economy, Vietnam’s medium-term export outlook remains
promising even though the near-term outlook is clouded by the global slowdown.

Rapid export growth prior to the Asian crisis (1993-1997)

59.  Vietnam’s export growth was very strong, averaging 30 percent during this
period. The contributing factors were the elimination of export barriers (including quotas) in
order to encourage sales to convertible currency areas since 1989, adequate competitiveness,
some FDI in export-oriented industries, and the steady growth in import demand in most
trading partner countries. This record outperforms export growth of most of its Asian
neighbors (Figure IV.2) and was accounted for primarily by non-oil exports:

. Non-oil export growth averaged about 35 percent, with exports of garments and
footwear increasing most rapidly and their shares in total exports increasing from
8 percent in 1993 to 15 percent in 1997, and from 2 percent in 1993 to 15 percent
in 1997, respectively, replacing coffee and rice as major export earners (apart from
oil).

. Qil export value rose at an average rate of about 14 percent, with most of the increase
due to higher export volumes (an increase of 78 percent) with a price increase that
was relatively modest (Table IV.2 and Statistical Appendix, Table 25). The share of
oil exports continued to remain the largest, averaging about 21 percent of total
exports.

. Export volumes of coffee, rice and rubber continued to increase so that despite
fluctuating prices, they remained important in terms of their contribution to growth.

. Diversification of trading partners also increased. Starting first with regional markets,
Vietham made inroads overtime into European and U.S. markets.

. The principal trading partner during this period was the Asia and Pacific region which
absorbed 70 percent of Vietnam’s total exports until 1995; however starting in 1996
the share of this regien has been declining. Japan and Singapore were the main
trading partners in the Asian region (Statistical Appendix, Table 27).

* The share of exports to Germany, United Kingdom and the United States (after the
trade embargo was lifted in 1994) steadily increased during this period. As a result,
Vietnam has gained market share in these countries. In fact, in 1997 Vietham’s
exports to these countries increased when exports of most Asian countries were
declining.
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Figure IV.2. Vietnam: Export Indicators

5.0 5.0
FOREIGN TRADE
January 1993 - October 2001
4.5 " (3-month total, in billions of T.S. doliars} - 48
4.0 -
isr
A Iy
I\ 7o
0 b 7N A N N A _ 30
I VoS NS (Y ; r N\
) . ! \
25 F P /\/ o =25
AN :
Y /
28 r Fmports f-‘l : 4 a0
P -~
15 ' v - 15
X Non-Oi Exports -
wr’ H 10
05 " - 05
0.0 b ] ! 1 i I ] ] 1 ] ! . L | | | | 0.0
. AN UL JAN JUL JAN JUL JAN TUL JAN JUL JAN JUL JAN JGL IAN JUL JAN JUL ™
1993 1994 1995 1994 1997 1998 1959 2000 2001
150 150
PRICES OF SELECTED EXPORTS
125 b March 1998~ October 2061 4128
(3-month total, year-on-year percentage change)
100 - 100
75 Cride off 175
®r Coffee Rice - 50
% - 23
0 7 | 0
25 - -25
-0 - -50
a5 o 75
160 ] ] i 1 | | I ] L ] 1 1 L ] ] LIG0

JAN APR JuL GCT JAN APR JUL acT JAN APR JUL oCT JAN APR JUL
1998 1959 2000 2001

Sources: Data provided by the Vietnamese authorities, and Fund staff astimates.



- 46 -

Slump in exports in 1998

Reflecting the adverse impact of the Asian financial crisis in 1997/98 and Vietnam’s
close link to the region, exports increased by only 2 percent in dollar terms. Exports
suffered across the board and mainly from the terms of trade shock, due both to lower oil
prices and a decline in other commodity prices as a fallout from the Asian crisis; and from a
relative loss in competitiveness as the dong appreciated in real effective terms, compared to
all the other currencies in the region (Figure IV.3):

. Qil prices fell by 32 percent, so that despite an increase in export volume of
26 percent in 1998, oil export receipts declined by 13 percent.

. Weak demand for Vietnam’s exports from its Asian neighbors affected by the
financial crisis resulted in a decline in exports of 34 percent in 1998 and the share of
exports to this region declined by over 20 percentage points.

. However, the decline in exports to Asia was more than compensated by the near
doubling of exports (mainly non-oil) to the European Union and the United States
contributing to the small but positive increase in exports compared with most Asian
countries that had negative export rates.

Export rebound (1999-2000)

60.  Overall exports increased by an average of about 24 percent in 1999-2000, as the
region began to recover from the crisis and also reflecting the dramatic increase in oil
prices from about US$11 per barrel in January 1999 to US$28.4 per barrel at end-year 2000.

. As a result, oil export receipts almost tripled between 1998 and 2000 from
US$1.2 billion to US$3.5 billion, respectively.

. Non-oil exports registered an increase of 16 percent, but this is only half of the
average experienced in the mid 1990’s.

J Among non-oil exports, the share of garments, footwear, handicrafts, and marine
products has remained robust.

* Growth in exports to the European Union and the United States (which are mainly
non-oil) was much larger than that to the recovering Asian countries, indicating a
continued trend to penetrate these markets following the redirection of trade achieved
during the crisis years.

Slowing export growth in 2001

61.  With the weakening in the global environment, export growth during the first
10 months of 2001 slowed substantially to only 9 percent, compared with 26 percent during
the same period last year. This performance is in line with the slowing of external demand



-47 -

Figure IV.3. Vietnam: Exchange Rate Indicators
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and in keeping with the regional trend of falling export growth; competitiveness has been
breadly maintained through flexible exchange rate management and stable domestic prices.

. Much of the decline can be explained by a decline in oil prices from a peak of
US$34 per barrel last November to US$22 per barrel in October this year. Oil export
volumes in September and October have also been disrupted (exports from January—
August averaged 1.4—1.5 million metric tons) by repairs at some oil wells.

. Growth in non-oil exports was 12.5 percent in the first 10 months, almost half the
growth rate achieved last year although still higher than for most other Asian
countries.

. Among non-oil exports, coffee and garment exports showed a rebound in growth

compared to the same period last year while exports of marine products which were
growing very rapidly until August seem to have come down quite dramatically in
September and October. This may reflect the higher freight insurance costs in the
wake of the September 11 events. The slump in non-oil commodity prices has also
depressed exports such as coffee and rice.

. Japan remains the largest importer of Vietnamese exports, with China, Australia,
Singapore and United States being the other large buyers of Vietnamese goods.

. Despite the broad diversification in export structure and trading partners, experience
so far in 2001 suggests that Vietnam is now more vulnerable than a decade ago to
shifts in global demand and world commodity prices.

D. Import Performance in the 1990s

62.  In line with exports, Vietnam’s imports have quadrupled over the past eight
years, from about US$4 billion in 1993 to nearly US$12 billion in 1999 and are expected to
reach US$14 billion in 2001. Imports seem to have reacted to the Asian crisis faster than
exports—perhaps due to administrative controls—with imperts declining by 0.4 percent

in 1997 compared with the previous year, and to an average growth of 42 percent

during 1993-96. Import performance in the 1990s could also be divided into four periods
(covering slightly different years): (i) from 1993-96 when imports were increasing rapidly;
(ii) 199799 when imports plummeted and recovered only slowly towards end-1999;

(iii) 2000 when imports increased again rapidly; and (iv) 2001 when imports began slowing.

Strong import growth prior to the Asian erisis (1993-1996)

63.  Very rapid import growth during this period (42 percent on average) was
associated with a rapid GDP growth and high FDI inflows. This record outperformed
import growth of most of its Asian neighbors.

. With rapid economic growth, petroleum imperts increased at an average rate of about
14 percent, while non-oil import growth averaged almost 50 percent (Table IV .3).
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. Among non-oil imports, imports of machinery and equipment increased most rapidly
with the share in total imports increasing from 25 percent in 1995 to about 33 percent
in 1996,”” driven mainly by the large FDI flows during these years.

o Imports of textile yarn, and leather and garment material which forms an important
input for the export industry also showed significant increases.

* About 70 percent of all imports came from the Asia and Pacific region; the share of
imports from European Union countries averaged about 10 percent (Statistical
Appendix, Table 27). The share of imports coming from Taiwan POC and the
U.S. steadily increased during this period.

Import compression in 1997-99

64.  The severe impact of the Asian crisis was most evident in the resulting
compression of imports. After the dramatic growth in the previous 4 years, imports
plummeted, falling by 0.4 percent in 1997 and 0.6 percent in 1998, growing slightly by

0.8 percent in 1999. This was achieved primarily through a tightening of trade and exchange
restrictions as the authorities attempted to protect the foreign exchange position, and also
through a substantial depreciation of the exchange rate in 1998. Among the main factors that
kept imports compressed were:

. The plummeting of FDI inflows as most of the Asian countries, the principal source
of FDI, were hit by the crisis. FDI fell to under 3 percent of GDP in 1997 and 1998
compared with almost 8 percent of GDP in 1996,

. The tightening of ad hoc exchange controls, including the requirements of
consistency with the business registration and funding for imports only by importers’
own foreign exchange, and the imposition of a foreign exchange surrender
requirement of 80 percent in 1998.

. Reflecting both depressed investment and the imposition of quantitative restrictions,
imports of key inputs such as steel, cement, and machines, and equipment remained
flat, or declined dramatically. Imports of light manufacturing, including leather and
garment material and textile yarn, were more resilient as Vietnam was able to redirect
exports to the EU,

. The share of imports coming from the Asia and Pacific region increased marginally
during this period; however within this region the share of imports from Singapore
have declined steadily and have been replaced by imports from China and Taiwan
POC.

*7 Breakdown prior to this year is not available.
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. Imports of FIEs declined by 17 percent in 1998 reflecting the low FDI flows, but
increased by almost 30 percent in 1999 as the region began to recover.

Import recovery in 2000
65.  With Vietnam’s economic rebound, overall imports grew by 30 percent in 2000.

. “The oil import bill doubled in 2000, reflecting the jump in oil prices from an average
of US$18 per barrel in 1999 to almost US$29 per barrel in 2000. Also, demand for
petroleum increased reflecting a recovering economy so that volume of imports
increased about 18 percent.

» Along with a pick up in domestic investment, the recovery was also evident in an
increase in imports of machinery and equipment, steel and electronics items. At the
same time, imports of textile yarn and leather and garment material remained robust.

Slowing import growth to date in 2001

66.  Import growth has slowed so far in 2000 in tandem with exports. In the first
10 months of 2001, the year-on-year growth in imports fell to only 5 percent, both for oil and
non-oil imports.

. While a decline in oil prices has been a factor, growth in petroleum import volume
has also been modest at just over 4 percent, reflecting a slight slowing in Vietnam’s
economy.

. Imports of machinery and equipment declined while steel imports are flattening out

indicating slowing investment. Cotton and textile yarn imports are also down
reflecting a declining external demand for apparel, especially in the wake of the
September 11 events; however, imports of leather and garment material remain
robust,

. Clothing and electronics imports (as final use items) are down despite increases in
income levels (given positive real GDP growth), reflecting weaker consumer
confidence.

67.  Vietnam’s imports appear to have adjusted rapidly in 2001 to relatively modest
exchange rate movements and to domestic demand. The Vietnamese authorities have
begun to ease trade and exchange restrictions and, as noted above, QRs have been removed
from several items, and tariffs for AFTA imports have been reduced. The surrender
requirement has been progressively reduced, to 40 percent currently. These actions suggest
diminished scope for administratively containing imports and greater reliance on market
forces to moderate import demand.
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Table IV.1. Vietnam: Schedule for Removal of Quantitative Restrictions

on Imports, 2001-03
Item or Group Original Date Actual or Revised Date
Paper 2001 Removed May 1, 2001

Clinker and cement
Clinker
Cement
Construction white glass
Granite and ceramic tiles
Remaining steel products
Vegetable oil

Alcohol

Motorcycle (new) and certain parts

Passenger vans
10-16 seats
Up to 9 seats

December 31, 2001
December 31, 2602
December 31, 2002
December 31, 2002
December 31, 2002
January 1, 2003

Nat scheduled for removal
Not schednled for remaval

Not scheduled for removal
Not schednled for removal

Removed May ¥, 2001
No change
December 31, 2001
Removed May 1, 2001
December 31, 2001
December 31, 2001

Removed May 1, 2001
December 31, 2002

Removed May 1, 2001
December 31, 2002

Source: Prime Minister Decision 46/2001/QD-TTg on the Management of Import and Export of Goods

in the Period 2001-2005.
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Table IV.2. Vietnam: Commodity Composition of Exports, 1993-2001 1/

(In millions of U.S, dollars, unless otherwise indicated)

199397 1998  1999-2000 2001 1/
Average Average
Total exports 3,744 9,365 12,995 12,710
(Growth in percent) 30.1 24 24.2 9.0
Non-oil exports 4,644 8,132 10,197 9,018
{Growth in percent) 354 53 16.0 12.5
Composition of exports
Crude oil 1,100 1,232 2,798 2,792
(Growth in percent) 138 -13.2 68.6 -19
Coal 100 102 95 119
(Growth in percent) 240 -8.1 -4.0 2.3
Rubber 144 127 156 129
{Growth in percent) 312 -33.5 19.8 23
Rice 602 1,020 846 337
{Growth in percent) 258 17.2 -17.1 -42.1
Coffee 366 594 543 346
{Growth in percent) 60.7 21.0 -7.3 334
Marine products 563 858 1,227 1,216
(Growth in percent) 23.9 9.9 30.8 4.2
Garments 728 1,450 1,819 1,707
(Growth in percent) 59.9 7.5 12.6 13.7
Footwear 377 1,031 1,426 1,527
(Growth in percent) 330.1 6.8 18.7 31.1
Handicrafts 90 111 203 192
{Growth in percent) 33.0 -8.3 48.7 -4.9
Electronics 440 497 684 522
(Growth in percent) ... 13.0 31.9 -20.5
Other 1,615 2,342 3,199 3,623
{Growth in percent) 28.1 2.7 24.9 238
{In percent of total exports)
Crude oit 19.1 132 21.2 22.0
Coal 1.7 1.1 0.7 0.9
Rubber 2.5 1.4 1.2 1.0
Rice 10.5 10.9 6.7 2.7
Coffee 6.4 6.3 4.3 4.3
Marine products 9.9 9.2 93 9.6
Garments 12.7 135 14.1 13.4
Footwear 6.6 11.0 11.1 12.0
Handicrafts 1.6 1.2 1.5 1.5
Electronics 7.7 3.3 52 4.1
Other 28.1 25.0 24.5 28.5

Sources: Vietnamese authorities; and Fund staff estimates.

1/ For 2001, January-October only.
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Table IV.3. Vietnam: Commodity Composition of Imports, 1993-2001 1/

(In millions of U.S. dollars, unless otherwise indicated)

1993-66 1997-99 2000 2001 1/
Average Average
Total imports 7444 11,630 15,200 12,988
{Growth in percent) 426 0.3 264 4.8
Non-pewaleam impoerts 6,666 10,639 13,142 11,434
(Grawth in percent} 49.3 .4 234 6.2
Composition of imports
Perrolevm 778 992 2,058 1,554
(Growrth in percent) 14.1 1.5 95.3 -4.4
Fertilizer 405 455 509 275
(Growth in percent) 304 -1.6 8.7 -23.5
Insecticide 2/ 78 124 137 28
{Growth in percent) 348 14.7 3.0 -6.9
Steel and iron 333 532 212 777
{Growth in percent) 512 43.2 38.3 218
Cement 2/ 83 i8 .. .
(Growth in percent) -3.6 -60.7 . e
Motarcyeles 2/ 429 331 787 5312
{Growth in percent) 26 4.7 97.2 -8.5
Maotor cars and trucks 2/ 152 118 134
(Growth in percent) 4.7 -16.1 50.6
Wheat Flour 2/ 79 46 16
{Growth in percent) 431 -24.1 -44.3 oL
Textile yarm 2/ 146 176 23t 198
{Growth in percent) 17.9 7.2 19.1 32
Couwon 2/ 79 98 161 113
{Growth in percent) -273 164 11.0 -34.9
1.eather and garment material 271 G938 1,334 1,323
(Growth in percent) 717 313 21.7 250
Cigarette material 2/ 81 94 112
{Growth in percent) -6.0 6.3 273 .
Machinery and equipment 2/ 2.94% 1.945 2,482 2,230
(Growth in percent) g1.2 -134 238 7.2
Electranics 3/ .- 639 B89 563
{Growth in percent) - L. 360 -19.7
Qther 4/ 3,781 5,836 5,618 5531
{Growth in percent) 323 9.7 9.3 13.6

{In percent of total impaorts)

Petroletm 10.5 8.5 13.5 12.0
Fertilizer 54 39 33 2.1
Insecticide 1.0 1.1 0.9 Q.7
Steel and iron 4.5 4.6 5.3 6.0
Cement 1.1 0.2 . ..
Motercycles 58 28 52 ER:
Matar cars and tacks 20 1.0 .9

Whear flowr 1.1 0.4 .1 o
Textile yarn 2.0 1.5 1.5 1.5
Cotion 1.1 .8 0.7 .9
Leather and garment material 38 8.1 8.8 102
Cigarette material 1.1 08 0.7 .
Machinery and equipment 35.6 16.7 16.3 17.2
Electranics 5.5 5.7 4.3
Other 50.8 50.2 37.0 42,6

Sources: Vietnamese authorities; and Fund staff estmates.

1/ For 2001, Tanuary-Octcber only.

2/ Data available only for 1995 and 1996; average growth rate is for 1996 only.

3/ Data available from 1999 onwards only.

4/ Figures are nat strictly comparable since commodity compasition is non-uniform across years,
depending on the breakdown available for different years.
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Vietnam: Basic Data

Nominal GDP (2000):  USS30.3 billion GDP per capita (2000): US3390
Topulation (2000): 77.7 millicn Fund quota: SDR 329.1 million
1995 1996 1997 1998 1439 2000
Est.
Resal GDP {annuel pereentage change) 9.5 23 8.2 35 4.2 5.5
[ncustrial cutput 1/ 14.3 14.2 13.8 125 11.6 15.7
Saving-investment balance (in percent of GDP) -13.5 -10.5 6.9 -&4.6 4.1 1.7
Qross national saving 138 17.6 21.4 15.1 26.5 27.3
{ross capital formetion 271 281 28.3 237 224 25.6
Inflation {annuai percentage change)
Peried average 17.4 57 7.3 44 -1.7
End of period i34 4.5 3.4 8.6 0.2 0.5
GDP deflator 17.¢ 8.7 6.6 111 5.7 2
Government budget (in percent of GDP) 2/
Totul revenue 226 224 200 19.6 9.2 207
Grants 07 0.6 0.8 0.4 0.4 0.4
Total expenditure {excluging enlending and capital costs of reforms) 233 231 22,6 0.4 20.6 23.1
Of which: current cxpenditure 18.6 17.4 16.3 147 13.9 15.3
Overall fiscal balance {inciuding grants, excluding oniernding) 0.5 -0.2 -1.7 -0.1 -0.8 -2.
Monay and credit {annual percentage change, end of period) 3/
Broad money 22.6 227 26.1 256 393 350
Credit to the economy 269 20.1 22,6 164 19.2 381
Interest rates {in percent, end of period)
Three-month deposits (houscholds) 18.2 9.1 R.1 9.7 4.0 4.3
Short-term lending (less than one yesr) 28.3 15.9 127 14.7 11.7 9.8
Current account (including official transfers)
(in miilions of 1. 5. dollars) -2,648 -243] -1,664 -1,067 1,285 642
(in percent of GOP) -12. 9.9 -8.2 3.8 4.5 2.3
Exports of goods {annual percentage chenge, U.S. dollar terms) 28.2 412 24.8 2.4 132 25.2
Imports of goods (annual percentage change, U.5. dollar terms) 41.1 253 0.2 -1.1 1.1 345
Fureign exchange reserves (in millions of U.S. doliars, end of pericd)
Gross official reserves, including gold 1,323 1,673 1,857 1,765 2,711 3,036
(in weeks of next year's imports of goods and nenfactar services) 5.2 6.4 72 6.8 8.1 8.6
Net international reserves, including peld RS 1,065 1,258 1,173 2,118 2,191
External debt {in percent of GDP} 4/ 86,1 7737 74.8 73.6 .a 39.3
Converiible currency 5/ 3590 5.7 35.7 363 342 393
Naonconvertibie currency 31.1 42,0 39.1 363 314 0.0
Debt-service ratio (percent of exports of goods and nonfactor services)
Delt due 121 129 12.8 13.9 12.8 112
Debt paid 6.7 5.6 8.1 8.1 10.5 9.9
Exchange rate (dong per U.S. dellar)
Period average 11,038 11,033 11,706 13,297 13,944 14,170
End of period 11,015 11,150 12,282 13,850 14,028 14,514
Fieal effective exchange rate (annual percentage change)
Period averags 6.5 6.6 3.4 8.1 -6.5 2.8
End of period 8.9 3.7 12.7 -9.4 3.3 2.0
Memorandum items:
GDP (in trillions of dang at current markes prices) 2289 2729 3:36 360.6 3973 4297
Per capita GDP (in 1.5, dollars) 288 337 361 359 372 390

Sources: Data provided by the authorities; and staff estimates and projections.

1/ Year-on-year changes in the gross value of industrial output.

2/ Cash basis.

3/ For 2000 based on expanded monetary survey (State Bank of Vistnam (SBV) and 8% credit tnstitutions); for previous periods, based on original mornetary
survey (SBY and 28 credit institutions).
4/ London Club rescheduling was cenchuded in early 1998, Restructuring of the Russian debt was concluded in Sepiember 2004 on comparable terms to the
1992 Pagis Club rescheduling,

5/ Includes tae loan component of foreign direct investment and cther private sector borrowing, and short-term debt.



-55- STATISTICAL APPENDIX

Table 1. Vietnam: Gross Damestic Preduct by Expenditure Categories at Current Prices, 1994-20800 1/

1944 1993 1596 1997 1958 199% 2000
Official Estimate

{Inbillions of ceng)

Consumption 148,037 187,170 225,231 250,584 233,444 301,690 324,258
Private 133,269 168,429 262,509 225,084 255,921 272,619 255,593
Governmen: 14,738 18,741 22,722 23,500 27,523 25,071 2R,265

Investment 45483 62,131 76,450 88,754 164,875 £10,503 130,827
Gross capital forznation 43325 58,187 71,597 B3, 734 G7,551 102,799 121,857
Change in stocks 2,158 3,344 4,853 5,020 7,324 1,704 8,570

Domestic demand 193,520 249301 301,681 339,338 388,319 412,193 455,085

Net exports 30,245 -33,070 235252 22,686 -26,371 -1l 418 -10,346
Exports 61,087 83,966 110,835 136,668 161,510 199,836 241,401
Imports 81,332 17,038 146,188 159,354 188,28 211,254 231,747

Statistical discrepaney 2/ 5,259 12,661 5,707 -3,029 -932 -R33 -600

GDP 178,534 228,892 272,036 313,623 361,016 399,942 444,139

{In percent of GOF)

Consumption 329 313 828 789 78.5 754 73.0
Private 747 73.6 14.4 71.8 0.9 682 66.6
Govermrnen: 83 3.2 3.4 2.1 T4 7.3 6.4

Investment 2535 27t 284 28.3 29.0 216 29,5
Gross capital formation 243 23.4 263 26,7 27.0 257 274
Change in stocks 1.2 1.7 1.8 L& 2.0 1.5 3.0

Domestic demand 108.4 108.9 110.% (082 107.6 143.1 102.5

Net exports -11.3 -14.4 -13.0 <72 -73 29 223
Exporis 342 ELN) 40.7 43.6 448 50.0 54.4
Imports 43.6 SL1 53.7 50.8 522 52.8 56.7

Statistical discrepancy 2/ 2.9 5.5 2.1 -1.8 0.3 (.2 3.1

(Annual percentage change)

Consumption 6.8 264 203 11.2 13.1 6.4 7.5
Private 52 264 20.2 111 13.7 6.3 .
Government 434 272 21.2 122 1.9 5.6 2.8

Investinent 337 36.6 B R 16.1 8.2 5.4 18.4
Gross capital formation 414 34.3 2340 17.0 16.5 5.4 18.5

Domestic demand 28.4 8.8 21.0 12.5 14.4 6.1 10.4
Exports 52.8 75 32.0 233 1R.5 23.4 20.8
Lmports 7.4 439 24.9 3.0 18.2 12.2 19.2

GDP 273 28.2 18.8 i5.3 15.1 10.8 111

{Cantribution to nominal GDP growth, in percent)

Domestic demand i1t.8 110.8 1214 90.5 [03.4 61.3 97.0
Private consurnption g1.8 3 88.2 61.0 593 46.9 st
Fixec capital formation 332 298 3Ll 292 29.2 13.5 431
Change in stocks -3.2 £ 2.1 0.4 49 i0 29

Net exparts -22.3 -23.5 -5.3 30.5 <78 334 2.4

Statistical discrepancy 2/ 10.6 14.7 -16.1 -21.0 44 g3 4.3

GDP 106.0 100.0 100.0 180.0 100.0 100.0 (04,0

Source; General Statistical Office.

1/ Data are lazest official revisions of historical GDP estimates.
2/ Difference berween production- and expenditurs-based estimates of GDP, the former of which are considered o be more accurate.
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Table 2. Vietnam: Gross Domestic Product by Sector and Gwnership at Current Prices, 1994-2000 1/

1964 1995 1858 1997 1998 1699 2000
Official
estimate
{In billions of dong}
Gross Domestic Product 178,534 228,892 272,036 313,623 361,016 399,942 444,139
State 71,623 91,977 108,634 126,970 144,405 154,927 173,118
{excluding state management; 2/ 65,139 83,699 99,217 116,510 132,557 143,244 160,923
Monstate 106,911 136,915 163,402 186,653 216,610 245,013 iy
Agriculture 48,968 62,219 75,514 80,826 93,072 104,723 101,723
State 2,150 2,664 3424 3,628 31961 4,188
Noastate 46,778 39,555 72,090 77,198 89,111 97,535
Industry and construction 51,540 65,320 30,876 100,594 117,29% 137,959 162,595
State 16,240 33,097 39,228 48,282 55,508 61,855
Nonstate 23,200 32,723 41,648 52,312 61,791 76,004
Services 78,026 100,853 {15,646 132,203 150,645 180,260 173,631
State 43,193 56,216 65,982 75,460 84,937 38,784 .
(excluding state management} 2/ 36,709 47,938 56,565 64,600 73,088 77,101
Nonstate 34,833 44,637 49,664 57,143 65,708 71,476
Wholesale and retail trade 30,185 17,491 43,125 48,914 55,783 59,384 64,460
Hatels and restaurants 6,125 B,625 9,776 11,307 12,404 13,412 14,343
Transport, storage and cortmwnication 7,154 9,117 10,390 12,418 14,076 15,546 17,601
Finaneial intermediation 3,450 4,604 5,148 3,444 6,274 7488 8,457
Scientific activities and technology 1,505 1,405 1,629 1,774 2.026 1,902 2,416
Real estate services 9,135 12,392 12,507 15,255 17,683 18,260 19,173
Public admin., defense, and compulsory social security 6,484 8,278 9,417 10,460 11,849 11,683 12,195
Education and raining 6,496 8,293 9,587 11,274 13,202 14,004 14,841
Health and social work 3,757 3,642 4,007 4,381 4,579 5,401 5,999
Other services 5135 7,006 8,760 10,876 12,369 13,180 14,146
{(Inpercent of GDP)
State sector 40.1 40.2 39.9 40.5 40.0 187 3.0
{excluding state management) 2/ 36.5 16.6 345 7.4 367 35.8 36.2
Monstate sector 9.9 59.8 60.1 59.5 &60.0 61.3 g1.0
Agrienlture 274 272 27.8 25.8 258 254 ]
State 1.2 1.2 13 1.2 1.1 1.0
Nonstate 26,2 26.0 26.5 24.6 247 24.4
Industry and eanstructisn 288 FLR: 297 1 325 345 i6.6
State 14.7 14.5 14.4 15.4 154 15.3
MNongstate 14.2 14.3 15.3 16.7 17.1 19.0
Services 43.7 44.1 42.5 42.2 41.7 40.1 39}
State 242 W6 243 238 23.8 22
{excluding statc management} 2/ 206 209 20.8 206 202 19.3
Nornstate 195 19.5 18.3 18.2 18.2 179
Wholesale and retail wade 16.9 16.4 (5.9 15.6 13.5 14.8 14.5
Hotels and restaurants 34 3.8 EX) kX 34 1.4 3.2
Transport, s:orage and communication 4,0 4.0 3.8 4.0 3.5 8 4.0
Financial intermediation 19 240 1.9 L7 1.7 1.5 1.9
Scientific activities and technology 0.6 0.6 0.6 06 0.6 0.8 .5
Real estate services 5.0 34 30 4.9 4.9 4.6 4.3
Pubiic admin., defense, and compuisory social security 36 3.6 3.3 33 3.3 2. 2.7
Education and waining 3.6 36 36 3.6 3.7 3.5 3
Health and social work L5 1.6 L3 1.4 L4 1.4 1.4
Other services 2.9 il 3.2 3.5 34 13 12

Source: General Siatistical Otfice.

[/ Diata are latest official revistons of histerical GDP estimates.
2/ State management includes public adminisation, defense, and campulsory social security.
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Table 3. Vietnzm: Gross Domestic Product by Sector at Constant Prices, 1994-200¢

1954 1935 1996 1997 1958 1503 2000
Offcial Staff Officia. Stafl Official Staff
estimate  esrifmare estimate  2stimate esiimate  esumate

{In bitlions of dong, at 1994 constant prices)

Agricaltare, farestry, and fishery 43968 31319 §3,577 55895 S7,866 57,547 60,893 60,552 63,351 62,358
Agriculture 41,839 43,658 43,652 47,815 49,639 3237 54,512
Forestry 2,265 2,390 2,448 2,450 2,855 2,536 2,537
Fishery 4.864 5262 5,477 £,530 376K 5,987 A,304

Industry 51,540 58,530 £7,016 75,473 81,764 8420 88,047 87,676 0€,914 25,129
Mining and quaitying 9,114 10,345 11,753 15304 15,173 17,2600 17,575
Manufacturing 26,624 30,25: 34339 38,743 42,694 44,105 $1,17%

Electricity, gag, and water suppiy 2,836 3,384 3,988 4,572 5,136 5,531 6,112
Construction 12,944 14,590 16,938 18,835 18,761 18,211 20,648

Serviees 78,026 §5,694 93,240 59,896 104,966 100,395 107,329 101,299 113,314 105,601
Wholesale and retail trade 30,185 33,595 36,866 19,422 41,17¢ 44,593 44,62
Hotels and restaurants 6,.25 6,741 7428 71,948 £.307 8,517 8,513
Transport, storage, and communicat.ong 1,154 71,858 3,429 9,178 §,538 16,141 10,850
Financial intermadizion 3,450 1,940 4 18K 4,578 4,841 5,327 5,864
Science and technology 1,103 1,191 1,273 {318 1,382 1,267 1,572
Real estate sarvices 9,138 9,718 19,337 11,071 11,682 11,528 12,236
Stpte management 1/ 6,484 7,063 7,558 7,360 174 7,721 7,567
Educetion and iraining £,496 6,968 1,526 B.062 8,614 8,809 9,16
Health and satial work 2,757 3,009 3,220 3348 3,566 3,797 1,946
Crther services 5,135 5,60Z 6,218 7,.13 7,682 7,919 8,252

Gross Dosestic Preduct 178,834 195,567 213,832 231264 244,596 238,357 256,269 249,527 271,583 Z63, 1R

(Real GI}F, annual percentage change)

Agricuiture, forestry, and fishery 34 4.8 4.4 4.3 3.5 24 5z 3.2 4.0 4.0
Agriculturs 3.3 43 4.6 5.0 3.6 53 4.1
Foresry 2. 5.9 2.0 0.1 G4 3. 2.0
Fishery . 2.9 8.2 4.1 1.0 4.3 3.8 53

Industry 134 13.6 14.5 12.8 83 | 77 77 10.1 8.5
Mining and guarrying pai) 11.3 136 15.2 14.] 15.4 4.3
Manufacturing 93 1.3 13.6 128 10.2 20 132
Hlactricity, gas, and water sapply 8.2 183 17.8 147 123 7.7 10.5
Canstrustion 182 127 16.1 11.3 -0.5 24 7.8

Services 5.6 2.8 2.8 7.1 5.1 0.5 23 0.9 36 37
Wholesale and tetail trade &6 11: 9.7 6.9 4.4 2.0 5.2
Hotela and restaurants 7.1 0l 102 1.6 4.3 2.5 4.6
Transpart, storage, and communications 6.6 9.7 7.4 B.S 3.9 6.3 7.
Financial intermediation 223 4.2 114 4.3 5.8 10. 10.1
Peul estate services 29 6.6 6.2 11 353 2.1 2.4
Stare management 1/ V1.0 59 7 4.0 4.0 -5.5 1.9
Education and training 13.8 7.3 5.0 7.1 6.8 1. 4.0
HKealth and social work 6.3 3.1 T 4.0 6.5 4.0 6.4
Other services [ER:] LA 10.9 b4.4 3.0 3.1 42

Gross Domestic Praduet 8.8 9.5 9.3 8.2 5.8 3.5 4.3 22 6.8 5.3

{3LF deflator, annual percentage change)

Agrieulture, forestry, and fishery 13.1 212 16.3 6 11.2 3.3 -39
Agriculture 128 w7 103 2.8 11.6 37 -39
Forestey &0 J8.5 £1.9 2.4 9.8 4.9 ]
Fishery 18.0 6.6 40.9 2.7 9.8 51 =50

Todustry 12.1 124 T4 04 7.6 92 -9.2
Mining and quartying 4.4 6.4 222 543 7.1 4.7 -4.3
Manufacturing 14.5 133 3 1.0 8.7 52 -il8
Electricity, gas, and water supply 3.6 389 18.] 14.7 7.0 47 -9.5
Construction 8.4 8.2 -3.] 3. 2.1 15 -7.0

Services 3.2 117 54 8.7 8.4 4.0 1.6
Whalesale and retail trade 31é 11.6 4.8 6.1 9.2 4.4 12
Hotels and rzstaurants 1.7 .5 2.3 8.1 3D 5.5 22
Transport, storage, and communizations 7.8 1€.] 6.3 LR 5.1 39 54
Financial intermediation 21.7 16.9 0.4 )& 29 B.5 2.6
Real estate services 1.6 213 2.7 .} 8. 1.2 2.3
State management |/ 19.2 17.2 6.3 6.8 8.9 4.4 2.5
Eduzation and treining 17.4 19,0 10.4 R 9.6 1.7 15
Heaiths and sacial work 14.5 210 2.8 52 6.7 43 4.3
Orthar services 124 5.4 127 8.3 33 34 kRt

Giuss Domestic Product 17.80 i7.0 87 6.4 8.8 57 -3.2

Sparces: Genzral Statistical Office; and staff estimates.

1/ State raniagernent includes public administration, defense, and compalsory social secirity-
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Table 4. Vietnam: Consumer Price Inflation, 1995-2001 1/ 2/
{Annual average and 12-month percentage changes, wnless otherwise indicated)

Food Wenfeod
All Other consumer
Crerall index Goeds food Staples foad zoods 3/ Sarvices
1995 December 134 135 19.6 20.4 19.2 6.9 9.8
Average 17.4 {7.8 6.9 352 229 8.4 12.1
1994 December 45 39 3.9 0.4 63 32 22
Average 5.7 53 5.6 a.l 72 16 8.3
1997 December 38 28 .9 -1.4 25 4.6 8.6
Average 12 2.2 22 14 25 4.0 2.1
1998 December 8.6 112 214 8.4 4.8
Average 7.3 87 19.1 €2 4.9
Faod Nenfoad
Crverall index All COrher All Ciothes, Hausenold Housing, Transport, Other
(1965 = food Staples food nonfeod footwear goods consttuction  communications  items
Weight (in percent)  100) 100.0 60.9 20.0 4/ 0.0 4 39.1 6.5 46 29 7.2 17.8
1999 January 1325 9.1 12.3 257 9.0 40 4. 4.7 14 07 5.6
February 1248 3.7 116 289 7.3 42 4.6 43 0.0 1.8 54
March 123.9 .9 11.4 25.6 7.8 50 51 4.4 02 4.5 al
Aaril 1231 5 7.6 142 59 4.8 4.6 4.1 0.0 4.3 58
May 122.8 4.6 4.9 9.0 6.1 4.2 3.8 14 0.0 42 51
June 122.2 4.3 42 =21 58 43 4.5 4.0 12 39 51
July 121.7 4.4 4.3 -13 3.8 4.4 4.5 an 2] 3.3 53
Aupgust i21.2 28 21 -10.3 5.2 1% 38 3.9 1.9 32 4.5
Septembear 120.5 1.2 0.0 -14.5 38 30 33 a1 2.6 1.8 3a
Cerober 1192 -0.2 2.1 -167 1.5 2.8 18 36 2.3 13 al
November 119.7 0.2 -1.2 -132 1.3 24 1.2 2.9 L5 1.5 5
Decernber 120.3 0.2 -2 -12.3 04 298 1.9 1.6 2.6 1.8 16
Average 1218 4.1 4.3 1.3 540 3.9 37 19 1.3 2.8 4.7
2000 Jannary 1203 -l4 -14 =111 «L.5 12 1.7 21 2.7 0.3 13
Febmary 1227 1.7 216 -12.7 213 1.3 1.0 1.5 18 0.9 15
March 121.3 =21 =3 9.4 -6 L3 0.4 1.6 53 Q.0 14
Apdl 1204 222 42 10,0 W18 1.0 0.1 a5 4.9 1.1 L1
May 119.7 -24 4.3 WG 237 L3 a4 L2 52 £.9 1.5
June 1151 <15 -5.2 +5.4 4.4 i.6 0.2 1.8 4.8 L4 L6
Fuky 1154 27 5.5 «11.5 A1 e 0.2 L8 4.6 1.3 1.8
Angust 118.5 22 4.8 -1 A3 1.8 .0 1.5 45 1.5 22
September 118.3 1.8 4.2 -10.4 -7 L.g Gl 2. 4.3 13 24
October 113.4 £.7 -2.5 <77 1.2 2.2 €2 22 51 2.1 24
Novembar 115.5 -2 -La 02 0.0 2.4 .3 2.3 51 2.5 2.6
December 119.8 0.6 -2.3 -8 -0.7 2.0 0.5 2.1 4.6 i9 2.
Average 119.7 <17 -1.9 -10.1 224 1.7 0.5 1.8 4.6 i1 19
2001 January [19.% 0.7 «2.7 =116 .4 2.2 .8 2.2 4.4 23 23
February 120.4 -1.9 4,1 il 24 1.7 0.3 2.0 g 18 1.9
March 119.5 -1.5 <37 -12.0 -16 2.0 1.2 2z 24 %] 1%
April 118.9 -1.2 3.3 -10.5 .16 2.0 0.9 12 30 0.4 14
May 118.7 -0.8 -8 -10.4 -0.7 1.9 i1 2.8 23 -0.1 2.3
June 118.7 0.3 1.6 6.8 -0.3 17 0.3 2.2 2.0 -0.6 2.
July 118.9 0.5 0.3 -0.3 0.3 1.6 0.9 2.1 1.3 -0.2 2
August 118.9 0.4 0.1 0.8 0.1 .3 0.4 2.2 1.4 -0.6 1.0
September 119.5 10 il 38 0.4 1.0 1.2 z.d 13 0.4 12
Ortober 119.3 0.8 0.8 25 .4 0.6 1.1 1.7 0.3 .19 1.2

Sources: General Statisiical Office; and staf estimates.

1/ Beginning in Jamary 1998, the CPI index caicnlated using a new methodolagy that incorperates different weights on and sub-items i the components,

% Beginning in July 2001, the weights on and sub-Hems in the components were changed. However, for the purpose of this tab.e, the previous weights are maintained in computing

ke overall index.

3/ Beginning tn 1598, all nonfoed itemns.

4/ Stafl estimates.
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Table 5. Vietnam: Gross Value of Agricultural Productien at Constant Prices, 1995-2000

1595 1996 1997 1958 1999 2000
Estimate

{In billions of dong, at constant 1994 prices)

Total 79,812 83,967 29,938 93,502 100,283 105,365
Food crops 54,034 56,814 59,942 62,257 66,322 68,937
Paddy and other cereals 42,110 44 654 46,533 49,060 52,738 54,938
Vegetables and beans 4,984 5,088 5,441 5,682 5,847 5,891
Fruits 5,578 5,688 5,132 5,091 6,193 6,638
Other 1,362 1,384 1,775 1,424 1,444 1,470
Industrial crops 12,149 12,806 14,551 15,042 16,624 17,923
Animal husbandry 13,629 14,347 15,465 16,204 17,337 18,505

{In percent total production)

Food crops 67.7 67.7 66.6 66.6 66.1 65.4
Paddy and other cereals 52.8 332 51.8 525 52.6 521
Vegetables and beans 6.2 6.1 6.0 6.1 59 5.6
Fruits 7.0 6.8 6.8 6.5 6.2 6.3
Other 1.7 1.6 2.0 1.5 i4 1.4

Industrial crops 15.2 133 16.2 16.1 16.6 17.0

Animal husbandry 17.1 17.1 17.2 17.3 17.3 17.6

(Annuszl percentage change)

Total 6.6 52 7.1 39 7.3 5.1
Food crops 5.0 5.1 5.5 3.9 6.5 3.9
Paddy and other cereals 4.7 6.0 4.3 5.3 7.5 4.2
Vegetables and beans 10.6 2.1 6.9 4.4 4.7 -0.9
Fruits 27 2.0 7.8 0.7 1.7 7.2
Cther 6.1 1.6 283 -19.8 1.4 1.8
Industrial crops 17.6 5.4 136 34 10.5 7.8
Animal husbandry 4.5 53 7.8 4.8 7.0 5.7

Source: General Statstical Office.
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Table 6. Yietnam: Production of Foed Staplas, 1995-2400

1995 1995 1997 1058 1509 2000
Estimate

(In thousands of tong)

Total productlon 27,57 20,218 30,618 31,854 34,254
By product
Rice paddy 4,564 26,347 27,524 29,146 31,394 32,554
Spring crap 16,737 13,210 13,310 13,560 14,104 15,562
At crop 6,501 6,879 6,638 1,523 B,757 5,612
Wintet crop 7,728 7,309 7,576 2,063 8,533 §,380
Other staples (tice equivalent mita) 2,607 831 3,094 2,708 2,860
Other staples {gross ouiput) 5,334 5,301 5,745 4,911 5,304 5.624
Maize 1,177 1,537 1,651 1,612 1,752 1,930
Swest potato 1,586 1,697 1,491 1,526 1,745 1,658
Cassava 2212 2,067 2,403 1,773 1,807 2,038
Baotatoss 260
By reglon
Narth 10,576 14,927 12,015 12,093 13,17¢
South 15,995 18,291 18,603 19,761 21,084
{Annual percentage change)
Total produciion 52 6.0 4.9 4.0 7.5
Rice paddy 6.1 57 4.3 59 7.7 37
Spring crop 22 137 9.0 1.9 4.0 103
Aulumn crap 155 5.8 -3.5 13.3 [6.4 =17
Winter crop 4.5 254 37 5.4 58 -1.E
Other ataples {rice equivalent units) 24 B2 9.7 125 5.6
Maize 7.9 305 74 2.4 87 102
Sweet potato -11.5 a7 G4 -9.8 144 -5.0
Cassava -6.2 £.5 1€2 262 L 127
Potataes D2 ..

{In thousends of hectares)

Total area cuitivated 7.973 §,217 8,330 8,587 2,874
By product
Fice paddy 6,766 7,004 7,100 7563 7,654 7,655
Spring arop 2,421 1,541 2,683 2,763 2,890 3012
Auhunn crop ' 1,742 1,984 1,885 2,141 2,341 2,293
Winter crop 2,502 2,479 2,532 2,439 2,423 2,350
Other staples 1,207 1,213 1,230 1,224 1,220
Maize 557 515 663 650 692 714
Sweet potalo 303 303 67 254 270 258
Cassava 278 278 254 236 225 135
Other 6 20 a6 84 33
By region
North 3333 3304 3,385 3,346 1379
South 4,540 4,913 4,965 5241 5,495
Yieid (In metric tors et heclare)
By product
Rice paddy 37 kX kRY 44 4.1 43
Spring crop 4.4 4.8 5.0 4.9 4% 52
Aunamn crop 37 a5 315 35 3.3 ER]
Winter crop 10 1% 10 33 35 kX
blaize 2.1 2.5 2.5 25 15 2.7
Sweel potate 55 56 6.3 5.6 6.3 6.4
Cassava 50 15 9.5 7.5 80 .7
By regien
Nearth 32 33 1.6 3.6 3.8
South 3.7 a7 1.7 3.3 3.8

Per capita productian

Total staples (in metriz lons per capila) 0.383 0.399 0.412 0422 G.447
Rice 0.347 0361 0370 0.388 6.410 0419
Other slaples 0.038 06538 0042 0.036 0.037

{in percent of total staples production) 9.5 9.7 0.1 8.5 B3

Tolal slaples (3994 = 130) 103.5 1080 1114 114.1 120.9
Rice 104.4 108.6 1115 116.3 1234 1261
Qther steples 96.0 1023 1104 952 99.0

Totai staples (annual percentage change) 35 43 3.2 3 54
Rice 44 - 41 2.7 4.3 6.0 22
Other steples 4.0 6.5 g0 -13.8 4.0

Sources: Ministry of Agriculture and Forestry and General Statistical Office; and staff estimates.
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Table 7. Vietnam: Industrial Crop Production and Livestack, 1995-2000

1953 1556 1997 1998 1959 2000
Estirnate

Production of annuat crops
Cotton
Tute
Rush
Sugarcane
Peanuts
Soybeans
Tobacca
Production of perennial crops
Tea
Coffes
Rubber
Coconut
Peppar

Cotton
Jute

Rush
Sugarcane
Peanuts
Soybeans
Tobacco
Tea
Caffee
Rubber

Area cultivated of annual craps
Catton
Jute
Rush
Sugarcane
Peanuts
Soybeans
Tobaceo
Area cultivated of perenniai crops
Tea
Coffee
Rubber
Coconut
Pepper

Cotton
Jute

Rush
Sugarcane
Peanut
Soybeans
Tabacce
Tea
Coffee
Rubber

Livestock
Buffalo
Caitle
Pigs {over two months old)
Poultry

{In thousands of metric tons)

12,8 L2 14.1 22.0 22.2 9.1
14.3 15.0 223 14.6 9.4 1i.¢
756 35.0 8Q.9 63,9 72.5 57.8
10,711 11,372 11,921 13,844 17,760 13,246
334.4 357.7 3513 336.0 3igl 3529
125.5 113.3 1130 1467 1472 141.9
277 23.5 22 33 35.6 7.2
40.2 45.8 52.2 56.6 70.3 76.5
218.0 320.1 420.5 093 309.8 698.2
1247 142.5 1BA.S 183.5 2887 2819
11653 13178 1317.6 1105.6 11042 968.0
2.3 10.5 13.0 159 30 7.0

{Annuel percentape change)

47.1 -125 2589 56.0 0.9 -14.0
15.6 14 4.3 -34.5 -35.6 17.0
G4 -27.2 4.3 -13.6 3.7 =203
41.8 67 4.3 16,1 283 -14.2
13.6 7.0 0.2 2.9 -17.6 10,5
0.8 -2.3 -0.9 28 0.3 -16
27.6 -15.2 12.5 224 6.9 -23.6
-4.3 16.4 10.6 8.4 242 8.8
211 46.8 36 =27 24.6 370
-3.2 14.3 0.e 3.8 28.5 17.4
(In thousands of hectares}

621.% 466, 1 681.1 754.5 789.5 726.7
17.5 15.0 15.2 218 21.2 8.9
7.5 8.0 1.6 6.7 4.1 5.7
10.4 9.1 1 9.8 10,9 B.6
224.8 237.0 257.0 2830 3442 302.9
259.9 2627 253.5 2694 2476 243.9
1211 1104 1064 1284 12%.1 122.3
277 239 26.3 32.4 325 24.4
T04.4 ElL.Z 936.4 993.4 1051.2 1176.3
66.7 74.7 78.6 77.4 84.8 83.5
186.4 254.0 340.4 370.6 408.0 516.7
273.4 3G3.0 3475 382.0 3549 466.9
172.8 1745 169.9 163.4 163.5 163.2
1.0 7.5 93 12.3 17.6 24.5

{In output per hectere, in meteic tons)

0.7 0.7 0.9 0.9 1.e LG
2.0 1.9 L9 2.2 2.3 1.5
7.3 6.0 7. 7.1 6.7 Ni
47.8 48.0 45.4 48,3 L6 50.5
13 1.4 i4 1.4 1.3 1.4
1.0 1.0 11 L1 1.1 1.2
L0 1.0 1.0 1.2 11 1.1
0.6 0.6 6.7 0.7 0.8 1.9
1.2 L3 12 11 2 1.4
0.4 0.5 0.5 0.3 0.6 c.7
(In millicns of heads)
1.0 1.0 29 3.0 3.0 2.8
36 318 kR 4.0 41 4.1
3 16.% 17.6 181 189 20.2
1423 151.4 1606 160.4 179.3 196.1

Sowrces: Ministry of Agriculture and Forestry and General Statistical Office.
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Table §. Vietnam: Gross YValue of Industrial Production at Constant Prices, 1995-2000 |/

19495 1995 1997 1998 1999 2000
Estimate

(In trillions of dong, at constant 1994 prices)

Mining 139 16.0 183 211 244 26.4
Coal 1.7 1.9 22 2.1 2.0 2.2
Oil and gas 10.8 12.5 142 169 046 1.9
Metal ores 0.2 03 a2 0.2 0.2 0.2
Stone and ather mining i2 1.3 1.7 1.9 1.8 2.1

Manufactaring 832 949 107.7 120.7 133.6 1573
Food and beverages 27.0 30.9 34.0 185 iy 9.4
Ciparettes and tobacco 4.0 42 4.4 4.9 4.8 5.6
Textiles and garmients a.1 0.8 11.6 13.1 13.6 154

Textile 6.2 6.4 7.3 8.4 84 9.4
(Garments 2.9 3.4 4.3 4.7 3.2 &.0
Leather tanning and processing 16 4.5 8.8 7.1 7.7 3.9
Wood and paper products 5.2 5.5 5.7 62 6.7 7.8
Woed products 3.3 3.2 ER! 3.0 32 37
Paper 1.9 23 2.8 32 a5 4.1
Printing, capying, publishing 1.5 L5 1.6 1.9 2.0 2.
Chermical and petrolewm products 54 6.3 7.3 82 9.3 12.0
Coke and petroleum 0.3 0.2 0.l 0.4 0.1 0.1
Chemicals 5.1 6.3 7.2 8.1 9.7 119
Rubber and plastics i 2.8 35 4.4 5.4 68
Nommnetallic products 9.2 10.1 122 13.7 14.8 17.4
Metal products 57 7.0 7.6 8.3 10.0 118
Metallic products 34 4.1 4.4 4.4 o 5.8
Products made of metal 2.3 9 EX 42 5.0 6.1
Machinery and equipment 14 1.6 1.7 21 4.0 7.7
Comyputer and office equipment 0.0 0.0 Q.0 0.2 1.7 5.1
Other machinery and equipment 1.4 L& 7 1.9 23 2.6
Electric and electronic products 34 47 3.1 6.2 73 8.7
Radio, TV, telecor equipment 2.1 il 33 35 44 4.6
Medical insruments 0.2 0.3 0.2 0.4 B 0.4 0.4
Other electric and electronic products 1.1 1.3 1.& 23 2.5 i7
Vehicles and transport equipment 3.4 4 34 5.1 6.5 9.2
Assemnbling and repairing of motor vehicles 1.5 1.4 i.6 LT 18 2.1
Transport equipment 1.9 2.0 1.8 34 4.5 7.1
Furnitare and other 2.0 2.3 30 3.0 ER 4.3
Fumniture 19 2.2 2.8 2.8 EX 42
QOther L1 0.1 0.2 0.2 0.1 0.1

Electricity, gas, and water 6.2 7.3 8.4 5.4 14.5 116
Electricity and gas 54 6.5 7.6 8.5 9.5 10.6
Water supply G8 L8 8 0.9 1.0 1.0

Total 1034 118.1 134.4 1502 168.7 1353
{Annual percentage change)

Mining 13.5 15.1 144 15.3 16.6 73
Oil and gas 132 15.7 i16 19.0 219 6.3

Manufacturing i35 14.0 135 12.1 10.7 177
Food and beverages 2.9 14.4 10.6 7.4 3.3 4.5
Texriles and garments 46.4 1.7 154 125 3.2 13.2
Meral products 228 7.9 9.9 20.5 12.0
Electric and electronic products 332 ) 218 177 182
Vehicles and transport equipment . 0.0 -14 52.1 23.5 450

Electricity, gas, and water 1.5 187 151 11.9 117 15

Total 14.5 142 13.8 12.5 116 157

Source: General Statistical Office.

1/ Due to reclassification of industrial actvities, previously published industrial sector data are not comparable with the data in this table,
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1995 1996 1967 1988 1999 2000
Estimate
(In billions of dong, at constant 1994 prices)

Tota! industrial production 103,375 118,097 134,420 151,224 168,745 195,321

State sector 51,991 58,166 64,474 69,463 73,208 82,101
Central 33,920 38,411 42215 45,677 48,395 33,575
Local 18,071 19,753 21,2589 23,786 24,813 28,526

Nonstate sector 25,451 28,368 31,068 33,403 37,027 43 809
Cooperatives 650 584 751 859 1,078
Private 2,277 2,792 3,224 3,383 3,718
Household 18,191 18,977 15,704 204,827 21,983
Mixed 4,333 3,915 7,389 8,334 10,250 ..

Foreign invested sector 25,933 31,562 318,878 48,358 58,514 62,411
of which: oil and gas 10,811 12,467 14,207 16,535 20,532 21,876
{excluding oil and gas) 15,121 19,065 24,671 31,520 7982 47,535

(In percent of total mdustrial production)

State sector 503 493 48.0 439 43.4 42.0
Centrai 32.8 325 31.4 30.2 287 274
Local 17.5 167 16.6 157 147 146

Nonstate sector 24.6 24.0 23.1 22.1 219 22.4
Cooperatives 0.6 0.6 0.6 0.6 0.6
Private 2.2 2.4 24 2.2 2.

Household 17.6 16.1 14.7 138 13.0
Mixed 42 3.0 5.5 5.5 6.1

Foreign invested sector 251 287 28.9 32.0 34.7 333

(excluding oil and gas) 14.6 16.2 18.4 208 225 243
(Anmal percentage change)

Total industrial production 143 i42 13.8 12.5 116 157

State sector 13.6 11.9 108 7.7 54 12.1
Central 14.0 13.2 8.9 8.2 6.0 10.7
Local 12.6 93 12.7 6.9 43 15.0

Nonstate sector 2/ 18.5 115 9.5 7.5 10.8 183
Cooperatives 5.2 5.8 14.4 253
Private 22.6 15.5 4.9 9.9
Household 43 33 57 5.6
Mixed 36.5 249 12.8 230

Foreign invested sector 217 232 24.4 21.0 8.6
{excluding oil and gas) 263 29.2 27.8 205 232

Sources: Genera) Statistical Office; and staff estimates.

1/ Due to reciassification of industrial activities, previcusly published industrial sector data are not comparable with the data in this table,

2/ Growth Tate for 1595 covers both nonstate and foreign invested sectors,
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Table 10. Vietnaimn: Population and Employment, 1995-2000 1/

1595 1946 1997 1598 1999 2000
Estimate

(In thousends of persons, unless otherwise indicated)

Total population 2/ 71,356 73,157 74,307 75456 76,597 77,686
(annual percentage change) 1.7 16 L6 L5 1.5 1.4
Urban 3/ 14,538 15,420 16,8335 17,465 18,082 18,620
(annual percentage change) 3.6 12 3.2 3.7 1.3 34
Rural 3/ 37,057 57,737 57,472 57.992 58,515 59,066
{annual percentage change) 12 L2 0.5 0.9 0.9 2.9
Total employment 34,390 335,792 36,994 37,877 35,731 36,206
Unemployment rate 4/ 58 59 5.0 6.9 6.7 6.4

{In percent of iotal population)

Urban 3/ 20.7 L1 27 211 23.6 24.0
Rural 3/ 9.3 8.9 77.3 76.9 6.4 76.0
Female 511 510 50.9 50.8 50.3 50.8
Male 48.9 48.0 49.1 48.2 492 49.2
Apge under 15 0.5 3ol
Ape 15-59 6015 60.9
Age 60 and over 9.1 9.0
Total employment 4840 488 49.8 0.2 47.3 46.6

(In thousands of persons)

Total employment 34,550 35,792 36,904 37,877 35,731 16,206
eonstate secter 31,537 32,054 33,727 34,454 32,288 32,791
State sector 5/ 3,083 3,138 3,267 3,383 3,433 3,414

Government 1,258 1,278 . .
Central 261 201
Local 997 [Recid
State anterprises 1,795 1,860
Central 1,001 1,084
Local 794 776

(In percent of total employment)

Nonstate sector G1.2 9.2 a1.2 8.1 90.4 90.6

State sector B.E 3.8 2.8 8.9 9.6 5.4
Government 3.6 3.4
Central 0.8 0.8
Local 2.9 A0
State enlerprises 52 52
Centrat 2.9 e
Local 2.3 2.2

{Annual percentage change)

Total employment 27 3.5 34 24 L3
Nonstate seclor 2.6 3.5 33 2.3 1.3
State sector 4.3 2B 4.1 la 1.5 .6

Government 6.8 1.6
Cemtral 1.6 -23.0
Local E3 2.0

State enterprises 2.6 L6
Central 1.4 B3
Lacal 4.0 -1.3

Sources: Genesal Statistical Office {GS0) and Ministry of Labour, Invalids, and Sccial Affairs (MOLISA); and staff estimales.

1/ Beginning in 1995, employment data are as reported in the Staus af Labour - Employment in Vetnam (MOLISA). Previously, as reported in the
various Statistical Yearbooks ((G50).

2/ Annual official 2stimates adjusted on the basis of the 1989 and 1999 census.

3/ Armed forces and some other special groups are excluded from urban/rusal categories.

4f For lahor force in urban area comprising males 15 to 60 years old and females 15-55 years old.

3/ As repoerted by GSO.



-65- STATISTICAL APPENDIX

Table 11, Vietnam: Tocat and Nonstate Employment by Sector, 1995-2008 1/

1995 1996 1997 1998 1999 2000
Esrimate

1. State end nonstate employment {in thousands of persuns}

Total employment 34,590 15,792 36,594 37,877 15711 16,204
Agriculture, figheries, and foresiry 24122 24,7735 25,441 26,070 32,726 32,670
Industry and construction 4,582 4,629 4,533 4,636 4,450 4,744

Industry 2/ 3,587 3,653 1,656 3,656
Construction 996 975 977 930
Trade, wanspont, and communications 2,45] 2,714 3,190
Trade 1,388 2,138 2,672
Transport and communications 563 578 5:0
Education, health, science, and arts 1,385 1,422 1,432
Orher 2/ 2,050 2,232 1,256

{Annual percentege change)

Total employment 7 3.3 34 24 1.3
Agriculture, fisheries, and foresry (A 27 7 2.8 0.2
Industry and conswaction 5.3 1.0 a1 .1 h.6
Trade, transpatt, and carmmunications .9 11.3 16.7
Education, heelth, science, and arts -0 .7 &7
Otaer 2/ 4559 %9 2.3

{(In percent of otal empioyment)

Agriculture, fishenies, and forestcy a9.7 9.2 63.% 68.8 256 61.6

TIndustry and construstion 132 12.9 2.5 12.2 12.5 121

Trade, transpart, and communications 7.} 7.6 8.6

Education, health, science, and atiz 4.0 40 35

Other 3/ ig a.2 6.2

{In tnousands of dong at 1994 prices}

Total sutput per worker 5,654 5,574 6,251 6,458 6,699 7,078
Apgriculture, fisheries, and forestry 2,128 2,163 2,187 2,220 2,532 1,086
Tndustry and construction 12,777 14,479 16,292 17,637 18,256 18,361
Trtade, transport, and commanicaricns 16,913 16,570 15,234
Other 2/ 12,883 13,119 13,739

(Annual percentage change)

Tual output per worker 6.é 57 4.8 33 37
Apriculture, fisheries, and forestry 4% 1.6 ;] 1.0 6.1
Industey and constraction 7.8 113 ii5 2.3 14
Trade, (ransport, and cornmunications 7.9 20 -8.1

2. Nenstate emoployment 4f (In thousands of persons)

Tota! nonstate empioyment 11,537 32,654 13,727 34,494 32,298 32,791
Agriculure, fisheries, and forestry 23,840 24,527 25,186 25,827
Industry and zonstruction 3,532 3,547 3,487 3,426

Tndustry 2/ 2,833 2,366 2,849 2,814

Construction £99 681 638 612
Trade, warspor!, and communizations 2,057 2,317 2,788

Trade 1,688 1,951 2,467

Transport and communications 168 366 322
Education, health, science, and arts 452 450 416
Other 3/ 1,656 1,814 1,850

(Annual zercentage change)

Total nonstate ernploymment 2.8 3.3 33 23 1.5
Agriculture, fisheries, and forastry .0 2.9 .3 25
Indussry end construction 5.l 0.4 -1 1.7
Trade, transport, and communications 12 12.6 20.4
Education, heaith, science, and arts =162 0.6 -7.4
Qther 2/ 39.6 9.3 R

{In percent of total nonstare employment)

Agricalture, fisheries, and forestry 5.8 751 i, 682

Industry and eonstruction 112 0.5 103 4.0

Trade, transpatt, and communisations 6.5 7.1 8.3 .

Education, health, sciencs, and arts 1.4 1.4 2.2

Othier 33 16 35

Sourses: General Statistical Office, Cantral [nstitute for Economic Menagement, and Ministry of Lavour, Invalids end Social Affairs (MOLISA); and staff
estimates.

1/ Beginning it 1 995, employment data are as reported in the Status of Labour - Employmens (n Vieinam (MOLI3A).
2/ Ineludes mining and querrying and electeiciny, gas, ang water supply.

3/ Inzludes unclassified workers.

4 Brmployment catstde central and local government and state-owned enterprises,
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Table 12. Vietnam: Employment in the State Sector, 1395-2060

1995 1996 1957 1998 1999 2000
Estimate

{In thousands of persons)

Total employment 3,053 3,138 3,267 3383 3,433 1414
Agriculture and forestry 282 248 257 243 222 224
Industry and construction 1,054 1,082 1,146 L2alo i,242 1,235

Industry 754 787 207 342 865 363
Construction 297 294 338 368 377 370
Trade, transpoit, and cormmunications 393 417 402 A00 189 387
Trade 198 208 243 201 187 176
Transport and communicetions 195 210 197 199 202 211
Education, kealth, science, and arts 933 973 1,016 1,070 1,160 1,110
Education 711 741 7 B18 243 836
Science 7 iz 32 37 33 a8
Culture, arts, and spaort 32 32 a3 35 a5 29
Publiz health 163 168 173 180 183 190
Qther 394 418 447 460 480 438

[In percent of total state sector sinploymeant)

Apticulure and forestry 9.2 7.9 7.9 7.2 6.3 6.6
Indusiry and construction 344 345 51 35.8 382 36,2
Trade, trapspornt. and communications 12.% 13.3 12.3 11.8 113 11.3
Education, heaith, science, and arts 30.3 31.0 31.1 1.6 32.0 2.5
Other 128 13.3 13.7 13.6 14.0 13.4

(Annual percentape change)

Total employrent 4.3 2.8 4.1 3.6 1.5 N6
Apricultuce and foresiry 2.1 =121 3.8 5.4 -2.8 0.9
Indusiry and congtruction 6.0 29 59 h ¥ 26 M)
Trade, transpert, and cormmuiications 1.0 6.0 -3.6 -0.5 -2.8 «0.3
Education, health, science, and arts 4.7 4.3 4.4 54 2.8 0.9
Other 7.2 6.2 6.8 kR 4.4 4.6

{In thousands of dong per month)

Average nominal wage L/ 478 543 642 697 Ti9 736
Industry 754 708 841 298 Q47 937
Construction 499 573 738 807 7594 770
Agriculture 366 22 480 514 564 555
Transportation 379 1,018 £,132 1,304 1,258 1,264
Trade 490 582 6E% 742 768 725
Education 3i0 329 403 451 501 312
Science 36l ©505 355 673 585 611
Cuiture, arts, and sports 347 406 433 5440 520 526
Public health 327 382 440 480 508 520
State management 357 380 435 449 458 541
Financial intermediation 307 9406

Avernge real wage growth 2/ 4,1 7.5 14.5 1.2 0.5 27
Industry 11.6 -11.1 15.0 .04 1.3 0.7
Construction 1.9 8.3 25.0 1.9 -55 .13
Agricultuze 8.9 8.5 10.2 0.1 5.4 0.1
Transportation 352 5.6 7.6 7.4 -7.3 2.2
Trade 36 12.3 14.4 0.6 0.8 4.0
Education -10.2 0.5 19.4 18 6.7 4,0
Seience -11.9 32.3 8.4 13.2 -16.3 a3
Cublture, arts, and sposts 4.8 S.0 9.7 11,1 <13 29
Public health <10 3.0 17.4 1.8 1.6 4.1
State management -1.3 0.7 110 -3.8 -2 20.2
Financial intermediation 0.9 102 )

Cansumer price inflation 174 57 12 7.3 el T

Sources; General Statistical Office (GBS0}, and staff estimates.

1/ Cash income, including payments in kind, bonus payments, and socizl security contributions.
2/ Nominal wage growth deflated by consumer price inflation.



Table 13, Vietnam: Summary of General Government Budgetary Operatians, 1995-2041 1/

-67 -

STATISTICAL APPENDIX

2001
1995 1596 1997 1998 1999 2000 Budget 2/
(In trillions of deng)

Revenue and grants 534 62.4 65.4 73.0 78.5 0.7 5.3
Revenue 518 60.8 6Z.8 70.8 781 88.3 84,4
‘Tax revenne 40.0 50.3 49,7 557 66,3 &4,1 658
Nentax revenue LLE 10,6 13.1 152 15.2 4.7 185
Grants 1§ LS 2.6 21 24 19 L9
Total expenditure (including onlending) 581 64.3 716 TB.8 88.9 1097 115.1
(excluding oniending) 4.6 £2.9 67 Ti4 818 99.3 105.7
Current expend:ture 425 473 512 52.9 551 657 T0.4
ClTent non-jnterest expendinires 39.6 44.6 4G4 509 2K 62.6 66,1
Interest payments (paic) .9 2.7 1% 2.1 2.3 il 43
{acheduled) 4l 41 29 2.1 23 al 43
Capital expenditure and onlending 12.6 171 264 259 138 440 433
of which: onlending 0.5 14 8.5 5.4 7.1 16.4 10.4
Cortingsney 0.0 0.0 0.0 a.a 4.0 0.0 24
Capital eosts of strustural reform 3/ 0.0 0.0 0.0 2.4 Q.0 0.0 0.0
Overall fiscal balance (excluding enlending and capital costs of reform) -1.2 0.3 -5.4 -0.5 1.3 8.8 .19.4
Overall fiscal balance(inciuding onlending) .17 1.9 -12.3 5.8 -104 .19.1 293
Angmented balance (incicding onlending and capital costs of reform) -1.7 -1.9 -12.3 -8.2 -10.4 -19.1 -29.3
Flaancing L7 1.9 123 22 16.4 19.1 29.8
Daomestic (ner) 27 0.8 5.2 0.8 -1.5 4.4 14.3

Banking system 4/ 0.1 0.3 0.0 -0.8 -5.4 -34
Ionbanks 5/ 2.6 1R} 52 L6 19 7.
Forzign (net) -LG 14 71 T4 [1.% 14.6 15.5
Disbursements 2.0 3.8 in2 10.2 14.8 17.0 13.0
Amartization paid () o 2. 12 2.8 4 T4 2.5

(In percent of GDP}

Revenue and grants 233 229 208 0.2 198 211 18.9
Revenue 3.6 224 200 106 19.2 7 18.4
Tax revende 17.5 185 158 154 152 149 4.4
WNaptax reverme 3.1 39 42 4.2 4.0 57 4.0
Ciranits 0.7 0.6 03 0.8 0.6 [E 04
Totzl expenditure (twsluding onlending) 4.1 236 24.8 21% 22.4 255 254
{exchudirg oniending) 3.8 23.1 126 20.4 206 231 233
Currend expenditure 18.6 174 16.3 4.7 139 15.3 154
Cugrent noa-interest expendifue 17.3 16.4 157 4.1 133 14.6 14.5
Interest payments {paid} 1.2 1.0 0.4 0.6 X+ o7 a5
Capital expenditure and onlending 55 6.3 84 72 8.5 1632 9.5
Contingeney 0.0 0.0 G0 0.0 04 0.0 (.5
Overall fiscal balance {exctuding onlending) 0.5 0.2 -1.7 0.1 -0.8 =20 .2
Overall fiscal balance(including oniending) 0.8 0.7 -39 -l A28 -4.4 6.5
Financing 0.8 07 38 1.6 4 4.4 6.5
Dormestis {nat} 12 02 17 0.2 04 1.0 31

Banking system 4/ a.0 1 0.0 0.2 .14 08
Monbanks 5/ 1.1 0.3 1.7 0.5 14 1.8
Foreign (net) 0.4 0.5 23 21 g 14 ia

{In: tritlions of doeg, unless otherwise indicatad)
Memorandurn items:

Expenditutes managed at units 6/ 4.8 3.6 4.8 53 74
(inn percent of GDP) 1.5 Lo 1.2 12 1.5
Wage and salary bill 14.5 18.2 188 19,5 29 279 31.2
{in percent of GDP) 8.3 6.0 8.0 34 53 6.5 7.3

Tatal social expenditure {in percent of GDF) 7/ 5.0 53 6.1

Sources: Minisory of Finance; and stafl estimates and projections.

1/ Cash basis.

2/ Excinges cuarent and. capital costs of banking and state-owned exterprise reform.
3/ Includes capital costs of bank restructuring estimated at D 2.4 rillicn (0.7 percant of GDF) in 1998,
4/ The difference between vank financing and ney claims on gavernment in the monetary strvey for 1998 is due to bank recapitalization operations.
5/ Domestic nonbank financing is derived as a residual and includes statistical discrepancy.

&/ Self-financed expenditure undertaker. by administrative units of the ceriral and local govemments, whick are excluded from the above tudget presentation,

%/ StasT estimate bascd an (i} current soeial expenditure in the budget an education and aining, heaith, and family planning; (i} safety ret casts of state-awned enterprise refonm;
(iii) targeted capital spending programs in poverty reduction and employment, clean water and public bealth, family planning, educaticn and trainirg, and reforestation; and (iv) other
capital expendinme on education and waining and bealth, and on poverty-refated projects in the agriowimure, wansportation, and electricity and water sectors. Extludss soclal securizy,
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Table 14. Vietnam: Goverpment Revenues, 1995-2001

1995 1996 1697 1998 1999 2600 2001
Budgat

{In millions of deng)

Total revenus and grants 534 62.4 6.4 730 78.5 907 86.3
Tax revenile 40.0 50.3 497 557 a0.3 64.1 659
Corporate income tax 1/ 74 101 116 13.1 14.5 19.8 208
Individual income tax 0.3 1.4 1.5 1.8 1.9 1.8 1.8
Capital user charge 1.3 1.5 1.5 1.7 15 1.4 1.5
Land and housing tax 0.3 0.4 03 0.3 Q.3 0.4 03
License tax D2 0.3 .4 03 0.4 0.4 G4
Tax on the ransfer of propertias 11 1.0 1.0 1.0 0.% 09
Tax on land use right 23 a3 0.4 0.3 0.2 62
Value added tax (VAT) 2/ 7.8 11.1 11.8 118 72 17.1 17.6
Excises 2.5 4.5 4.6 5.6 4.5 5.3 5.7
Slaughter tax 3/ 0.1 0.1 0.1 2.0 0.0 0.0 0.0
Agricaitural tax L6 1.9 1.7 20 2.0 1.8 1.5
Import and expart taxes 133 153 135 14.9 14.4 13.5 15.0
Othe taxes on trade 0.0 1.2 0.0 i3 1.0 8.1 0.2
Other taxes 4.9 1.3 1.4 14 1.2 14 0.1
Nontax revenue 11.8 16 13.3 152 158 24.7 18.5
Fees and ckarges 3.3 39 4.1 36 5.1 4.6
Rental of land 0.0 0.5 0.5 0.6 0.5 0.4
Income from natural resources 24 3.1 34 33 4.6 6.7 6.1
Nat profit after rax 2. 1.4 2.1 29 8.7 52
Capital revenues 0.3 0.8 03 2.8 0.8 0.4
Other 1.8 2.1 43 3.4 Z. 1.7
Grants 1.6 1.5 2.6 2.3 24 1.9 19
(I percent of GDP}

Total revenue and grants 233 229 20.8 202 198 21.1 189
Tax revenue 17.5 135 15.8 154 15.2 14.9 144
Corporate income tax 1/ 3.3 37 37 36 37 4.6 45
Individual incame tax 0.2 .5 0.5 0.5 1] 0.4 0.4
Capital user charge 0.6 0.6 0.5 0.5 0.4 8.3 0.3
Land and housing tax 0.1 0.1 0.1 0.1 g1 0.1 0.1
License tax 0.1 G.1 0.1 0.1 0.1 g1 Q.1
Tax on the transfer of properties 03 a3 0.3 0.2 a2
Tax on land use right G.1 0.1 0.1 0.0 0.0
VAT 2/ 14 4.1 3.8 i3 43 4.0 38
Excises 1.1 1.7 1.5 13 1.1 1.2 1.2
Slangiter tax 0.2 0.0 0.0 8.0 0.0 0.0 6.0
Agricultural tax a7 .7 0.3 0.3 Q.3 0.4 03
Fmport and export taxes 5.8 3.6 4.3 4.1 36 3. 33
Othe taxes on rade 0.0 04 0.0 04 02 0.0 0.0
Cther taxes 2.3 0.5 0.4 0.4 0.3 0.3 4.0
Nontax revenue 5.1 3.9 4.2 L2 4.0 3 4.0
Fees and charges 1.2 1.1 0.9 1.2 1.0
Renal of tand 4.1 6.2 0.1 6.1 0.1
Income from natural resources 1.0 11 1.1 0.9 1.1 1.6 1.3
Net profit after tax 0.8 0.6 0.7 2.0 1.1
Capital revenues 03 ¢z 6.2 0.2 0.1
Qther 0.7 1.2 L9 0.7 0.4
Granis 0.7 0.6 0.8 6.6 0.6 0.4 0.4

Sources; Ministry of Finance, Budget Deparament; and staff estimates.

1/ Profit tax prior ta 1999,
2/ Tumover tax prior to 1999.
3/ Abolished in 1998.
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Table 15, Vietnam: Government Expenditures, 1995-2001

1995 1996 1997 1998 1959 2000 2001
Budget I/

(In trillions of dong)

Tatal expenditure (cash basis) 55.1 64.3 116 T8.8 §8.% 1097 1i6.1
Total current expenditure (cash basis}) 42.5 47.3 513 52.9 55.1 as5.7 70.4
General administrative services 37 6.4 7. .7 6.8 6.3 6.1
Economic services 4.0 42 4.5 4.8 4.8 34 5.8
Social services 182 203 23.7 24.4 256 322 7
Educatien 4.7 5.5 12 7.7 8.0 10.7 (0.9
Health 24 2.8 3 31 31 7 37
Social subsidies T4 8.2 9.2 8.7 9.0 11.3 10.5
Other 33 3.9 4.2 5.0 55 6.5 6.5
(ther noninterest expenditure 2/ 117 £3.7 14.1 148 15.7 8.7 2.8
Interest payments (paid) 2.9 2.7 1.9 2.1 2.3 EN| 43
Foreign 1.4 i2 0.9 0.9
Paid 1.4 iz 09 0.5
Arrears 1.2 1.4 2.0 0.0
Domestic 1.5 L3 1o i2
Capital expenditure and enlending 12.6 (7.1 26.4 259 318 44.0 433
Capital expenditure 12.1 5.6 16.5 20.5 267 336 328
Onlending 0.5 [.4 6.9 5.4 7.4 0.4 10.4
Contingency 0.0 0.0 0.0 0.0 3.0 0.0 2.4
{In percent of GDF)
Total expenditure (cash basis) 24.1 i3 24.8 219 22.4 255 254
Total current expenditure (cagh basis) i8.6 17.4 163 14.7 13.9 133 15.4
General adminiswative services 2.5 23 3 L% 1.7 1.5 1.3
Economic services 1.7 1.5 1.4 L3 1.2 13 1.3
Social services 3.0 75 7.5 6.8 6.4 7.5 6.9
Education 2.1 2 23 A 2.0 2.5 2
Health 1.0 1.0 1.0 0.8 0.8 0. 0.2
Social subsicies 12 3.0 2.9 24 23 2.6 23
Other 1.6 1.4 1.4 14 1.4 1.5 [.4
Other noninterast expendizure 2f 5.1 5.0 4.5 41 19 43 4.9
Interest payments {paid) 1.3 1.9 0.6 0.6 0.6 .7 0.9
Foreign 0.6 0.4 0.3 0.2
Domestic i 0.6 0.3 0.3
Capital expenditure and onlending 5.5 6.2 8.4 7.2 8.5 10.2 2.5
Capital expenditure 53 5.7 62 5.7 6.7 73 72
Onlending 02 4.5 22 1.5 1.8 2.4 23
Contingency 0.0 0.0 0.0 0.0 0.0 ] 0.5

Sources; Ministry of Finance, Budget Department; and siaff estimates.

I/ Excludes current and capital costs of state-owned enterprise and banking sector reforms.
2/ Ingludes defense expenditires.
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Table 16. Vietnam: Treasury Bill and Bond Issues, 1996-2001 1/
(In billions of dong, unless otherwise indicated)

Treasury Bills {one-vear) Traasury Bonds (two-vear) 2/ Treasury Bonds (five-vear) 2/
Auction date Amount Average End-month Armnount Average End-month Amount End-month
sold yield outstanding stock  sold yield outstanding stock sold outstanding stock
1996 December 0 824 92 12.0 1,260
1997 December 3 3.0 2,918 132 12.0 4 836
1998 December 369 11.6 3,721 272 13.0 6,418
1999 January 66 11.5 3,787 0 6,418
February 69 11.5 3,831 587 13.0 6,683
March 255 11.0 4,083 1,366 13.0 7,495
April 278 10.2 4,147 874 13.0 7,909
May 201 9.9 3,970 341 13.0 8,037 1,507 1,507
June 380 9.6 3,980 0 7,858 1,958 3,465
July 324 9.4 3,775 0 7470 1,031 4.496
August 297 9.0 3,384 0 7,002 0 4,494
September 410 7.9 3,398 0 6,637 0 4,496
October 400 6.5 3,248 0 6,341 0 4,496
Navember 333 49 3,381 0 6,141 0 4,496
December 0 3,012 ] 6,009 0 4,496
2000 January 325 6.0 3,271 0 6,009 ] 4,496
February 330 6.0 3,552 ] 6,009 0 4,496
March 977 7 4274 ] 5,824 0 4.496
Aprii 615 57 4,611 0 5,653 0 4,490
May 200 5.4 4,611 0 5421 0 4,496
June 86 LR 4,317 0 5,280 0 4,496
July 663 5.0 4,658 0 5,132 ¢ 4,496
August 525 5.1 4,886 a 5,023 0 4,486
September 150 5.1 4,666 0 4,408 0 4,496
October 540 5.2 4,806 0 3,849 4] 4,496
November &7 5.3 4,560 0 3,439 0 4496
December 21 5.4 4,381 0 3187 0 4,496
2001 January 85 5.4 & 341 0 3,107 0 4,496
February 230 5.4 4,221 0 2,580 ] 4 496
March 505 5.5 3,748 ] 1,214 ¢ 4,496
April 210 5.5 3,344
May 445 5.5 3,589
June 305 55 3,808
July 40 5.5 3,183
Aupgust 180 5.7 2,838
September 310 5.8 2,958
Memorandum items: 1997 1998 1999 2000 2001 ¥
Total stock of debt (in trillions of dong, end of periad) 7,754 15,135 13,517 12,244 2,459
{in percent of GDP) 2.5 28 i4 2.8 21

Sources: State Bank of Vietnam and Ministry of Finance; and staff sstimates.

1/ In addition to these amounts, D 246 billion in shorter-term maturity bills were auctioned during 1995-96. Treasury biils of varying
maturities have also been placed directly with the public through the Ministry of Finance's retail network.

2/ Beginniag in April 2001, data not reported.

3/ As of end-March 2001,
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Table 17. Vietnam: Monetary Survey, 1996-200% 1/

(996 1997 1958 1999 2000 2001
March June Sept. Dec. March Juns Aug,

(Inwillions of dong, end of period}

MNet foreign assets 14.3 21.0 312 g1.2 73.8 76.7 85.4 957 101.3 108.7 113.0
Forelgn assets i1z 3G 47.0 Tiq 90.5 92.3 161.9 2.7 118.5 126.5 3
Foreipn latilities -17.0 -16.9 -158 -18.5 6.8 -15.5 -15.6 -17.0 -17.2 -17.8

Net domestic assets 0.4 60.8 71.2 %92 1038 1114 11148 127.2 137.1 140.2 147.8
Domestic crediz (net) 333 56.8 814G 1157 1197 1301 1359 155.2 1636 167.6 1749

Ner clams on governement 2/ 44 4.4 8.4 30 -1.6 -5 -4 -0.5 -0.7 4.5 217
Credit to the economy 50.9 62.4 727 2.7 121.4 123.0 140.6 1537 164.3 71 i78.35
Claims op staie exerprises 26.8 Lo 381 543 579 540 64.% 69.9 731 75.1
Clatms on other sectors 24.1 ild 4.6 584 £3.5 £5.0 758 5.8 91.2 7.0
Orther izems, nat -4.9 -5.2 9.8 -16.5 -16.0 -18.7 -24.3 280 =265 =274 <270

Broad meney 64,7 818 102.4 160.4 177.3 188.3 1981 2229 238.5 450 260.8
of which: woral depoaits 42.0 56.5 755 11591 1349 1446 1520 17a7 1826 192.0 010
Dong liquidity 315 631.9 783 116.5 1273 134.8 139.2 152.5 160.6 1647 170}

Currency outside banks 224 25.1 270 403 426 43.7 43,0 524 4.9 e 358
Deposits 283 37.8 514 753 848 Eal! 94.1 1003 1058 o 1113
Demand deposits 187 231 3Ll 471 54.4 58.6 58.0 58.4 672 67.6 751
Qtker deposits 1.2 14.7 202 282 104 32.5 35 419 386 40.1 412
Foreign currency deposits 112 187 z4.1 43.8 0.2 53.5 58.9 70.4 778 §4.3 897
(mrnllions of U.8. dollars} 1,180 521 1733 3,126 1,568 3,756 4,142 4,854 5,351 5677 5981
(in percent of wtal liquidity) 203 229 235 273 283 284 297 316 2.6 33.8 4.4

{Annual percentage change:

Credit to the sconomy 0.1 226 16.4 8.1 354 29.4 9.8
Claiins on enterprises 113 56 228 287 26.3 17.4
Clairns on otier sectors 317 30.5 i0.0 469 418 40.5

Bread meney (M2} 2T 26,1 256 39.0 343 323 324
of which: total depaosits 25.3 343 316 43.3 3461 32.8 31.8
Dong liquidity 39 22.0 24.6 . 30.8 262 1217 236

Currency outside barnks 18.1 109 74 . 26.6G 8.8 30.6 XN

Deposiis 28.5 08 360 . 3z 248 18.2 13.8

Fareign currency depasits 12.0 42.0 18.8 fil.3 55.1 57.6 520
{Change in percent of beginning of year broad money)

Net foreign assets 8.5 10.4 12.5 7.8 9.7 5.7 21.5 2.5 59 7.7

Net domestic assets 152 15.7 131 -9 7.6 7.7 17.5 4.5 5.9 63
Me: claims on government -0.8 0.0 4.9 -2.9 3.7 -4.8 -id -0.1 -1.8 -L4
Credit to the econemay 16.2 17.3 12.6 5.4 12.6 7.4 26.8 38 74 10,2

Yelocity 3/ 472 KR 3.3 2.5 4 23 2.2 1.5 1.9 1.8 L&

Maney multiplier 4¢ 2.0 2.3 1.8 Z 3.0 1z 1.4 3, 3.2 14 13

Currency to dong deposits {in percent) TB4 £6.3 52.5 3 50.3 47.9 47.8 521 519 52.% 537

Currency to total deposits {in percenz) 53.9 443 357 34.6 ils 20.2 29.4 0.6 259 9.7 258

Sources: State Bank of Viemarms; and siaff estimates.

1/ Data for 1996- (998 comprise four state-owned coremereial barks and 24 nonsiate-owned banks. Dt fom 1999 onwards comprise six siate-owned commercizl
banks and §3 non-statz credit institutions.

2 Includes [ 2.4 willion recapitalization of state-owned comemercial barks (SOCBs) in Dotober 1998, under which Fozen loans of SGCBs were writtan oif on
hehalf of the povernment and swapped for govetmnant equity in 30CBs,

3/ Velocity is measwred as the ratio of GDP to end-of-period bread money (M2,

4/ Money muiriplier ismeasured as the ratio of broed money (M2} o reserve money.
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Table 18. Vietnam: Balance Sheet of the State Bank of Vietnam, 1996-2001

1996 1997 1998 199% 2000 2001
March June Sept. Dec.  March June Aug.
(In willions of cong, end of pericd)

Net foreign assets 14.0 19.4 22.1 40.8 44,7 44.0 44.7 43.9 42.9 447 50.9
Foreign assets 20.0 256 29.1 48.0 518 511 51.7 309 408 5232 587
Foreign liabilities -6.0 -6.2 -7.0 -7.2 71 2.1 -5.9 =71 -6.9 \1.5 -7.8

Net domestic assets 182 16.4 16.6 17.4 13.6 14.2 13.4 289 3Ll 27.9 27.6
Net domestic credit 13.0 110 12.8 10.5 33 3.l 4.4 18.6 20.3 ig4 189

Net claims on govermment 52 4.9 63 0.2 -39 -6.5 -8.4 4.3 4.9 27 2.7
Claims on banks 7.7 6.8 6.5 10.3 11.1 11.5 12.% 14.2 15.4 15.7 16.1
Claims on enterprises and
nonbank financial instifutions 0.1 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.6 0.0
Other items, net 5.2 5.4 3.7 6.9 8.3 9.1 9.0 103 [ (VN 9.4 8.7

Reserve money 32.2 358 87 58.2 S83 58.2 58.2 72.8 74.0 725 8.4
Currency in cireulation 238 26.3 28.3 44.9 44,8 46.0 47.3 343 57.4 59.7 62.1
Bark deposits 7.8 2.3 10.4 133 13.5 12.3 10.8 18.4 16.6 12.3 £6.3

Vauit cash 1.2 1.2 1.3 a7 2.2 23 2.3 2.1 2.5 2.7 2.3

Required reserves 1/ 4.0 477 6.3 4.9 3.5 59 8.2 9.8 10.6 12.7 13.4

Excess reserves 1/ 4.2 3.6 2.3 8.3 7.8 £l 3% 8.4 5.1 0.2 27

Other deposits 0.6 0.2 0.0 0.0 0.0 08 2.0 .0 0.0 0.0 0.0
(Annual percentage change)

Net foreipgn assets 27.6 38.1 14.1 84.4 §5.4 59.1 321 7.5 4.1 1.4 15.4

Net domestic assets 14.8 9.8 1.0 5.2 R 30.0 42.6 63.9 128.8 96.2 1049
Net domestic credit 318 -15.6 17.1 -18.1 -33.3 =315 215 76.5  2B5.3 262.7 3204

Net claims on government 72.1 223 36.6 -96.8 2165 -2,1206 6839 2,061.0 -183.f -141.9  -133.4
Claims on banks 13.5 -1 -3.8 382 65.9 62.8 78.3 IR0 382 36.0 28.1

Reserve money 20.0 11.1 8.1 0.5 48.8 50.9 344 25.0 26.9 24.5 36.3
Currency in circulation 18.9 10.3 7.6 35,0 59.1 67.5 65.0 20,9 8.0 30.0 320
Bank deposits 238 19.2 11.6 27.5 22.5 10.0 -23.9 38.8 23.1 4.] 55.7

{Change in percent of beginning of year reserve mongy)

Net foreign assets 11.3 16.6 7.6 483 52.6 424 251 5.3 -3 t.! 11.8

Net domestic assets 8.7 -5.5 G.5 2.2 -3.8 8.5 9.3 19.7 30.0 235 24.5
Net demestic credit 11.7 -6.3 532 -6.0 -16.6 -6.1 -1.9 13.8 257 229 250

Ufwhich: Net claims on goveinmea 8.1 -3.8 6.4 -15.8 -27.9 -17.6 -16.9 7.1 13.4 15.8 18.8

Memorandum item:

Gross official reserves {n
milliens of U.S. dollars) 2/ 1,673 1,857 1,765 2,711 2,7%0 2,857 2,947 3,030 2,896 1086 3,495
(in weeks of next year's imports) 3/ 6.4 7.2 6.8 8.1 7.9 8.1 8.3 B.6 7.0 74 8.4

Sources: State Bank of Vietnam; and staff estimates.

1/ Btaff estimate.
2/ Excludes foreign cumrency counterpart of government foreign currency deposits at the State Bank of Vietnam,
3/ Impotts of goods and nonfactor services,
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Table 19, Vietnam: Consolidated Balance Sheet of Deposit Money Banks, 1996-2001 1/

1996 1997 1598 1999 2000 2001
March Tune Sept. Dec.  March June Aug.
{In trillions of dong, end of period)

Net foreign assets 0.2 1.6 9.1 204 29.0 327 41.6 51.3 384 64.1 62.1
Fuoreign assets 11.2 3 17.8 9.7 387 41z 303 61.7 68.8 74.3 724
Foreign liabilities -11.0 -10.7 -8.7 5.2 -9.7 -8.5 -8.7 2.8 -10.4 -10.3 2104

Net domestic assets 4.2 34.7 66.4 98.7 1059 1119 1:i1.4 1.8.8 125.2 127.9 138.9

Net domestic crecit fromn the commercial banks 50.0 62.6 4.7 1155 123.6 136.5 144.3 1509 1587 164.9 1721
Net credit to government -0.8 G4 2.1 28 4.2 35 N -4.8 W55 7.2 6.4
Credit 1o the economy 50.8 62.3 2.7 112.7 121.4 133.0 240.6 15587 164.3 172.1 178.5

Siate enterprises 26.8 31.0 381 543 37.9 64.0 64.8 €9.9 731 751
Other sectors 4.0 313 4.6 334 63.5 69.0 5.8 §5.8 91.2 97.0
Gf which : claims on nepbank financial
institutions 0.0 0.1 a.1 0.0 0.0 040 0.0 0.0 0.0 6.0 4.0

Banks reserves 9.3 9.5 9.9 16.9 15.3 13.3 i2.5 204 18.3 152 184

Credit from State Bank of Vietnam 6.1 -5.6 -4.2 -11.6 -12.0 -12.5 <132 -l4.4 -15.7 -13.9 -16.0

Capital and reserves -6.2 -82  -1l.6 -19.8 204 -20.4 116 -22.4 -39 -23.4 241

Cther items, net 59 -3.7 2.4 -2.2 -332 -5.1 -16.7 -15.6 -13.0 -12,9 -11.5

Depaosits 41.5 56.3 75.4 115.1 134.9 144.6 153.0 1707 183.6 1924 201.0

Dong deposits 28.3 37.6 4 753 84.8 911 94.1 160.3 1D5.8 1077 1113
Demand deposits 10.2 14.7 22 282 30.4 32.5 351 419 386 44.1 412
Time deposits 18.1 229 313 7.1 54.4 38.6 56.0 584 67.2 67.6 70.1

Foreign currency deposits 13.2 18.7 4 431.8 502 53.5 589 70.4 718 84.3 89.7

{Annual percentage changs)

Credit ta the economny 20.0 2.6 16.7 381 354 294 29.8

State enterprises 113 13.6 2.8 287 26.3 174

Other sectors 31.5 304 10.6 469 43.6 40.3

Credit from State Bank of Vistnam 9 9.3 236 24.4 0.9 27.4

Total deposils 25.4 157 34.1 433 161 32.8 319

TDiong deposits 28.7 323 3a.7 32 24.8 182 18.8
Demand depasits 43.6 43.8 37.9 48.3 271 232 0.0
Time deposits 19.6 26.6 6.0 24.1 236 154 0.0

Foreign currency deposits 19.0 42.0 288 60.5 35.1 57.6 53.0

Memerandum items:

Foreign currency deposits (in miliions of 11.5. doliars) 1,180 1,521 1,733 3,124 3,56% 3,790 4,142 4,854 53351 5,677 %981
{annual percentage change} 2/ 17.3 28.8 4.0 552 0.0 49.% 33.6
{in percent of foial deposits} 37 LX) 319 368 372 37.0 385 41.2 42.4 439 44.6
{change in millions of U.8. dollars) 3/ 76 340 213 1,727 497 824 1,127

Sovrces: State Bank of Vietam; and sta’f estimates.

1/ Data for 1996-199% comprise four state-owned comsrcial banks and 24 nenslate-owned bapks. Data from 1999 anwaerds comprise six state-owned carmmercial banks

and 83 non-state credit institutions
2/ Twelve-moath percertage changes.
3/ Change since the beginning of the year.
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Tehie 20. Vietnam: Distribution of Credit, 1996-2000 1/ 2/

1996 1997 1598 1999 2000

{In billiens of dong, end of period)

Totel credif to the ecanamy 3/ 30,751 62,201 72,597 FL2,730 155,720
Ta state enterprises 16,810 31,222 18,675 54,335 60,918
Ta other szetors 23,941 10,574 34,521 38,395 85,302

Credit extended by state-owned commercial banks 38,320 48,042 55,087 76,355 114,193
To siate enterprisss 22,030 26,625 34,218
To ather sectors 16,280 21,417 25,869

Credit extended by other banks 4/ 12,431 14,159 13,510 36,171 41,527
Ta stale enterprises 4,780 4,597 3,858 .
Ta other sectors 7,651 9,362 9,652

Total dong foans 3/ 32,187 472,801 53,641 B3,848 123,438

To state enterprises 12,735 17,875 24,410
To other sectors 19,452 24,926 19,231
Credit extended by state-owned commercial banks 27,056 36,876 4:,262 63,310 97,775
To sinte enterprises 15,547 16,593 22,884 .
To ather sectors 15,519 20,283 18,479
Credit extended by other banks 4/ 5,131 5,823 %136 20,338 25,645
To staie enterprises 1,198 1,282 1,526
To other sectors 3,533 4,643 1610
Total foreign currency ieans 3/ 18,564 19,400¢ 18,956 28,852 32,302
Ta state enterprises 14,075 13,347 13,668
To other sectors 4,489 5,083 5,290
Credit extended by stare-owned commercial banks 11,264 11,166 17,724 13,049 16,420
To sate enterprises 103,493 10,032 11,334
To other sectos 771 1,134 6,390
Credit extended by other banks 4/ 7,300 §,234 4,374 15,834 15,882
To state enterprises 3,582 3,318 2,332
To other sectors 3,718 4,919 2,042

(In percent of total credit to the economy)

Total eredit to the economy 3/ 100.0 OO0 100.8 000 160.0
To state enterprises 52.8 0.2 524 482 44.9
To ather seetors 472 49.8 47.8 51.8 55.1

Credit extended by state-owned commercial banks 75.5 712 81.4 67.9 733
To slate enterprises 434 428 47.}
To other ssciors 321 34.4 143
Credit extended by ather banks 4/ 24.3 213 18.5 321 26.7
To state enterprises 9.4 7.4 53
To oiher seetora 15,1 i34 133
Total dong loans 63.4 68.8 739 T4.4 78.3
Credit exrended by state-owned commereial banks 532 393 7.0 56.3 62.8
Credit extended by other banks 4/ 10.2 9.3 12.6 18.0 16.4
Total foreign currency [oans 36.8 1z 26.1 5.8 0.7
Credit extended by state-owned commercial banis 12.2 18.0 244 1.6 0.5
Credit eatended by other banks 4/ 14.4 132 6.0 140 19.2

{In biflions of doag, end of period}

Total eredit to the economy by sector

Agriculturs, fisheries, and forestry 19,535 41,577
Industry and construction 45,853 57,697
Indusiry 10,775 37,272
Construetion 18,120 20,325
Trade, transpartation, and communications 18,858 18,166
Trade 24,462 10,597
Transport, storage, and ¢ommunications 4,396 7,569
Other services 7,440 18,230

(In percent of totat zredit to the economy)

Agriculture, fisheries, and forestry 262 6.7
Industry and construction 41.6 37.3
Trade, ransporistion, and communications 15.6 24.5
Other services &6 11.7

Sources: State Bang of Vietnam; and staff estimates.

1/ Beginning in 1999, credit o the economy by sector of ownership are estimaced cather than actual data.

2/ Data for 1996-1998 comprise four srare-owned commercial banks and 24 nonstate-owned banis. Data from 1995 onwards comptise
six state-owned cormmersial banks and 83 non-state credit institutions

3/ Excludes net credit (0 the govemment.

4/ Includes joint-stock banks, joint-venture banks, vranches of foreign banks, and the Centrai Pecples Credit Fund.
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Table 21. Vietnam: Overdue Loans of Deposit Money Banks, 1996-2001 1/ 2/

1996 1997 1998 1999 2000 2001
March  June Aug.

(In billions of dong, end of period}

Deposit money banks 4,726 7,682 8,697 104% 15111 15578 16,514 16,853
Four largest state-owned comuercial banks 4,209 5,769 6,471 7,813 10,902 11,403 12,344 12745
Other banks 517 1,914 2,227 2,677 4,209 4,175 4170 4,113

(In percent of total loars)

Deposit money banks 8.3 12.4 12.0 12.1 9.7 9.3 9.6 9.4
Four largest state-owned commercial banks 11.0 12.0 11.0 10.8 16.0 5.6 9.9 9.9
Qther banks 42 135 i6.4 18.9 9.0 5.1 i 83

(In percent of total bank assets)

Deposit money banks 5.5 7. 6.8 6.6 5.4 5.2 5.3 5.3
Four largest state-owned commercial banks 6.4 7.1 6.2 58 5.4 5.3 5.5 3.3
Other banks : 2.6 8.5 9.8 11.0 5. 5.1 a7 4.6

(In percent of total overdues)

State-owned enterprises 44.2 4.8 337
Cooperatives 1.7 1.3 1.0
Joint-stock companies 11.3 457 46.7
Joint ventures 0.6 0.6 1.1
Private sector 41.7 17.5 16.6

(In percent of total loans to the sector)

State-owned enterprises 7.8 8.6 7.9
Cooperatives 207 40.2 351
Joint-stock companies 7.4 34.3 367
Joint ventures 1.0 1.2 2.0
Private sector 14.9 8.1 7.

Sources: State Bank of Vietnam, and staff estimates.

1/ Based on nonstandard classification of nonperforming loans, which tends to underestimate the actual amount of bad
loans. Until 1999, includes the four largest state-owned commercial banks and 24 nonstate-owned banks. Beginning in
2000, based on the four largest state-owned comimercial banks and 85 other credit institutions.

2/ Beginning June 1999, data on credit to the econonty (including overdues} by sector of ownership no longer compiled
by the State Bank of Vietnam in consolidated balance shest of deposit money banks,



Table 22, Vieinam: Nominal and Real Enterest Rates, 1996-2081

{Tn percent per year, end of period)

1996 1997 1998 1959 2000 B 20001
Mar. Jun. Sep. Dec Mar. Jun, Sep. Dee Mar. Jun Sep.  DPec.  Mar Apr. May  June July  Aug.  Sept
Mominal interest rates
Depaosit rates 1/
Demand depasits, enterprises 6.2 4.6 54 3.5 5.5 5.3 5. 5.2 10 V7 1.7 1.8 2.0 2] 2.3 1B 1.8 1.8 1.8 1.8 21
Savings deposits (threc-month), households 91 £.1 9.4 9.9 9.7 9.7 w4 9.1 5.1 4.0 ad 36 4.1 43 5.1 51 4.8 4.9 4.4 3.5 55
Forepm currency demand deposits 2.7 27 24 24 2.6 23 2.3 23 1.5 1.3 1.9 1.9 1.9 1.8 1.8 18 1.7 1.7 1.2
Foreign currency deposits {six-rmouth) 5.t 51 5.1 4.9 4.9 4.7 4.8 4.5 38 42 4.3 4.8 4.0 3.8 37 3.2 i1 o0 2.7
b.eading rates 1/
Waorking capital (short teom) 159 127 15.2 15.0 4.7 14.7 13.9 137 12.7 1.7 10.8 10.1 9.8 .8 9.8 91 9.3 922 93 ) 9.3
Fixed capital {mediun: term) 7.3 140 15.7 15.9 I5.4 15.2 4.7 14.0 12.7 1.7 11.4 10.4 10.4 04 £y7 11.2 1.9 1.3 10.3 10.3 L]
Foreign currency loans 9.5 B.5 8.5 8.5 7.5 7.5 71 74 12 6.5 7.0 7.0 7.0 YR} 6.3 54 5.4 55 5.5 5.5 5.5
Real interest rates 2/
Deposit rates
Demand deposits, enterprizes 23 0.7 1.1 2.0 2.6 -3.0 -3.5 0.} 0.3 17 1.5 43 43 2R 1R 3.4 30 2.6 2.1 1.6 1.5
Savings deposits (three-month}, householls 51 4.1 5.0 2.0 .2 0.9 0.5 iR 22 4.0 5.5 6.1 6.5 4.8 0.5 6.7 6.0 5B 52 54 49
Forcign cﬁrrenl:y demand deposits 17.4 a3 12.2 4.1 -1 2.1 0.9 a9 4.5 4.4 53 11.4 6.0 5.0 4.0 5.3 1.7 10.5 9.6
Foreign curtency deposits (six-month) 200 BB 15.1 &.6 -4.G 0.2 3.4 6.2 6.8 74 8.6 a7 91 T4 6.0 iR .1 1LY 111
T.ending rates
Working capital (short term) 157 85 1G4 6.8 58 5.4 4.6 8.2 96 1.7 2.7 12.8 12.3 103 11.3 10.8 10.6 i 9.6 9.2 B7
Working capital {short term; adjusted for
cote inllation) 10.4 7.3 101 9.7 91 9.0 9.0 89 8.5 8.7 9.6 8.5 7.8 7.4 .7 7.1 7.2 7.2 75 7.9 81
Fixed capital (raedinm term) 13.0 .8 11.1 1.4 6.5 59 53 8.4 9.6 1.7 134 131 13.0 10.9 13.2 129 122 11.2 105 1.1 9.6
Foretgn cutrency loans %0 19.8 24.8 134 17.8 9.3 2.0 2.4 58 8.2 10,2 £G.2 10.9 £7.1 11.5 8.3 TH 9.1 1.7 4.5 14.1
Memorandum items )
Interest rate spread 3/ 6.8 4.6 5.8 5.2 5.4 5.0 4.5 4.6 7.6 7% 7.1 6.5 5.6 5.5 4.7 4.0 4.5 4.3 4.4 '48 1.8
Intlation 4/ 3.8 ER ] 42 17 84 g8 592 54 28 -1 -1.7 -2.4 23 -0.5 -1.4 -1.5 -1.2 -0.8 -0.2 0.2 [iK3
Core inflation 4/ 50 5.6 49 4.8 5.2 52 4.5 4.4 18 238 1.6 1.5 14 22 2.0 1.3 1.9 1.% L7 1.3 IR}
iZxchange rale {+ depreciation} 5/ 24 4.6 19.0 11.5 18.8 10.6 -0.1 0.4 14 1.5 1.2 0.6 1.3 5.9 1.5 1.6 1.0 27 5.7 B8 8Y

Sunrees: Stale Bank of Vietnam; and siaff estimates.

1/ Average of four largest state-ownad commercial banks.

2/ Measurcd with respect (o nominal interest rates at the end of each quarter and average monthfy inflation daring that

exchanpe rate depreciation using the same formula.
3/ Difference between interest rates on working capitat loans and househokds' three-month savings deposits.
4/ Average monthly inflation during preceding quarler; not scasonally adjusied.
8/ Average depreciation during preceding guarter, annualized,

quarier using the cxact Fisher formula. Real interest rates on foreign cumrency deposits 2nd loans are adjusted for

_gL—

XIANHddV TVILLSILV.LS
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Table 23. Vietnam: Exchange Rate Developments, 1995-2001

1995 1996 1997 1998 19939 2000 2001 U/

{Twelve-month average; 1990 = 100)
Effective exchange rates
Nominal 422 43.9 45.1 46.7 423 42.1 42.4 2/
Real 122.9 131.1 1355 146.4 137.0 133.1 1314 2/

{Annual percentage change; - depreciation)

Nomnirnal -5.6 4.0 2.8 3.7 -9.3 -0.4 0.6 2/
Real 6.3 6.6 3.4 8.1 -6.3 -2.8 -1.3 2

(In units indicated)

Dong per U.S. dollar, end of period 11,015 11,150 12,292 13,896 14,028 14,514 15,033
Dong per U.S. dollar, 12-month average 11,038 11,033 11,706 13,297 13,944 14,170 14,749 3/
Dong per SDR, end of period 16,372 15,889 16,585 19,566 19,254 18,910 19,225
Dong per SDR, 12-month average 16,739 16,017 15,631 18,038 19,066 18,687

(Annual percentage change, - depreciation)

Dong per U.S. dollar, end of period 0.3 -1.2 -16.2 -13.0 -0.9 3.3 -3.6
Dong per U.S. dollar, 12-month average -0.6 8.0 -6.1 -13.6 -4.5 -1.6 4.1 3/
Dong per SDR, end of period -1.5 2.9 -4.4 -18.0 1.6 1.8 -1.7
Dong per SDR, 12-month average -4.7 4.3 24 -15.4 -5.7 2.0

Sources: Vietnamese authorities; and IMF, Information Notice System , end staff estimates.

1/ As of end Qctober 2001, unless indicated otherwise,
2/ As of end-August 2001.
3/ For the period January to October 2001,
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Table 24. Vietnany: Balance of Payments, 1395-2000
(In millions of U.S. dollars, unless otherwise indicated}

19653 1996 1997 1958 1999 2000
Estitnate
Current account balance 22,648 -2,431 -1,664 -1,087 1,285 642

Excluding official qansfers 2,801 -2,581 -1,83% -1,239 1,154 506

Trade balance 3,155 -3,143 -1,315 -981 1,080 378
Exports, f.ob. 5,198 7,337 9,145 9,365 11,540 14 449
Imports, £o.b. 8,353 10,480 10,460 10,346 10,450 14,071

Non-factor services (net} 159 -64 -623 -539 -547 618
Receipts 2,409 2,709 2,530 2,604 2,493 2,695
Payments 2,250 2.770 3,153 3,143 3,040 3,310

Investment income (net) 2279 -427 611 -669 428 -507
Receipts 98 140 134 133 142 185
Payments 375 567 747 802 571 782

Transfers (net) 627 1,200 885 1,122 1,181 1,476
Private 474 1,050 710 950 1,050 1,340
Official 153 130 173 172 131 138

Capital acconns halance 2,326 2,07% 1,662 216 -334 172

Gross foreign direer investment (FDI) inflows 2,276 1,813 2,074 800 700 800
Equity 1,287 891 1,002 240 301 320
Loan disbursements 989 921 1,072 560 399 480

FDI loan repayments 8 35 174 372 603 601

Medium and long-term loans (net) 2533 o8 375 432 605 729
Disbursements 443 T2 1,067 1,121 1,036 1411

ODA loans 189 338 530 796 970 1,361
Commercial loans 254 436 457 126 66 50
Scheduled amortization 696 674 632 £50 431 32
Short term capital {net) 31 224 -612 -644 -1,036 -1, 700
Errors and nmissions 284 1 -2 327 -182 247
Overall balance 218 -351 -4 <524 768 116
Financing a8 351 4 524 -768 -1t6

Change in net foreign assets of the State Bank of Viemnam {-, increase) -390 -190 -119 -15 -1,316 <118

of which: Change in net imemational reserves 0 0 =214 90 -938 -342
Use of Fund credit (net) 92 178 -54 -78 -26 21
Other NIR -482 -368 -160 168 -91z -321

Asyears and rescheduling 1/ 428 541 323 126 548 -9,691

Debt relief 1/ G 0 0 413 0 9,691

Financing gap ] 0 0 0 0 Q
Memorandum items:

(iross official reserves, including gold 1,376 1,757 1,858 1,765 2,711 3,030
In weeks of next year's imgorts 5.4 6.9 72 6.8 8.1 8.6
Ratio to short term extemal debt {in percent) 2/ 204.1 284.2 2694 409.6 3975 654.9

Current account balanee (in percent of GDP) 288 3L -6.2 -1.9 4.5 21
Excluding official transfers 288 310 -5.9 4.5 440 17

Export value growth (annual percentage change) 28.2 41 24.6 2.4 212 252

Import value growth (atnwal percentags change) 41.1 25.3 -0.2 -1.1 1.1 34.5

Sowrces: Viemarnese authorities; and staff essimates and projections,

1/ London Club-rescheduling was concluded in early 1998. Restruciuring of the Russian debr was cancluded in September 2000 on comparable term o the

1943 Paris Club rescheduling.

2/ Short-term debt by remaining maturity refers 10 non-equity claims fatling due over the next period.
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Tahle 25. Vietnam: Merchandise Exports by Commodity, 1995-2000

1995 1996 1597 1593 1658 2000
Bstimate

{In millions of U.8. dallars, unless otherwise indicated)

Total exports, f.0.b. 5,198 7,337 9,145 8,368 11,542 14,449
(ancual parcentage change) 28.2 41.1 4.6 24 232 23,

(Exoluding eil) 4,174 5,991 7,722 8,132 9448 10,546
(annual percentage change) 30.6 415 289 5.3 1632 159
Crude oil 1,024 1,346 1,423 1,232 2,092 3,503
Yohume {00 tons) 7,583 8,705 9,438 12,143 14,382 154824
Unit value (US$/ton) 135 154 148 101 141 227
Coal 9¢ 155 i1l 102 98 94
Valume (000 tons) 2,620 3,647 3454 3,182 3,259 31,251
Unit valus (US5/1on) Ja 32 2 32 29 29
Rubbar 155 163 191 1x7 146 16a
Vaolume (000 tons) 132 122 195 191 263 273
Unit value (US$ton) 1,208 1,326 Q3G 887 554 608
Rice 496 855 870 1,020 1,025 657
Vulwme {'GOG tons) 1,922 3,003 3,553 3,730 4,5G8 31477
Unit value (US3/tor) 158 285 245 273 eyl 192
Calfee ZE5 : 337 453 594 585 501
Valume (000 1ans) 241 239 i 382 &82 734
Unit value {USS/ton) 2,348 1410 1271 1,554 1,213 683
Warine products (including frozen itens) 431 651 T8 B58 974 1,479
Garments 431 1,156 1,503 1450 1,746 1,892
Faotwedr 200 331 978 1,031 1,387 1,455
Haadicrafts T 79 Izl m 168 237
Electronic goads and eamponenets 440 497 583 783
Other 1,732 2,671 2,228 2,342 2,736 1,662

{In percent of value of tota. exports)

Crude oil 19.7 183 15.6 132 181 .2
Coal 1.7 2.1 1.2 11 .3 0.7
Rubber i1 2.2 1 14 13 1.1
Rice 9.5 117 9.5 10.9 3.9 46
Coffee 10.9 4.6 5.4 6.3 i1 335
Marine products B3 g9 84 g2 8.4 102
Garments 83 15.7 16.4 15.5 5.1 13.1
Hoobwear 38 7.2 07 110 12.0 JuN|
Handiczalts 1.3 1L 13 1.2 1.5 16
Electronic goads and componensts N 4.8 53 51 54
Crher 333 282 4.4 250 237 253

{In percentage paints of growth in the value of expans)

Cmde oil 9 62 1.1 21 9.2 122
Coal 0.4 1.2 0.6 0.1 -0.1 0.0
Rubber 0.6 01 0.4 -0.7 0.2 02
Rice 7 8.9 02 1.6 0.1 31
Coffea 58 4.4 2.2 1.1 01 0.7
Marine products =340 4.2 18 0.4 1.2 44
Garments -1.1 133 4.8 -.é 32 13
Feotwear 1.9 6.4 6.1 0.6 38 0.7
Handicrafts g 02 0.6 0.1 0.6 0.6
Electronic goods and componerists . e 0.6 i3 17
Crher 6.1 6.3 a1 1.2 4.2 8.0

Sougces: Ministry of Trade and Customs Ofce; and staif estimates.
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Table 26. Vietnam: Merchandise imperts by Commodity, 1995.2600

1995 1996 1597 1998 1999 2000

Escirnate

(In milions af 1.5, dollars, unless ptherwise indicated)

Tetal imports, c.Lt. 8,381 11,644 15,622 11,527 11,742 15,200
{annual pereeniege change) 43.3 39 0,2 .5 1.8 294
Petraleum products (gaseline, diesel, etc.) 724 1,079 1,123 832 1,047 2,058
Volume (000 tons) 4,391 5,503 £,852 6,852 1425 8777
Unit vatue (US%ton) H:M 188 164 121 14} 4
Fertilizer 554 628 440 a74 458 g
WValume (000 tons) 2,508 2,832 2,528 3,548 3,702 3,973
Unit value (LUS%1on) 221 222 174 137 124 128
Insecticide i3 89 114 97 133 137
Volume (000 tons) 30 o0 pird 24
Unit velue {U75%/ton) 2,213 1,484 5,168 3,793
Steel and iron 389 529 18 535 626 812
Volume {000 tans) 1,16 1,545 1,401 3,786 2,258 2,268
Unit value (US§/ton) 343 342 364 29% 278 283
Cement 84 8] 51 )
Volume (30 tons) 1,458 1,302 EXE 50
Tonit value {USH/tan) 57 62 59 42
Motoreyeles 423 34 233 35l 386 787
Volume {000 uait) 404 472 247 134 502 1,807
Unit valug (GS85/unit} 1,043 919 944 915 768 436
Motor cars and trucks 148 135 138 130 98 134
Valume (000 units) 4.5 19.1 4.0 17.2 11.3 187
Unit value (US$/unit} 6,054 8,131 5,853 7,572 8,736 8,507
Wheat flour 63 50 42 62 32 16
Valume {000 tons) 233 56 152 21 159 B6
Tnit value (USS8/ton) 273 303 275 128 198 12]
Textile yarn (fibers) 134 15% 159 188 192 21
Volume (‘000 tons) 32 74 77 130 160 176
Unit value (UJS5/ton) 2,592 2,128 2,070 1,443 1,260 1,313
Cotton 9] 66 67 9] 83 6]
Leather and garment rmaterial 30z 331 837 821 1,038 1,334
Cigarette materia} {including tobacca) 23 78 80 1 88 112
Machinery and equipment (including aiceraft) 2,097 3,800 1,777 2,187 2,005 2,482
Qther 3,218 3,926 5,950 5,651 5,457 6,487

{In pereent of velue of total imports)

Petroleum products 8.6 5.3 87 12 29 13.3
FPertilizer 6.6 5.4 13 4.1 38 3.3
Insecticide 0.8 0.8 1.0 38 1.1 0.9
Steel and iran 4.6 .5 4.4 4.6 5.3 53
Cement 10 0.7 0.4 0.0
Motorcycles 5.0 1.7 2.0 30 33 5.2
Motor cars and trucks 1.8 1.3 1.2 11 0.8 0.5
Wheat flour 02 0.3 4 0.5 03 0.1
Tentile yam 1.6 14 1.4 i6 1.6 1.5
Cotton 1.1 0.6 0.6 0.8 0.7 0.7
Leather and garment material 36 46 7.7 7.1 3.3 8.8
Cigarettz material ja 0.7 0.7 1.0 0.8 0.7
Machinery and equipment 540 316 15.3 9.0 17.1 16.3
Other 354 ki 51.5 49,0 46.8 42.7

Sources: Miniswy of Trade snd Customs Gffice; and staff estitnares,
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Table 27. Vietnam: Direction of Trade, 1995-2000 ¢/
{In percent of total exports or imports)

1993 1996 1957 1998 1999 2000
Exports
Industrizl countries of reglons a6.¢ 68.4 67.2 73,1 134 64.4
Japan 26,8 21.3 18.2 8.0 17.6 18.1
Hong Kong SAR 4.7 43 47 2.4 1.8 2.2
Korea 4.3 7. 4.5 1.8 17 2.4
Singepore 12.7 178 i3z 4.4 4.7 6.1
France 3.1 2.0 6 58 5.3 2.8
Germany 4.0 31 4.5 9.2 9.0 5.1
Italy 1.0 a.7 13 2.8 17 1.5
Netherlands 1.5 2.0 Z. 2.5 23 2.7
Swilzerland e 2.1 3.8 0.6 0.6 1.2
United Kingdem 14 1.7 2.9 42 4.4 3.3
Criher Burope (industrialized) 2/ 0.9 1.4 2.2 8.1 7.8 4.5
United States 3.1 238 i2 6.2 5.8 5.1
Canada 0.3 0.4 0.7 14 1.3 Q.7
Australia 1.0 0.9 2.5 34 B.4 8.8
New Zealand 0.0 0.1 0.2 0.3 3.2 0.1
Developing countries 340 31.6 32.8 26.9 26.6 158
China (mainland}) 6.6 4.7 5.2 32 3.0 10.8
Indonesta 1.0 0.6 0.3 0.6 0.5 1.7
Malaysia 4.3 19 4.3 L9 1.7 24
Philippines 0.8 1.8 2.6 42 ER 3.3
Russia i. 1.2 1.4 0.6 4.2 0.8
Taiwan POC A 7.4 89 3.5 32 5.2
Trailand 1.9 1.5 2.6 1.4 2 .7
Other 5.9 6.7 7.1 11.4 12.0 58
Imports
Indusirial countries or regians 61.5 67.8 66,7 581 584 €0.5
Japan 11.2 113 130 11.8 14.1 14.4
Hong Konig SAR 51 7.1 5.2 4.5 39 39
Kares 154 16.0 13.5 121 12.4 1.1
Singapore 17.5 182 184 13.4 129 177
Fiance 34 37 4.8 2.7 27 21
Gennany 2. 2.8 24 1z 22 1.9
Italy 7 1.0 0.9 143 1.0 1.0
Netherlands 0.4 0.3 0.4 0.3 0.3 0.6
Switzerland 0.5 13 1.2 0.3 0.5 0.7
United Kingdtm 0.6 0.8 0.9 1.0 1.1 .0
Other Furope (industrialized) 2/ 0.9 1.4 1.8 Z. 2.4 1.8
United States 1.8 22 2. 2.4 2.3 2.2
Canade 0.3 0.3 0.3 0.3 0.3 0.2
Australia 1.2 1.2 1.7 2.1 1.8 1.9
WNew Zealand 0.4 02 0.2 0.4 0.4 G
Developing countries 38.5 322 333 419 41.6 39.5
China (roaiciand) 4.0 3.0 35 9.3 8.6 9.1
Indonesia 2.3 1.3 1.7 21 Z. 2.2
Malaysia 2.3 1.8 2.0 33 33 2.5
Philippines 0.3 0.3 0.3 0.8 0.8 0.4
Russia 13 7 1.4 2.4 1.4 1.3
Taiwan POC 111 11.3 12.8 10.8 11.0 12.1
Thaitand 5.4 4.4 5.0 53 5.4 2
Other ’ 11.2 B4 6.7 8.1 3.0 6.5
Memerandun fiems:
Burcpean Union
Exports 1149 10.9 16.1 321 309 19.6
Lmports - 8.1 9.9 11.0 10.4 5.6 83
ASEAN 3/
Baperls me 294 238 13.8 132 16.7
Imports 27.3 26.1 27.8 25.4 24.9 287

Sources; Customs Office; IME, Direciion of Trade Statistics , and staff estimates.

i/ For 1998-2000, some date reflect pertmer country data,
2/ Defined as Austria, Belgium, Denmark, Finland, Greece, Jeelard, Ireland, Zuxembourg, Norway, Portagal, Spain, and Sweden.
3/ Incluging Lao PDR and Myanmat beginning in 1997 and Cambodia in 1939,
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1993 1996 1997 1998 1999 2000
{In millicns of U.S. dollars)

Industry 3,11 3,049 1,840 850 839 625
Heavy industries 1,819 1,422 984 607 451 277
Export processing zones 2/ 12 246 208
Light indusiries 814 835 455 186 177 275
Food 466 492 193 57 211 72

Oil and gas 0 53 5% 1,358 43 1,231

Construction 584 824 712 161 4 40

Transportation and communications 379 755 1,061 305 37 g

Real estate 2,505 4,079 596 908 3 23
Hotels and tourism 907 140 180 786 43 23

Office property and apartments 1,598 3,939 416 123 120 0

Agriculture, forestry, and fisheries 633 348 333 142 118 92

Services 285 221 252 297 190 96
Total 7,496 9,329 4,845 4,021 1,704 2,114

(In percent of total)

Industry 41.5 327 380 211 452 29.5
Heavy industries 24.3 15.2 203 51 26.5 13.1
Export processing zones 0.2 2.8 4.3 e -
Light industries 10.9 95 9.4 4.6 10.4 13.0
Food 6.2 53 4.0 1.4 12.4 34

Qil and gas .0 0.6 1.1 33.8 2.5 582

Construction 7.8 8.8 14.7 4.0 2.5 1.9

Transportation and communications 5.0 8.1 219 7.6 8.1 0.4

Real estate 334 437 12.3 226 9.6 1.1

Hotels and tourtsm 12.1 1.5 37 12.5 2.5 1.1
Office property and apartments 213 42.2 8.0 31 7.0 .0

Agriculture, forestry, and fisheries B.4 3.7 6.9 3.5 6.9 44

Services ER:| 2.4 5.2 7.4 1.2 4.5
Total 100.0 100.0 100.0 100.0 100.0 160.0

Sources: Ministry of Planning and Investment (MPI} and State Bank of Vietnam; and staff estimates,

1/ As reported by MPL Includes investments by domestic joint venture partners.

2/ Data incomplete from 1998 onwards.
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Table 29, Vietnam: Disbursements of Foreign Direct Investment, 1995-2000 1/

1985 1996 1997 1698 1998 2000

(In millions of U.5. dollars)

Industry 801 1,141 1,324 622 B335 910
Heavy industries 314 478 701 451 424 445
Export processing zones 34 136 58 43 49 14
Light industries 267 412 363 225 182 326
Food 186 114 174 164 178 126

Oil and gas 567 377 261 375 345 205

Construction 133 261 407 198 152 221

Transportation and communications 155 82 101 &0 108 28

Real estate 433 421 488 471 340 299
Hotels and tourism 261 289 e 233 128 164
Office property and apartments 172 132 261 237 212 135

Agriculture, forestry, and fishertes 130 113 234 124 192 208

Services 120 95 61 77 71 87

Total disbursements 2,341 2,450 2,878 2,246 2,041 1,59

Total disbursements: staff estimates 2/ 2,276 1,813 2,074 860 700 BOG

{In percent of total)

Industry 342 45.8 46.1 41.0 40.9 483
Heavy industries 13.4 19.2 244 2L.8 20.8 227
Export processing zones 1.4 5.4 31 L9 2.4 07
Light industries 11.4 16.6 12.6 10.0 8.9 16.6
Food 8.0 4.6 6.0 7.3 B.7 6.4

Cil and gas 242 15.1 9.1 16.7 16.9 10.5

Canstruetion 57 10.5 14.1 8.8 7.4 11.3

Transportation and communications 6.0 i3 3.5 36 5.2 1.4

Real estate 18.5 i6.9 17.0 209 16.7 15.3
Hotels and tourism 11.2 116 7.9 10.4 6.3 8.4
Office property and apartmenis 7.4 5.3 9.1 10.6 104 6.5

Agriculture, forestry, and fisheries 56 4.6 g.1 5.5 9.4 10.6

Services 5.1 38 21 34 35 4.5
Total 100.0 100.0 100.0 100.0 100.0 160.0

Memorandurm item:
Total disbursements (in percent of GDP) 11.3 0.1 10.7 B.3 1.2 6.5

Sources: Ministry of Pianning and Investrnent (MPI); and staff estimates.

1/ Data on disbursements classified by indusiry as reported by MPL Calculated as total reported disburserments less equity coniribution
of domestic parmers. Thus, data include domestic barrowing by the joint vesture. Data are subject to extensive revision,

2/ Staff estimates are based on reported foreign equity inflows plus foreign borrewings by joint ventures, as reported by the State Bank
of Vietnam. For 1998-2000, also based on other indicaters of investment inflows.
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Table 30. Vietnam: Foreign Direct Investment by Country of Origin, 1995-2000 1/

Commitments Disbursements

1995 1956 1997 1998 1599 2000

(In millions of U.5. dollars)

Singapors 963 3,046 532 315 257 258
Tatwan POC 934 683 280 213 193 362
Korea 677 978 686 219 217 115
Japan 1,412 827 801 509 436 400
British Virgin Islands 800 1,431 228 113 66 142
Heng Kong SAR 15% 463 241 153 146 192
Malaysia 199 93 174 151 123 89
Thailand 272 130 76 82 15 28
United States 524 152 275 65 45 68
France 148 101 890 93 115 53
Australia 103 49 7 21 34 28
Other 1,301 1,377 4535 314 389 213

Total 7,496 9,329 4,845 2,246 2,041 1,839

{In percent of total)

Singapore 129 327 1L.0 14.0 12.6 13.1
Taiwan POC 12.5 73 5.8 9.5 9.5 18.5
Korez 5.0 10.5 14.1 9.8 10.6 6.4
Japan 18.8 8.9 16.5 22.6 21.4 204
British Virgin Islands 10.7 153 4.7 5.0 32 7.2
Hong Kong SAR 2.1 50 5.0 6.8 7.2 9.8
Malaysia 2.6 1.0 36 6.7 6.0 45
Thailand 3.6 1.4 5.7 37 1.0 1.4
United States 7.0 1.6 57 29 22 353
France 2.0 1.1 18.4 4.1 5.6 2.7
Australia 1.4 0.5 0.1 0.9 1.7 1.4
Other 17.4 14.8 9.4 14.0 19.0 10.9

Total 100.0 100.9 100.0 100.0 100.0 100.0

Sources: Ministry of Planning and Investment (MP1); and staff estimates.

1/ Data as reported by MPI. See Table 29 for qualifications.
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Table 31, Vietnam: External Debt and Debt Service Obligations, 1995-2000 1/

1995 1996 1997 1998 1599 2000
Estimate

(T millions of U.S. dollars, end of period)

Total convertible currency debt stock 7,145 8,797 9,578 9,847 9,756 11,915

Medium- and fong-term debt stock 6,364 7,792 9,185 6,173 9,159 11,387
Public sector (convertible debt only) 4,485 3,023 5,562 5,508 5,978 €,619
Of which:
State-owied eaterprises 2/ 238 525 885 974 787 539
IMF 377 339 4532 351 355 312
Private sector 1,898 2,769 3,623 3,665 37221 2,767
FDI-related 1,796 2,544 3,244 3,248 2,884 2,537
Other 102 225 379 418 337 231
Short-term debt stock 781 1,005 393 674 557 328
Total external debt service 1,044 1,300 1,495 1,663 1,798 1,912
Prineipal 752 880 1,054 1,219 1,373 1,420
Interest 252 420 440 444 425 492
Public debt 885 1,005 918 854 757 774
Principal 693 695 656 603 510 471
Interest 193 146 262 250 247 303
Private debt 159 295 576 809 1,041 1,138
Principal 60 182 398 615 863 949
Interest 99 113 178 194 178 183
{In percent of GDF)
Total debt service 50 5.3 5.6 6.1 6.3 63
of which : pubiic 4.3 4.1 34 3.1 27 2.8
Total convertible carrency debt stock 345 357 35.7 363 34.2 39.3
of which : public 21.5 20.4 20.8 203 2140 284

(In percent of exports of goods and nonfactor services)

Total debt service 121 12.8 12.8 13.5 12.8 112
af which : public 114 8.4 7.3 N 4.3 4.8
Total convertible currency debt stock 93.9 87.6 82.0 823 65.5 £9.5
af which : public 58.7 50.0 47.6 46.0 42.6 503

Memorandum em:
Nonconvertible Russian debt 3/ 10,597 10,227 10,326 10,515 10,515 0

Sources: Vietnamese authorities; and staff estimates.

1/ Convertible currency debt only.
2/ Includes loans to state-owned enterprises not classified elsewhere.
1/ In millions of transferable rubles. Restructuring of nonconvertible Russian debt was concluded in September 2000.
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Table 32. Vietnam: Summary of Normal Tariff Schedule, 1999-2001 1/

Rates in 1999 Rates in 2000 Rates in 2001
Bands Number of lines: Bands Number of lines: Bands Number of lines:

number percent number  percent number percent

0 1,965 324 0 2,029 320 0 2,070 324

1 148 2.4 1 173 2.7 1 170 27

3 374 6.2 3 381 6.0 3 349 5.5

5 616 10.2 5 679 10.7 5 677 10.6

10 443 7.4 7 7 0.1 7 3 0.0

15 58 1.0 10 519 8.2 10 550 8.6

20 531 8.8 12 2 0.0 12 3 0.0

30 663 10.9 15 79 1.2 15 68 1.1

40 617 10.2 18 1 0.0 20 502 7.9

30 574 9.5 20 516 8.1 25 5 0.1

60 34 0.6 25 3 0.0 30 663 10.4

100 28 0.5 30 633 10.0 35 1 0.0

40 678 10.7 40 671 10.5

45 2 0.0 45 2 0.0

50 569 9.0 50 375 9.0

55 1 0.0 60 11 0.2

60 12 0.2 &0 2 0.0

80 9 0.1 - 100 50 0.8

100 48 0.8 120 8 0.1

Total 6,056 10600 Total 6,341 100.0  Total 6,380 100.0

Number of bands 12 19 19
Average 2/ 15.5 15.4
Standard deviation 2 17.7 18.1

Source: Ministry of Finance.

1/ The normal tariff rates are termed preferential in the official schedule. There are also
nonpreferential tariff rates about 50 percent higher than these rates, which are applied to
imports from countries without a trade agreement (or not in the process of negotiating one).

2/ Based on actual trade flows.
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Table 33. Vietnam: Common Effective Preferential Tariff (CEPT) Rates, 1999-2001 1/

Rates in 1999 Rates in 2000 Rates in 2001
Bands  Number of lines: Bands  Number of lines: Bands Number of lines:

number  percent number  percent number percent

0 1,523 42.7 0 1,690 39.9 0 1,763 35.4

1 82 2.3 1 155 7 1 171 34

3 332 9.3 3 333 7.9 3 333 6.7

4 1 0.0 4 0 0.0 5 962 19.3

3 561 15.7 5 783 i8.5 7 3 0.1

7 20 0.6 7 10 0.2 10 676 13.6

10 261 7.3 10 573 135 12 1 0.0

15 470 13.2 15 129 3.0 15 133 2.7

20 25 0.7 20 107 2.5 20 944 18.9
25 24 0.7 25 13 0.3
30 33 0.9 30 72 1.7
35 3 0.1 i5 280 6.6
40 231 6.5 40 82 1.9
45 1 0.0 45 1 0.0
30 3 0.1

Total 3,567 100.0  Total 4,233 100.0  Total 4,986 100.0
Average 2/ 7.1 7.3
Standard deviation 1 10.6 10.7

Source: Ministry of Finance.

1/ Under Vietnam's current ASEAN Free Trade Area (AFTA) agreement.
2/ Based on actual trade flows.



V. Vietnam: Swamary of the Tax System as October 1, 2001

Natare of the tax Tax deductions and ¢xempticos Rates

1. Peryonal Ipcame Tax aod Enterprise Income Tax

1.1. Personal Income Tax

(a) Regular income (in cash or kind): Individual investors are exempted for 5-10 years from income tax applicable For Vicnarnese citizens:

- salaries and wages {0 income earncd by contributing capital and purchasing shares in t 3

- allowances Monthly income (VNI milliond Marginal rate

- bonnses Investors are exempted from incowe tax applicable to income carned by 0-3 0%

- non-sulary income that is not subject to cotporate contribeting capitai through inteltectual property rights, technical knowledge, 36 ) 10%
income tax. or technological processes. 69 20%

5-12 30%
Excluded ate: 12-15 40%

- interest and dividend income 15 or mare 50%

- renlal income

" sowial henefits, insurance compensalions, and For resident foreigners and for Vietnamese citizens en mission,

severance allowances. working overseas, or working in soflware services/production.

« intue of nonresidents staying in Viclnam for fewer

than 3 days Moatbly income (VN1 million} Marginal rate
- guciab and heatth insurence conieibutions deducted -8 0%
from salarics and wages §-20 10%

- remuneration for technical intovationdinvention 2@-50 2%

- business travel expenses; allowances for shift work, . 50-8G I
for working undey noxious or dangerous conditions £0-120 40%
ot in mountainous areas; aed on stipulaied offshore _ 120 vr more 50%
iglands.

For non-resident foreigners: Nat rate of 25% on Viemam-soarced
income.

For Victnamese citizens and resident foreignes, Lhe following
marginal rates apply on inegular income:

Scule rale
0%
5%
0%
15%
26%
0%
(i) bregular inceme
- gills in kind from overseas Giifes: Flat 3% (nil far less than or oqual 1o VI3 2 million}
- lnttery winniogs . Lottery winpings: Fiat 10% {nil for less than or espaal to
- fees or commissiens from copyvights, technology and VHD 12.5 willion)
knowledge tzansfers, and on industrial and construction Fees and commissions: Flat 5% (nil for less than er cqual to
design. VND 2 miltion).
1.2. Supplemeniary Income Tax
Levied on monthily income abave VNI 15 million Nan-citizens and Vietnamesc citizens on mission, working overseas, 6r working in 30% of net income in excess of VIND 15 million per mosith,

net of regular income tax payment. software services/production are exempted,
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V. Victnam: Summary of the Tax System as Octobrer 1, 2001

Nauture of the tax

Tax deductions and eyeruptions

Rates

13,1. Corporate Income Tax

Taxable incone defined as totak revenue, less total
deductiblc expenses ol the enterprise, plus any wlher
income such as rents, proceeds from the transfer or
liquidation of assets, profits camed fiom business
operations abrond, znd profits from financial dealings,

Deductible expenses are:

- costs of caw and other matenals and encrgy
required for the manufactuce of principal producis
atid hy-products or for the provision of services

-« wages, sataries, and allowances

- depreciation of fixed assets

- costs af research and development

- interest payments (subject to ceriain limitations)

- SEVErance paymenis

- expenses incuered for employee safety

- taxes (olher than profit tax or profit remitknce tax)

- fees on land rental zelated to business activities.
sacial and health insiraace and mrade uniun expenses

- piovisions for devatuation of inventary and bad dobts

- costs of outsouieed services, neluding water and
eleciricity; acquisition of ar the right to use any
technical dncaments, patents, licenses, or trademarks,;

insyranee, management and consolling services.

- coste for sale and distribution of goods and provision
of services, including expenses fin storage, packaging,
trangpotalion, waranty, and so forth

- urdvenising, prnteotion, and other expenses, snbject

to caps of 3%, 3%, ¢r 795 of total amount of the above

expenses depeading on he business seclor
- head office administration expenses allocatad i
the businiss establishment m Vietnam {apphicable ta

foreign econumic viganizations’ branches in Vicinam)
- any losses hroupht forward from previous years

(the maximum periad for the luss carry forward

is five years from the loss-making year)

Expenses inrelated to turnever and tryable incame,
fAnes and penalties, payments unsuppected by proper
dotnments, and expenditures covered by other sources
ari ot deductiblz for corporiate incame @ax purposes.

1.3.2. Corporate Encome Tax an Foreign Invested Enterprises
und Fureign Parlies o Business Cooperstion Contracts (BCCs)

As b.3.1.; a BCC is a buseness comzatt helween a
foreign investor and domestic paciner that does not
involve setting up a legal entity tn Viemam,

Tax exeriptions are granted to:

(3} farmers and households engaged in faeming, livesiock, or fishing activity, whese eamings

are bess than VND 20 miBlion per year or ineome less than YMD 36 million per year are
exempt from the Corporate Income Tax

{b) newly founded domestic business establishments for the first profit-making year, and
thereafier a 50" reduction of tax for certaiu peneds

() domeslic business establishments on income earned from scientific research;
provision of lechnical services for agricullure; production by disabled warkers; and
vocational training of disabled persons, ethnic minarities, and chitdren living wider
paricularty difficult eonditions.

Tux reductions are avaitable far domestic business eslahlishinents and foreign invested
enlerprises that engage in manufacturing, construction and transportation sectors and

smploy a considerable number of female workers. The tax 1eduction is equivalent to certain actual

payments Lo ferale workers.

Fax exemnptions of reductions are available for establishment of production; "build, aansfer,

and operate” (BTO) contracts; or "oild, operae, 2ad vansfer” (BOT) conlracts;
investmen projects in tegions with dilficull ecanomic and social conditions; 20d for
the following investment projects:

() afTorestation and forest planting

(b infrastcucture and public transpornt

(t) education, halih care, ar cublure

{d) eaport production and tradiag

{e} agricultural and maritime development

(€} scicnes, business manspsmeat, or lechnolayy wansfer
() productiva teform or relocativn

(b} developing preferential professions.

Investors of export products production and eapuit products trading establishments
receive udditional reductions as follaws:

{a) 5U% reduction in first year when export is a pew product, or when the export gues o
a new market

(b5} 5¢% reduction in the year when export urmover exceeds shat the provivus year

(e} 20% reduction in the year when export carsings exceed 30% of tumaver, o in the
third consecutive year of stable export markets

{d) additional 25% reduction of the 12x on income fram exports in the above-listed
cases if projects in reaions with difficult ecenomic and social conditions

Tax holidays are granted for joint veatures and whaolly foceign-owned compmics
(excluding botel, office, or apartment building projects that do not belony us investment
encouragement areas or whose assets are uot transfurred to (he Vietnames:

governmen! on a non-recourse basis). Projects in banking, financial, inswrance,

trading, and skrvices sectors outside EPZs or jndustdal or high-tech parks may

be cousidered for kax halidays. The holidays take the form ofa complete exemption
from profit kax for a certain pesiod beginning immedialely aficr the project becomes
profitable, foliowed in tum by a period where tax is charged at one-hatf the agreed
preferentiaf ratz. The duration of the holiday period depands on tax rate applicatle ta the
project as follows:

Standard rate: 3%
Oil sector standard rate: 50%

For mining, forestry, fishery, metatlurgy, mechanical manufaciure,
bosic chemicals, fertilizer, pesticides, construction materials
{cxcluding cement), construction (excluding ccrtain related
industrics), and transpostation {excluding airway and taxi), a 23%
rate will be applied until January 1, 2002,

Far nther resource-exploitation sectors, a 32-50% rate will be
decided by Ministry of Finarce (MoF) or foreign invesmment
license issuing authority with the agreement of Mok,

Proferentiol rates (25%, 20% and 15%) are uffeied depending on
industries and areas of investment.

BOT, BTL azul "build, transfer” {BT) projects: 1%,

Standard rate: 25%
Ghl: 30%

Freforential rates of 20%, 15%, and 16% are available for inward
investment upon the grasting of an investmont
license.

The foliowing rates are available for 10-15 years upon
commencement of business activity:
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V. Vietnam: Summary of ihe Fax System as October 1, 2001

Nature of 1the tax

Tax deductions and cxemptions

Hates

{n) projects subject to 20% rale may be considered for one year's exemption, folluwed
by np e two years at 1 0% rate

(1) projucts subject to 15% rate may be considered for two years' exemption, followed
by up to thiee years at 7.5% rate

(c} projects subject to 10% rate may be considered for four years' exemption, follywed
by up to four years at 5% rate, cxcept those panjects exempled from the corporate
imcorne tax for & years,

(d) BOT, BTO, and BT projects in investmeat tncoursgement areas and high-tech
eaterprises, lechnological service enterprises in high-tech areas, afforestation ot
inlrastructure projects in especially difficult aress, large-scale projects having
substantial sociocconemic impact, and projects an the specizl investment
encourngement kist ubtain an exemption tor B years afer becoming profitable.

Jnvestars who reinvest profits eamed from investaent in Vietnam are refunded
part of or all Coporate locome Tax paid on the reinvested profits if the foilowing
conditions are met:

(a) reinvestmenl is made in prajects that enjoy preferential Corporate lngome Tax
oeatment

(b) capital reinvested is uscd at Jeast 3 years;

() canteibution of legal capital of capital to 2 RCC has been fwlfilled

Levels of the refumded Corporate Inceme Tax on reinvested profits are:
(a) 100% if profits are reinvested in projects thal enjoy the corporate income Lax rate of 10%

{b} 75% if profits azz reinvested in projects that enjoy u rate of 15%
{c) 50% il Teinvested i projects that enjoy a raic of 20%.

(2) 20% for 10 years for projects mocting at one of the
following critenia:

- service enterprises in an 12
~ non-oil prejects and projects that do not fall into categories
(b} and (c) below,

{b) 15% for 12 years for projects meeting one of the
following criletia:

- prajects on the investmend encouragement list, including:

{i} with al least 50% of production Jor export

(i) with at least 30% af praduction for expost and consumption
of domestic materials {representing o Yeast 10% of
production cost)

(iii} for projects using subsantial Vietmamese naturl resourees
and workers

{iv) for processing af agricultural, forestry, and marine products

{v} for heavy industry such as 1efining metals and producing
primary chemicals; for refined oif preducts and fertifizer; for
heavy metat engineering: 2nd for production of car and
matorbike components and electronic patts znd
accesseries.

(vi) infrastmcture consbuction and operalion projects

(vii) projects én arcas under difficult socio-ecunomic conditions

{viii) service projects in EPZs

(ix) projects in industrial parks that export more than 30% of
products

{x} prajects in which the a forcign party undetikes @

transfer of assels to the Yietnamese government on 3
non-recourse hasis at the end of the operding period.

{c] 10% fur L3 years for projects meeling one of the following criteria:

- projects meeting lwa of the eriteria in category {b}
- projecis on the invesunent encouragement special list, including:
(i) at least 0% of producting for export
{ii) processing of agricultural, i estey, and marine products
with at least 56% of production for expott )
(iii} production of new quality hybrid seads
(iv) proiects in agriculture, foresiry, and fisheries
{v) manufacture of new waterials, application ol new biclogical
technolagies, and applicatien of new technologies for the
manufaciute of telecnimnunication equipmesnt
(vi) high-tech industries
(vii) investmient in research and development
{viri) manufacture of waste Irvatitent equipment
(ix) production of materials for antibiotic medicine
(x) polistion and wasic weatment and environmentzl proteclion
{xi) BOT, BTO and BT projects
- projects in arcas under difficult of seciegcononic conditions
and on ke invesiment enceurapement list,
- enteaprises engaged in development of infrasttucture in
judusirial parks, EI"Zs, and high-tech parks,
- export processing enterprises
- projects in areas of medical care and examinstion, cducalion,
and seiendific research.
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Natare of ibe tax

Tax deductions and exemptions

Rates

1.3.3. Corparate Income Tax on Foreign Conbractors

For contracters who do not register for and apply
Vietmamese Accounting System {VAS). Based on value

of contract with Victnamese party. Corporate income

tax payable is equal to taxable twrnover multiplied by deemed
corpoiake income tax ratcs.

Contractors whe register for and apply VAS shall pay
corporale income tzx in accordance with the reguiatons
mentioned in secoon 1,31,

1.1.4. Corporate Income Tax on Foreign Econumic
Organizations Rragches in Vietnam

As in 1.3.1; administrativie expenses allocated by the head
office alsa are deductible for corporate income tax purposes.
Dednction of payments (o head offive and its affiliated
branches in the form of royalties, fees for use of patenis, and
intorest paymicals on loans are disallowed, For branches of
foreign credit institutions, ibtenest payments received by the
institutions are deductible for corporate income tax purposes,

t.4. Additional Incame Tax

Levied on after-tax income in excess of 20% of the
eowaners' capilal

i 5. Withholding I'eofit Remittance Tax

Income eamed by foreign investors from investments
in Vietnam (including refunded corporate income 1ax
{for inveslimenis and gains from capital transfers) are
taxable whea remitted overseas or retsined autside
Vietnam.

Additional income tax shall net be imposed on:
- foreigm invested erterprises
- preferential fnvestment projects tiat are entitied (o corporate income 1ax rates of 23%,
20%, and 15%
- business ostablishments exporting more than 50% of their praducts or with export
revenue excecding 50% of futal revenue,

Foteign coonomtic organizations branches in Vietnam ace not Kable for the profit
remittance fax.

Preferential tax rate shalt he applicd during the whole duration ef
some speciat projects if eue of the following conditions is met:
- prajects an the javestment encouragement special fist
-projecls oa the invesiment encouragement list and located
in regions with especially difficult socio-economic conditivns
- projects for development of infrastructare in industrial parks,
EI'Zs, and high-tech parks
- projecis in an industrial parks, EPZs, and high-techt parks
. projects in areas of medieal core and examination, education, and
and scientific research.

(verseas Viematoese investing in Vietnam under the Law on
Fureign lavesiment shall enjoy 20% reduction of corporate
income tax for the same type of projects, except for projects
thai subject to §0% rate,

Tax rates:

Tiading busingsses: 1%

Transportation, construction {including survey, design, and
supervision), and production: 2%

Services: 3%

Interest and meome from copyright: 10%.

5%

{a) 3% for:
. overseas Vietnamese who invest in Victoan under the Law on
Fareign Lnvestment in Viemam
- foreigner investors in an industrial parks, FP7s, or a high-tech
parks
- [oreign iovestors wilh legal capital contribution or capital
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V. Vietnam: Summary of the Tax System as October 1, 2001

Nature of the tax

Tax deductions and exemptions

Rates

1.6, Capital Gains Tax

Levied on gains from a transfer of contributed capital

{in 3 joint venture, & 100% foreign-owned eplerprise, or a BCC)

by foreign Investors in Vietnam

Taxahle gain is defined as the transfer price less the
oriyinal cost of the transfucced capital and expenses
associated with the transfer.

2. Social Security Contributions

3. Taxes an Goods and Services

31. Value-Added Tax

Goods and services for the perposes of production,
business, or consumption in Vietnam are subject
1 VAT,

Far domestic production and business geods, tax is
calculated on before-VAT price.

For impotts, base includes the dutiable price and
iniport duty.

Two methads of YAT payment are:

- credit method, whereby VAT payable shall be the
difference berwees output VAT and inpnt VAT

- direct method, whereby VAT payable is ealoulated
on value added of VATalle good or service.

Expatriules are exempt.

Untit 2002, a teduction in the VAT lability of a loss-making enterpsise is considered
up 1o the difference batween the VAT liability ond imputed turnover kax.

Goods not subject to VAT are a5 follows:

{a) agriculral production

{b)salt products

(c) excisable products and services and imports, eacept for export goods that are
subject to VAT &t the rate of %

(dy machinety, equipment, means of ransportation, and certais specielized equipment
that cannol be produced damestically

(&) transter of laod use rights

() state-nwned houses sold tw fenants

¢g} credit and financial lzasing services and secwrities business

{h) ceflain insurance services

{i) medical secvices

{f) non-busincss related ariistic, cubtural, and sport aclivities

{k} teaching and training

1) state-funded broadeasting

{ra) printing and puhlishing (newspapers and certain types of publications)

{n) cash trapsferred in to Vietoum

{0) public sanitary, dainage, and park services

1) bus transport

(q) geological investigation and surveys

{r) irrigation

coutibutian for the implomentation of a HCC ol UES5-10 milliva
- investment projects in regions under especially diffieelt socio-
ecanomic conditions and on the investment encouragement fist,

(b} 5% for
- foreign investors with legal capital conteibution or capital
contribution for the implementation of a BCC of more than
USS10 raillion
* prujects in areas of medicat care and examinalion, education,
and scicntific research.

(c) 7% in other cases.

25%

Ernployer contributes 15% and employee contributes
5% of the employec's talal wages.

-Zﬁ—

Health insucance payzbie by employer at 2% of
employee's wages; employce contributes another 1%,

VAT rates are;

(a) 0% for cupads, repeir of Lachinery, ranspartation means,
pravision of software services for foreign countries, entezprises in
EPZs, export of labor, manufaciuring of export goods, and poods
s0ld by forcign invested enterprises t foreigners but defivered in
Vietnam.

{b) 5% for piovision of essential goods and services (e.g. clean water,
food, fenilizer, medicine, and various agricullucat guods and sezrvices),
mechanical producis (except consumer items); coal; metailurgical
products {excluding gold); excisable goods subject to VAT by the
credit method at conwnercial slage, specisl healthcare cquipment,

and teaching-wids.

() 10% - standard rate {e.p. elecrricity; minerals; processed foods;
post and trassporl services; Liloring; hotel, 1estaurants, and toprsm
services; auditing, inswance, and consulting services; and gowds and
serviees not subject to the rates of 0%, 5% and 20%).

(d) 20% for tading precious minerals, Jotteries, and shippéng agent and
breker services,
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Nature ol the tax

Tax deductlons and exemptions

Rates

3.1.1. Value-Added Tax on Foreiga Contracios

Far cantractors who do nat register for and apply the VAS.
Based on value of contract with Vietnamuse party.

The VAT payable is equal ta the deemed value added in
taxable wrnover muliplied by a VAT vate, with the deemed
value added in taxable tumover defined a5 the taxable
tiernover mulliplicd by a deemed percentage of value

added in the taxable wnover.

Contractors who register for and apply the VAS shali pay
VAT by the credit method mentioned in 3.1,

3.2. Special Consumption Taxes (excises)

‘vax base is the tax-exclusive sale price, which is
caloutated as follows:

Tax base — sale price/{1 + tax rate).

(a) Cigarettes, cigars

(s) arms for national defense

{t} foreign charity and grants and related imports

{u) gowds in transit ‘

(¥) temnporary imports for re ¢xports

(w) matcrials for export productian and processing

() goods and services for intemational transport and consumers abroad

(¥) international transportation

(z) goads sold at duty free shops

{a) vanstruction and installation overseas or for enterprises in EPZ

(bb) secvices for overseas consumption and for enterprises in EPZ, excluding lahor on
export, machinery, and transportation means repairng services for fareignets

{ce) gnods and services exported ovecscas by emerprises in EPZ and sold by cnicrprises
in EPZ to others in E¥Z

(dd} goods and services imported by enterprises in EPZ from sbroad

(e technology transfers and computer soflwae (except seftware for export)

(f) unprocessed goid

(gg) natural resources and minerabs exploited but not yet processed for export {crude oil,
gemstones, 5ome ores, etc)

{hh) goods and services by business individuals below threshald

Gaoads nat subject to spacial consumption tax are:

(2} poads directly exported by productien or processing enterprises
(b) goods imported in the following cases
- by humanilarian and pon-refundable aid agencics; as donations to state agencies or
to politicat and social otganizations; by units of the armed forces; under diplomatic
jmnunity; and as duty-free luggage
- goods in transit
- gaods temporarity imported for re-expert
- goods temporarily expocted for re-import
- goods imported for duty-free sale.

Exemptinns from or reduction of excises arc granted in fellowing cases:
(3} difficulties for enterprises praducing excisable goods due to disaster, war, ot

sudden calamity
{b} smali-scale foss-making brer production (until May 20, 2003).

Deemed percentage of value added in fuxahle tornover see:

Trading: 10%

Services: 30%

Construction and installation (without being sccom)anied
by a supply of materiats, machinery, and/ar equipnient), and
degign und supecvision: 30%

Construction znd installation {accompanied by a supply of
materials, machinery, and/or equipment): 30%,

Other production and iransportation: 25%

Rates on CKLISES are:

Cigarettes withsut filters: 25%

Cigarettes with Rllers (and mainty domestic materials): 45%

Cigarettes with filters (and mainly imported materials) and
cigars: 65%
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V. Vietnam: Sutnmary of the Tux System as October 1, 2001

Nature of the tax

Tay deductions end cIemptions

Rates

(b) Beer

{c) Alcoholic beverages other than beer

{d) Cars

(&) Ciaspline

(1) Air condilioning equipment (below 90,000 bru)
{g) Ploying cards

(is) Votive paper and products

(i} Massage, karaoke, and dance-hall businesses
{j} Casitio businesses and jackpot machines

(%) Betting on horse and motnrhike 1aces

{1} Golf course membership and plaving fes

3.3 Taxes on Nalural Resources
{a} Production rovaktics

Calculated on selling price at exploitation site.

(b} Rent of Iand, waler, and sen surfaces

Payahle by foreign invested enlerprises and contracting
panies,

3.4, Import and Expont Duties
Import duties:

Import duty iz based on the cantracted CIF and
delivery at Gentier {DAF) price, except for 7 proups af
goods, on which minimum impart prices have beeh
deternuned.

Diwnestic atomobile manufacturers ace entided to reduction fram 50% 1o 100%
until May 28, 2003, after which the period can he extended by one to five years ifthey
continue (o suffer fasses.

Reduction by 30% for golf course businesses until May 20, 2003.

Jaint venturss are partially exempted.

Heductions in the ax are available as follows:
- afforestativn projects: 0%
-BOT, BT, BtO ot projeets in especially difficult areas: totsl reduction o ¢xemption
- projects that pay rental in advance for a periad fiom $ to 30 year: 5-30%

Exempted imports are:

{2) goods for national defense and security industries

(b} goods and services imported for education or scientific research,

{c) goods temporarily importzd for subsequent export and 1hose temporarily
exported for fairs and exhibitions.

Drafi bee: 50%
Cunned beer: 65%
Hattled heer: 75%.

Medicinal wine: 15%
- ifbelow 20% alcohel (alcohol from fruit): 20%
- if 20-30% alcohal: 25%
- if 30 and 40% aleohol: 55%
- if above 40% alechol: 1%,

16-24 seats: I0%
6-15 seats: 60%
Usder 5 seats: 100%.

15%
0%
30%
60%
20%
25%
20%
0%

Tax rates are as follows:

Metallic minzeals: 2-5%
TMon-metallic mincrals: 1-4%
Gold: 2-3%

Kare goil: 4%

Gemstones: 3-8%.

Coal: 1-3%

Oil: 6-25%

Gas: 0-10%

Hatural forest products: 5-40%
Mitural marine products: 2-10%
Notural water; 0-4%

Other naturat resowrces: 0-20%.

Land surface, depending on the particular conditions in the
Iocality: US$0.01-UUS312 per square meler

Water surface without 2ny architeclural work: USS75-US$523 per
hectarc a year

Sea surface; US$150-LS$7,500 per square kilometer a year.

impont duty rtes {preferential or normal rates): 0%, 1%, 3%, 5%, 1044, 15%,
30%, 40%, 30%, 60%, and maximum of 10)%.

Ordinary gate, applied to non-MFN imports, at maximam of
70% higher than preferential rate.

Preferential rate applied to MEN {and wost) imprrts.
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V. Vietnam: Summary of the Tax System as October [, 2001

Nature of the tax

Tax deductions and exemptions

Rates

Lmpert tashle value is determined: (i) 25 the contract value
matched with docnments related to bnying and selling

{CIF price, if impart by sca); or (ii) as the buying price voder
Vietmam horder conditions (DAF price, if import by kand)
eAcept for some goods under the state control, for which

the taxable price shall nat be dess than the mininam

price as stipulated.

The regulation oo impart duties on petrolewm products
serve severat purposes, including stabilizing prices.
Import dulies on petroloum products also dim te
eliminate the differentiol between inlernational and
regulated domestc prives.

Export duties:

Expori taxable value is determined as selling price
at export gate (FORBY.

Minimum taxable valie is based on purchasing

price in international markets or foreign frade contract
of impor geods of the same kind, referencing
domestic price of imporl goods and comments

of Ministry of I'rade and Chstoins Tepartmasnt.

Commaditics suhject 1o corrent export duty include:
- crude utf
- woid and woody praducts
- cashew nuls
- aloe-wowl
- minerals
- precious and semi-precious gemslones
- melallic wastage
- uncompleted metals
- live animals
- botanical matcrials {mtan, etc.).

Additional tax-exempled imports and exports are:

(a) impo11s or exports of moving assets
{b) samples of imparts or expons
{c) imports or exports of duty-free luggage of passengers
{d} imports or exports of foreipn organtzations and individuals enjoying
immunities and privileges in Viemam under the regulation of the laws of
Vietnam, and cansistent with interaational conventions signed or attended by
Vietham
(e} imports for sclling dory-free
(fy imports or exports of foreign-owned enterprises and vooperating fareiga parties tn
a BCC under the Law on Foreign livesment in Victnam, tncluding:
- inpontad machinery and equipiment as fixed assets of enterprises
- special vehicles in a sechnolugical chain and pick-up mcans {automobiles with
more than 24 seats and waterw3y {Iausport means)
- components, spars parts, appurtenances, applisnces, and moulds aceompanying
the abave-mentigned machisery and equipment and vehicles
- imperted matgrials used for BOT, BT, and BT projects
- construetion watedals that canoot be produced domeestically

conduct agriculture, foresiry and fishcry projects

(g} imporicd materials for enterprises producing mechanical, electronic, and efecirical
items and pasts (for 5 years)

{h) other materials for investiment encouraement special projects under the
regulations ef the povemment

(i) co dities sold by d ¢ arganizations and individuals {including foreign
invested enterprises) to processing enterprises oblaining exporl duty exemption

{j) enterprises selling their ewn products & pther epterprises for prodocing exporls,
which shall receive import duty exemptions for the matenls refated io the above-
mentioned proaducts

(k) bumanitarian aid and gifts as separately stipulated
(I} goods in transit.

Impots of equipment, machinery, 2nd means vf transportation are exempted
for the following investment projects:

(a) afforestation and forest planting

(b} infrastructere and public transport

() education, healh care, or cultyre

(d) expert produstion and irading

(e) agricultural and fisheries deveiopment

{f) science, business management, or technaiogy aasfer
(g) production reform or relocation

(h) develnpment of prefereniial professions.

Imports for investment puojects in repions with difficalt economic and social conditions
are exempted.

Enterpiises in EFZs are not liable 10 pay import and export duties on equipment, raw
materials, and commadities imported into the zone and for gneds and preducts expunted
from the zone or sold to another EPZ.

HGT, BT, and BT projects are exempied from dutics on impurted matectals and
and supplies.

Especially preferentizl rate applied to imperts frem countries
with which Vietnam has signed sgreements to apply such a
rate (mainly for the ASEAN Free Trade Area, or AFTAL

Discretionaty additional tax is imposed in case of.
- import dnmping
- mports subsidized by expurting country, thus hindering
domestic production
- impotts From countries imposing strict import tax policy
on Vietnamese exports.

Export duty rales:
- crude oil: 4%
- wood zad woody products: 5%, 13%, 20%
- cashew guts: 4%
- aloe-wood: 20%
- minerals: 1%, 2%, 3%, 10%, 20%
- gemsiones: 1%, 3%, 5%
- metallic wastage: 35%, 40%, 43%
+ serm-product metaks: 5%
- live animzls: 10%
- otanic materials {rattan, ete.): 3%, 10%.
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V. Victnam: Summary of the Tax System as October 1, 2001

Nature of the tax Tax deductions and exemptions Rates

Foreign investment projects in agriculture, forestry and fishery are exempted from
duties an special breeder plants and animals.

Foreign investinent projects in the dist of specially encouraged projects or

located in regions under especially difficult socioeconsmic canditions are
exempted trom duties on waterials for production for 3 years upna commencemnent
of production.

Foreign invested engerprises and foreign parties to a BCC investing i the manufacture
of mechanical, efectrical, and elcvtronic accessories and parts are exempted from
duties on malerials for production for 5 years upin comenencement nf the production.

3.5. License Tax

Indepeadent accounting enterprises (state-owned enterprises;
joint stock, limited lability, and private companies; and
foreign invested enterprises: VND 830,000

Beanches and dependent accounting enterprises: VNI 350,000

Other shops: VNI 325,000

Households: between YND25,000 and VRDA50,000.

Annuat license for all enterprises.

2.6. Blaughter Tax

Rased on market value of shaughtered buffaloes, 4%
cows, and pigs.

4. Property Taxes

4.1, Agriculural Land Use Tax

Based on area and category of agnicultural dand, Exempt are: Atnnal crops
its tax mite is valowlated in paddy. (a) barren hills and fand used for agricultural production
(b reclaimed kend used far, Category of lapd Tax (kg paddy/hectare}
Calegory of land {5 determined based on [ollowing: - anouul crops: 5 years; 7 years of exemption will be applied for marsh and | 550
- quality sea-encroaching areas 2 461
- localion - perennial crops: during capstal censtruction plas 3 years from time cuops start 3 370
- region (ficld, middle, mounaing yieldiag output; § vears for maish and sea-cncreaching areas 4 280
- weather () target gronps of social policies: 5 180
- ifigatian supply and drainage sitation, - for Garmer households in mountaigous, border, and island areas and of minorities & 0
. - invalid or cldery farmers household without any support
Categiny of land will be valid in ten years. - martyr families that are being subsidized by the state Perconial and long-terod erops
- houscholds of war invalids of the level 1/4 and 2/4 and sick soldiers af the
Tax calewlated in paddy but colfected in fevel 1/3 and 2/3 Catcpory of land (kg paddy/hectare}
dong currency. (d) tax reduction for other types of househald of difficulties, which will be considered 1 650
() tax exemption and rcduction due to calamities: ax oo apdculueal fand nse 2 550
would be exempted ot reduced on crop basis as tollows: 3 400
« damage from 10-20%: tax reduction accarding rate of dumage 4 200
3 &0

- damage frum 20-30%: reduction of 60%

- damage fram 30-48%: reduction of 50%

- damage of 40% or mnre: lux caempled (100%). As for wood tree and perennial trees that are harvested
harvested one time only, rax rate is 4% of the output value.

4.2, Land and Housing Tax

Based on arca, calegory of land, and the tax rawe Lxempt arc: The minimum rate it the average level of agricultural land
of agricultural tand use. - land used for building of administrative oflices or public werks use tzx recorded in the commune.

- residential land in mountainous, highland, border, island, end remole areas.
Tox is calculated by paddy but callectel in - residential land of war invalids of level 1/4 snd 2/4 The highest rete will be 32 simes of agricultural lind use tax.

in dong currency. - mariyr households that are subsidized by the state tor 1and in urban areas, Hie land tax will be from 3~ 32 times.
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4.3, Land Use Charge

Land use charge wili be paid by the land users who are
prcwided tand by the government {for building houses,
sefing ar leasing Jand; building infrastructure for lease o
transfer), aliowed to change the land use fuTPLSE &F
purchase hauses of the stale ownership.

Land wse charge is hased on the surface tand prices
and the fznd use chatge raies.

Land uhe cHarpe i collecled one Hime.

A4, Land Use Right Transier Tax

4.4, Registmtion Fees

Assets of arganizalions and individuals in the groups
\hat have to register the ownes ship and user-rights,
subject 1 repistration fees intlude:

- bn:\ls_'aninmuhiies, and motprcycles

. housing aund land

. hunting 1uns and sport puns.

%. Local Kees

Fees and tolls not shared with higher fevels of govemment.

T

Souues: Yietnamese authorilies.

gture of the 1ax

_ Vietnam: Summary of

the Tax Systen as Ociober 1, 2001

!
Tax deductions and exemplions

Tax reduction ar exemplion wilt be apphied far houschalds in difficulty

duc to colamitics ot accidents. 1f damage value is 20%

on the land atea, then land tax raduction of 50% will be sonsideced. If tie hos!

is 100%, 1ax% exempaon will e considereil-

Exempt are:
_ jand used for building f charily houses

(0 50% uf the tal walue

. jand used o build high-11s¢ buildings for rent, sale, of for students

- land used b0 tsild houses in jstands, hordes, mouniaioous, of TemotE a182s

. land used to build houses for disploced perseas due to digasters

Exempt are:

—wansfers of households et individuals moving ta aew gCOnOIME ZA0Es,

(NoUOtAINOUE 21E8s, 0T istands under Wie decision of vompetent authoritics

. women whe ate 3 wyietnatn Terolc Mather"

_ transfirs in COMITUNES of mountainous arcas ot islands as regutated by

the gnvemmem

- swaps beoween agricviral, forestry, fisheries, and salt production Jand.

. econoric entities that are provided land by the government 1o

and which paid tand user charge.

A 50 reduction is given for:

- war ivalid of level 14 and 244 ot sick soldiers of level 173 and 213

_ martyr hoosebolds ihat are subsidized by ile state

- handicapped, pre- manae, and cldedy people with no support.

5 value

- n:vnlntionaries, anned furces heloes, Vietnamase mothers of ReTocs; tabor heroes,

martyr families. and disabled soldices who lost more then a9, working capabiity.

develop infrastnaciure

e e—

Hates
e - — _
For land in outskicts, along roads, n&ae commercial centers,
tounsm afeas, aud new industrial areas, the land tax will be
from 1.5-2.5 fimes.

Fot land in ruzal areas, 1he Tand tax rate willbe {he average level
of the agricultural jand use @x Feed rded in the pomamune.

1.and use charpe rafes:
- 0%

- 2%

-4t

- 100%

- 1%

For tand used fot agricultural, Farestry, fisheries, and salt
production, ke tak i 2%

For land used for tesidence, wotk constiuction, and ather pUFPOSEs, the tax 15

0.5%, V96, and 2%.

T e
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