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Discussions for the second review of the arrangement under the Poverty Reduction and
Growth Facility (PRGF) were held in Hanoi during March 21-April 3, 2002, and

May 8-14, 2002, The staff team comprised Ms. Puckahtikom (head), Messrs. Cowen and
Unteroberdoerster (all APD), Ms, Thacker (PDR), Mr, Fletcher (FAD), Mr. Xiao (EP,
APD), and Mrs. Cormier (administrative assistant, APD). The mission was assisted by
Mrs. Adams (senior resident representative), overlapped with an MAE team on bank
restructuring, and worked with Bank staff in its review of the Poverty Reduction
Support Credit.

The missions met with Deputy Governors Huong and Tuan of the State Bank of
Vietnam, Vice Minister of Finance Bang Tam, Vice Chairman Ly of the Government
Office, and other senior officials dealing with economic and financial matters.

Vietnam's three-year PRGF arrangement for SDR 290 million (88 percent of quota) was
approved by the Executive Board on April 13, 2001 (EBS/101/43). The first review
under the arrangement and the 2001 Article IV consultation were completed on
November 21, 2001, Executive Directors stressed the need for firm and steady
implementation of the structural agenda, together with continued sound macroeconomic
management. They emphasized the particular importance of moving ahead vigorously
with reforming the state-owned commercial banks and enterprises.

The authorities intend to publish this report and the Memorandum of Economic and
Financial Policies in support of the second PRGF review.

The main authors of this report are David Cowen and Chanpen Puckahtikom.
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EXECUTIVE SUMMARY

Under the first-year PRGF, Vietnam’s economic performance was relatively strong,
despite weak external demand. In line with program expectations, GDP growth slowed
in 2001 only slightly, on account of robust domestic demand-—especially private
investment, while inflation was subdued. The outlook for 2002 remains favorable.
Growth should pick up if external demand rebounds, and inflation should remain low.

Macroeconomic performance in 2001 was generally on track, although some slippages
arose in the latter part of the vear and the performance criteria were missed on credit to
state-owned-enterprises (SOEs), net credit to the government, net domestic assets, and
net international reserves. However, overall credit growth slowed to a more sustainable
pace, Corrective steps in the first quarter of 2002 have brought these program targets
back on track and the March benchmarks have been broadly met.

Structural policy implementation was broadly satisfactory except with respect to SOE
reform. Trade measures and steps to boost the private sector were ahead of program,
while reform of the state-owned commercial banks (SOCBs) proceeded on course and
the structural performance criteria and benchmarks were observed, albeit with some
delays. Measures have been taken in recent months to speed up SOE reform closer to
program expectations, particularly in the pace of privatization.

The goals under the second-year PRGF-supported program remain to boost
investment and competitiveness as the bases for returning Vietnam’s rates of growth and
poverty reduction closer to potential. The key priorities are disciplined macroeconomic
management and a firmer implementation of the structural agenda.

On the macroeconomic side, the 2002 budget framework is prudent, but will require
stronger revenue administration and spending restraint, especially on the wage bill.
Prudent credit policy and external debt management, particularly on SOEs, will be
critical to protecting medium-term fiscal sustainability. More flexible management of
the exchange rate will improve Vietnam’s resilience to external shocks.

On the structural side, and to ensure that the private sector remains the engine of
growth, central program elements are: (i) improving the investment climate and firmly
implementing regional and bilateral trade arrangements to facilitate WTO accession;
(ii) advancing banking reform by strengthening credit risk management and debt
recovery in the four large SOCBs, and by bringing loan classification and provisioning
in line with international best practices; and (iii) curbing SOE losses, by stepping up the
pace of privatization to meet the original three-year SOE reform targets.

The CPRGS (as the PRSP is called in Vietnam) has been prepared in a broadly
participatory process, and is centered on growth as key to poverty reduction. Successful
implementation of this strategy will require a sharper prioritization of policies, a better
definition of the medium-term expenditure framework, and a more systematic
monitoring. '



I. INTRODUCTION

1. In the attached letter dated June 3, 2002, together with the Memorandum of
Economic and Financial Policies (MEFP) (Attachments I and IT), the Government of
Vietnam requests completion of the second PRGF review and waivers for the nonobservance
of four quantitative performance criteria for end-December 2001. In support of these
requests, the MEFP reviews progress made under the first-year program and sets out the
policies to be implemented in the second year. A third disbursement of SDR 41.4 million is
being requested, conditional on the completion of the second review and observance of end—
December quantitative performance criteria and structural performance criteria (Table 5%
The government’s program is set within the Comprehensive Poverty Reduction and Growth
Strategy (CPRGS) (EBD/02/84, 06/06/02). In a joint staff assessment (EBD/02/86,
06/07/02), the staffs of the Fund and the World Bank consider the CPRGS to represent a
credible strategy that is a sound basis for Fund and Bank concessional assmtance and
therefore recommend its endorsement by the respective Executive Boards.”

2. Vietnam‘s PRGF-supported program was adopted in early 2001, when the authorities
gave renewed focus to addressing structural weaknesses and the economy had rebounded
from the Asian crisis. The goals of the program are to return Vietnam to the high growth path
and rapid poverty reduction that the country enjoyed in the mid-1990s. Unlike in the earlier
period, however, the strategy is to boost competitiveness and investment through trade
reform, promotion of the private sector, and reforms of state owned commercial banks
(SOCBs) and enterprises (SOEs). The targets for 2001, the first-year program, included real
GDP growth of at least 4% percent, inflation under 5 percent, a surplus in the current account
of 13 percent of GDP, and a buildup in gross reserves to US$3.6 billion (or 9% weeks of
imports) (Table 3). '

II. PERFORMANCE UNDER THE FIRST-YEAR PROGRAM

3. Economic performance in 2001 was largely consistent with these program
objectives. Real GDP is estimated to have slowed only slightly to 5 percent, supported by
robust domestic demand—especially a pickup in private investment due to improved
business sentiment (Box 1). Inflation was very low, with nonfood prices virtually unchanged

! Vietnam’s outstanding use of Fund resources amounted to SDR 278.1 million (84.5 percent
of quota) as of April 30, 2002 (Annex I). Assuming full disbursements as scheduled under
the PRGF arrangement, Vietnam’s outstanding use of Fund resources would amount to

SDR 369.5 million (112.3 percent of quota) in mid-2004 (Table 2).

2 Vietnam's reform effort is also being supported by the World Bank’s Poverty Reduction
Support Credit (PRSC), in an amount of US$250 million, approved in June 2001 (Annex II).

3 As revised during the first PRGF review (EBS/01/184).



Box 1. Vietnam: Growth Performance and Medium-Term Prospects

Real GD? slowed only slightly to an estimated 5 percent in 2001, from 5% per cent in 2000, as external
weakness was offset by domestic demand, Private consumption and investment, including FDI, were buoyed by
an accommedative fiscal policy and improved business sentiment. Despite a weak external environment and
lower commodity prices, exports (in U.S. dollars) grew at 4 percent, but below programmed.

The moderation in growth in 2601 reflects
several supply-side factors. While growth
was lifted by sizable increases in oil and
coffee output, other agricultural production )
was below the record harvests of recent *
years. Official estimates put growth in total
agricultural output at 2% percent in 2001
{compared with 4 percent in 2000), mainly
because rice production dropped by

1% percent. Industrial production also
grew at a slower pace than in 2000, with
growth largely atiributable to the domestic
market and in part to support construction
activity. The service sector was still
relatively strong, despite a slump in rural
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incomes caused by low world prices for rice
and coffee. Official estimates had retail sales growth staying at 9 percent, reflecting low import prices, a sharp
rise in government wages, and the expansion of small and medium-sized enterprises.

For 2002, growth is projected at 5% percent, on the strength of 2 moderately expansionary fiscal policy and a
further boost in private sector activity, with rising investor confidence. FDI flows should rise substantially

in 2002 as new oil and gas projects enter their full implementation phase. Growth in exports is projected to stay
at 4 percent. Non-oil export growth would continue to lead the way, but down slightly owing to an expected

further decline in coffee prices and moderation of
growth in seafood exports (see Amnex IV). From the
| production side, agricultural output is projected to
Increase by at feast 3 percent, the official estimate

Yietnam: Contribution to Resl GDP Growth
{In percentage points of GDP grawsh)
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Over the medium term, growth is expected to be
Real GDP growth 76 4.2 5.5 5¢ 33 638

driven by the private and external sectors,
moving away from the dependence in the 1990s on
the capital-intensive and import-substituting state
sector. As Vietnam is expected to face strong
regional competition and diminishing returns i the
primary sector, growth in the rangs of 6-7 percent a

Source: Staff estimates and projections,

1/ Includas changes in inventories,

2/ Includes statistical disorepancy between experditure- and production-based GDP.

year will need to come increasingly from agroprocessing and manufacturing export sectors and from domestic
services. This pattern of growth will also need to be labor intensive, iz order to create enough jobs for an
exceptionally young population and to achieve lasting poverty reduction. Fulfilling this pattern of growth and
doubling per capita income in the next 10 years (as targeted under the government’s CPRGS) will require:

*  maintenance of macroeconomic stability to avoid an excessive tax burden and crowding out;
o further liberalization of the trade and exchange regimes, with timely accession to WTO;

*  cqual treatment between private and foreign-invested sectors {the main sources of new job creation) with
the state sector, and opening state-dotninant sectors to greater private sector participation; and
»  firm implementation of banking and SOE reforms to provide needed capital and protect macroeconomic

stability. .
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terms) fell sharply to 4 percent change)
{from 24 percent average in the
previous two years) owing to
weak manufactured exports and
depressed non-oil commodity
prices, even though volumes of 0l
key commodity exports
remained strong. The external ok
current account was nonetheless
in surplus, at 2% percent of 10
GDP (Table 4 and Figure 2},
due to a4 Sharper SlOWdOWH ln ) 19883 I 1993.9. 14999.3 19999 2000.3 I Z(I)D.QI I 20013 21;0[.; 2(.‘:02.3
imports. With a strengthening of Sources: Vietnamese authoritis: and s ssimates.

FDI inflows, gross reserves rose o

by US$357 million to US$3.4 billion at end-December (9 weeks of prospective imports), but
short of programmed.
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4. Macroeconomic policies were implemented broadly in line with program
expectations for most of 2001. However, with policy slippages towards year-end, four
quantitative performance criteria for end-December were missed—net domestic assets of the
banking system (NIDA), bank credit to SOEs, net claims on government by the banking
system, and net official international reserves (NIR) (Table 5 and as discussed below).

5. The fiscal stance in 2001 was more expansionary than envisaged, with the overall
P y g

budget deficit (excludmg onlending) estimated at 3%z percent of GDP, compared with a target
of 2.9 percent (Table 6) S

% . w0,
HOW?VCI’, bank ﬁnancmg for the Vietnam: Fiscal Developmems mzd Ouslook I
deficit (0.6 percent of GDP) 1998-2007 o e T ] f
exceeded the program limit only | a0 [P R T T — 5,
marginally. Revenue Totl egensire o il reveus (right scale) |
performance was broadly on ol D AT T el

track, with a small shortfall
from the programmed level
(Y percent of GDP) mostly on
account of non-oil SOE tax

20

Total revenue
and grants

Overall budget deficit

revenue. Relative to 2000, l‘ 1 figh scate) (right scale) 2

overall revenue growth was

strong, increasing by % percent i6 : : : : 0
1905 199% 2000 2007 W02 2003 2004 2005 2006 2007

of GDP. Expenditure overruns

Sources: Vietnamese autbiorities; and staif estitnates and prajections.

* When adjusted for the delayed SOE reform (and the postpenement of its current cost
into 2002}, the budget deficit for 2001 was 34 percent of GDP above program.



(va percent of GDP) were due to higher-than-programmed spending on the civil service wage
bill and war veterans’ pensions.’ Social and infrastructure spending in critical areas rose in
line with program expectations, with annual outlays for education and health increasing by

an estimated %2 percent of GDP.

6. Credit policy has
generally been restrained as
programmed. Growth of credit
to the economy fell sharply
from 38 percent at end-2000 to
21%: percent at end-2001, only
slightly above programmed, and
has since remained near this
level (Table 7). This
deceleration reflected a
tightening of dong liquidity,
adherence to agreed refinancing
limits by the State Bank of
Vietnam (SBV), and relatively
moderate cuts in the base
lending rate (by 2 percentage
points compared with almost

5 percentage points in global
interest rates). Growth in
foreign currency liquidity also
slowed, in particular in the last
quarter of 2001, owing to a
widened dong-U.S. dollar
deposit rate spread. As a result,
broad money growth declined to
252 percent in 2001 (Figure 3).
Despite this, the end-
December 2001 performance
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criterion on bank credit to the SOEs was missed by 0.9 percent of programmed SOE credit,
due to the financing of infrastructure projects in the last quarter of the year. As a result, the
December performance criterion on NDA was missed, but by only ¥2 percent of broad

money. Owing to a further moderation in credit growth as programmed in 2002, the March

5 Compared with 2000, the wage bill increased by 21 percent to 3% percent of GDP, which
comprised a 17 percent general wage increase, a nationwide transfer of some local security
forces to the government payroll, and new hires of teachers and doctors in rural areas. In
addition, total war veterans’ pensions increased by about 26 percent under a new option

providing for a lump sum payment.



benchmark on net claims on government was met, but benchmarks on NDA and bank credit
to SOEs were marginally missed.

7.

Exchange rate management was flexible during most of 2001. With official

reserves under pressure and given depreciating regional currencies, the dong was allowed to
depreciate by nearly 4 percent against the U.S. dollar between May and November. However,
the exchange rate was largely unchanged in December when exports were falling, and the
performance criterion on the buildup in NIR was missed at year-end. Starting in early 2002,
the SBV strengthened reserve management and the dong depreciated by 1 percent in the first

three months, and the March

110 110]

benchmark on NIR was met by _

. 10g | Vietnam: Exchange Rate Developments 3 108
a small margin. However, the January 2000-May 2002 Nomial effecive
structural benchmark on 105 (2000=100 exchange rare 1 108
removing the tax on profit 104 | 164
remittances was missed w2 b -
(Table 8). External debt wo b TR - 1 10
management remained cautious. | e feal ﬁfﬁ:’; .
The December performance N Dong-US. doller N
criterion on nonconcessional o ..
debt was met comfortably, with (*{ e e
the contracting and/or 2t 1%
guaranteeing of such debt at T T ——— %0 |
under 10 ercent Of 2000.3 2000.9 20013 2001.9 2002.3

p Sources: Viemamese awhorities: and staff estimates,

programumed limits.

8.

On the structural front, progress has been better than programmed in

liberalizing the trade regime and promoting private sector development:

Quantitative restrictions (QRs) on imports of three additional items were removed
effective Jannary 1, 2002, Since the adoption of a five-year trade regime in

April 2001, QRs have been lifted for 8 (out of 13) itemns altogether (including five
ahead of schedule) (Box 2). Tariffs were also reduced in line with commitments
under the ASEAN Free Trade Area (AFTA), a bilateral trade agreement with the
United States (USBTA) came into force in December 2001, and active preparations
began for WTO entry.

The business environment was significantly improved through implementation of
the new Enterprise Law, which eased entry for private businesses. Altogether,
22,000 small and medium-sized enterprises (SMEs) were registered in 2001, up

50 percent from 2000. Activity on the Ho Chi Minh City (HCMC) stock exchange,
established in 2000, also picked up, with total listings rising to 17 companies by
May 2002, The direct impact of the amended Foreign Investment Law 18 more
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Box 2. Vietnam: Trade Reform and WTO Accession

Trade reform has played an important role under the PRGF-supported program adopted in April
2001. The authorities are pursuing a multipronged approach toward liberalizing Vietnam's trade regime, with
measures covering the general import-export regime and AFTA and USBTA commitments. Eventually, these
measures are expected to help accelerate accession to the WTO.

General import-export regime: Quantitative restrictions
(QRs} are being removed, tariffs reduced, and other trade Vietnam: Timetable for Removal of
barriers eliminated under the five-year export-import Quantitative Restrictions
regime announced in Aprit 2001. Further to the trade
reforms implemented as scheduled in 2001, the following
actions were also taken:

Item or group Actual or target date
of removal

Clinker and cement

*  QRs on three additional imports (construction white Clinker May 1, 2001
lass, certain steel and vegetable oil} wer Cement December 31, 2002
B products, cg b ) € Counstruction white glass December 31, 2001
removed ahead of schedule, effective January 1, 2002. | Granite and ceramic tiles May 1, 2001
ion-1 1 i Paper May 1, 2001
- v mainin:
Foreign-in estegihenterpnses were granted the right o Remaining steel prodicts Decomer 31, 2001
export commodities other than those they produce and | vegetable ol Decermber 31, 2001
thus .act as distribution agents. Import rights remain Aleohol May 1, 2001
resiricted. Motorcycles December 31, 2002
Passenger vehicles
. . 10-16 seats May 1, 2001
AFTA commitments: Further progress also has been Up to % seats Decembes 31, 2002

made on this front. According to Ministry of Finance
Decrees 21 and 33 issued in February and May 2002:

e An additional 498 items have been transferred from the Temporary Exclusion List (TEL) to the Inclusion
List (IL), leaving 719 items still in the TEL. All items are expected ta be moved to the I by 2003.

s Of the 5,566 items now in the IL, 65 percent are subject to a tariff rate of 0~5 percent and the remainder
to an average tariff rate of 16.4 percent.

USBTA: Following ratification in December 2001, a timetable was adopted in March 2002 establishing the
legal framework for implementing the USBTA., This process is being gnided by an assessment committee set
up at the National Assembly. A more general action plan was also issued in March aimed at exploiting the
full potential of the USBTA by proposing measures to improve training opportunities, reinforce intellectual
property rights, and increase overall competitiveness. The most far-reaching commitments under the USBTA
relate to Vietnam's opening of the service sector, as they have a direct bearing on economic reform, in
particular in financial services, and could facilitate WTC accession. Key commitments for financial services
include:

¢ Banking sector: (i) permit majority U.S. ownership of banks after three years; (ii) grant national
treatment in the possible equitization of SOCBs; and (iii) phase in national treatment of deposit-taking
activities after eight years.

¢ Insurance sector: (i) permit majority U.S. ownership of firms after three years; (if) eliminate restrictions
on the operations of joint ventures after three years (and wholly U.S.-owned companies after six years);
and (i) permit wholly U.S.-owned firms after five years.

WTO accession: With China’s accession to the WTO in 2001, Vietnam has become the most populous Asian
country still remaining outside the world trading system. Against this background, Vietnam is committed to
accelerate its own accession so as to minirmize risks from trade diversion and reap the fuil benefits of market
access. The fifth meeting of the Working Party on accession of Vietnam (established in 1995) was held in
April 2002 to review the status of Vietnam's bilateral access negotiations and action plans for implementation
of a number of WTO agreements, including those related to investment (TRIMS} and intellectual property
rights {TRIPS). Ahead of this meeting, Vietnam made its initial offer on specific commitments in services in
January 2002. However, the offer fell short of key commitments under the USBTA. Bilateral negotiations are
scheduled to begin with the EU and Japan this vear.
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difficult to gauge, but the streamlining of licensing and entry requirements and an
increase in sectors open to foreign investors have been viewed as largely positive.
Also effective early 2002, the constitution was amended to give the private sector
equal treatment with the state sector. Finally, members of the Communist Party are
now permitted to own shares in private businesses, which should help move the
privatization process.

9. Banking reform has stayed broadly on course, and the related structural
performance criteria and benchmarks have been met (Box 3). In the first phase of the
three-year SOCB reform framework adopted in March 2001, the focus has been on
completing external audits, initiating resolution of nonperforming loans (NPLs), and
beginning to strengthen credit risk management, in preparation for the first phase of
recapitalization. With respect to the joint-stock banks (JSBs), 11 have been closed or merged
(reducing the total to 38) to ensure compliance with SBV regulations, including on capital
adequacy, and a number are under consideration for listing on the stock exchange.

10. However, delays continued to be experienced in SOE reform until recently, and
most program benchmarks were observed with significant delays. The government attempted
to jump-start the process in the second half of 2001 by publishing the reform framework and
issuing an action plan. However, problems persisted, as evidenced by slippages in
strengthening the monitoring of the implementation of SOE reform and in finalizing
guidelines on SOE debt resolution and safety nets for labor redundancies by year end
(structural benchmarks). As a result, the number of SOEs subject to reform measures in 2001
fell well short of the target under the original three-year reform framework. More recently,
however, some corrective steps have been taken, starting with the approval of the guidelines
on SOE labor redundancies in April 2002.

11.  For the 200 large SOEs, the

reporting of their bank debt and Vietnam: Debt Monitoring System for
200 Large Debt SOEs, December 1999-March 2002
budget support has become more
timEIy * but the December 2001 1I)9e9c:9 g)cg:o March June 25(:3(:)1[ Dec. 1/ ﬁg‘fﬁ
benchmark was exceeded by a large Orig. Rev.
margin, pointing to the need for more (End of period, ix tillions of dong)
effective restraint. The authorities are Total 284 353 368 3435 380 423 426 436
' . . . of which: bank debt 262 301 3l2 322 3546 386 389 4038
seeking to identify the main sources . - - illions of d
f t_he ove (Change since beginning of year, in trillions of dong)
Q ITun
' Total .. 6% 15 08 27 10 . L0
(program benchmark) .. 06 12 18 24 ... Do

Source: Ministry of Finance; and staff estimates.

1/ Original data covers list of 200 large debt SOEs under first-year PRGF-supparted
program; revised data covers 200 large debt SOEs under second-year program.
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Box 3. Vietnam: Progress in Banking Reform

Under the second-year PRGF-supported program, banking reform remains focused on the four large state-
owned commercial banks (SOCBs). These banks still dominate the banking system and are heavily exposed to
the troubled state-owned enterprise {SOE) sector, At end-2001, they accounted for 72 percent of all bank

ligbilities, 91 percent of outstanding SOE
bank credit {and all new SQE bank credit Vietnam: Selected Banking Indicators, 2001

extended in 2001}, and 75 percent of
nonperforming loans (NPLs). Therefore,

current reforms center on restoring the Bank credit  SOE credit Newcredit  NewSOE  Overdue
financial health of SOCBs by putting them outsianding  outstanding  during 2001 credit loans

on a commercial footing, strengthening

credit risk management, and stemming Four large SOCBs 1.9 91.4 816 182 74.7
NPLs. At the same time, more needs to be V(B 8.2 14.4 13 9.5 12.8

; ICB 200 26.8 29.5 458 40.1

done to improve the legal, regulatory, a:nd VBARD By 0 0 b 1o
SuperVISOI}f fi‘amcworks, al'ld to Consohdate BIDV 19.3 38.2 202 512 8.9
the joint-stock banks (JSBs). Other banks 28.1 8.6 184 -18.2 253

The State Bank of Vietnam (SBV)
adopted an overaill SOCB restructuring
framework in March 2001, centering on a

Share (in percent) int total oft

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

phased and conditional recapitalization, and approved individual SOCB reform plans in September 2001, Reform
efforts are being guided by a steering committee on financial restructuring of commercial banks and supported by
an SBYV assistance board that was made operational in November 2001.

In the past year, the following measures have been taken to advance the reform agenda:

Cormmencing external audits of the four large SOCBs of their year 2000 financial statements based on
international accounting standards (IAS), in order to help assess the true size of NPLs. These audits are
expected to be completed by June 2002, and will be followed by IAS audits of the 2001 financial staternents.
Setting minimum cenditions for a phased recapitalization of the SOCBs, by issuing an SBV directive in
November 2001 establishing milestones in terms of quantitative NPL resolution and performance targets.
Moving loan classification closer to international best practices, by adopting Decision 1627 in December
2001 (a structural performance criterion). In particular, banks will be required to classify the entire loan
balance as overdue if any interest and/or principal payment becomes overdue, Implementation of the decision
is expected to be completed by end-2002.

Resolving NPLs totaling D 1.5 trillion by end March 2002, slightly above the target of D 1.4 trillion (a
structural performance criterion). Resolution efforts are being monitored by the assistance board and have
been concentrated on collateralized loans so far, with recovery ratios around 50 percent, in part helped by the

_ recent upturn in real estate prices,

Estoblishing credit risk management and internal audit committees at the SOCBs. However, more needs to
be done to strengthen credit policies and procedures, by designing and implementing clear and focused credit
manuals building on the SOCBs’ recent experience.

The program for 2002 envisages the following next steps:

[ ]

The first phase of recapitalization is expected to fake place in mid-year, with banks having met the March
NPL resolution targets and established credit risk management and internal audit committees. To become
eligible for the next tranche of recapitalization, however, the four large SOCRBs will need to further improve
their credit risk management so as (o pass a special credit file examination by the SBV, a milestone for end-
December. A work program for this purpose is being drawn up for each of the SOCEs. They are also required
to regolve at least D 3.5 trillion in NPLs on a cumulative basis by end-September, and to eliminate major
qualifications on the 2000 TAS audits by year end, in consultation with Fund and Bank staff.

For the next phase of recapitalization, agreement and completion of future milesiones will need to reflect the
results from the recent audits and the new standards for loan classification, as well as the experience gained
from the implementation of earlier milestones, The new milestones will also include a timetable for removing
qualifications from the aundits.
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III. THE MEDIUM-TERM FRAMEWORK AND PRSP

12.  The strategy for putting Vietnam on a higher growth path remains centered on
improving competitiveness and spurring investment, as originally set out in 2001
(EBS/01/43). Vietnam managed to weather well the global slump, on the strength of
domestic demand and through broadening the reform effort. With a global recovery, the
outlook is favorable, in view of Vietnam’s openness. However, growth over the medium term
will need to be faster, at 67 percent a year (Table 9), if enough jobs are to be created for an
exceptionally young population (over half are under the age 25). The cornerstones for a high
growth strategy remain accelerated structural reforms, focusing on trade reform, an improved
business environment, and decisive banking and SOE restructuring. Critical to sustained
output and employment growth will be an expanded private sector, in particular through
SMEs and foreign-invested enterprises (FIEs).

13.  The achievement of high growth is also a key objective of the government’s
Comprehensive Poverty Reduction and Growth Strategy (CPRGS), as the PRSP is called
in Vietnam (Annex V). The CPRGS has been prepared in a participatory process, involving
national, provincial, and village level consultations, and key objectives include high and
balanced growth. The PRGF-supported program is closely aligned with these objectives and
the main underlying policies. The CPRGS also includes specific poverty targets tailored to
Vietnam from the Millennium Development Goals and a preliminary costing of the policies
and programs to achieve them. The JSA has noted these strengths, particularly the strong
focus on growth as a means for poverty reduction, but also suggests that successful
implementation will require a sharper prioritization of programs, a further defining of the
medium-term expenditure framework, a fuller assessment of the social impact of reform, and
improved data for a more systematic monitoring of intermediate targets.

IV. TARGETS AND POLICIES FOR 2002

14,  The macroeconomic outlook for 2002 is slightly more favorable than in 2001, but
with uncertainties (Table 3). GDP growth is projected to rise to 5% percent based on a
modest recovery in external demand as well as continued strength in domestic demand.
While export performance was weak in the first five months of 2002 (falling by an estimated
5 percent), there should be a gradual pick-up, given recent signs of a global recovery and
improved non-oil exports and competitiveness. Inflation, which rose to 4 percent in May
2002 owing to a sharp increase in rice prices, is targeted at 3—4 percent, in view of the very
low core inflation. Gross official reserves (at US$3.5 billion as of late May) are programmed
to reach 1US$3.8 billion (9 weeks of imports) by year-end.

A. Macroeconomic Policy Framework
Fiscal policy

15.  The fiscal stance in 2002 is cautiously accommodative, consistent with increasing
resources for poverty reduction and covering the costs of structural reforms, but stabilizing
public debt over the medium term (Box 4). To this end, the overall fiscal deficit will be
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limited to 4 percent of GDP. The easing relative to 2001 reflects slightly lower oil prices®
and the current costs of reform (mainty severance payments to redundant SOE workers). To
ensure adequate resources over the medium term, however, the authorities will take measures
to strengthen VAT policy and administration. These include: (i) reducing the number of VAT
rates and exemptions effective in the 2003 budget, and (ii) adopting procedures for self-
assessment by large taxpayers in HCMC and Quang Ninh provinces by end-2002 (a
structural performance criterion) and operating them on a pilot basis in these provinces by
April 2003 (a structural benchmark), drawing on Fund technical assistance.

16.  On the expenditure side, the anthorities intend to exercise greater restraint

in 2002, Excluding the cost of structural reform, primary current expenditure is budgeted to
fall by 1 percent of GDP. This saving is expected to come from keeping wages unchanged
and from the nonrecurrence of certain expenditure in 2001 (largely in distressed rural areas).
Spending on education and health care is budgeted to be maintained at 5% percent of GDP.
The authorities also reaffirmed their commitment to increase budget transparency and
improve expenditure management, in order to effectively strengthen the pro-poor focus of the
budget. This effort would be in the context of the Bank’s Public Sector Financial
Management Project and with Fund technical assistance. Envisaged reforms in this area
include developing a medium-term expenditure framework, moving to Government Finance
Statistics (GFS) standards for centralized reporting in the Treasury, better expenditure
classification for a closer monitoring of poverty reducing spending, and bringing on budget
extrabudgetary revenues and expenditures.

Monetary policy

17.  Monetary policy in 2002 will be geared toward moderate credit restraint to keep
inflation low and stem new NPLs, while ensuring sufficient credit to the economy. Credit
growth is targeted at 20%2 percent in 2002, but growth in SOE credit is capped at 12 percent.
In light of slippages in 2001 and in order to limit SOE leveraging, the SBV will need to
monitor credit to SOEs more closely. The SBV is expected to increase reliance on indirect
instruments to manage liquidity conditions, which should be facilitated by the lifting of the
cap on lending rates for dong loans effective June 1, 2002. An SBV refinancing limit of

D 3% trillion has been set, the same as in 2001.

18.  Foreign currency deposits (FCDs) have been a source of vulnerability.” Growth
in these deposits is expected to further moderate in 2002 owing to more competitive dong
interest rates. The SBV has shifted away from an administrative approach to discouraging
FCDs, by lowering the reserve requirement to 8 percent in March (compared with 5 percent

6 Based on an average oil price of US$23 per barrel; under current policies, an increase of
US$1 in the average price would raise net oil revenue by Y4 percent of GDP.

7 See SM/01/334 for an analysis of FCDs. As of end-March 2002, FCDs were 41 percent of
total bank deposits.
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Box 4. Vietnam: Medium-Term Fiscal Framework and Debt Sustainability

Over the medium term, public sector debt is projected to stay at a manageable level. Under the second-year
PRGF-supported program, a moderate path of fiscal consolidation is envisaged, with the overall deficit
(excluding onlending and the capital costs of reform) declining gradually from 4 percent of GDP in 2002 to about
2 percent of GDP by 2007. As a result, Vietnam's public sector debt is expected 1o peak at 76 percent of GDP in
2004 and slowly decline thereafter. The capital costs of reform will cause the augmented budget deficit to spike
during 200204, but to decrease thereafter. Overall, these costs will have a significant but moderate impact on
total public sector debt since they mainly entail the

government absorbing nonperforming loans of state-owned . ) ) :
enterprises (SOEs)lin order to facilitate equitization and Vietoam: Medun Term Byl Frameork |
recapitalize banks. In any event, the augmented deficit is e i2
also projected to decline to a moderate level by 2003 once
these one-time costs have been absorbed. 10 10
. . = s g — 8
Steady implementation of the policies envisaged under ) :
the program will be required to achieve fiscal 6 - - 6
consolidation, while accommedating the current costs of /\/ \
reform and providing adequate fonds for poverty 4 / M 4
reduction. The main assumptions underlying the 2 ooz 3
sustainability analysis are as follows: /
0 —t ‘ 0
¢ Improving tax policy and administration, gradually 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
raising revenue (net of oil) by 2-2%2 percent of GDP ~—— Overall deficit (excluding onlending), program definision
by 2007, , Overall deficit (including oxlending)
« Containing the wage bill and ad hoc expenditure so 12 - Overal defioi Gneluding onlending and capits cost of reform)
Sources: Vielnarnese authorities; staff estimates and projections.

that current noninterest spending (excluding reform
costs) declines from 16 percent of GDP in 2001 to 14 percent by 2007.

* Strengthening SOE financial discipline and limiting growth of new lending to SOEs to growth in nominal
GDP.

s Keeping most public sector external borrowing on concessional terms, with ODA at US$1.2 billion a year
and commercial borrowing at most US$400 million a year on average during 2002-07. Half of this latter
amount is assumed to be government borrowing for onlending to SOEs and half as direct SOE borrowing
with government guarantees. SOEs are assumed to be able to service half of government onlent and
guaranteed debt.

In the absence of such policies and/or in the face of , Viemam: Public Sector Debt
(In percent of GDP)

negative shocks, Vietnam’s public debt position would %
deteriorate over the medium term. For example, if oil
revenue moderated due to a fall in crude oil prices by an

average of 20 percent during 2003--07 compared with €0
current projected levels and non-o0il revenue stayed the
same (in percent of GDP) due to a lack of reform, public oL

debt would rise steadily to 88 percent of GDP by 2007,
Similarly, public debt would reach 83 percent of GDP by .
2007 if commercial external borrowing were increased to 20 |
US$1 billion a year starting in 2002, and external debt
service would rise to 20 percent of government revenue

o

by 2007. If such additional external borrowing were to be 2000 2001 2002 2003 2004 2005 2006 2007
Ol?tamed,entlrely on clonc.e§51ona1 terms, the effect on { 8 Govermmen: dormesic debt_ Goverpmert exiernal debi_ WSO8 dei] |
Vietnam'’s debt sustainability would be moderated, with Sources: Vietnapess auhorkies, and staf estuates and projections ‘

public debt peaking at 78 percent of GDP in 2003, and
external debt service at 13 percent of government revenae in 2007,

! Estimates of the cost of structural reform will be further updated during the third PRGF review to reflect the
IAS andits of the four large state-owned commercial banks and revised SOE reform roadmap.
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on dong deposits). However, tight prudential reporting and supervision of foreign currency
loan operations remain necessary, as does close monitoring of the quality and liquidity of
counterpart foreign assets held abroad.

External sector policies

19.  More flexible management of the exchange system will help to reduce Vietnam’s
external vulnerability.® Intervention in the foreign exchange market will be limited to
addressing disorderly conditions and will be consistent with achieving the program’s NIR
target. In addition, the foreign exchange surrender requirement was reduced from 40 to

30 percent in May 2002, and will be phased out by the end of the program period. The tax on
profit remittances of FIEs will be eliminated by end-2002, later than programmed but
consistent with efforts to harmonize tax treatment between foreign and domestic enterprises.
Remaining restrictions on current international transfers and payments will also be removed
to enable Vietnam to accept the obligations under Article VIII, Sections 2, 3, and 4 within
the program period (see Annex [ on these restrictions).

20.  The authorities remain committed to prudent external debt management. Under
the program, external borrowing by the government will continue to be confined primarily to
loans on concessional terms, and government guarantees for nonconcessional debt contracted
by SOEs will be subject to program limits. The program’s debt ceilings take into account the
possibility of a sovereign bond issue in the second half of 2002, in light of improved market

~ conditions. The staff urged the authorities to approach this first entry into capital markets in a
cautious way, in order to minimize foreign exchange and debt service risks. The authorities
intend to structure the operation so as to protect fiscal debt sustainability and access to
concessional financing. In line with this, the proceeds from bond issuance will not be used
for the budget and will be onlent to SOEs only for commercially viable projects,
concentrating on those that generate foreign exchange. The program provides for a partial
offsetting reduction in SOE credit limits for such onlending. The authorities will carefully
appraise the viability of projects eligible for such financing.

21.  Staff projections show that the programmed external debt on commercial terms
would be consistent with fiscal debt sustainability, provided that it is used productively
and with progress in structural reforms. The external debt of the public sector (including
SOEs) at end-2001 stood at 30 percent of GDP, while general government external debt
amounted to 134 percent of revenue. Further, government debt service amounted to 5 percent
of revenue, which is relatively low due to the concessional nature of outstanding debt. Under
the programmed debt ceilings for 2002 and assuming a modest increase in the share of
commercial debt over the medium term, general government debt service would rise, but
would peak at a manageable level of about 10 percent of revenue by 2006.

¥ Vietnam’s external vulnerability is moderate, given its relatively closed capital account and
limited access so far to capital markets (Table 9). External debt indicators are in a
comfortable range and exports are diversified.
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B. Key Structural Reforms
Trade reform and private sector development

22.  With respect to the trade regime and private sector development, significant
advances are envisaged during 2002. The authorities are giving top priority to successful
implementation of existing regional and bilateral arrangements, and are actively preparing
for the earliest possible accession to the WTO. Many of Vietnam’s commitments under the
USBTA (notably in the service sector), when applied on a multilateral basis, are in line with
WTO norms, and their implementation could facilitate WTO entry. Moreover, a timetable
has been set to establish the needed legal framework, and bilateral WTO negotiations are
underway (see Box 2). Also, QRs on three out of five remaining items will be removed by
end-2092 so that by 2003, QRs will remain on only two items (petroleum products and
sugar).

23.  The authorities are taking additional steps to ease market access for the private
sector. Regulations are being prepared to further open to foreign investors the agribusiness
and fisheries sectors and parts of the service sector (retail sales and distribution). The dual
pricing system for foreign investors will be phased out by 2003 for almost alf charges and
fees, except those for power, which will be removed by 2004. With these steps, private
domestic and foreign investors would be put on a more equal footing with the state sector,
which should bolster competitiveness.

Banking reform

24.  In banking reform, the focus will remain on strengthening credit risk
management and resolving NPLs at the SOCBs, in order to reduce fiscal risks. Stronger
efforts by SOCBs and closer monitoring by the SBV will be critical to meeting the agreed
milestones in these areas, in order to keep on course the recapitalization process. The
authorities remain committed to seeking strategic equity participation in one of the SOCBs
by end-2003, as envisaged under the program. Key commitments include:

. Credit risk management: Banks will be expected to pass special credit file
examinations by the SBV by year-end (a structural benchmark).

. NPL resolution: A cumulative target of D 3.5 trillion (25 percent of total NPLs
measured on Vietnamese accounting standards) for the four large SOCBs has been set
for September 2002 (a structural performance criterion), and a target for March 2003
will be agreed before the third PRGF review. These targets are set to be reasonably

? Full implementation of these as well as other non-tariff measures could improve Vietnam’s
rating on the Fund’s scale of trade restrictiveness index from 9 at present to 6 by 2003 (with
a rating of 10 indicating the highest degree of restrictiveness).
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ambitious but also realistic. Further progress in NPL recovery will hinge on effective
SOE debt resolution.

. External audits: With completion of audits of the year 2000 accounts, major andit
qualifications are to be eliminated by year-end. The SOCBs are also expected to sign
contracts for external audits of the year 2001 accounts by July 2002 (a structural
benchmark),

25.  In order to assess the true financial condition of banks and for greater
transparency, new rules on loan classification and on loan provisioning conforming with
international best practices will be completely phased in by end-2002 and end-2003,
respectively. The SOCBs’ need for recapitalization would then be more fully assessed. The
staff emphasized the need to put in place soon an appropriate public funding mechanism for
recapitalization, which would restore financial soundness, while also constraining the
demand on budget resources. Furthermore, continued efforts will be made to restructure and
consolidate the JSBs. Under the current strategy, the authorities are aiming at halving the
number of JSBs since 2000 to about 25 through closure/merger by end-2003.

State-owned enterprise reform

26.  The authorities will need to revitalize and deepen SOE reform, as a critical
complement to SOCB reform and also to contain medium-term fiscal risks.'” The staff
stressed the need to build forcefully on the recent momentum, so as to minimize slippages
from the original three-year reform framework. For this purpose, a roadmap will be
published by end-September, indicating annual targets on SOE reform by type of reform
action through 2004 (a structural benchmark). Looking ahead, the staff encouraged the
authorities to extend the reform plan to cover the larger, heavily indebted SOEs, The key
commitments for the second-year program include:

. Equitization: With the required legislative measures in place, the number of
equitizations is expected to increase to 500 SOEs (mostly small and medium sized)
over the next 12 months;" the Bank will continue to monitor the equitization process.
The government is also considering partial equitization of some larger SOEs through
listing on the stock exchange.

' For an analysis of the SOE sector and the authorities’ five-year SOE reform plan, see
Vietnam: Request for a Three-Year Arrangement Under the Poverty Reduction and Growth
Facility (EBS/01/43; 3/23/01)

" More broadly, in line with the original three-year SOE reform plan, 1,400 SOEs will be
subject to reform measures (equitization, transfer/sales/lease, and liquidation) over the two-
year period to mid-2004.
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. Debt resolution and safety nets: Implementation guidelines will be put in place by
mid-2002, including safeguards on budgetary resources to ensure their intended use
for restructured SOEs only.

. Monitoring: A special monitoring unit in the National Steering Committee for
Enterprise Reform and Development (NSCERD) has been established to track
performance in SOE reform, through regular reporting by public entities charged with
oversight of SOEs at the central and local levels. A monitoring system is also being
set up for this purpose (a structural benchmark), with Bank technical assistance.

27.  To curb SOE losses, the authorities have been closely monitoring the bank debt
and budget support of 200 large SOEs, with quarterly limits (quantitative benchmarks) set
for 2002. In view of the slippages in 2001, the Ministry of Finance (MoF) is upgrading this
debt monitoring mechanism, also drawing on technical assistance from the Bank.

. Social Impact Analysis

28.  The social impact of reforms under the program is expected to be manageable,
but is difficult to quantify. Significant positive impact is expected to derive from trade
opening measures through more off-farm employment opportunities, especially in the
growing SME sector, and from lower domestic prices (notably for critical inputs). On the
negative side, labor redundancies in the context of SOE and trade reforms are anticipated.
Appropriate safety nets for workers displaced by SOE reform have been costed and are in
place. Looking ahead to further adjustments related to WTO accession, the authorities are
studying the potential social impact, with technical assistance from the Bank and bilateral
donors, and will need to stand ready to adopt appropriate measures to help ease the
transition.

Y. PROGRAM MONITORING AND TECHNICAL ASSISTANCE

29.  The authorities have reaffirmed their commitment to the reform strategy
supported by the PRGF, but given slippages experienced in SOE reform, risks to
program implementation remain considerable. These risks stem both from continued
resistance by vested interests to reducing the role of SOEs and from Vietnam'’s weak
administrative capacity, particularly in restructuring the SOCBs. To contain risks, the
program provides for significant prior actions and puts strong emphasis on appropriate safety
nets for affected workers. Also, the program is being monitored through performance criteria
and benchmarks (see Attachments II and III) and through semi-annual program reviews; the
third review is envisaged for November 2002. To strengthen administrative capacity, Fund
technical assistance is being extended in key reform areas, most notably by MAE (in bank
restructuring and supervision), FAD (in tax policy and administration), and STA (in
upgrading the statistical base). The Bank continues to coordinate technical assistance with
bilateral donors, in particular in banking reform.

30.  Structural conditionality under the program has been reviewed, in line with the
staff guidelines in this area (Box 5). The monitoring of structural policies is being
coordinated with the Bank’s PRSC, which focuses on the detailed implementation of banking
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Box 5. Vietnam: Structural Conditionality

Coverage of structural conditionality under the second-yvear PRGF arrangement

Structural conditions for the second year are set out in Table 6 of the MEFP (Attachment IT). They continue
to focus on the dominant SOCB and SOE sectors, as reforms in these areas are judged by the authorities in their
CPRGS to have a critical bearing on the maintenance of macroeconomi¢ stability and medium-term fiscal
sustainability. To a limited extent, structural conditions alse cover policies within the Fund’s competence that are
essential far improving growth prospects, notably in the exchange regime. For the second PRGF review, prior
actions have been set on SOCB and SOE reforms to ensure adequate progress in these areas, in consultation with
the Bank. For the third PRGF review and in line with program objectives, additional structural conditions in
tax administration (two benchmarks and a performance criterion) have been set under the second-year PRGF
arrangement, to better secure the fiscat framework and medium-term fiscal sustainability.

Status of structural conditienality from earlier programs

The status of structural benchmarks and perfermance criteria set under the first-year PRGF arrangement
(approved in April 2001) is reported in Table 4 of the MEFP, covering SOCB and SOE reforms and
exchange system liberalization." Prior actions for the first and second PRGF reviews concentrated on these areas,
as well as trade liberalization, and aiso included key measures that had experienced significant delays. All
conditions reflected a streamlining in coordination with conditionality under the parallel PRSC. For the first
PRGF review, the one structural benchmark (on audits of two SOCBs) was subject to a three-month delay, while
the structural performance criterion {also on these audits) was met with a slight delay. For the second review, twa
benchmarks were subject to significant delays: (i) guidelines for SOE safety nets (by four months) and for debt
resolution (by about five months and only for equitized SOEs), and (ii) equipping a special government
monitoring unit to oversee implementation of SOE reform (by five months). Also, the structural benchmark on
exchange system liberalization was not observed owing to the need for broader legal changes than originally
envisaged by the government. As a result, it has been rephased as a structural benchmark for the third PRGF
review.

Structural areas covered by World Bank lending and conditionality

Under the paratlel PRSC arrangement approved in June 2001, tranche release conditions overlap with
PRGFT conditions in three areas—reforms of the SOCBs, SOEs, and trade system, but they also cover
private sector development and public expenditure management (Table 11). In the overlapping areas, structural
conditions have been designed to be complementary, PRGF conditions have been defined in aggregative terms,
relating to the framewark for, or dimensions of, SOCB/SOE reforms that are critical from the fiscal and overall
macroeconomic standpoints, PRSC conditions have been formulated at the more detailed implementation level,
for example, relating to the specific targets for and the effectiveness of equitization, the restructuring pians of
three large SOEs {general corporations), diagnostic andits of selected large SOEs, and implementation of the
SOCB restructuring plans and of safety nets for affected workers in restructured SGEs,

Other relevant structural conditions not included in current program

Further trade reform, private sector development, and public expenditure reform are all vital for
improving growth prospecis and reducing poverty. These are being partly addressed by the PRSC and also in
project operations supported by the Asian Development Bank., However, the coverage of trade reform is
incomplete, leaving out trade policies relating to petroleum preduets and sugar, with medium-term
macroeconomic implications, but where the Fund staff has no expertise.

' The status under the last three-year ESAF arrangement (which lapsed in 1997} is not readily comparable, given
the gap of five years.
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and SOE reforms. Both of these reforms are subject to reviews under the PRGF. In addition,
in view of the need to further safeguard revenue performance, structural benchmarks and a
performance criterion have been introduced on tax administration. In addition, new structural
benchmarks have been agreed on SOE reform, given limited progress under the first-year
program,

31.  Further steps are being taken in line with the safeguards framework. Contrary to
information reported to the Fund for the Stage One safeguards assessment, the SBV’s 1999
and 2000 financial statements have been audited by the State Auditor. The Stage One
assessment identified potential weaknesses that might pose a risk to Fund resources and
increase the possibility of misreporting {Annex I). To ensure compliance with the safeguards
framework, the SBV has agreed to complete by end-June 2002: (i) an audit of the 2001
financial statements by the State Auditor based on international auditing standards; (ii) a
restatement (for internal use) of these audited financial statements in accordance with
international accounting standards (IAS); and (iii) the publication of all future post-audit
financial statements and attendant audit opinions in accordance with IAS. Before the third
PRGF review, the authorities will set a timetable for adapting the SBV’s accounting
framework permanently onto IAS, with technical assistance from the Fund. A Stage Two
mission will be conducted after completion of the 2001 audit.

32,  The authorities are requesting waivers of the nonobservance of four end-
December quantitative performance criteria. A waiver for the performance criteria on
bank credit to SOEs and on NDA could be justified, given that these targets have been
essentially brought back on track, in line with the March program benchmarks. Waiving the
nonobservance of the performance criterion on net bank claims on government could also be
justified, given that the deviation was marginal. Finally, waiving the nonobservance of the
performance criterion on NIR would also be justified, given the slowdown in exports and
remittances, the flexible exchange rate policy, and the fact that the NIR benchmark for
March has been observed.

VI. PoLICY TRANSPARENCY AND STATISTICAL ISSUES

33.  While the authorities have adopted greater policy and data transparency in the
last year, there remains considerable scope for a further strengthening in both these
areas. Continued efforts should be made to provide to the public a better and broader range
of statistics and more comprehensive information on policy objectives and performance. The
MoF website now contains regular postings of budget plans and outturns, in addition to data
published in GFS. The authorities plan to take further steps to bring budget data in line with
GFYS standards as a key element of strengthening expenditure management (including the
monitoring of pro-poor expenditure), drawing on technical assistance from the Fund and
Bank, The SBV is working on a website, with a view to complementing monetary and
financial data already published in International Finance Statistics with more timely and
comprehensive information. Fund staff reports will continue to be published.

34.  Despite recent progress, Vietnam’s statistical base is still in need of upgrading. A
multisector statistics mission in mid-2001 identified a number of important shortcomings
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(Annex VI). Key problems are the lack of reconciliation of intersectoral inconsistencies in
economic statistics and the practice of reporting provisional statistics before the end of the
reference period (but not final outcomes, most notably for monthly industrial production,
retail sales, external trade, and quarterly GDP data). Weaknesses are most acute in national
accounts and FDI statistics. A follow up STA mission devised a work plan in late 2001 for
improving national accounts and related statistics, which is aimed at correcting deficiencies
in survey and estimation techniques and developing reliable estimates of expenditure-based
GDP and deflators. In addition, the authorities plan to announce Vietnam’s participation in
the General Data Dissemination System (GDDS) by July 2002.

VII. STAFF APPRAISAL

35.  Under the first-year PRGF, Vietnam’s economy performed relatively well
despite weakness in the external environment. Real GDP growth in 2001 slowed only
slightly and was among the fastest in the region, while inflation was subdued. Sluggish
exports have been offset by robust domestic demand, especially private investment. The
near-term outlook remains favorable, underpinned by an expected rebound in exports along
with global recovery, as well as by sustained domestic demand.

36.  This record of performance is due in large measure to generally sound
macroeconomic policies and progress in structural reforms, broadly in line with
program objectives. Macroeconomic policies were on track through most of 2001, and the
slippages that arose in the latter part of the year have been broadly addressed. While the
fiscal stance was eased, domestic bank financing was well restrained. Credit growth was
contained broadly within programmed limits, including for SOEs, although the overrun in
bank credit and budget support to the largest SOE debtors in the last quarter of the year is a
concern. Despite weakening exports, official reserves were built up, albeit below the
program target, owing to a flexible exchange rate management for most of the time. In the
structural areas, advances have been made in trade reform and in boosting the private sector,
and the restructuring of the large SOCBs has been initiated. However, the pace of SOE
reform has lagged until very recently.

37.  For the second-year PRGF program, the authorities are building on these early
results, and are aiming to meet the remaining considerable challenges in order to
return Vietnam to high rates of economic growth and poverty reduction. The program is
centered on a firmer implementation of the structural agenda to accelerate Vietnam’s
transition to a market economy, as well as disciplined macroeconomic management. Top
priorities continue to be placed on boosting investment and improving competitiveness,
through further opening the economy to the private sector, closer integration into the global
markets, and SOCB and SOE reforms. :

38.  The 2002 budget framework is consistent with medium-term sustainability and
provides for structural reform. The government has rightly capped the budget deficit at a
financeable level. However, adhering to this limit will require intensified efforts to
strengthen revenue performance and discipline on spending-—especially for the wage bill.



-23.

The authorities will need to monitor spending closely and to stand ready to compress low
priority outlays in the event of revenue shortfalls. Looking ahead, the staff strongly endorses
the steps to strengthen VAT policy and administration planned for the 2003 budget and
encourages the authorities to make effective use of the Fund’s technical assistance in this
area. On the expenditure side, stronger management within a better defined medium-term
framework will be essential to ensure a greater pro-poor focus and the infrastructure
spending necessary to support rapid economic growth.

39.  Continued credit restraint will be important, especially with respect to the
SOEs, in order to protect banks’ asset quality. The current level of interest rates is
consistent with monetary program targets, and SBV refinancing should be contained to help
curb credit. As a complement, a more flexible management of the exchange rate will be
essential, and will help to strengthen further Vietnam’s resilience to external shocks and
protect its reserves position.

40.  External debt management policy will need to remain prudent, consistent with
debt and fiscal sustainability and effective management of public resources. The staff
welcomes the authorities’ intention to continue to rely primarily on concessional financing,
and to keep in check debt servicing on commercial terms. In this regard, the anthorities’
planned bond placement is aimed at striking a proper balance between cautiously taking
advantage of improved market conditions while protecting access to concessional funds, and
ensuring effective use of such financing. It will be important to limit such financing to
commercially viable projects and to concentrate on foreign exchange generating projects, so
as to minimize fiscal risks.

41. Given the positive response to steps taken so far to boost the private sector and
FDI, the authorities are appropriately aiming to ease market access for the private sector and
further improving the business climate. Steady progress and a consistent policy signal in
these areas will be critical in spurring investment and growth.

42. Market-opening measures and steadfast implementation of existing regional and
bilateral trade agreements would strengthen growth prospects and could facilitate
WTO accession, a key goal of the authorities. In this context, the staff encourages the
authorities to complete soon an assessment of the potential social impact of these integration
efforts, and to put in place adequate safety nets to ease the transition.

43.  In banking reform, top priority should be given to firmly implementing the
restructuring plans for the four large SOCBs and closely monitoring this process by the
SBY. To strengthen transparency, it will be important to bring loan classification and
provisioning in line with international best practices as programmed. Furthermore, the SBV
will need to strengthen its monitoring of the banks in order to meet the agreed milestones for
an early but phased recapitalization. Of particular importance are further steps to strengthen
credit risk management and sustain NPL resolution efforts, including through effective use of
technical assistance. Returning the SOCBs to health is essential for financing investment and
would also allow one of them to seek strategic equity participation by end-2003 as envisaged
under the program.
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44,  To advance SOE reform, more decisive implementation over the period ahead
will be required, especially if the goals of the three-year reform plan are to be realized. The
recent steps taken to accelerate the pace of equitization are welcome, but these will need to
be followed through so as to meet the equitization targets set under the PRSC and for 2002.
The staff also urges that the reform plan be extended over time to cover the larger, heavily
indebted SOEs.

45.  The CPRGS represents a credible, growth-oriented strategy for poverty
reduction, and has been prepared in a commendable participatory process. For its
successful implementation, attention will need to be given to prioritizing pro-poor programs,
further defining the medium-term expenditure framework, fully assessing the social impact
of reform, and monitoring intermediate targets in a systematic way.

46.  Despite recent progress, greater transparency and further upgrading of the
statistical base are needed to better inform investors and boost confidence. The
authorities’ intention to participate in the GDDS soon is welcome, as this is an important first
step in bringing Vietnam’s statistical base closer to international standards. Effective use
should be made of Fund technical assistance, especially to improve national accounts
statistics. More transparency, through publication of a wider range of economic data, will
also be helpful.

47.  Following the Stage One safeguards assessment, the authorities have committed to
implementing appropriate remedial measures. The staff proposes that the Executive Board
corplete this review based on these commitments. Following the completion of the external
audit of the SBV envisaged for end-June, an onsite assessment is expected to be completed
by the time of the third PRGF review. With implementation of any further corrective
measures, the safeguards assessment is expected to be completed by end 2002.

48.  The authorities are firmly committed to the program, but implementation
slippages remain the key risks, given the politically difficult measures that lie ahead
and Vietnam’s limited capacity. To address these risks, close program monitoring is
required, as 1s continued, extensive technical assistance by the Fund as well as the World
Bank and the donor community.

49,  Based on the authorities’ record of performance under the first-year program,
the strength of their second-year program, and completion of the prior actions, the staff
recommends completion of the second review under the PRGF arrangement. The staff also
supports the authorities’ request for waivers of the nonobservance of the four performance
criteria for end-December 2001. One of these breaches was minor, and with respect to the
others, the associated policy slippages have been addressed so that the program has been
brought back on track.
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Figure 1, Vietnam: Selected Economic Indicators, 1698-2002
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Sources: Data provided by the Vietnamese authorities; and Fund staff estimates,

1/ Based on the June 2001 CPI weights.
2/ On short-lerm working capital loans,
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Figure 2. Vietnam: External Sector Developments, 1995-2002
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Fignre 3. Vietnam: Monetary and Financial Indicators, 1998-2002
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Sources: Data provided by the Viemamese authorities, and Fund staff esiimates,

1/ Monetary survey comprising State Bank of Vietnam (SBV), four !arge state-owned commercizl banks, and 24 non-state banks,
2/ Monetary survey comprising 8BV, six large state-owned commercial banks, and 75 non-state banks.
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Table 1. Vietnam: Proposed Schedule of Remaining Disbursements
Under the PRGF Arrangement

Amount

Available Date

Conditions for Disbursement

SDR 41,400,000
(12.6 percent of quota)

SDR 41,400,000
(12.6 percent of quota)

SDR 41,400,000
{12.6 percent of quota)

SDR 41,400,000
(12.6 percent of quota)

SDR 41,600,000
(12.6 percent of quota)

Upon completion of the second  Observance of the end-December

PRGF review

Qctober 15, 2002

April 15, 2003

Qctober 15, 2003

April 15, 2004

2001 performance criteria, and
upon the authorities’ request and
on the condition that information
provided on implementation of
prior actions is accurate.

Ohservance of the end-June 2002
performance criteria and
completion of the third review,

Observance of the end-December
2002 performance criteria and
completion of the fourth review.

Observance of the end-June 2003
performance criteria and
completion of the fifth review.

Observance of the end-December
2003 performance criteria and
completion of the sixth review.




Table 2. Vietnam: Fund Position and Indicators of Fund Credit, 2001-05

Outstanding on 2002 Projection
December 31,2001 Jan-Mar. Apr-Jun. Jul-Sep. Oct-Dec. Cumulative 2003 2004 2005
(In millions of SDRs)

Transactions during the period (net) -12.08 27.31 -12.08 27.31 30.45 3045 =173 -36.24

Tranche policies and special facilities

repurchases (net) 0.00 2.01 0.00 2.01 4.03 4.03 1.01 0.00
Enhanced Structural Adjustment Facility

repayments (net) 12.08 12.08 12,08 12.08 48.32 48.32 48.32 36.24
Poverty Reduction and Growth Facility

dishursements (net} 0.00 41.40 0.00 41.40 82.80 82.80 41.60 0.00

Total Fund credit outstanding (end of period) 291.18 279.10 306.41 294.33 321.63 321.63 352.00 344.36 308.12
Tranche policies and special facilities 9.06 2.06 7.05 7.05 5.03 503 1.01 0.00 0.00
Enhanced Structural Adjustment Facility 199.32 187.24 175.16 163.08 151.00 151.00 102.68 54.36 18.12
Poverty Reduction and Growth Facility 82.80 82.80 124.20 12420 165.60 165.60 248.40 290.00 290.00

(In percent of quota)

Total Fund credit outstanding (end of period) 88.5 B4.8 93.1 89.4 97.7 97.7 107.0 104.6 93.6
Tranche policies and special facilities 2.8 2.8 2.1 2.1 1.5 1.5 0.3 0.0 0.0
Enhanced Structural Adjustment Facility 60.6 569 53.2 496 459 455 312 16.5 55
Poverty Reduction and Growth Facility 252 252 37.7 377 50.3 50.3 75.5 88.1 88.1

Memorandum itern:

Debt service to the Fund to exports of goods
and nonfactor services (in percent) 04 04 0.3 0.2

Sources: International Monetary Fund, Treasurer’s Department; and staff projections.

_6Z_
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Table 3. Vietnam: Selected Economic Indicators, 1996-2002

Neminal GDP (2001):  US$30.9 billion GDP per capita (2001 US$393
Population (2001): 78.7 million Fund quota: SDR 329.1 million
1996 1997 1998 1999 2000 2001 2002 May 2002 1/
Prog. Dstimale  Prog. Estimate
Real GDP (annual percentage change} 9.3 8.2 33 4.2 5.5 4.7 50 5.3
Industrial cutput 14.2 13.8 12.5 11.6 15.7 12.9 .
Saving-investment baiance (in percent of GDP) -10.5 -6.9 -4.6 4,1 1.7 1.2 1.7 -2.3
Gross national saving 17.6 214 19.1 265 27.0 273 273 24.4
Gross investment 28.1 28.3 237 224 253 26.1 25.6 26.7
Inflation (annual percentage change)
Period averags 57 32 7.3 4.1 -1.7 0.1 0.2 4.1 1.6
End of period 4.5 36 8.6 -0.2 -0.6 2.0 0.8 4.0 4.1
GDF deflator 8.7 6.6 111 5.7 2.5 1.7 1.5 4.7
Government budget (in percent of GDP) 2/
Total revenue 22.4 0.0 16.6 19.2 20,6 216 213 20.4 2213
Grants 0.6 &8 0.6 0.6 0.5 0.4 0.4 0.4 0.3 3%
Total expenditure (excluding enlending) 231 226 20.4 20.6 23.9 24.9 252 4.7 23.8 3/
of which: curent expenditure 17.4 16.3 14.7 138 16.3 16.1 170 16.5 16.8 3/
Overall fiscal balance (including grants, excluding onlending) 02 -17 -0.1 -0.8 -2.8 -2.9 -3.5 -3.9 -133/
Money and credit (annual percentage change, end of period) 4/
Broad money ) 227 26.1 25.8 393 8.0 232 255 19.9 21.6 8/
Credit to the economy 201 22.6 16.4 15.2 38.1 2.0 214 0.5 209 5/
Interest rates (in percent, end of period)
Three-month depesits (houscholds) 91 8.1 9.7 4.0 4.3 2.4 24
Short-term lending (Jess than one year) 1539 127 14.7 11.7 9.8 8.8 8.8
Current account (including official (ransfers)
{in millions of U.S. dollars) -2431  -1664  -1,067 1,285 642 512 670 -608
(in percent of GDP) 99 6.2 -39 4.5 2.1 1.7 22 -19
Exports of goods {anmial percentage change, U.S. doMar terns) 6/ 412 24.6 24 232 252 5.8 4.0 4.0 -5.4
Impents of goods (ansual percentage change. U.S. dollar terms) 6/ 7/ 255 -0.2 -1.1 11 345 6.0 23 10.0- 59
Foreign exchange reserves (in mithions of U5, dollars, end of peried)
Gross official reserves. including gold 1,673 1,857 1,765 2,711 3.030 3,601 3,387 3,815 3,498 8/
{in weeks of next year's imports of goods and nonfactor services) 6.4 72 6.3 8.1 8.9 9.7 9.1 9.0 8.3
Net international reserves, including goid %/ 1,065 1,258 1,173 2,118 2,191 2,631 2,574 2865 2,639 5/
External deht (in percent of GDP) 10/ 81.8 76.3 78.1 736 35.7 44.5 404 41,6
Convertible currency 11/ 398 37.2 388 36.2 39.7 44.5 404 41.6
Noncenvertible currency 42.1 351 39.3 37.4 0.0 0.0 0.0 0.0
Debt service due (in percent of exports of goods and nonfactor services) 129 12.8 139 12.8 10.5 0.2 10.6 8.8
Exchange rate (dong per U.S. dollar)
Period average 11,033 11,706 13,297 13,944 14,170 14,819 14,806 15,174
End of petiod 11,150 12,292 13,890 14,028 14,514 15250 15.084 15,251 12/
Real effective exchange rate (annual percentage change)
Period average 6.6 34 8.1 -6.5 -2.8 G.8 1.4 5/
End of petiod iq 12.7 9.4 -13 2.1 1.3 2.1 5/
Memorandum items:
GDP (in trillions of dong at current macket prices) 272.0 3136 360.6 397.3 429.7 457.6 458.1 505.2
Per capita GDP (in 11.S. dollacs) 37 361 359 372 391 352 393 412

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

1/ Performance as of May 2002, unless otherwise indicated.
2/ Cash basis.
3/ Perfovmance in the first quarter of 2002 on an anmuelized basis.
4/ Starting in 2000, figures based on an expanded monetary survey (currently the State Bank of Vietnam (SBV) and 84 credit institutions); for previous periods, based on
original monetary survey (SEV and 28 credit institutions).
5/End March 2002.
6/ Monthly data are changes sinee the beginning of the year compared with the same period in the previous year.
7/ For monthly data, rate of geowth based on imports c.i.f.; otherwise, based on imports f.o.b.
&/ Provisional estimate as of May 24, 2002,
9/ For 2001 and 2002, at program monitoring exchange rates.
10/ London Chib rescheduling was concluded in early 1998, Restructuzing of the Russian debt was concluded in September 2000 on comparable terms to the 1993 Paris Club
rescheduling.
11/ meludes the loan component of foreign direct investment and other private sector borrowing, and short-term deb.
12/ As of May 31, 2002. :
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Table 4. Vietnam: Balance of Payments, 2000-2007

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

2000 2001 2002 2003 2004 2005 2006 2007
Est. Projection
Cucrent account balance 642 670 -608 -1.148 -637 ART -387 -176

Excluding official transfers 506 520 -758 -1296 -787 -637 =537 -326

Trade balance 378 627 -213 =722 -540 =410 =232 -23
Exports, f.o.b. 14,445 15,027 15,628 17,503 19,691 22,054 24,701 27,663
Imports, f.o.b. 14,071 14,400 15,841 18,225 20,231 22,465 24,933 27,688

Non-factor services (net) -615 =572 -666 -603 -541 =518 -592 -532
Receipts 2,605 2.810 2,930 3.252 3,545 3,793 4,021 4,343
Payments 1,310 3,382 3,596 3,853 4,087 4,311 4,613 4,895

Investmnent income (net) -597 -633 179 071 -956 -1,009 -1,013 -1,051
Receipts 185 180 180 217 259 293 330 363
Payments 782 795 959 1,188 1,215 1,362 1,343 1,415

Transfers (nat) 1.476 1,250 1,050 1,150 1,400 1,450 1,450 1,450
Private 1,340 1,100 900 1,000 1,250 1,300 1,300 1,300
Official 136 150 150 150 150 150 150 150

Capital account balance S772 -502 348 1,168 1,157 1.257 1.218 1,032

Gross foreign direct investment (FDI) inflows 8OO 900 1,200 1.500 1,300 1,300 1,400 1,400
Equity 320 540 340 600 520 520 560 580
Laoan dishursements 480 360 360 900 780 780 B40 84D

FDI lean repayiments 601 g19 788 686 574 432 500 576

Medium and long-temm loans (net) 729 623 934 1,105 1.182 1,138 1,068 958
Disbursements 1,411 988 1,407 1,450 1,550 1,550 1,350 1,550

ODA loans 1,361 958 1,057 1,200 1,300 1,300 1,300 1,300
Commercial foans 50 0 350 250 250 250 250 250
Scheduled amortization 682 363 471 345 368 412 482 592
Short team capital {net} -1,700 -1,206 =500 =750 =750 -750 =750 -750
Errors and omissions 247 157 -15¢ 0 Y Q 0 0
Overall balance 116 325 90 22 520 769 831 856
Financing -116 -325 90 -22 -520 -765 -831 -850
Change in net foreign assets of the State Bank of Vietnam (-, increase)  -116 2325 -390 422 575 -769 -831 -836
of which : Use of Fund credit (net) -21 59 38 40 -10 48 -29 -22
Arrears 1/ -8,691 0 61 0 1] I D 0
Debi relief and rescheduling 1/ 9,691 0 -61 [t} 0 0 0 0
Financing gap _ 0 0 300 400 55 g 0 0
Memoranduin items:

Gross official reserves, including gold 3,030 1,387 3,815 4,277 4,842 5,563 6,365 7.221
In weeks of next year's imports 8.9 5.1 9.0 92 a4 98 102 105
Ratio to short term external debt {in percent) 2/ 653 928 1,105 1,161 1,176 1,153 1,075 1,148

Current account deficit (in percent of GDP) 21 2.2 -1.9 -33 -17 -l2 -0.9 -0.4
Excluding official transfers 1.7 1.7 2.3 3.7 -2.1 -1.5 <12 0.7

Export value growth {annual percentage change) 252 4.0 4.0 12.0 12.5 12.0 12.0 12.0

Import value growth (annual percentage change) 34.5 2.3 10.0 150 110 11.0 11.0 11.1

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

1/ Restruicturing of the Russian debt was concluded in September 2000 on comparable term to the 1993 Paris Club rescheduling, Discussions on a rescheduling

agreement with Algeria are ongoing and expected to be conchuded in 2002,
2/ Short-term debt by remaining maturity refers to non-equity claims falling due over the next period.



Table 5. Vietnam: Quantitative Performance Criteria and Benchmarks Under the First-Year PRGE-Supported Program Through June 2002 1/ 2/

Maximum cumulative change Maximum curmulative change

Stock at: from end-Diecember 2000 to: Stock at: from end-December 2001 1o

Dec. 31 March 31 June 30 September 30 December 31 December 31 March 31 June 30
2000 2001 2002

Actual  Program  Actual  Program  Actial  Program  Actual  Program  Actual Program  Actual  Propram Bt Program

(Tn trillions of dong)
1. Net domestic assers of the banking system 3/ 1272 83 10.0 16.3 13.6 243 224 349 364 1821 163.3 10.0 111 20.3
2. Net credit to the government of the banking system 4/ -0.5 1.5 -0.2 1.5 4.0 20 -3.0 235 26 2.0 21 07 07 14

3. Credit to the state-owned enterprises (SOEs) from the
banking system 69.9 2.1 3z 472 52 6.3 T4 2.1 2.3 79.0 T9.7 19 2.0 4.4

4. Credit from the banking system and from the budget
and hudget support to the 200 targeted largs SOEs 5/ 353 0.6 1.5 12 0.8 1.8 1.7 24 10 377 423 0.6 1.0 I.5

{In millions of U.S. dollars)

3. Contracting or guaranteeing of nonconcessional
external debt by the government

Up to one- year maturity o 0 0 0 0 0 0 a i} O 0 0 0 0
Medium and long-term debt 598 100 0 220 40 420 49 550 40 . . 100 100 220

Of which: 1-5 years' mamrity e 1] 0 0 0 150 0 150 ] e . 0 G 0

0. Bxternal payments arrears 6/ 573 0.0 0.0 0.0 n.on 0.0 0.0 0.0 0.0 57.3 60.6 0.0 0.0 0.0
7. Net official international reserves 7/ 2,191 65 -141 175 73 310 256 440 382 2,631 2.574 62 65 125

Sources: Vietnamese authorities; and staff estimates and projections.

1/ The measurement and reporting requirements of quanttative benchmarks and performance criteria are described in the Anmex T (Technical Memorandum of Understanding) of the Supplernentary
Memorandum on Economic and Firancial Policies (MEFP) of the Government of Vietnam for September 2001-Tune 2002.

2/ Pexformance criteria for end-December 2001 and quantitative benchmarks otherwise, except for (i) credit from the hanking system and [rom the budget and budger support to 200 targeted Jarge SOEs,
which is a quantitative benchmark for end-December 200%; and (ii) external paymenits arrears, which is a continnous performance criterion through December 2001.

3/ At program monitoring exchange rates for 2001,

44 Excludes non-negotiable government bonds for state-owned commercial banks' reform.

5f Ministry of Finance esimate.

6/ Represent outsianding arrears to Algeria; a rescheduling agreement is corrently under discussion between the Vietnamese and Algerian authorities. The stock at end-December 2001 reflects the
additonal interest arrears accumulated while discussions are ocagoing.

W Acmal performance measurcd on the basis of using program moniforing exchange rates for non-17.5. doltar-denominated foreign assets and lizbilities of the State Bank of Vietham, as described in
Annex I of the Supplementary MEFP (November 2001).

—.ZE.—
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Table 6. Vietnam: Sumumary of General Government Budgetary Operations, 1998-2002 1/

(In trillions of dong)
1098 1999 2000 2001 2002
Est. Program Prel. Program
&8t

Revenue and grants 73.0 78.5 90.7 106.7 99.7 105.2
Revenue 70.8 76.1 887 988 97.8 103.2

of which: Oil revenue 14.6 18.5 28.6 322 323 328

Tax revenue 55.7 60.3 65.4 75.4 73.6 79.7
Wontax revenus 152 15.8 233 234 242 23.5
Granis 2.1 24 2.0 19 1.9 2.0
Total expenditure (including onlending) 78.8 88.9 112.6 1205 120.8 138.0
(excluding onlending} 734 81.8 102.8 114.1 115.5 124.9
Current expenditure 32.9 551 701 73.7 778 R3.2

af which: Current cost of reform 0.9 0.0 0
Current non-interest expenditures 50.9 52.8 66.6 69.2 73.6 76.8
Wages and salaries 2/ 9.8 11.1 14.4 in.6 17.5 184

Other 41.1 41.7 522 526 56.1 58.1

Intarest payments (paid) 2.1 23 3.5 4.5 42 6.7
Capital expenditure and onlending {excluding capital costs of reform} 25.9 33.8 42.5 443 430 52.0

of which: oolending 14 7.1 2.9 6.4 53 13.0
Contingency 0.0 0.0 0.0 2.5 0.0 2.7
Capital costs of SOE and SOCB reform 24 0.4 0.0 2.7 08 11.3
Qverall fiscal balance (excluding onlending and capital costs of reform) -0.5 =33 -12.0 -124 -13.8 -19.7
Overall fiscal balance (including onlending) -58 -10.4 -219 -19.8 -21.1 -32.8
Augmented balance (including oolending and capital costs of reform) -8.2 -10.4 219 -22.6 -21.1 -44.1
Financing (excluding onlending and for capital costs of reform}) 0.5 33 12.0 13.4 158 1%.7
Domestic (net) -1.6 -1.3 73 7.3 10.8 11.9
Banking system 16 -5.4 -34 2.5 2.6 3.5
Nenbanks 3/ -32 39 10.7 4.8 3.2 g4
Foreign (net) 4/ 2.0 4.8 4.8 6.2 5.0 7.9
Fioancing (onlending and for capital costs of reformy 7.8 7.1 8.9 2.1 53 24.4
Bank restucturing bonds 24 .0 0.0 1.9 0.0 6.8
Qunlending 5.4 7.1 9.9 6.4 53 13.0
Other 5/ 0.0 .0 0.0 0.8 6.a 4.5

Memorandum items:

Reform cost for safety nets 0.0 0.0 0.0 0.6 0.0 2.5
Interest cost of reform 0.0 0.0 0.0 03 0.0 0.5
Expenditures managed at units 6/ 3.6 4.8 53 7.4 6.4 6.8
Total social expenditure (excluding social security) 7/ 18.1 21.2 24.5 29.8 294 34.8
of which : Education and health 17.9 18.5 224 26.5 26.4 29.1
Current social expenditure {excluding social security) 13.2 14.0 16.7 19.1 20.6 25.0
Social capital investment 49 72 7.8 10.7 8.7 9.8

Sources: Ministry of Finance, State Budgst Department; and seaff estimates and projections.

1/ Cash basis.

3/ Excludes wages and salaries of military/defense personnel.

3/ Domestic nonbank financing is derived as a residual and includes statistical discrepancy.

4/ Includes actual and prospective external budget support for structural reforms.

57 Additional financing requized to cover prospective cost of structural reforms, including possible domestic nonbank and external financing.

&/ Self-financed expenditures undertaken by government adminisirative units, which are excluded from the above budget presentation.

7/ Staff estimate based on {i) current social expenditure in the budget on education and training, health, and family planning; (i) safety net costs of
state-owned enterprise reform; (ifi} targeted capital spending programs in poverty reduction and employment, clean water and public health, family
planning, education and rraining, and reforestation; and (iv) other capital expenditure on education and training and health, and on poverty-related
projects in the agriculture, transportation, and electricity and water sectors.



Table 6. Vietnam: Summary of General Government Budgetary Operations, 1998-2002 (concluded) 1/

(In percent of GDP)
1998 1599 2000 2001 2002
Est.  Program Prel. Program
esl.
Revenue and grants 20.2 19.8 211 22.0 218 20.8
Revenue 19.6 19.2 20,6 216 213 20.4
of which: Oil revenue 41 4.7 6.7 7.0 7.0 6.5
Tax revenue 154 15.2 15.2 16.5 16.1 15.8
Nontax revenue 4.2 4.0 5.4 5.1 53 4.6
Grants 0.6 0.6 0.5 04 0.4 0.4
Total expenditure (including onlending) 219 224 26.2 263 260.4 273
{excluding onlending) 204 206 239 24.9 252 24.7
Current expenditure 14.7 13.9 16.3 16.1 17.0 16.5
of which: Current cost of reform . 02 06
Current non-interest expenditure 14.1 13.3 155 15.1 16.1 152
Wages and salaries 2/ 27 2.8 34 36 3.8 38
Qther 1t4 10.5 12.1 11.5 12.2 11.5
Interest payments (paid) 0.6 0.6 0.8 1.0 0.9 1.3
Capital expenditure and cnlending (excluding capital costs of reform} 7.2 8.5 9.9 8.7 9.4 10.3
of which: onlending 1.5 1.8 2.3 14 1.2 2.6
Contingency 0.0 0.0 0.0 0.5 0.0 0.5
Capital costs of SOE and SOCB reform 0.7 0.0 0.0 06 2.2
Overall fiscal balance (excluding onlending and capital costs of reform} 0.1 -0.8 -2.8 2.9 -3.5 -39
Overall fiscal balance (including onlending) -1.6 2.6 -5.1 -4.3 -4.6 -6.5
Augmented balance (inciuding onlending and capital costs of reform) -2.3 -2.6 5.1 -4.9 -4.6 -8.7
Financing (excluding onlending and for capital costs of reform) 0.1 0.8 2.8 29 33 39
Domestic (net) 0.4 -04 1.7 1.6 2.4 24
Banking system 04 -1.4 -0.8 0.5 0.6 0.7
Nonbanks 3/ -0.9 1.0 2.5 1.0 1.8 1.7
Foreign (net) 4/ 0.6 1.2 1.0 1.3 1.1 1.6
Financing (onlending and for capital costs of reform) 2.2 1.8 23 20 1.2 48
Bank restructuring bonds 0.7 0.0 0.0 0.4 0.¢ 1.3
Onlending L5 1.8 23 1.4 1.2 2.6
Other 5/ .0 0.0 0.0 0.2 0.0 0.9
Memorandum items:
Reform cost for safety nets 6.0 0.0 0.0 0.1 0.5
Interest cost of reform 0.0 0.0 0.0 G.1 0.1
Expenditures managed at units 6/ 1.0 1.2 1.2 1.6 1.4 1.4
Total social expenditure (excluding social security) 7/ 5.0 5.3 5.9 6.5 6.4 6.9
of which : Education and health 5.0 49 5.2 5.8 5.8 58
Current social expenditure (excluding social security) 37 35 ERY 4.2 4.5 30
Social capital investrment 1.4 18 L8 2.3 1.9 1.9

Sources; Ministry of Finance, State Budget Department; and staff estimates and projections.

1/ Cash basis,
2/ Excludes wages and salaries of military/defense personnel.

3/ Domestic nonbank financing is derived as a residual and includes statistical discrepancy.
4/ Includes actual and prospective external budget support for structural reforms.
5/ Additional financing required to cover prospective cost of structural reforms, including possible domestic nonbank and external financing.
6/ Self-financed expenditures undertaken by government administrative units, which are excluded from the above budget presentation.
7/ Staff estimate based on (i) current social expenditure in the budget on education and training, health, and family planning; {if} safety net costs of
state-owned enterprise reform; (iii) targeted capital spending programs in poverty reduction and employment, clean water and public health, family
planning, education and training, and reforestation; and {iv) other capital expenditure on education and training and health, and on poverty-related

projects in the agriculture, transportation, and electricity and water sectors,



Table 7. Vietnam: Monetary Survey, 1999-2002 1/ %/
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1999 2000 2001 2002
March June Sept. Dec. Mar. June  Sept.  Dec.
Prog.  Est.  Prog. Est.  Prog. Est.  Prog. Est Prog Est. Program
{In willions of dong)

Net foreign assets 61.2 957 978 1013 1028 1087 1085 1147 1126 1176 1213 1168 1208 1255 1310
Foreign assets 777 1127 1148 1185 1202 1265 1259 1330 1305 1359 1398 1354 1394 1447 1495
Foreign liabilities -85 170 -170 2172 .174 -178  -174 183 -17.9  -183  -185  -185  -186 -1BE -139

Nex domestic assets 932 1272 1360 1371 140 1402 1520 1487 1620 1622 1723 1730 1824 19335 2045
Domestic cradit 1157 1552 1637 1636 1713 167.6 1798 177.1 1934 1912 2012 3014 2115 2225 23335

Net claims on government 3¢ 05 e 07 1.4 45 15 3.3 20 2.1 2B 2.8 33 4.6 5.6
Credit to the economy 1127 1557 1627 1643 1705 1721 1783 180.6 1884 1891 1984 1986 2080 2180 2379
Claims on staie enlerprises 543 699 70 731 741 731 762 769 790 797 gle BLY 84.1 B6T B3
Claims on other sectors 584 B5SE 90.7 912 964 9706 1021 103.6 1094 1094 1148 1169 1238 1311 1386
Other items, net -16.5  -280 277 265 2715 274 -278 384 <284 2000 -390 284 3906 -290 0 -90

Broad money 160.4 2228 2338 23RS 2468 2490 260.5 2634 2747 279.8 2935 2899 3033 3194 3353
Dong liquidity 1165 1525 1649 1606 1715 1847 1781 1748 1848 1911 3016 2027 2136 2260 2379
Foreign curency deposits 438 704 689 778 753 E43 823 BE6  B9.Y  BRT 91§ 872 B9.6 934 976

{Annual percentage change)

Credit to the economy 38.1 341 354 282 294 268 284 210 214 208 209 208 207 203
Credit to state entetprizes 287 44 263 159 174 1735 185 13.0 141 117 11.8 120 127 120
Credit to other sectors 48,9 428 436 39.7 40.5 347 36.7 273 215 28.1 282 277 266 258

Broad money 38.0 3.7 343 311 323 315 3340 232 255 23.1 1.6 218 213 129
Dong liquidity ap8 295 262 273 222 280 256 212 253 153 262 297 293 245
Foreign currency deposits 60.5 313 55l 408 516 398 50.5 2.7 1680 18.1 1240 6.3 54 100

{Changes in percent since the beginning of the year)

Credit to the economy 381 4.5 53 45 105 145 160 210 2z14 4.9 5.0 10.0 153 208
Credit to state enterptises 28.7 3.0 4.5 6.0 75 5.0 100 13.0 141 2.4 2.5 55 88 120
Credjt to other sectors 46.9 57 6.3 174 131 190 208 75 E 5.8 8.9 132 200 26.8

Broad money 30.0 4.9 7.0 10.7 11.7 16.9 18.2 232 255 4.9 1.6 B4 142 199
Dong Jiquidity 332 il 5.5 6.2 14 93 130 212 244 47 2.6 9.4 171 45
Fareign currency deposits 60.5 103 106 204 197 317 15% 207 260 a7 -1.7 L1 53 100

(fJunrterly percentage changes)

Credit to the economy 0.7 4.5 5.5 4.8 4.8 4.6 4.9 52 4.7 49 50 47 48 4.6
Credit to state enterprises 7.8 3.0 4.5 8 28 2.8 2.4 235 3.7 2.4 2.5 3.0 3.1 3.0
Credit 1o other sectors 13.2 57 6.3 6.3 654 59 5.9 7.2 5.3 6.8 5.9 £.0 6.0 5.6

Broad maoney 12.3 4.9 7.0 56 4.4 5.5 58 53 6.2 4.9 3.6 4.6 53 50
Dong liquidity 6.6 3.1 55 3.0 1.8 2.9 33 a6 101 4.7 2.6 6.7 7.0 6.3
Foretgn curvency deposiis 19,3 103 106 9.2 83 9.4 51 4.3 U3 3.7 -1.7 .8 472 4.5

(In milliens of 1.5, dollars, unless otherwize indicated)

Gross official international reserves 2,711 3,030 3,123 2,896 3280 3086 3473 3432 3601 3387 3454 3448 3511 3422 3813
(in weeks of next year's imports of goods and nonfastor
services) 8.1 8.9 24 7.9 B.§ 74 a3 8.3 9.7 9.1 B2 8.1 8.3 3.6 9.0

Foreign currency deposits of DMB= at the State Bank of

Viemam 105 351 342 384 374 335 409 473 372 295 303 315 285 297 311

Nzt official intemationsl reserves 2,083 2,191 2,297 2,040 2,407 2,246 2,542 2438 2,631 2,555 2,618 2616 2,681 2,715 2,805

et foreign assets of the banking system 4,364 6,599 6,762 6968 7,002 7,325 7497 7644 1,766 7805 8050 7,699 B0B17 §356 8,694

Velocity 2.5 1.9 2.0 1.9 1.9 1.8 1.8 1.7 1.7 1.6 1.7 1.6 1.7 1.6 1.5

Dong velocity 34 2.8 2.6 2.7 2.5 2.6 24 Z.5 23 22 2.5 2.1 2.4 22 2.1

Maney multiplier .8 3.1 31 332 3.1 34 32 33 3.3 33 33 32 3.3 34 35

Memorandum jtems: (Changes in trillions of dong since the beginning of the year, unless otherwise indicated)

Net domestic assets of the banking system 3/ 28.0 B3 100 163 1346 243 224 349 361 10.0 11.1 20.3 313 423

Net credit to the government of the banking system s34 L5 -02 1.5 40 20 3.0 2.5 2.6 0.7 0.7 14 2.4 3.5

Credit to the state-owned enterprises from the banking system W 158 2.1 32 42 52 6.3 7.0 9.1 9.8 1.9 0 4.4 7.0 8.8

Ner official international reserves (in millions of 1.5, dollars) 885 98 65  -141 175 73 310 156 440 382 62 65 125 220 340

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

1f Currently comprising the State Bank of Vietnam (SBV), six state-owned commercial benks, and 78 nonstate-owned credit institutions.

2 Estimates at current exchange rates, unless indicated otherwise. The program exchange rate for 2001 iz I3 14,501 per U8, dollar; for 2002 it is I 15,070 per 1.5, dollar.

3/ At program menitodng exchange cates.
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Table 8. Vietnamn: Status of Key Structural Actions Under the First-Year PRGE-Supported Program

Policy Action/Conditions

Timing

Status

. Banking reform

Amend Decisions 284 to bring the criteria for loan
classification by banks in accordance with
international standards.

Make fully operational special monitoring unit to
oversee implementation of state-owned commercial
bank (SOCB) reform under the interministerial
committee for SOCB financial restructuring.

Resolve a total of D 1.4 trillion in non-performing
loans for the four large SOCBs (Vietcombank,
Incombank, Bank for Agriculture and Rural
Development, and Bank for Industry and
Development) in accordance with the terms
specified in the State Bank of Vietnam directive
with each bank.

State-owned enterprise reform

Equip the special monitoring unit in the National
Steering Committee for Enterprise Reform and
Development with enforcement power to oversee
implementation of state-owned enterprise (SOE)
reform plan.

Government approval of implementation guidelines on

SOE debt resolution and safety nets for labor
redundancies.

Exchange system liberalization
Submit a recommendation to the National Assembly

to eliminate the tax on profit remittances for foreign
invested enterprises.

Structural performance
criterion
December 2001

Suuctural benchmark
December 2001

Structural performance
criterion
March 2002

Structural benchmark
December 2001

Structural benchmark
December 2001

Structural benchmark
March 2002

Completed in
December 2G01.

Completed in
November 2001.

Completed in
Januvary 2002,

Not observed.

Mostly observed.

Not observed,
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Table 9. Vietnam: Medium-Term Macroeconomic Framework, 2000-07

(In percent of GDP, unless otherwise indicated)

2000 2001 2002 2003 2004 2005 2006 2007
Esi. Prajection
Real GDP {annual percentage change) 55 5.0 5.3 6.5 7.0 7.0 7.0 7.0
Inflation {aninnal percentage change)
fannual average) -1.7 0.2 4.1 38 33 3.0 3.0 30
{end of period) -0.6 0.8 4.0 38 3.0 3.0 30 31
GDP deflator (annual percentage change} 2.5 1.5 4.7 37 3.1 3.0 38 30
Current account balance
{inchading official transfers) 21 22 -1.9 233 -1.7 -12 -0.9 -04
(exclnding official transfers) 1.7 1.7 -2.3 -3.7 -2.1 -1.5 -1.2 -0.7
Saving-investment balance 1.7 1.7 -2.3 -37 -2.1 -13 -1.2 -0.7
Gross national saving ) 27.0 273 244 24.1 26.2 279 29.8 3.0
Gross investment 253 25.6 267 278 2813 293 31.0 K} Wi
Ciross official reserves (in roitlions of U.S. dollars) 3.0 34 38 413 4.8 5.6 8.4 T2
(in weeks of next year's imports of goods and nonfactor services) 89 9.1 9.0 9.2 9.4 9.8 102 i0.5
General governmeit budget
Total revenue and grants 211 218 208 213 21.6 21.7 21.9 220
Revenue 208 213 204 209 212 214 215 216
af which : oil rtevenue 6.7 7.0 6.5 8.1 57 58 55 54
Grants 0.5 0.4 0.4 0.4 0.4 04 0.4 0.4
Total expenditure {including onlending) 262 264 273 27.0 265 259 253 252
{exchuding onlending) 239 252 24.7 250 24.8 243 24.1 24.1
Current expenditure 1/ 163 17.0 17.0 17.7 17.3 16.8 16.5 162
of which: current reform costs 0.0 00 06 0.9 0.8 0.6 ] 0.3
Capital expenditure and onlending 3.5 54 10.3 5.3 9.2 9.1 9.0 9.0
Overall balance (excluding onlending and capital costs of reforms) 238 -3.5 -39 -39 -32 -26 -22 2.1
Overall balance (including onlending) -5.1 -4.6 6.5 -5.7 -49 -42 -3.6 -3.2
Augmented fiscal balance (including onlending and capital costs of reforms) -5.1 -4.5 -8.7 -10.2 -8.1 4.2 3.6 3.2
Broad money {annual percentage change) 39.0 285 19.9 183 16.6 14.6 13.8 129
Velocity 1.5 1.6 15 14 1.3 1.3 1.2 - 1.2
Externa!l financing gap (in millions of 1.5, dollars) 1} & 300 400 55 [ 0 1+
Deit service payments (in billions of U.S. dollars) 1.8 19 1.7 1.4 14 1.3 1.5 1.6
(in percent of exports of goods and nonfactor services) 10.5 106 8.9 7.0 59 5.0 51 50
General government debt service payments (in percent of revenue) - 4.6 7.1 7.7 8.9 9.4 104 103
External debt (in percent of GDP} 39.7 40.4 41.8 44.1 44.7 44 4 43.8 425
{in percent of exports of goods and nonfactor services) 70.2 70.0 735 748 735 714 89.0 65.6

Source: Staff estimates and projections

1/ Includes budget contigencey item.
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Table 10. Vietnam: Indicators of External Vulnerability, 1998-2002

1998 1959 2000 2001 2002

Est. May
Financial indicators
Public sector debt (in percent of GDP) 1/ 2/ 59.6 58.4 28.4 30.8
Broad money (M2: annual percentage change) 3/ 25.6 393 39.0 25.5 21.6 4/
Foreign currency deposits to broad money (in percent} 3/ 235 273 28.0 317 ELB Y
Credit to other {nonstate) sectors {annual percentage change) 3/ 10.0 258 46,9 275 28.2 4/
Foreign currency loans to credit to the economy {in percent) 3/ 26.1 21.2 20.7 18,3 10.4 4/
Net open foreign currency position of commercial banks {in percent of capital) 3/ 5/ 43.9 217 311 44.3 425 &/
External indicators
Exports (annual percentage change, in USE) 24 232 252 4.0 5.4
Imports (znnual percentage change, in USS) -1 1.1 345 2.3 39
Current account balance (in percent of GDP, including official transfers) -39 45 2.1 22
Capital account balance (in US$ billion) ¢/ 0.2 0.3 0.8 0.5
af which:
Short-term capital {net) 7/ 0.6 -1.0 -1.7 -1.2
Gross foreign dircct investment (inflows) 0.8 0.7 0.8 a9
of which: Debt and loans 0.6 0.4 0.5 0.4
Medium-znd long-term1 loans (net) 0.4 0.6 0.7 0.6
Exchange rate (per U.S. dollar, period average, + dong appreciation) 8/ 13,257 13,944 14,170 14,806 15,174 o
(annual percentage change) -13.6 -4.9 -1.8 -4.5 259
Exchange rate {dong per U.S. dollar, end of peried, + dong appreciation) 8/ 13,850 14,028 14,514 15,084 15,251 9/
(annuzl percentage change) -13.0 -1.0 3.5 -38 <11 %/
Real effcctive exchange rate (end of period, annual percentage change, + appreciation) -0.4 -3.3 2.1 1.3 2.1 1
Reserve indicators
Gross official reserves, including gold {in US$ billion) 18 2.7 3.0 3.4 i35
(in weeks of next year's imports of goods and nonfactor services) 6.8 8.1 8.5 9.1 8.3
Gross official reserves excluding banlks' foreign currency reserves at SBV (in US$ billion) 1.7 2.6 2.9 31 324
Central bank short-term foreign liabilities (in US$ billion) 0.0 0.0 0.0 0.0 0.0
Net official international reserves (in US$ billion) iz 2.1 22 2.6 264/
Gross official reserves te broad money (M2) (in percent) 23.9 23.7 19.7 183 18.3 4/
Gross official reserves to short-term external debt by remaining maturity (in percent) 222 275 223 354
Net foreign assets of commercial banks (in USS billion) 2.3 4.4 6.6 7.8 7.7 4
Debt indicators
Total external debt (in US$ billion) 2/ 20.5 204 12.0 12.5
of which: Public and publicly guarantced debt 16.2 16.6 86 9.5
Total debt to exports of goods and services (in percent) 2/ 171.3 145.5 70.2 70.0
Total debt service to exports of goods and services (in percent) 11/ 138 12.8 10.5 10.6
of which: External interest payments to exports of goods and services (in percent) 3.7 3.0 2.9 2.4
Total short-teym external debt by remaining mamrity (in US3 billion) 0.8 1.0 14 1.0
Total short-term external debt by remaining maturity to total debt (in percent) 39 4.8 113 7.7
Financial market indicators
He Chi Minh City Stock Exchange Composite Index (end of period, July 2000 = 100) 207 235 207
Number of listed companies 5 12 17

Sources: Viemamese authorities; and Fund staff estimates and projections.

1/ Excludes domestic debt and unguaranieed external debt of state-swned enterprises.
3/ Restructuring of nenconvertible Russian debt was concluded in Seprember 2000.
3 Starting in 2000, based on expanded monetary survey (currently comprising the State Bank of Vietnam (SBV) and 84 credit institutions); for previous perio
based on original monetary survey (SBY and 28 credit institutions).
4/ As of end-March.
5/ Foreign and foreign curtency denominated assels minus foreign and foreign currency denominated liabilities.
6/ Excludes errors and omissions.
7/ Includes net extcrnal position of banking system and portfolio investment,
8/ Official mid-rate, which comprises the previous day's average interbank buying and selling rates,
9/ Year-to-date. i
10/ March 2002.
11/ Accrual basis.
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Table 11. Vietnam: Conditions for Release of the World Bank's PRSC Second Tranche 1/

Policy Action/Conditions Timing

State-owned enterprise reform May 2002

1. Streamline the equitization process: to expand capital and security markets, to remove existing
ceilings on shareholdings by individuals and legal entities in equitized SOEs, to improve transparency
of the process, and to move responsibility for issuing, selling, and registering shares out of individual
SOE's management.

2. Complete major equitizations (i.e., selling more than 65 percent of shares to non-state shareholders and
having no dominant or special state shares), sale under Decree No. 103-199-ND-CP of September 10,
1999 on Transfer, Sale, Management Contract and Lease of State Enterprises, or liquidation of at least
200 SOEs, with the equitized and sold SOEs operating and existing under the Enterprise Law.

3. Complete minor equitizations (i.e., sales of shares with the State having dominant or special shares)
of at least 200 SOEs, with the equitized SOEs operating and existing under the Enterprise Law.

4. Modify the design of the fund established to finance the social safety net for SOE workers, put the fund as
modified into operation with dedicated staff in adequate numbers, and complete a review and written
report on the disbursement performance of the fund.

Banking reform May 2002

5. Adopt restructuring plans for four SOCBs (VCB, BARD, BIDV, and ICB) in accordance with the key
principles of State Bank of Vietnam's (SBV) SOCB restructuring framework, and achieve the first year
milestones in the said restrocturing plan.

6. Close nine joint-stock banks (JSBs) under SBV intervention and ensure compliance of all remaining
JISBs with existing regulations.

7. Amend Decision Nao. 284/2000/QD-NHNN1 of August 25, 2000 Issuing Regulation on Lending to
Clients of Credit Institutions to bring criteria for loan ¢lassification by banks in accordance with
international practice, and initiate implementation of revised criteria for classification of non-performing
loans as weli as for their provisioning.

8. Complete audits of financial statements for the 2000 fiscal year of VCB, BARD, BIDV, and ICB in
accordance with international auditing and accounting standards by international auditors acceptable
to the Association {IDAT and furnish said audits to the Association.

1/ For more details, see the World Bank's Repor: and Recommendations of the President of the International
Development Association to the Executive Directors on a Proposed PRSC of SDR 197.2 Million to the Socialist Republic

of Vietnam (Report No: P-7446-VN; 4/23/01).
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Vietnam —Fund Relations
(As of April 30, 2002)

ANNEX I

L Membership Status: Joined: 09/21/1956; Article XIV
IL General Resources Account: SDR Million Percent Quota
Quota 329.10 100.00
Fund Holdings of Currency 337.15 102.45
Reserve position in Fund 0.01 0.00
IIi  SDR Department: SDR Million Percent Allocation
Net cumulative allocation 47.66 100.00
Holdings 9.20 19.30
IV.  Outstanding Purchases and Loans: SDR Million Percent Quota
STF 8.05 2.45
ESAF/PRGF arrangements 270.04 82.05
V. Financial Arrangements:
Approval Expiration =~ Amount Approved  Amount Drawn
Type Date Date _(SDR Million) (SDR Million)
PRGF 04/13/2001 04/12/2004 290.00 82.80 '
ESAF 11/11/19%94 11/10/1997 362.40 241.60
Stand-by 10/06/1993 11/11/1994 145.00 108.80

VI.  Projected Obligations to Fund (in SDR Million; based on existing use of resources and
present holdings of SDRs):

Overdue Forthcoming
04/30/2002 2002 2003 2004 2005 2006
Principal 0.0 393 52.3 49.3 36.2 22.3
Charges/Interest 0.0 2.1 2.1 1.7 1.5 1.3
Total 0.0 41.4 54.4 51.0 37.7 23.6

VII. Safeguards Assessment:

Under the Fund’s safeguards assessment policy, the State Bank of Vietnam (SBV) is subject
to a full Stage One safeguards assessment with respect to the PRGF arrangement, which was
approved on April 13, 2001, and is scheduled to expire on April 12, 2004. A Stage One safeguards
assessment of the SBV was completed on September 26, 2001. The assessment concluded that high
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risks may exist in all the areas under the safeguards framework and recommended an on-site
assessment upon completion of the first time external audit of the SBV.

VIII. Exchange Rate Arrangement and Exchange Restrictions:

On February 25, 1999 the State Bank of Vietnam (SBV) revised the operation of the
interbank foreign exchange market. Under this de facto managed floating regime, the SBV allows
interbank foreign exchange market rates to depreciate by a maximum of 0.1 percent a day from the
previous day’s average interbank market rate.

Exchange measures subject to the approval under Article VIII are: (i) a multiple currency
practice arising from the tax on profit remittances by foreign investors; and (ii) a restriction arising
from the limits on the availability of foreign exchange for payments for imports of certain
commodities.

IX. Article IV and XTIV Consultations:

Vietnam is on a 12-month consultation cycle. The Executive Board concluded the 2001
Article IV (EBS/01/184; SM/01/334; and SUR/01/122) on November 21, 2001. It concluded the
2001 Article XIV consultation on November 21, 2001 (EBS/01/184) and adopted the following
decision:

Vietnam continues to maintain restrictions on the making of payments and transfers for
current international transactions under the transitional arrangements of Article XIV, Section 2, The
restrictions consist of limits on the availability of foreign exchange for certain invisible payments.
The Fund encourages Vietnam to eliminate these restrictions as soon as circumstances permit.

X. Technical Assistance:

Missions:

. State-owned commercial bank (SOCB) restructuring (MAE), November—December 2001,
March~April 2002, and May-June 2002.

. National income accounts statistics {STA) November-December 2001

. SOCB restructuring and foreign reserve management (MAE), Augusi-September 2001.

. Tax policy and administration reform (FAD), August 2001 and February—March 2002
. Multisector statistics/GDDS (STA), July 2001.
. SOCB restructuring (MAE), June 2001.

. Liquidity management and open market operations (MAE}, August 2000.
. Participation in Public Expenditure Review (FAD/APD), January 2000.

. Monetary and exchange operations and markets (MAE), November 1999,
. Tariff policy and customs administration reform (FAD) May 1999.

. State-owned enterprise reform (World Bank/APD), April 1999.
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. Bank restructuring, banking supervision, and monetary and exchange reforms (MAE),
March 1999.

. Bank insolvency law reform (LEG), March 1999,

. Tax policy (FAD), December 1998,

. Banking system restructuring (World Bank/APD), October 1998.

. Fiscal transparency (FAD), September 1998.

. Banking system soundness, monetary and foreign exchange operations, banking supervision,

: and central bank accounting and auditing (MAE/APD), April-May 1998,

. Money and banking statistics (STA), February—March 1998.

Resident Advisor:
’ Tax computerization (FAD) through April 1998.
XL  Resident Representatives:

Mrs. Susan Adams has been the Senior Resident Representative since August 2001,
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Vietnam—Relations With the World Bank Group

The World Bank resumed lending to Vietnam in 1993 and opened a resident mission in
Hanoi in 1994. During FY 1994-2002 (as of end-April), the IDA approved 34 projects
totaling US$3.4 billion, of which about US$1.6 billion has been disbursed.’

The Country Assistance Strategy (CAS) for Vietnam, which was endorsed by the Board in
September 1998, proposed an expanded program of IDA support for FY 1999-2002, which
was justified on the basis of Vietnam’s development needs, effective use of IDA resources,
growing absorptive capacity, and special needs associated with the East Asian crisis. The
CAS focused on the twin imperatives of restoring the momentum of growth and deepening
the quality of development. To reach these goals, the government announced a program of
action, and the CAS was designed around this program. Under the CAS, the World Bank also
proposed changes to its way of doing business in Vietnam, including investing in operational
partnerships and deepening the poverty focus. The Board discussed the CAS Progress Report
for Vietnam in October 2001 and confirmed that the sirategy Iaid out in the original CAS
remained the right one, with its implementation largely on track.

The original CAS noted the risks of Vietnam not being able to return to the high growth path
of recent years. It indicated the need to accelerate reforms and focus more attention on the
social cost of macroeconomic and structural policies, and called for a well-positioned and
flexible Bank Group program to be able to respond quickly in the event that risks
materialized. To help address such risks, the Bank Group launched a major program of
advisory and technical assistance in the key areas of banking, state-owned enterprise (SOE),
public expenditure management, private sector, and trade reforms, including measures to
mitigate the social cost of reform, and has been assisting the government in designing and
implementing the reform programs, together with the Fund. The Bank Group is currently
preparing a new CAS that would cover its program of IDA support for FY 2003--06, and that
would be built on the PRSP (which is called CPRGS in Vietnam).

The Bank’s Board approved a two-year Poverty Reduction and Support Credit (PRSC) for
US$250 million in June 2001, Overall, the progress on implementation of the PRSC reform
program has been good. The second tranche of US$150 million is currently expected to be
released sometime in August, slightly later than originally scheduled. Policy measures in the
trade and public expenditure management areas are well on track, and those in banking and
the private sector broadly on track, although recent signs point to difficulties in some aspects
of the restructuring of state-owned-commercial banks. The implementation of SOE reform
still remains behind schedule, but has accelerated in recent months.

Vietnam is current in its debt service payments to the Bank as of end-April 2002.
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World Bank Financial Operations'
(In millions of U.S. dollars)

1996 1997 1998 1999 2000 2001 20027

Commlitments 502 349 395 308 286 629 168
Disbursements 34 250 238 207 156 160 291
Of which: program loans 0 60 34 0 0 0 100
Debt service 2 4 5 7 8 10 12
Debt outstanding 257 507 745 952 1,108 1,268 1,560

Source: World Bank staff estimates,

1/ Fiscal year ending June 30.
2/ As of April 30, 2002.



-45 - ANNEXIII

Vietham—Relations With the Asian Development Bank

The Asian Development Bank (AsDB) resumed its operations in Vietnam in October 1993.
The new Country Strategy and Program (CSP), endorsed in January 2002, proposes a focus
on four pillars to align AsDB operations in Vietnam to the overarching objective of poverty
reduction: (i) sustainable growth through rural development and private sector development,
with a focus on small and medium enterprise development; (it) inclusive social development,
by mainstreaming poverty, gender, and ethnic dimensions in AsDB operations, with an
emphasis on human capital development through secondary education and health; (iii) good
governance, with special emphasis on public administration and civil service reform; and
(iv) geographic focus on the impoverished central region.

From October 1993 to April 2002, the AsDB approved 34 loans totaling about US$2.2 billion
from the concessional Asian Development Fund (ADF) and US$40 million from Ordinary
Capital Resources (OCR). Disbursements in 2001 totaled US$176 million, and in the first
four months of 2002, US$37 million. Since December 1998, Vietnam has been classified as a
B-1 country by the AsDB, which makes it eligible to supplement borrowing at ADF terms
with limited amounts of borrowing at nonconcessional OCR terms. Loans have been
provided for (1) rehabilitating physical infrastructure in the agricultural, energy, and transport
sectors; (ii) financial sector and state-owned enterprise (SOE) reforms and corporate
governance; and (iii) social, environmental, and cross-cutting concerns. In addition, the
AsDB has extended technical assistance amounting to US$83 million for 120 projects.

Support for policy and structural reforms to improve public sector efficiency and to
encourage the development of the private sector is a vital component of AsDB operations in
Vietnam, So far, the AsDB has approved three policy-based program loans in the agricultural
sector (US$80 million in 1994), the financial sector (US$90 million in 1996), and for SOE
reform and corporate governance (US$100 million in 1999, of which US$40 million was
from OCR). In addition to program lending, policy dialogue is an important feature in all of
the AsDB’s loan projects in Vietnam. This includes support for increased efficiency of state-
owned utilities through reforming their rate structure and other measures to increase cost
recovery and to strengthen financial management, policy analysis, and planning.

The AsDB has been reorganized as of January 2002, and Vietnam now belongs to the
Mekong Department, along with Cambodia, Laos, Myanmar, and Thailand. The resident
mission has been strengthened and has been performing programming functions. During the
past year, the AsDB has helped the government organize regional consultations and analyze
Vietnam'’s achievements against development targets in the areas of health and governance as
part of the process of formulating the national poverty reduction and growth strategy. AsDB
and Fund staff work closely together to support the process of economic reforms in Vietnam.
AsDB staff participate in Fund missions, exchange information, and consult on policy
matiers. The resident missions of the two institutions also cooperate closely.
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Table 1. Vietnam: AsDB Loans by Sector, October 1993-April 2002
(In millions of U.S. dollars)

Sector Number Net Amount
Lending 34 2,232.7
Agriculture and agro-industry 12 697.4
~ Social infrastructure 10 570.3
Transportation and communication 7 595.0
Finance and industry 3 190.0
Energy 2 180.0
Technical assistance 120 g3.1
Advisory and operational purposes 91 61.0
Project preparation 29 22.1

Source: AsDB.

Table 2. Vietnam: AsDB Loan Approvals and Disbursements, 1997-2002
' (In millicns of U.S. dollars)

1997 1998 1999 2000 2001 2002}

Loan approvals” 359.6 2840 2200 1885  243.1 --
Loan disbursements 1493 1278 1912 2189 1762 37.4

Undisbursed balance at the
beginning of the year 004.4 7428 804.9 970.7 895.9 879.4

Memorandum item:
Technical assistance approvals 9.3 5.9 10.3 9.1 7.7 1.1

Source: AsDB,

1/ As of April 30, 2002.
2/ For 1999, includes the Vietnam component of Greater Mekong Subregion: East-West
Corridor.
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Vietnam—Medium-Term Balance of Payments

The medium-term balance of payments projections for 2002-07 are based on a reform scenario
that envisages a continuation of macroeconomic stability and steady structural reforms. The
following specific assumptions are used:

Merchandise trade: Overall exports declined by an estimated 5 percent in the first five months
of 2002 but were up by an estimated 4 percent in April and May 2002 compared with the same
period last year. If the global economy continues to recover, overall exports are expected to
grow at 4 percent in 2002, the same as in 2001. However, over the medium term (2003-07),
exports in U.S. dollar terms are still projected to grow by an average of 12 percent a year, with
non-oil exports growing at an average of about 14 percent, reflecting a recovery in the world
economy and the impact of the bilateral trade agreement with the United States {USBTA)
(which was ratified by the U.S. Congress and the National Assembly of Vietnam in December
2001). The USBTA is expected to result in a significant expansion of export markets for
garments and footwear, seafood, and electronics. Exports to the U.S. grew by 35 percent in the
first quarter of 2002 compared with the same period last year. In addition, the recent emphasis
on accelerating accession to the WTO and the beginning of talks on a bilateral basis with trading
partners could also help to boost exports. Imports are projected to increase in 200203 mainly
on account of large investments in cil and gas and power projects approved last year. Thereafter,
imports are expected to increase in line with projected nominal GDP growth. Trade reform
envisaged during this peried would also likely contribute to import growth.

Services and transfers: Nonfactor service payments are projected to move broadly in line with
merchandise imports, while receipts are expected to increase in part reflecting a steady
improvement in tourism and a moderate rise in interest receipts in line with the level of foreign
exchange reserves. Factor service payments will remain large, linked primarily to FDI-related
loans and to equity inflows. The overall services balance is therefore expected to worsen in the
next few years compared with recent years. Both official and private transfers are assumed to
increase slightly over the same period.

The current account deficit is projected to be in the range of US$0.5-1.0 billion over the
medium term, or 2-3 percent of GDP, which is judged to be broadly financeable.

Medium- and long-term loans: ODA disbursements have been lower than expected in 2001,
and are now projected to remain subdued in 2002-03. As economic activity and financial
conditions in donor countries regain strength, ODA flows are projected to start increasing
moderately from 2004 onwards. In light of the more posifive market sentiment toward Vietham
and given the need for capital for investment, the government is planning a sovereign bond issue
in the second half of 2002. As access to capital market improves, over the medium term,
commercial borrowing is expected to increase gradually, including government-guaranteed debt
for some core infrastructure projects.

Foreign direct investment: FDI disbursements are expected to peak in 2002-03 at
US$1.5 billion (about 5 percent of GDP), reflecting the completion of a US$1.4 billion oil and
gas sector project with a consortium led by BP-Amoco and two other projects totaling some
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US$1 billion. Assuming an improvement in the investment climate and a recovery in East Asia
starting in the latter half of 2002, FDI disbursements are projected to average US$1.3 billion
over the medium term, above the depressed levels seen in the last three years. In particular, the
recent ratification of the USBTA is likely to have a positive impact on FDI as more U.S. firms
enter Vietnam. Under the USBTA, U.S. firms can enter the market {(and own 100 percent
equity) for a range of technical services immediately, including in legal, accounting, computer-
related, and construction activities, and can form joint ventures in other areas, including
banking. In addition, if the pace of structural reforms improves, especially in the SOE sector as
envisaged, and the authorities continue to liberalize the trade and exchange rate system and
eliminate the foreign exchange surrender requirement, FDI could be larger, as several sectors
including agriculture, garments and textile, and fisheries could yet benefit. The government is
also actively trying to attract FDI, through further streamlining of investment procedures.

Short-term capital flows and reserves: Short-term capital movements are related mainly to the
change in commercial banks’ net foreign asset position, which is assumed to decline gradually
over the medium term, reflecting a portfolio shift in favor of domestic assets as confidence
grows. No other changes in short-term capital flows are projected. Gross official reserves are
expected to increase by about US§400 million to US$3.8 billion by end-2002 or 9 weeks of
projected imports, reflecting the relatively adverse external environment, but to gradually
increase thereafier to reach 102 weeks of imports by 2007.

Financing gaps: On the basis of these projections, the financing gap is projected to total
US$0.8 billion during 2002-04, which would be filled mainly by multilaterals, including the
Fund (PRGF), the World Bank (PRSC), and the AsDB and seme bilateral official creditors.

Debt service indicators: Vietnam’s total external debt at end-2001 is estimated at

US$12.5 billion (40 percent of GDP), of which public external debt amounted to an estimated
US$9.5 billion.' The stock of private sector debt mainly reflects loans to foreign invested
enterprises extended by their parent companies, as Vietnam does not have any market access.
Government borrowing is principally in the form of ODA Joans. Thus, Vietnam’s overall debt
service is estimated at only 9 percent of exports of goods and nonfactor services (GNES)

in 2002.

Over the medium to long term, with exports expected to grow at an average of 12 percent and
assuming that Vietnam continues to benefit from FDI and concessional loans with very limited
nonconcessional borrowing, external debt service would fall to under 6 percent of exports of
GNFS by 2008-09 and further decline thereafter. The NPV of total external debt to exports
would fall in the range of 40—60 percent.

! Vietnam concluded a rescheduling agreement with Russia in September 2000, whereby
Vietnam’s debt to Russia was reduced by about 85 percent, based on an upfront discount of
70 percent and Naples treatment {50 percent NPV reduction) on the remaining amounts. As a
result, the total remaining debt ocutstanding is US$1.7 billion, payable over 23 years, with a
grace period of six years and an interest rate in the range of 5 percent.
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Vietnam—Summary of Poverty Profile and the Comprehensive Poverty
Reduction and Growth Strategy (CPRGS)

Despite considerable gains in the last decade, poverty remains widespread and deep, and
many of the gains remain fragile. Vietnam is still one of the poorest countries in East Asia,
with a per capita GDP of only US$393 in 2001, about one-third the regional average. The
most salient trends in Vietnam’s poverty profile can be summarized as follows:*

+ Poverty has declined considerably in recent years. The share of persons living below
the poverty line fell from 58 percent in 1992/93 to 37 percent in 1997/98 and is estimated
at 32 percent in 2000°. The share of persons below the “food poverty line” also declined
significantly from 25 percent in 1992/93 to 15 percent and 13 percent respectively.4

« Poverty is mainly concentrated in rural areas. Over 90 percent of poor households live
in rural areas; 45 percent of the rural population was living below the poverty line
in 1997/98, compared with 10 percent of the urban population,” Currently, around
25 million peopie (60 percent of the labor force} are underemployed in rural areas.

« Poverty has declined in all seven regions of Vietnam, but cross-regional inequalities
have increased. Poverty is particularly high in the mountainous areas and those with
large ethnic minorities. Three regions now account for 70 percent of poverty: Northern
Uplands, North Central Coast, and Mekong Delta.® While incomes in the Mekong Delta

> These findings are based on the 1992/93 and 1997/98 Vietnam Living Standards Surveys
conducted by the General Statistics Office with assistance from the UNDP, SIDA, and World
Bank (covering 4,800 and 6,000 households, respectively), and the joint government, donor,
and NGO reports titled Vietnam Development Report 2000: Attacking Poverty (1999) and
Vietnam Development Report 2001: Vietnam 2010; Entering the 21¥ Century (2000). They
are also reflected in the government’s Comprehensive Poverty Reduction and Growth
Strategy Paper (CPRGS).

? Estimates for 2000 were obtained by augmenting the 1997/98 Living Standards Survey by
participatory poverty assessments (see CPRGS).

* Defined as the cost of obtaining the daily food equivalent of 2,100 keal.

3 The latest living standard survey excluded migrants without a permanent residency permit
and therefore likely underestimated urban poverty. Adjusting for unregistered urban
migrants, the World Bank estimates the incidence of urban poverty was in the range of
10-15 percent in 1998.

8 Based on new national poverty line, which is defined at different levels for specific areas,
these three regions would account for 56 percent of all poor households in 2000.
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grew only by 18 percent, they advanced by 78 percent in the Southeast (mainly
comprising Ho Chi Minh City) between 1992/93 and 1997/98.

+ Inequality has risen, but is still modest by international standards. Based on
the 1997/98 Vietnam Living Standards Survey and augmented data, the gap between the
richest and poorest quintiles increased from a factor of 7.3 in 1996 to 8.9 in 1999.

» Vulnerability to shocks is high, as many households live barely above the poverty
line. As a result, each year on average 1-1.2 million persons need emergency relief due
to natural calamities.

» School enrollment rates have increased significantly for both male and female
students. Between 1992/93 and 1997/98, net primary school enrollment rates went up
from 87 to 92 percent for girls and from §6 to 93 percent for boys. Net lower secondary
enrollment rates doubled for both girls (to 61 percent) and boys (to 62 percent), and net
upper secondary enrollment rates quadrupled—for girls from 6 to 27 percent and for boys
from 8 to 30 percent.

» As a result, relatively kigh education standards have been farther improved.
Between 1992/93 and 1997/98 literacy rates increased on all fronts, but particularly in
rural areas, from 85 fo 88 percent, and for the female population, from 82 to 86 percent.
By comparison, urban literacy went up from 93 to 94 percent, and male literacy from 91
to 94 percent during the same period.

Vietnam’s CPRGS is based on its ten-year Socio-Economic Development Strategy for
2001-10. The CPRGS sets out three broad objectives: high growth through a transition to a
market economy; an equitable, socially inclusive, and sustainable pattern of growth; and
adoption of a modern public administration, and legal and governance system. The CPRGS
identifies achieving fair and equitable growth, in particular between rural and urban areas,
and reducing the vulnerability of the poor including ethnic minorities as key imperatives. As
growth from agricultural diversification is reaching its limit, the challenges ahead are in
accelerating the creation of rural nonfarm and urban employment opportunities, with small-
and medium-scale enterprises playing a significant role.

Preparation of the CPRGS began in June 2001, led by the Ministry of Planning and
Investment in a 56-member team from 18 line ministries. It has been prepared in a
participatory way, based on consultations with poor people, with local government officials
from all 61 provinces, mass organizations, NGOs, and the donor community. The diagnostic
work draws on household surveys and participatory poverty assessments (PPAs) on the
nature and causes of poverty. Consultations with more than 1,800 poor people on the draft
strategy were undertaken in 6 sites across the country (Lao Cai, Ha Tinh, Tra Vinh, Ho Chi
Minh City, Quang Tri, and Vinh Long). These were facilitated by international NGOs and
the World Bank. Reports from these consultations were fed into four provincial workshops
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(held in Tuyen Quang, Quang Binh, Can Tho, and Ho Chi Minh City) that brought together
more than S00 local and central government participants and donors and NGOs. Four rounds
of workshops were held in Hanoi to solicit inputs from donors, NGOs, researchers and
academics, mass organizations, and government agencies.

Goals and monitoring. The CPRGS has used localized Millennium Development Goals
(MDGs) to develop a system of indicators to monitor progress in implementation. Although
the MDGs are consistent with Vietnam’s poverty goals, the exact targets are, in many cases,
not appropriate for Vietnam, in part because many have already been reached. The Poverty
Task Force (PTF), which is a coalition of Government, donors, and NGOs, helped Vietnam
localize the MDGs, and propoesed indicators which could set the framework for monitoring
progress in the implementation. Based on this work, the CPRGS has set goals in the
following areas: eradicating poverty and hunger, reducing vulnerability and providing social
protection, promoting ethnic minority development, reaching gender equality and the
empowerment of women, ensuring environmental sustainability, providing guality basic
education for all, improving health status and reducing inequalities, enhancing access to basic
infrastructure, and ensuring good governance for poverty reduction.

The following key targets have been set for the period 2001-10:

reduce overall poverty according to the international poverty line by two-fifths;

» reduce food poverty according to the international poverty line by three-fourths;

« reduce vulnerability by raising the average income of the poorest quintile by 190 percent,
- reduce by half the rate of poor people falling back into poverty due to natural disasters
and other risks, improve the efficiency of the social safety net; and

+ create 1.4-1.5 million jobs per annum and increase the share of women in the total job
creation to 40 percent by 2005 and 50 percent by 2010.
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Vietnam--Statistical Issues

The reliability and coverage of macroeconomic statistics are limited. The methodology for
compilation and dissemination of these statistics continues to need substantial improvement, so
that data properly reflect economic developments and aid policy formulation, implementation,
and monitoring. The authorities are cooperating with the Fund, but work is hampered in scme
areas by the lack of authorization to release data. Vietnam has few official statistical publications
that provide coverage beyond the real sector. A Vietnam page was introduced in the GFS
Yearbook in 1999 and in IFS in 2001.

Despite these shortcomings, Fund technical assistance has contributed to improvements in a
number of statistical areas. Most recently, a STA multisector statistics/General Data
Dissemination System (GDDS) mission in July 2001 reviewed statistical practices and
developments in the areas of national accounts, prices, external trade, fiscal, monetary, balance
of payments, and sociodemographic data. It found a number of deficiencies and recommended
improvements in an action plan. A follow up STA mission took place in December 2001 to begin
to address weaknesses in national accounts statistics (discussed below). The mission agreed on a
program to improve national accounts and price statistics, which will be supported by a STA
peripatetic expert.

National accounts

The General Statistical Office (GSO) provides quarterly and annual data on gross domestic
product (GDP) by type of economic activity and by expenditure (both in current and constant
prices), and monthly and annual data on external trade, industrial output, agricultural production,
retail sales, and prices. While the methodology for producing national accounts is broadly
consistent with the System of National Accounts 1993, the compilation process suffers from poor
data collection practices and a lack of coordination and communication between data collection

agencies.

Estimates of GDP by expenditure have been produced since 1998, but they are in highly
aggregated form, and further work is needed to develop a set of expenditure deflators. Although
coverage has been broadened recently, the available evidence suggests that the level of GDP may
be understated in the official statistics, and that the authorities need to focus on improving data
collection from the nonstate sector (including informal sector activity), which remains quite
weak. In addition, much data on national accounts are compiled before the end of the reference
period, requiring data providers to resort to forecasting data in the remaining period in order to
derive relevant estimates.

Prices
The GSO has compiled and published a monthly consumer price index (CPI} in line with

international standards since January 1996. The new series was phased in over a two-year period
and is now reported with minimal lags. Effective July 2001, the GSO changed the CPI to reflect
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a larger nonfood weight and broader consumption basket. The introduction of a producer price
index was planned in late 2001, but has been delayed for technical reasons. Trade price indices
are also compiled, but are not used in the national accounts by the GSO because the sample size
1s deemed too small.

Government finance statistics

The Ministry of Finance’s (MoF) State Budget Department produces provisional monthly,
quarterly, and annual fiscal data on government operations shortly after the end of the reference
period; final data for the fiscal (calendar) year are produced after an extended delay of about six
months. These data reflect the consolidated operations of the state budget, which covers all four
levels of government: central, provincial, district, and commune. They exclude data on quasi-
fiscal activities of SOEs and extrabudgetary funds, among which are the Social Security Fund,
Enterprise Restructuring Fund, National Development Support Fund, Export Support Fund, and
Sinking Fund (for repayment of onlent funds}, for which no regularly reported data are currently
compiled.

The time of recording data is mainly on a cash basis for final annual data, but varies for
provisional data depending on their source. As a result, government financing data, in particular
domestic bank financing, cannot be reconciled as reported in the fiscal and monetary accounts.
Like the national accounts, provisional data are compiled before the end of the reference period
and thus involve a forecasted component. The quarterly data are only revised when data are
compiled for the same quarter of the following year. The MoF’s External Finance Department
maintains a centralized record of all general government external debt. The MoF, with support
from the UNDP, aims to strengthen the external debt management system, particularly the
recording of disbursements and multiple currency loans.

Despite these shortcomings, the authorities have made progress in a number of other areas
related to fiscal transparency, including implementation of an improved budget management law
and adoption of a GFS-consistent budget classification at all levels of government. The
authorities published for the first time in late 1998 the fiscal outturn for 1997 and the approved
budget for 1999, although both in highly aggregated form. Starting in late 2001, the MoF began
posting annual budget outturns and plans on its external website, including by major revenue and
expenditure items. However, considerable actions remain to be taken to improve the coverage of
fiscal data as recommended in the 1998 Bank-Fund report on fiscal transparency, the 2000
Public Expenditure Review, and, most recently, the STA multisector statistics mission.

In this context, the government continues to work toward gazetteing and publishing the annual
national budget, as well as having commune-level budgets, implementing the GFS-based
functional budget classification system, initiating work on revising government accounting
standards, and introducing an integrated financial management system (IFMS) for improving
treasury management and fiscal reporting. The STA mission found that the functional
classification had not yet been fully aligned with internationally recognized classification
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standards, which might hamper formulation, execution, and monitoring of fiscal policy. The
IFMS will allow a detailed classification of provisional budget data (as well as final accounts). In
addition, it will incorporate data on extrabudgetary funds into the Treasury database.

Monetary and financial statistics

The State Bank of Vietnam (SBV) regularly reports monetary and financial data to the Fund,
including: (i) the monetary survey and the central bank balance sheet (both on a monthly basis
and typically with a six-week lag); (ii) detailed consclidated balance sheets (“derivation tables™)
for six state-owned and 78 nonstate deposit money banks and individual balance sheets for the
four large state-owned commetrcial banks (SOCBs) (since the beginning of 2001 on a monthly
basis and typically with an eight-week lag); and (iii) deposit and lending rates of the large
SOCBs {on a monthly basis and for various maturities). Data on foreign reserves (gross and net
official international reserves and net foreign assets of the banking system) are derived from the
monetary survey. In addition, under the PRGF-supported program, data on official reserves are
reported to the Fund at mid- and end-month with a 10-day lag.

In January 1999, the SBV and commercial banks began implementing new charts of accounts for
compiling money and banking data, developed with STA assistance. The new charts of accounts
were formally adopted in April 1999. However, they do not adequately sectorize credit for
monetary programming purposes, in particular failing to distinguish between bank credit to state-
owned enterprises (SOEs) and to other nonstate sectors of the economy. Therefore, in addition to
its regular monthly reports, the SBV has designed a new monthly report form for the four large
SOCBs for submitting sectorized credit data to the central bank. For program monitoring
purposes, bank credit to the SOEs is being estimated based on a combination of these statistical
reports and estimates for the other credit institutions. Given the SOCBs dominance in bank
lending to SOEs, the overall margin of error of these estimates is believed to be below 5 percent.
However, the recent STA mission encouraged the SBYV to develop a reporting scheme for a
comprehensive breakdown of banks’ credit to the economy by borrowing sectors, subsectors, and
ownership of enterprises. '

External sector statistics

The SBV compiles quarterly and annual balance of payments (BOP) data with a one- to two-
month lag. Since 1995, monthly and annual trade data have been compiled using customs
reports, but the coverage and accuracy of these data need to be improved. In particular, the
commodity breakdown of a large share of monthly reported exports (approximately 30 percent)
is unknown. Published trade data, however, contain a number of adjustments to the customs
reports, which have been difficult to reconcile, as the staff is only provided data at a relatively
high level of aggregation. Data on invisibles continue to be based largely on banking records,
which provide incomplete coverage and identification of the types of transactions. Improvements
in BOP statistics also continue to be hampered by interagency coordination problems, in
particular foreign direct investment (FDI).
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Data on FDI are now compiled by the SBV based on quarterly and semi-annual survey reports
received from foreign-invested enterprises operating in Vietnam and supplemented by reports
from SBV branches. The Ministry of Planning and Investment (MPY) also collects administrative
data on FDIL. However, at the September 2000 ASEAN Workshop on Improving the Quality of
FDI Data, the Vietnamese authorities indicated that problems persisted with the survey response
rate, as not all FDI enterprises were providing the requested information. Moreover, the recent
STA mission noted that no effort was made to distinguish head office and other nonresident
liabilities in the reported data.

Data on contracting commercial debt (namely by SOEs and privately owned firms) are
maintained by the SBV. Some loans are reported only after an extended delay, and the reporting
of disbursements and repayments remains poor. Data on contracting, disbursement, and service
of official debt are maintained by the MoF. The MPI also reports the loan obligations of foreign
investors. The STA mission found that the overlapping responsibility for debt statistics has at
times resulted in some deficiencies in coverage, including the lack of monitoring certain leasing
arrangements (e.g., for aircraft).

Vietnam recently provided more complete quarterly balance of payments data for the period
through Q4 2000, which were published in the January 2002 issue of the IFS.



Vietnam: Core Statistical Indicators®
{As of May 31, 2002)

Central C . ¢ Overall
Exchange | International | Reserve/ bank Broad | Interest | -OPSUMCT ] Exports/ | -WITER ver Gpp/Gnp | External
rates reserves base balance | money | rafes pnice Imports | account | government debt
money sheet index balance balance
Date of latest | 0 502 | 20021 | 200201 | 2002Q1 | 2001
observation 31/02 5/10/02 3/02 3/02 3/02 3/02 5/ Q Q Q
Date received 5/31/02 5120/02 5/02 5102 5/02 4102 5/02 5/02 5/02 5/02 3/02 3/02
Frequency of .
data D Bi-weekly M M M M M M Q Q Q 0
Frequency of - A
reporting D Bi-weekly M M M M [\Y%) M Q Q Q
Source of data C/AY A A A A A A A A A A A
Mode of
epciting E E E E E C C C C E C v
Conlidentiality C B B B B C C C B C C B
Frequency of
B N N N A 0O M M A A Q N

Publication

1/ The codes are as given below:
Frequency of data and reporting: D-daily, M-monthly, Q-quarterly, A-annual, O-irregular {when changed).
Source of data: A-direct reporting by the authorities, C-commercial electronic data provider, N-official publication.

Mode of reporting: E-electronic data transfer, C-cable or facsimile, V-irregularly in conjunction with staft visits.

Confidentiality: A-staff only, B-staff and Board, C-public.

Frequency of publication: I3-daily, M-monthly, Q-quarterly, A-annual, O-irregular, N-not published.

2/ Initial source is commercial electronic data provider, which is later verified by direct reporting by the authorities.

_gg_

IA XHINNV
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Vietnam: Social and Demographic Indicators

ANNEX VII

Same Region/
Unit of 1985 1993 1908 2001 Income Group
Indicator Measure Prel East Low-
Est I/ Asia Income
Poverty
Upper poverty line 2/ Thoeusand dong 1,160 1,790
Percant of population living below 38 37 3z
Food poverty line 2/ Thousand dong 750 1,287
Percent of population living below 25 13 13
GDP per capita .5, dollars 196 361 393 1,032 427
Access to safe water: total Percent of population 26 39
Urban Percent of population a0 75
Rural Percent of population 17 9
Access to health care 3/ Percent of population 75 93 97
Health
Mortality
Infant mortality Per thousand live births &3 42 29 23 35 77
Under 5 mortality Per thousand live births 105 55 40 44 116
Immunization
Meagies Percent of age group 19 93 96 B3 84
DPT Percent of age group 42 91 95 g2 7
Child malnutrition (under 53 Percent of age group 52 51 34 34 12
Maternal mortality rate Per 100,000 live births 110 10d
Population per physician Persons 4,061 2,428 2,198 905
Papulation per nurse Persons 1,245 723 785
Population per hospital bed Persons 271 355 377 334
Human resources
Population Millions 59.9 69.2 75.5 787 1,837 2,417
Age dependency ratio Ratio 0.81 0.74 0.67 . 0.51 072
Urban Percent of population 19.6 19.3 22.8 23.0 34,5 314
Population growth ate Annual percent 2.2 1.7 1.7 1.4 1.1 1.9
Urban Annual percent 24 34 53 3.0 2.8 3.4
Life expectancy Years 62 67 68 69 69 59
Female edvantage Years 13 4.5 4.8 3.5 2.2
Total fertility rate Births per woman 4.6 33 24 2.1 3.7
Labor force (15-64) Millicns 28.8 36.2 9.1 1,03% 1,090
Fernale Percent of Inbor force 49 49 49 44 I8
Natural resources
Area Thousands sq. km. 323 323 325 325 16,385 33,008
Density Persons per sq. km, 184 213 231 239 115 73
Agricultural lande Percent of land area 21 24 26 26
Agricultural land under irrigation Percent 28 28 30 30
Farests and woodland Thousand sq. km. 97 B3 109
Energy consumpticn per capita Kg. of oil equivalent 80 105 857 550
Income
Share of top 20 percent of households Percent of income 44
Share of bottom 40 percent of households Percent of income 19
Share of battom 20 percent of households Percent of income 8
Education
Gross enroflment ratios
Primary Pet, of school age population 103 87 a3 114 119
Male 4/ Pet, of school age population 106 26 93 116 121
Female 4/ Pt of school age population 100 87 9z 110 121
Secandary Pct. of school age population 42 47 69
Pupil-teacher ratio: secondary Pupils per teacher 23 21 28
Tlliteracy Pearcent of population age [5+ 13 11 B 7 15 9
Fermale Parcent of female age 15+ 19 18 11 22 48
Newspaper circulation Per thousand population 9 ] 7

Sources; Vietnam: Staristical Yearbook (various years), and General Statistical Office, Fietnam Living Standards Survey 1997-1998; World Bank:
Vietnam Development Report 2000: dttacking Poverty, and Vietnam Development Report 2001: Entering the 21st Century, and World Development

Indicators; and Bank and Fund staff estimates,

1/ Preliminary estimates by Bank and Pund staff and by Vietnamese suthorities (CPRS). A comprehensive Fietnam Living Standards Survey

is scheduled for 2002,

2/ The upper poverty line is constituted by the cost of a representative food bundle yielding 2,100 calories per day, plus 2 representative nonfood
compaonent. The lower poverty line represents the approximate cost of this food bundle only.

3/For 1993 and 1998, rural population.

4{ For 1993 and 1998, nel enrollment ratios,
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SOCIALIST REPUBLIC OF YIETNAM

o . et et e

Hangi, June 3 2002

Dear Mr. Kohler

On November 21, 2001, the Executive Board of the IMF concluded the first review of the
three-year arrangement for Vietnam under the Poverty Reduction and Growth Facility
(PRGF) approved on April 13, 2001, The purpose of this letter is to inform you of the
progress in implementing the first-year economic program, and to request the third loan
disbursement following the completion of the second review under the arrangement.

The attached Memorandum of Economic and Financial Policies (MEFP) sets out the
objectives and policies that the Government of Vietnam intends to pursue during 2002.

Vietnam'’s economic perforrnance in 2001 was positive, despite the external wsakness.
Macroeconomic policies were prudent and progress was made in the key structural areas.
As a result, the program targets for the second PRGF review have been achieved for the
most part. The Government of Vietnam believes that the policies it intends to implement
during 2002, as described in the MEFP, will build on this favorable performance, help lift
rates of economic growth and poverty reduction, and further strengthen Vietnam’s
resilience to external shocks. On this basis, it requests completion of the second review
uncer the arangement; and waivers for the ncnobservance of the end-December 2001
performance criteria on net domestic assets of the banking system, bank credit to state-
owned enterprises, net clalms on government by the banking system, and net international
~ reserves, taking into account the policy measures that have been taken to address the
slippages 2nd the satisfactory performance relative to the March 2002 benchmarks.

The govermnment believes that the policies and measures sst forth in the MEF? are
adequate to achieve the objectives of the program supported by the PRGF arrangement,
but will take further measures if deemed necessary. During the remaining period of the
arrangement, Vietnam will continue to comsult with the Managing Director on the
adoption of measures that may be appropriate, at the initiative of the government or
whenever the Menaging Director requssts such & consultation. The government will
continue to provide the IMF with such information as it requires to assess Vietnam's
progress in implementing the economic and financial policies under the program,
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The government intends to make these understandings public and authorizes the IMF to
provide this letter and the attached memorandum to all interested parties that so request
them, including through the IMF’s external website,

We can assure you that the Government of Vietnam is determnined to fully implement the

program, and we hope we can count on the continued support of the IMF in our
endeavors.

~ Sincerely yours,fy’

At

Le Duc Thuy
Governor
State Bank of Vietnam
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MEMORANDUM ON ECONOMIC AND FINANCIAL POLICIES OF THE
(GOVERNMENT OF VIETNAM FOR 2002

June 3, 2002

I. INTRODUCTION

1. This memorandum lays out the economic and financial policies for 2002, the
second-year program under the PRGF arrangement approved in April 2001, and the policy
framework covering 2002-04. This framework is consistent with our Comprehensive Poverty
Reduction and Growth Strategy (CPRGS) (dated May 21, 2002}, which has been prepared in
a broadly participatory process.

II. PERFORMANCE AND POLICY IMPLEMENTATION IN 2001

2. While not immune to the global downturn, Vietnam’s economy performed relatively
well in 2001. In line with program assumptions, real GDP growth moderated owing to a
significant weakening in the external environment. Growth was supported by cautiously
accommodative fiscal and monetary policies and a renewal of private investment, which
buoyed domestic demand. At the same time, inflation was kept low at only { percent

(Table 1). Reflecting the progressive slowing of export growth (to 4 percent at end year
compared with 25 percent in 2000), gross reserves grew by less than programmed to
US$3.4 billicn, or nine weeks of prospective imports.

3. Macroeconomic policy implementation in 2001 was broadly on track. The 2001
budget was eased slightly relative to the program to better support activity. The overall
budget deficit (excluding onlending and amortization, and based on GFS) is estimated at
3.5 percent of GDP, against 2.9 percent programmed. Revenue performance was much
stronger than budgeted, thanks to improved collection from corporate income tax and import
duties, and from higher oil prices. This permitted us to step up spending in key social and
infrastructure areas. At the same time, however, wages and pensions were 0.6 percent of
GDP above budget, reflecting one-time payments to war heroes, incorporation of local
security forces into the state budget, and wage spending on education and health care.
Nonetheless, the December performance criterion on bank credit to the govermment was
missed marginally (Table 2).

4. Bank credit was restrained in line with the program through most of the year. Growth
of credit to the economy fell from 38 percent in 2000 to 21%4 percent by end year (Table 3).
Credit growth was on course until December, when it rose above programmed due to
overruns in credif to state-owned enterprises (SOEs). As a result, the December performance
criteria on net domestic assets and on SOE credit were missed. This outcome reflects the
difficulties in containing lending to SOEs through indirect means, as our interest rate and
refinancing policies adhered to program commitments. Notably, the base interest rate was
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reduced cautiously and the State Bank of Vietnam (SBV) gross refinancing was kept at
D 3.5 trillion as programmed. '

5. Exchange rate management was flexible for the most part in 2001. From April
through November, the dong depreciated by 4 percent against the U.S. dollar. However, in
December, the exchange rate did not move due in part to inflow of remittances. The
December performance criterion on the buildup in net international reserves was missed,
given a large depreciation of regional currencies and a rapid weakening in exports late in the
year.

6. On the structural front, good progress was made in the frade area and in promoting
private sector development. As programmed, quantitative restrictions (QRs) on imports of
three additional items (construction white glass, certain steel products, and vegetable oil)
were removed effective January 1, 2002; this move brought to eight the total number of items
whose QRs have been removed since the start of the program. Tariff reductions were also
introduced in line with commitments under the ASEAN Free Trade Area (AFTA). In
addition, reflecting the successful implementation of the new Enterprise Law, a further
22,000 small and medium-sized enterprises were registered during 2001.

7. State-owned commercial bank (SOCB) restructuring has also been improved,
although with some delays. The four large SOCBs started implementing their restructuring
plans, aimed at meeting milestones set under an SBV directive (Annex I describes the status).
At end-December, the criteria for loan classification were adapted (Decision 1627) to move
closer to international standards (a structural performance criterion), and external audits for
all four SOCBs will be completed by end-June, somewhat behind schedule. In addition, a
special unit in the SBV to monitor SOCB reform was made operational in November 2001 (a
structural benchmark) (Table 4). However, progress in strengthening credit risk management
fell short of the milestones established with banks.

8. SOE reform has proceeded below expectations. In particular, the number of
equitizations in 2001 fell well short of the target under the three-year SOE reform

framework. Also, the structural benchmarks on the approval of implementation guidelines for
SOE debt settlement and for safety nets and on strengthening SOE reform oversight were not
observed at end-December. The December benchmark on debt and budget support for the
200 large SOEs was also missed.

1. MEDIUM-TERM MACROECONOMIC FRAMEWORK

9. We remain committed to the medium-term reform strategy laid out in our 2001
MEFP dated March 14, 2001, To lift growth rates and reduce poverty, we will pursue sound
macroeconomic policies and foster efficient state and private sector development and global
integration. Priority will be given to accelerating banking and SOE reforms, complemented
by private sector deregulation and trade opening measures. The macroeconomic framework
for 2002-04 aims at raising GDP growth to 7 percent, keeping inflation under 5 percent, and
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increasing the import coverage of reserves to 9% weeks. The external current account deficit
(excluding official transfers) is projected to average 2 percent of GDP, and remains
financeable given prospective support under the PRGF, the PRSC, and donor assistance.

10.  Our fiscal stance will aim at protecting sustainability, focusing more on poverty
reduction and minimizing domestic bank financing. This stance will be underpinned by
further efforts to boost non-oil revenue, expenditure on poverty-reducing programs, and
external concessional support. The budget deficit is projected to average 3% percent of GDP
during 2002~04, compared with 2" percent during the previous three years, reflecting the
current costs of structural reform; the underlying budget position, exclusive of these costs,
will remain prudent. Monetary policy will be moderately tightened, the exchange rate will be
managed flexibly, and exchange restrictions will be further reduced.

IV. MACROECONOMIC POLICIES FOR 2002

11.  Under the 2002 program, real GDP growth is projected to benefit from a slight
recovery in external demand and continued strength in domestic demand. Despite a sharp
weakening in the first quarter, export performance is expected to improve, owing to the
recent upturn in oil prices and given signs of a global rebound. In addition, policies will be
geared to improving competitiveness. Inflation is targeted at 3—4 percent and the external
current account is expected to be in a deficit of 2 percent of GDP, with gross reserves
increasing to US$3.8 billion (9 weeks of imports).

12.  Fiscal policy will stay cautiously accommodative while providing for structural
reform costs. The overall deficit will be capped at 4 percent of GDP and domestic bank
financing limited to D 3.5 trillion (Table 5). We are targeting revenue and grants at

21 percent of GDP and keeping expenditure under 25 percent of GDP. The key policy
elements are:

¢ Strengthening VAT and customs collection, and setting domestic prices for petroleum
products so as to safeguard revenue, as in 2001. For the 2003 budget, we intend to reduce
the number of rates and the scope for exemptions under the VAT in a revenue-neutral
way, in line with Fund technical assistance. Moreover, a pilot self-assessment for large
taxpayers will be implemented, starting with Ho Chi Minh City and Quang Ninh
provincial offices, also drawing on Fund technical assistance.

s Improving public expenditure policy and management by ensuring adequate spending for
structural reform as well as for poverty reduction. In line with this, we will cap the
government wage and pension payments at the budgeted level of D 37 trillion. An initial
effort at incorporating a basic medium-term expenditure framework has also been made
for the CPRGS. Moreover, in light of revenue uncertainty, we will closely monitor
spending, and a set of low priority spending items has been identified in case of revenue
shortfalls.
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o Enhancing fiscal reporting and transparency to better track spending, including moving
toward GFS standards for centralizing reporting in the Treasury, and bringing into the
budget extrabudgetary revenue (and associated expenditure).

13, We have approved the cost estimates of banking and SOE reforms at D 35 trillion

(6 percent of GDP). These costs will be adjusted at the time of the third PRGF review, based
on classification of nonperforming loans {NPLs) consistent with international standards. On
this basis and including debt resolution for SOEs not undergoing ownership transformation,
Fund staff have tentatively estimated total reform costs at D 70 trillion (12 percent of GDP).
The main financing sources include banks’ internal resources, concessional external support,
and other budgetary resources, as well as through bank recapitalization bonds that will be
appropriately structured and will rebuild the banks’ capital in stages as planned.

14.  Monetary policy will continue to be restrained, consistent with the inflation and
reserves objectives, and also to safeguard the banking system. Credit growth will be
contained at 20.5 percent year-on-year by end 2002, and will be provided only to efficient
projects of creditworthy borrowers—state and nonstate——in line with the monetary program
under the PRGF. Consistent with these targets, the performance criteria for net domestic
assets of the banking system for end-June and end-December 2002 are set out in Table 5. To
achieve these targets, the SBV will limit its additional gross refinancing to banks to no more
than D 3.5 trillion in 2002. It will also further move to indirect instruments, and will further
rationalize interest rate policy, with the first step taken on May 30, 2002 by promulgating a
decision to remove the margins on lending rates for dong loans.

15.  The SBV will manage the exchange rate more flexibly, giving a greater role to
market forces and minimizing administrative measures. In particular, the band for the
maximum movement of the daily interbank exchange rate will be widened. The SBV will
intervene in the interbank market only to stem disorderly conditions, and will gear its foreign
exchange sales toward meeting the quarterly reserve targets agreed under the program.
Furthermore, the surrender requirement was lowered from 40 percent to 30 percent effective
May 2002, and will be phased out as and when economic circumstances permit and at the
latest by the end of the PRGF arrangement. Also, to limit external vulnerability, the SBV will
closely monitor the quality and liquidity of foreign assets held by banks, given the potential
volatility of foreign currency deposits. With respect to the exchange system, we intend to
submit to the National Assembly at the latest by September 2002 a proposal to remove the
tax on profit remittances of foreign-invested enterprises (FIEs). This is later than initially
programmed but consistent with our ongoing efforts to harmonize tax treatment between
foreign-invested and domestic enterprises. All remaining restrictions on current international
transfers and payments will be removed, subject to National Assembly approval, by end 2002
in order to pave the way for acceptance of the obligations under Article VIII, Sections 2, 3,
and 4 of the Fund’s Articles of Agreement.

16.  We will continue our prudent external debt management policy, focusing
government borrowing primarily on concessional terms. In view of improved market
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sentiment for Vietnam and the need for foreign capital for investment, we are considering
issuing our first and only international bond in 2002. In order to keep our debt service within
sustainable limits and to contain fiscal risks, we will cautiously structure the scale and terms
of the bond issue and will institute appropriate safeguards for the use of its proceeds. In line
with this, we will transfer the proceeds into a separate account to effectively track their
usage. Furthermore, in order to minimize risks, these proceeds (i) will not be used for
budgetary purposes, (11) will be onlent only to projects that have been carefully appraised by
our authorities according to the government regulation on investment project appraisal, and
(iii) will be concentrated on projects that generate foreign exchange. The Ministry of Finance
(MoF) will be responsible for putting together the list of eligible projects based on
commercial criteria.

V. STRUCTURAL POLICIES

17. QOur structural reform agenda is centered on strengthening competitiveness across all
sectors, opening up the economy, and attracting investment, both domestic and foreign. The
CPRGS and its policy matrix spell out the envisaged reforms over the rest of the PRGF
arrangement period.

18.  We are resolved to advance our trade agenda, giving top priority to successful
implementation of the bilateral trade agreement with the United States (USBTA) and active
preparations for earliest possible accession to the WTOQ. In line with this policy, we have
adopted a timetable to establish the proper legal framework to implement the USBTA.
Preparations for bilateral negotiations for WTO accession have also begun. With respect to
trade in goods, QRs on three out of five remaining items' will be removed by end-
December 2002 (cement, motorcycles, and passenger vehicles up to nine seats). We also
intend to effect tariff reductions already announced under the AFTA roadmap. In addition,
timely implementation of commitments under the USBTA regarding services and intellectual
property rights will be impottant, since many of these meet WTO norms and can be applied
on a multilateral basis. To facilitate this process, we will assess the potential impact of global
integration on the most vulnerable sectors, drawing on donor technical assistance.

19.  Werecognize the private sector as an important component of Vietnam’s economy,
and are taking steps to further boost domestic and foreign investment. The business climate
will be made more open, fair, and predictable. In particular, and in advance of the timeframes
under the USBTA, we are preparing regulations to further open to foreign investors areas in
the services (including most retail sales and distribution), agribusiness, and fishery sectors.
The dual pricing system for FIEs will be phased out by 2003 for almost all charges and fees,
except those for power, which will be removed by 2004. Performance requirements for FIEs

'Besides other currently banned imports as stipulated in Decision 46/2001/QD-TTg, dated
April 4, 2001.
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will also be phased out. In addition, tax incentives for FIEs will be streamlined and
rationalized relative to domestic enterprises.

20.  Banking reform remains central to our strategy. Our reform approach has been
designed to minimize fiscal costs, avoid moral hazard, and maintain systemic stability.
Strong efforts will be made to stem the flow of bad loans, phase out policy lending from
commercial banks, and put commercial bank operations on a commercial basis. Success here
will depend on coordinating SOCB reform with SOE reform.

21.  To allow a realistic assessment of NPLs, guidelines were issued in April 2002, which
apply Decision 1627 to all loans, except policy loans. We will issue a supplementary
guideline to apply this decision to policy loans by July 1, 2002, and will resolve these loans
within SGCBs. The new classification standards under this decision will be phased in starting
in July 2002 and be completed by year-end. To facilitate this, banks will provide monthly
information under the guidelines to the SBYV starting in June. Loan provisioning will be
brought fully onto the new standards in stages, starting in December 2002, and will be
completed by 2003 subject to the availability of funding resources.

22.  The four large SOCBs are implementing individual restructuring plans, striving to
meet milestones agreed with the SBV in order to qualify for phased recapitalization (Annex I
describes these milestones). In particular:

¢ SOCBs have established credit risk management and internal audit committees.
Technical assistance is being sought from the Bank and Fund to improve the structure
and operations of these functions, including the independence of the audit committees.
We intend to ensure that credit is extended on the basis of objective credit analysis and
commercial criteria.

¢ By March 2002, banks resolved NPLs of D 1.6 trillion, against the minimum of
D 1.4 trillion targeted under the milestones.

23.  Further progress will be made in bank restructuring in line with the agreed quarterly
milestones. Specifically:

¢ By end-July, subject to donor financing the SOCBs will sign contracts for IAS audits by
international auditing firms for the year 2001, and by end-year, we intend to remove
agreed qualifications from audits of their 2000 accounts. The SOCBs will make changes
necessary to prevent similar qualifications for the audits of the 2001 accounts. We intend
to continue JAS audits until accounting standards are brought up to [AS, with donor
financial assistance.

» We have set NPL resolution targets for end-September 2002. We intend to set, by
December, NPL resolution targets for end-March 2003 based on the new classification
standards.
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» We will closely monitor progress in strengthening credit risk management in banks.

» In addition, we rematn committed to seek for one of the SOCBs strategic equity
participation with a reputable foreign partner by end 2003.

24.  With respect to the JSBs, following the closure/merger of 11 banks so far (remaining
total of 38), further progress will be made to consolidate the system and strengthen the
financial conditions of these banks, toward the aim of reducing by about 50 percent their
number.

25. SOE reform will be reinvigorated, in order to make up for slippages so far. To this
end, we will rephase our original three-year roadmap and will soon announce an SOE reform
program covering 2002-04. In consultation with Bank staff, our agenda of actions is as
follows:

e We have put in place in April 2002 Decree 41 which specified guidelines on safety nets
for all SOEs, and in June 2002 will adopt a decree on debt settlement for those SOEs
being equitized and consistent with budget resources earmarked for such reforms.

e A new equitization decree will also be issued in June 2002, which provides for, among
others, the removal of caps on first-time shareholdings in equitized enterprises.

+  We will equip as of June the special monitoring and coordinating unit in the National
Steering Commiittee for Enterprise Reform and Development with enforcement powers to
oversee implementation of the SOE reform plan.

e We are redoubling efforts to complete our equitization sale, and liquidation of 400 SOEs
as targeted under the PRSC through end-June 2002. In line with the original SOE reform
framework, the roadmap will lay out an additional 1,400 SOEs subject to ownership
transformation over the next two years. We will also set a target through June 2003 on
equitization, sale, and liquidation in consultation with Bank staff in the context of the
follow-up PRSC.

26.  Further progress will be made to strengthen the financial discipline on SOEs through
the quarterly monitoring system for a targeted group of 200 large SOEs on their outstanding
debt to banks and to the government and other budget support. The MoF will work more
closely with provincial financial offices to enforce reporting requirements, including
sanctions, so as to reduce delays. In addition, we will make fuller use of such data and will
take appropriate measures to contain risks posed by excessive leveraging among these
enterprises.
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V1. STATISTICAL ISSUES AND POLICY TRANSPARENCY

27.  To strengthen policy transparency and data quality, we are continuing to upgrade
the statistical system, drawing on Fund technical assistance. In particular, we intend to
participate in the GDDS by July 2002. We also will embark on a work program to further
strengthen national account statistics within two years, and will improve budget data in line
with GFS standards as a key element of strengthening expenditure management, including
the monitoring of pro-poor spending, We are committed to further policy transparency by
providing additional information on the website for the MoF, and by initiating a website for
the SBV. Publication of IMF staff reports for Vietnam will continue.

28.  With respect to the Fund’s safeguards assessment, we remain committed to
completing by the state auditor an audit of the SBV 2001 financial statements by June 2002,
to restating these audited financial statements in accordance with IAS by June 2002 for
internal use, and to publishing all future audited financial statements of the SBV on an IAS
basis. At the latest by the third PRGF review, we will agree with the Fund staff an
appropriate timeframe for adapting the SBV’s accounting framework permanently onto
international accounting standards; we will seek Fund technical assistance for this purpose.
Before completion of the second PRGF review, we will provide the Fund staff with a
progress report from the State Auditor on the external audit of the SBV to ensure its
completion by June 2002.

VII. PROGRAM MONITORING

29.  Prior actions for the IMF Executive Board consideration of the second PRGF review
are summarized in Table 6. Table 5 contains quantitative performance criteria for end-June
and end-December 2002 and quantitative benchmarks for end-September 2002; key
structural policy undertakings are in Table 6. Program monitoring and reporting requirements
are detailed in the Technical Memorandum of Understanding (Annex II). The third review
under the PRGF arrangement will be completed by November 2002, which will focus on
progress in implementing the second-year program under the PRGF arrangement and
progress in accelerating SOCB and SOE reforms. To help strengthen program
implementation, technical assistance is being sought from the IMF and the World Bank in
bank restructuring and supervision, and from the IMF in tax policy and administration and
statistics.
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Table 1. Vietnam: Medium-Term Macroeconomic Framework, 1999-2004 1/

1999 2000 2001 2002 2003 2004
Estimates Rev. proj. Est. Projections

Real GDP (annuat percentage change) 2/

Official 4.8 6.8 7.1 6.8 7.0 >7.0 75

Fund staff 42 5.5 4.7 5.0 5.3 6.5 7.0
Inflation {end of period, anmmal percentage change) -0.2 -0.6 2.0 0.8 4.0 33 3.0
Current account balance (including official transfers,

in percent of GDP) 4.5 2.1 1.7 22 -1.9 -33 -1.7
Exports and imports (anmal percentage change)

Exports of goods 3/ 232 25.2 5.8-10.7 4.0 4.0 4/ 12.0-14.0 12.5-14.G

Imports of goods L1 345 6.0 23 10.0 15.0 11.0
General government budget (in percent of GDFP)

Total revenue and grants 19.8 2i.1 220 21.8 20.8 21.3 21.6

Total expenditure {excluding onlending) 5/ 20.6 239 24.9 252 24.7 250 24.8

Overall fiscal balance (excluding onlending) -0.8 2.8 -2.9 3.5 -3.9 -3.7 -3.2
Gross official reserves

(in weeks of mext year's imports of goods and nonfactor scrvices) 8.1 8.9 9.4 2.1 2.0 9.2 94

Sources: Vietnamese anthorities; and Fund staff estimates and projections.

1/ Based on projections derived in cooperation with Fund staff, unless otherwise indicated.

2/ Differences between official and staff estimates and projections of real GDP growth reflect alternative methodologies used fo es

on an expenditure basis and recent changes in the external outlook. Under the PRGF-supported program, the Vietnaipese authorities are receiving technical

assistance from the Fund on improving national income accounts.
3/ The bottom- and top-end of the range reflect staff and official projections, respectively.
4/ The original target approved by the National Assembly in December 2001 was
of 2002. The official target will be revised, as necessary, by mid-year.

5/ Includes current costs of structural reforms.

timate GDP and its components

10 percent. The staff estimate takes into account performance in the first quarter
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Table 2. Vietnam: Quantilative Performance Criteria and Benchmarks Under the First-Year PRGF Program Through December 2001 1/ 2/

Maximum cumulative change

Stock at: from end-December 2000 to: Stock at:
Dec. 31 March 31 June 30 September 30 December 31 December 31
2000 2001
Actual Program Actual Program Actual Program Actual Program Actual Program Actual
{In trillions of dong)
1. Net domestic assets of the banking system 3/ 127.2 3.3 10.0 16.3 13.6 243 224 349 36.1 162.1 163.3
2, Net credit to the government of the banking system 4/ 05 1.5 -02 1.5 -4.0 2.0 -3.0 2.5 2.6 2.0 21
3. Credit to the state-owned enterprises (SOEs) from the
banking system 59.9 21 3.2 42 52 6.3 7.8 9.1 9.8 79.0 7.7
4, Credit from the banking system and from the budget 353 0.6 1.5 1.2 -0.8 1.8 2.7 24 7.0 37.7 42.3
and budget support to the 200 targeted large SOEs 5/
(In millions of 1.S. dollars)
5. Coniracting or guarantecing ol nonconcessional
external debt by the government
Up to one-year maturity ¢ 0 0 ¢ 0 ] 0 ] 0 0 0
Medium and long-term debt 598 100 0 220 40 420 40 550 40
Of which: 1-5 years’ maturity 0 0 0 0 150 0 150 0
6. External payments arrears 6/ 573 0.0 0.0 0.0 0.0 0.0 0.0 0.0 Q.0 573 60.6
7. Net official international reserves 7/ 2,191 65 -141 173 73 310 256 440 382 2.631 2,514

Sources: Vietnamese authorities; and staff estimates and projections.

1/ The measurement and reporting requitements of quantitative benchmarks and performance criteria are described in the Annex T (Technical Memorandum of Understanding) of the Supplementary

Memorandum on Beonomie and Financial Palicies (MEFP) of the Government of Vietnam for September 2001-June 2002.
2/ Performance criteria for end-December 2001 and quantitative benchmarks otherwise, except for (i) credit from the banking system and from the budget and budget support to 200 targeted large SOEs,
which is a quantitative benchmark for end-December 2001; ard (ii) external payments arrears, which is a continuous performance criterion through December 2001.

3/ At program monitoring exchange rates for 2001.

4/ Excludes non-negotiable government bonds for state-owned comimercial banks' reform.

5/ Ministry of Finance estimate based on the list of 200 targeted large SOEs in Annex I of the Supplementary MEFP (November 2001).
6/ Represent outstanding arrears to Algeria; a rescheduling agreement is currently under discussion between the Vietnamese and Algerian authorities. The stock ar end-December 2001 reflects the
additional interest arrears accumulated while discussions are ongoing.

7/ Achual performance measured on the basis of using program monitoring exchange rates for non-U.8. dollar-denominated foreign assets and liabilities of the State Bank of Vietnam, as described in

Annex I of the Supplementary MEFP (November 2001).
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Table 3. Vietnam: Monetary Program, 2000-2002 1/

2000 2001 2002
Dec. March June Sept, Dec. Maich June  Sept.  Dec.
Prog.  Est Est. * Prog, Est. ~ Prog.  Est.  Prog. Est, Frogram
(In trillions of dong)

Net foreign assets 95.7 978 1013 102R I0RY 1083 1147 11246 1176 1213 1168 1208 1259 1310
Foreign assets 1127 1148 1185 1202 1265 1259 1330 1305 1359 (358 1354 1394 1447 1499
Foreign liabilities -17.0 0 170 -172 -17.4 0 2178 174 -183 179 -183  -l1&5  -1B5  -1B6 -1RBR -1%%

Net domestic assets 1272 1360 1371 1440 1402 1520 1487 1621 1622 1722 1730 1824 1935 2045
Domestic credit 1552 1637 1636 1715 167.6  179.8 1771 1904 1912 201.2 2004 2115 2225 23335

Net claims on govemment -0.3 1.0 0.7 1.0 -4.5 15 -3.5 2.0 21 2.8 2.8 35 4.6 56
Credit to the economy 1357 1627 1643 1705 1721 1783 1806 1BR4 1891 1984 1986 2080 2180 2279
Claims on state enterprises 69.9 720 731 741 751 762 769 700 797 R1.6 817 841 867 893
Claims on other secfors 853 90.7 912 9%.4 970 1021 1036 1094 1094 1168 11695 1238 1312 (386
Other items, net 2840 277 265 275 274 278 284 284 200 -390 284 290 290 200

Braad money 2229 2338 23835 2468  249.0 2605 2634 2747 2758 2935 2899 3033 3194 3359
Dong liguidity 1525 1649 lo06 1715 1647 1781 1748 1848 191F 2016 2027 2136 2260 23789
Foreiga currency deposits 0.4 68.9 718 75.3 84.3 8213 B85 83.9 B8.7 g8l.5 872 BY.6 934 97.6

{Annual percentage change)

Credit to the economy 381 341 354 282 294 268 284 210 214 208 200 208 207 205
Credit to state enterprises 287 244 263 158 174 175 186 130 141 1LY 118 120 127 120
Credit to other sectors 46.9 428 46 387 403 347 367 275 2713 281 282 277 W6 268

Braad money 39.0 L7 343 311 323 315 330 232 255 231 216 218 213 199
Doang liquidity 308 295 262 273 222 280 256 212 233 253 262 287 293 M5
Fareign corrency deposits 6.5 3.3 551 40.8 51.6 19.8 50.5 217 260 18.1 2.0 6.3 54 1003

(Changes in percent since the beginning of the year)

Credit to the economy 381 4.5 5.5 95 10.5 14.5 16.0 210 214 4.9 50 10.0 153 2035
Credit to state enterprises 287 3.0 435 6.0 7.5 9.0 10.0 13.0 k.1 24 35 3.5 B8 12.0
Credit 1 other sectors 46.9 537 6.3 124 131 190 208 25 275 6.8 6.9 132 200 268

Broad money 390 4.9 7.0 10.7 11.7 JL 18.2 23.2 25.5 49 3.6 8.4 14.2 195
Dong liquidity k) kA 55 6.2 74 93 130 212 244 4.7 16 94 171 245
Foreign currency deposits 60.3 103 106 204 187 3y 259 217 W0 37 -1.7 Ll 53 100

(Quarterly percenuage changes)

Credit to the econamy 10.7 4.5 55 4.8 4.3 4.6 4.9 52 47 4.9 50 4.7 43 46
Credit to state enterprises 7.3 30 4.5 29 28 28 24 2.5 37 24 25 a0 31 30
Credit to other sectors 132 57 6.3 63 6.4 5.9 6.9 72 5.5 6.8 6.9 6.0 6.0 5.6

Broad money 125 4.9 7.0 56 44 5.5 5.8 5.5 6.2 4.9 36 4.6 5.3 50
Deng liquidity 66 31 55 30 18 25 83 66 101 47 26 67 70 63
Foreign currency deposits 19.5 103 106 9.2 83 9.4 3.1 4.3 0.t 7 -17 2.8 4.2 4.5

Memorandum items: {Changes in trillions of dong since the beginning of the year, unless otherwise indicated)

Net domestic assets of the banking system 2/ 28.0 B3 10.0 16.3 13.6 243 224 348 6.1 100 11.1 203 313 423

Net cradit to the government of the banking system -34 1% -0.2 L5 -4.0 2.0 -3.0 2.5 2.6 0.7 0.7 14 24 15

Credit to the state-owned enterprises from the banking system 15.6 2.1 32 4.2 52 6. 7.0 2.1 9.8 19 2.0 4.4 7.0 9.6

Net official international reserves (in millions of U.S. dollars) 2/ 98 65 -141 1735 73 310 235 440 382 62 65 125 220 340

Sources: Stare Bank of Vietnam; and staff estimates and projections.

1/ Estimates at curvent exchange rates, unless indicated otherwise. The program exchange rate for 2001 is D 14,501 per U.S. dollar; for 2002 itis D 15,070 per 1., dollar,

2/ At program monitoring exchange rates.
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Table 4. Vietnam: Status of Key Structural Actions Under the First-Year PRGF Program

Policy Action/Conditions

Tirning

Status

Banking reform

Amend Decisions 284 to bring the criteria for loan
classification by banks in accordance with
international standards.

Make fully operational special monitoring unit to
oversee implementation of state-owned commercial
bank (SOCB) reform under the interministerial
committee for SOCB financial restructuring.

Resotve a total of D 1.4 trillion in non-performing
loans for the four large SOCBs (Vietcombank,
Incombank, Bank for Agriculture and Rural
Development, and Bank for Investment and
Development) in accordance with the terms
specified in the State Bank of Vietnam directive
with each bank.

State-owned enterprise reform

Equip the special monitoring unit in the National
Steering Committee for Enterprise Reform and
Development with enforcement power 10 oversee
implementation of state-owned enterprise (SOE)
reform plan.

Government approval of implementation guidelines on

SOE debt resolution and safety nets for labor
redundancies.

Exchange system liberalization
Submit a recommendation to the National Assembly

to eliminate the tax on profit remittances for foreign
invested enterprises.

Structural performance
criterion
December 2001

Structural benchmark
December 2001

Structural performance
criterion
March 2002

Structural benchmark
December 2001

Steuctural benchmark
December 2001

Structural benchmark
March 2002

Cormpleted in
December 2001.

Completed in
November 2001.

Completed in
January 2002.

Not observed.

Mostly observed.

Not observed.




Table 5. Vietnam: Quantitative Performance Criteria and Benchmarks Under the Second-Year PRGF Program Through December 2002 1/ 2/

Maximum curmulative change

Stock at: from end-December 2001 1o0: Stock at:
Pec. 31 March 31 June 30 Sept. 30 Dee. 31 Dec, 31
2001 2002
Actual Program Bstimate Program
(In trillions of dong)
1. Net domestic assets of the banking system 3/ 1622 10.0 11.1 20.3 313 423 204.5
2. Net credit to the government of the banking system 4/ 2.1 67 0.7 1.4 24 35 5.6
3. Credit to the state-owned enterprises (SOES) from the
hanking system 78.7 1.9 2.0 4.4 7.0 6.6 89.3
4. Credit from the banking system and from the budget 42.6 5/ 0.6 1.0 5/ 1.5 2.3 32 458
and budget support to the 200 targeted large SOHs
(In millions of U.S. dollars)
5. Contracting or guaranteeing of nonconcessional
external debt by the government
Up to ane-year maturity 1] 0 0 0 0 0 0
Medium and long-term debt 100 100 220 6as 750
Of which : 1-5 years' maturity a Q 0 300 300
6. External payments arrears 6/ 60.6 0.0 0.0 0.0 0.0 0.0 60.6
7. Net official international reserves 7/ 2,555 62 65 8/ 125 220 340 2,895

Sources: Vietnamese authorities; and staff estimates and projections.

1/ The measurement and reporting requircments of quantitative benchmarks and performance criteria are described in the Annex Tl (Technical Memorandum of

Understanding) of the Memorandum on Economic and Financial Policies of the Government of Vietnam for 2002
2/ Performance criteria for end-June 2002 and end-December 2002; and quantitative henchmarks otherwise, except for (i) credit from the banking system and from
the budget and budget support to 200 targeted large SOEs, which is 2 quantitative benchmark for end-June 2002 and end-December 2002; and (i} external payments
arrears, which is a continuous performance criterion through December 2002.
3/ At program monitoring exchange rates for 2002, unless otherwise indicated.

4/ Bxcludes non-negatiable government bonds for state-owned commercial bank reform.

5/ Ministry of Finance estimate based on the revised list of 200 targeted large SOBs in Annex IL
6/ Represent outstanding arrears to Algeria; a rescheduling agreement is cwrrently under discussion between the Vietnamese and Algerian authorities.
7/ Actual performance measired on the basis of program menitoring exchange rates for non-U.S. dollar-denominated foreign assets and liabilities of the State Bank

of Vietnam, as described in Annex [1.
8/ At program monitoring exchange rates for 2001.
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Table 6. Vietnam: Key Structural Policy Undertakings for the Second PRGF Review and
Structural Benchmarks and Performance Criteria for the Second-Year PRGF-Supported Program

Policy Action/Conditions Timing

Prior Actions for the Second PRGF Review
Banking reform

Issue implementation guidelines to apply State Bank of Vietnam (SBV)
Decision 1627 to all loans (excluding policy loans) of commercial banXs.

Agree with each state-owned commercial bank (SOCB)

on a work program to prepare a credit manual, including all
credit policies and procedures, which incorporates necessary
improvements based on each SOCB's recent experience.

Government approval of the terms and conditions of bank
recapitalization bonds that are fiscally sustainable and
recapitalize the banks in stages as planned.

Agree with each large SOCB (Vietcombank, Incombank,
Bank for Agriculture and Rural Development, and Bank for
Investment and Development) on cumulative targets for loan
resolution for end-September 2002.

State-owned enterprise reform

Equip the special monitoring unit in the National Steering Committee for
Enterprise Reform and Development (NSCERD) with enforcement power
to oversee implementation of state-owned enterprise (SOE) reform plan.

Government approval of implementation guidelines on SOE debt resolution
for equitized SOEs and safety nets for labor redundancies.

Structural Benchmarks and Performance Criteria Under the Second-Year PRGF Arrangement

Banking reform

Apply first phase of loan loss provisioning Structural benchmark
using the new definition of NPLs under Decision 1627. December 2002
Agree with each large SOCB the audit qualifications from year 2000 Structuraf benchmark

audits to be eliminated by end 2002, June 2002
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Table 6. Vietnam: Key Structural Policy Undertakings for the Second PRGF Review and
Structural Benchmarks and Performance Criteria for the Second-Year PRGF-Supported Program (concluded)

Policy Action/Conditions Timing
Banking reform (concluded)
3. Subject to donor financing, each of the four large SOCBs will contract Structural benchmark
with an international accounting firm for an external audit of the year July 2002

10.

I1.

2001 accounts based on international standards of auditing and accounting.

Resolve a cumulative total of D 3.5 rillion in NPLs for the four large
SOCBs in accordance with the amounts the SBV agreed with each bank. 1/

Pass a special SBV examination of credit file documentation.
State-owned enterprise reform

Establish a quarterly monitoring system for tracking performance against
annual targets on SOE reform, under which line ministries, general
corporations, and provincial Peoples Commirttees repost regularly to the
special monitoring unit in the NSCERD.

Publish a roadmap indicating annual targets on SOE reform by type of
reform action through 2004.

Fiscal management

Promulgate regulations on the value added tax and on the
the corporate income tax to enable self assessment on a pilot basis.

issue implementation guidelines for self assessment tax administration
procedures on a pilot basis for large taxpayers in Ho Chi Minh City
and Quang Ninh provincial offices.

Make fully operational self assessment procedures on a pilot basis
in Ho Chi Minh City and Quang Ninh provincial offices.

Exchange system liberalization

Submit a recormmendation to the National Assembly to eliminate the tax on
profit remittances for foreign invested enterprises.

Structural performance criterion
September 2002

Structural benchmark

December 2002

Structural benchmark
June 2002

Structural benchmark
September 2002

Struetural benchmark
November 2002

Structural performance criterion
December 2002

Structural benchmark
April 2003

Structural benchmark
September 2002

1/ For definition of "resolve”, see the MEFP Annex on milestones for SOCBs.
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Vietnam—Milestones for State-Owned Commercial Banks in 2002
(Adopted on June 3, 2002)'

The “Milestones for SQCBs” listed below are the minimum conditions in the context of the
first and second PRGF reviews, as agreed by the State Bank of Vietnam (SBV) with the
staffs of the International Monetary Fund and the World Bank, for the purpose of
recapitalization of the four large state-owned commercial banks (SOCBs). Bank-specific
milestones are expected to be developed consistent with these overall milestones and issued
as a directive by the SBV.

Milestones for end-March 2002:

e Establish credit risk management and internal audit committees (where they do not
already exist) and submit to the SBV for review the manual of procedures for those
committees, revised to incorporate improvements relevant to each SOCB’s recent
experience.

Status: Credit risk management and internal audit committees have been set up, but three of
the four SOCBs have not yet submitted manuals of procedures for those committees to the
SBYV for review. There are some legal issues concerning the independence of the audit
committee. Technical assistance from the Bank and the Fund is being sought.

e Resolve at least D 1.4 trillion of potentially recoverable nonperforming loans (NPLs) of
the four large SOCBs, Resolution targets for individual SOCBs will be agreed by the
SBYV and SOCBs and communicated to the World Bank and the International Monetary
Fund.

Status: Two of the four large SOCBs submitted reports on NPL resolution as of end-March
2002 as required under Decree 01/2002/CT-NHNN. A third one submitted a report as of end-
February 2002.

Milestones for end-June 20402:

s Agree audit qualifications from year 2000 audit that are to be eliminated by year-cnd and
sign contracts for external audits for year 2001.

Status: Signing of contracts for IAS audits of 2001 financial statements by international
auditing firm moved to end-July.

» Agree on September 2002 targets for loan resolution.

! Italics indicate status of milestones or amended milestones relative to those agreed at the
first PRGF review in November 2001.
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Milestones for end-September 2002:

e  Resolve at least D 3.5 trillion of potentially recoverable NPLs of the four large SOCBs.
Resolution targets for individual SOCBs will be agreed by the SBY and SOCBs and
communicated to the World Bank and the International Monetary Fund.

Milestones for end-December 2002:

¢ Complete year 2001 external audit, eliminating qualifications agreed in June.

¢ Pass a special SBV examination of credit file documentation. (Examples of features to
monitor are: inclusion of appropriate signatures on credit documents; centralization at
headquarters of credit extensions throughout the branch network to a single borrower;
existence of a cash flow analysis of borrowers, even for collateralized loans; existence of
written government guarantees for directed lending; etc.)

o Agree on March 2003 targets for loan resolution based on the new loan classification as
defined in Decision 1627.

Future milestones will be specified on the basis of experience with the implementation of
earlier milestones and developments in SOCB conditions. The SOCBs will continuously
improve performance against these milestones over three years, in addition to meeting these
first-year milestones.

Technical Notes and Definitions Related to the Milestones”

Potentially recoverable loans are defined as: all collateralized loans + comimercial
noncollateralized loans to active borrowers + directed loans to active borrowers. The amount
of resolved loans is the sum of:

1 Payments received from borrowers (after payment of any past due interest).

2. For all collateralized loans the sum of (1) proceeds from the sale or lease of
collateral, and (2) the loss written-off after the sale or other disposal of all collateral.

3. For collateralized loans to active borrowers and noncollateralized loans to active
non-SOE borrowers, the amount of the loan that is restructured, if the active borrower

% The technical definition for measuring NPL resolution from June 2002 onwards has been
modified to conform with the results-based definition (Decree 07/2002/CT-NHNN).
Performance against the March 2002 targets is measured against the original effort-based
definition (MEFP, Annex I; November 1, 2001),
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negotiates with the SOCB a restructuring of business operations to improve debt-servicing
capability.

4. For noncollateralized loans to active SOEs—the amount of the loan that 1s
restructured if an approved SOE restructuring plan with appropriate conditions exists or
provisions are made against the loan after an active SOE is closed.

5 Proceeds from the sale of debt (or another asset for which the debt was exchanged) to
third parties.
6. For all loans— the amount of provisions made against the loan, if they are matched

by “independent” capital injections, i.e., sources other than the government, the IMF, or the
World Bank.



-79 - ATTACHMENT III

ANNEX I
VIETNAM—TECHNICAL MEMORANDUM OF UNDERSTANDING
June 3, 2002
L. This memorandum sets out (i) the definitions of quantitative performance criteria and

benchmarks for the second-year PRGF-supported program (Table 5), and (i) related
reporting requirements to the Fund’s Asia and Pacific Department (Table 7).

I. DEFINITIONS'
Ttem 1: Net domestic assets (NDA) of the banking system
« Defined as total liquidity minus net foreign assets of the banking system.

» Total liquidity is defined as the sum of dong liquidity (currency outside the banks,
deposits, and deposit substitutes) and foreign currency deposits with the banking
system; deposits are defined to exclude government deposits.

o Net foreign assets of the of the banking system are the sum of net foreign assets of
the SBV and net foreign assets of the deposit money banks (DMBs).

» Net foreign assets of the DMBs are defined as foreign assets minus foreign
liabilities. Foreign assets comprise gold, foreign currency holdings, and claims on
nonresidents. Foreign liabilities comprise all liabilities to nonresidents.

Item 2: Net claims on the government of the banking system

o Defined as the claims on government minus deposits of the government with the
banking system.

¢ Claims comprise advances to the state budget, investment in government securities,
and any other forms of credit to the state budget.

o Covernment securities will be measured at the transaction price. Repayments of
government securities will exclude interest payments, either as coupon interest or
the discount.

! These definitions, except Items 4, 5, and 6, adhere to the existing classification schemes
used for the monetary derivation tables of the State Bank of Vietnam (SBV) covering 84
credit institutions and the SBV, and the associated monetary survey tables. More specifically,
the banking system is defined as the SBV and the deposit money banks (DMBs), which
consist of six state-owned commercial banks (SOCBs), 42 joint stock banks, 4 joint venture
banks, 26 foreign bank branches, 5 finance companies, and the Central People’s Credit Fund.
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Government onlending funds financed by ODA and deposits of all proceeds from
the issuance of international government bonds are excluded from government

deposits.

Item 3: Credit to the state-owned enterprises from the banking system

Defined as the sum of all claims on the state-owned enterprises (SOEs) by the
banking system and any transfer of funds from the government or government
agencies to SOEs in excess of US$200 million in 2002. These funds comprise
proceeds from the issuance of international bonds and exclude onlending from
ODA disbursements.

SOEs are defined as wholly state-owned enterprises.

Item 4: Credit from the banking system and from the budget and budget support to the
200 targeted large SOEs

Credit from the banking system will be derived and verified from Report Form 1
(Report on Debt Situation of the Enterprise) of the Ministry of Finance (MoF)
Decision No. 47/2001/QD/BTC on Promulgating Criteria to Monitor State-Owned
Enterprises with Large Debts (issued on May 25,2001 and amended on September
21,2001).

Credit from the budget and budget support will also be derived and verified from
Report Form 1.

The list of targeted large SOEs is given in Table 8.

Item 5: Contracting or guaranteeing of nonconcessional external debt by the
government

Defined as the sum of all new foreign currency loans or other external debt to
nonresidents contracted or guaranteed by the central government (including the
SBV), that have a grant clement of less than 35 percent of the overall value of the
loan’s original principal. Local governments and agencies cannot confract external
debt, and SOEs cannot guarantee such debt.

This performance criterion applies not only to debt as defined below, but also to
commitments contracted or guaranteed for which value has not been received. For
the purpose of this memorandum, the term “debt” will be understood to mean a
current, i.e., not contingent, liability, created under a contractual arrangement
through the provision of value in the form of assets (including currency) or services,
and which requires the obligor to make one or more payments in the form of assets
(including currency) or services at some future point(s) in time; these payments will
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discharge the principal and/or interest liabilities incurred under the contract. Debts
can take a number of forms, the primary ones being as follows: (1) loans, i.e.,
advances of money to obligor by the lender made on the basis of an undertaking that
the obligor will repay the funds in the future (including deposits, bonds, debentures,
commercial loans, and buyers’ credits) and temporary exchanges of assets that are
equivalent to fully collateralized loans under which the obligor is required to repay
the funds, and usually pay interest, by repurchasing the collateral from the buyer in
the future (such as repurchase agreements and official swap arrangements); (i1)
suppliers’ credits, i.e., contracts where the supplier permits the obligor to defer
payments until some time after the date on which the goods are delivered or services
are provided; and (iii) leases, i.e., arrangements under which property is provided
which the lessee has the right to use for one or more specified period(s) ef time that
are usually shorter than the total expected service life of the property, while the lessor
retains the title to the property. For the purpose of this memorandum, the debt is the
present value (at the inception of the lease) of all lease payments expected to be made
during the period of the agreement excluding those payments that cover the operation,
repair, or maintenance of the property. Under the definition of debt set out above,
arrears, penalties, and judicially awarded damages arising from the failure to make
payment under a contractuial obligation that constitutes debt are debt. Failure to make
payment on an obligation that is not considered debt under this definition (e.g.,
payment on delivery) will not give rise to debt.

¢ The grant element is to be calculated by using the currency-specific discount rates
reported by the OECD as Commercial Interest Reference Rates (CIRR) as of
December 31, 2001; for maturities of less than 15 years, the grant element will be
calculated based on six-month averages of the commercial interest rates, and for
maturities of 15 years or longer, the grant element will be calculated based on
10-year averages. Maturity will be determined on the basis of the original loan
contract.

s For maturities of up to one year, the ceiling will apply to the amount of the stock of
foreign currency loans or other external debt to nonresidents contracted or
guaranteed by the government.

e Excluded from the limits are changes in indebtedness resulting from rescheduling
operations (including the deferral of interest on commercial debt) and normal
import related credits, and credits extended by the IMF.

e Debt falling within the limit of this definition shall be valued in U.S. dollars at the
bilateral market exchange rate prevailing at the time the contract or gnarantee
becomes effective.
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Item 6: External payments arrears

Defined as the stock of overdue payments (interest and principal payments) on
short-term debt in convertible currencies with an original maturity of up to and
including one year (spot, money market, letters of credit, and others) and medium-
and long-term debt contracted or guaranteed by the government (including the
SBV).

The limit excludes those overdue payments that relate to debts which are subject to
rescheduling or a stock-of-debt operation.

As of end-December 2001, there were no reported external arrears, except for
arrears totaling US$60.6 million with Algeria currently under negotiation.

Item 7: Net official international reserves (NIR)

1.

Defined as foreign assets minus foreign liabilities of the SBV, expressed in
U.S. dollars and valued at the program monitoring exchange rates (see Section II).

Foreign assets comprise gold, foreign currency holdings, and claims on
nonresidents. As such, these assets must be readily available, i.e. sellable at any
time and free of any pledges or encumbrances, and directly and exclusively
controlled by the SBV. These assets will exclude holdings of nonconvertible
currencies, claims on nonresident financial institutions denominated in
nonconvertible currencies, holdings of foreign exchange of government ministries,
the foreign currency deposits of deposit money banks held at the SBV, assets to be
resold under a swap arrangement or forward contract, foreign exchange sold to the
SBV from the proceeds of the issuance of international government bonds, and such
other claims that are not readily available and/or are encumbered.

Foreign habilities are liabilities to nonresidents contracted by the SBV, including
deposits of foreign governments, foreign central banks, foreign DMBs, and
international organizations, irrespective of their maturity. They also include IMF
purchases and disbursements.

II. PROGRAM MONITORING EXCHANGE RATES

Foreign assets and liabilities and all other elements of the items defined above that are

denominated in foreign currency will be valued at the program monitoring exchange rates,
unless specified otherwise.

Holdings in gold will be valued at Vietnamese dong (D} 506,000 per Vietnamese
chi (equivalent to 3.75 grams).
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e Assets and liabilities denominated in SDRs, including the SDR value of gold
holdings and assets and liabilities resulting from transactions with the IMF will be
converted at the rate of US$1.2567 per SDR.

o Assets and liabilities denominated in currencies other than the U.S. dollar will be
converted into U.S. dollars at the market rates of the respective currencies
prevailing on December 31, 2001, as published in /nternational Financial Statistics
(IFS).

¢ The U.S. dollar value of assets and liabilities will be converted into Vietnamese
dong at the official rate of the SBV on December 31, 2001, which was D 15,070 per
U.S. dollar.

I. PERFORMANCE CRITERIA AND BENCHMARKS

2. Performance criteria include Items 1 to 3 and 5 to 7 as defined above. For external
payments arrears (Item 6), the performance criterion will be measured on a continuous basis
throughout 2002. The other performance criteria will be measured on the last day of June
2002 and December 2002. Quantitative benchmarks include Items 1 to 5 and 7 as defined
above. They will be measured on the last day of September 2002. Item 4 is also a quantitative
benchmark to be measured on the last day of June 2002 and December 2002,

II. MONITORING AND REPORTING REQUIREMENTS

3. For the purposes of program monitoring, the following information, including any
revisions to historical data, will be provided by the SBV, unless specified otherwise, to the
Asia and Pacific Department of the Fund, through the office of the Senior Resident
Representative of the IMF in Vietnam, as set out in Table 5.

Attachments
Table 7. Vietnam: Monitoring and Reporting Requirements
Table 8. Vietnam: List of 200 Large Debt State-Owned Enterprises in the Debt

Monitoring System Under the Second-Year PRGF-Supported Program
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Table 7. Vietnam: Monitoring and Reporting Requirements
Item Reporting Requirement Periodicity

t. Net domestic assets
(NDA) of the banking
system.

2. Net credit to the
government from the banking
system.

In addition to data on the listed items and their components, data
on amounts of external nonproject budget sepport (in U.S.
dollars), write-offs of non-performing loans (NPLs) at the state-
owned commercial banks (SOCBs), cost of SOCB recapitalization
incurred by the government, and credit to the government from the
nonbank public.

Monthly within six weeks of
the end of each month except
credit from the nonbank
public which is quarterly
within six weeks of the end
of each quarter.

3, Credit to the state-owned
enterprises (SOEs} from the
banking system,

Quarterly within eight weeks
of the end of each quarter.

4, Credit from the banking
system and from the budget
and budget support to the
200 targeted large SOEs.

Enterprise-by-enterprise data on credit from the banking system
and from the budget and budget support as compiled from Report
Form 1 (Report on Debt Situation of the Enterprise). As
supporting material, enterprise-by-enterprise data on tax debt and
other obligations of enterprises to the state budget (compiled from
Report Form: 2) and debts of enterprises to bank and credit
institutions (compiled from Report Form 3).

Quarterly within eight weeks
of the end of each quarter.

5. Nonconcessional publicly
contracted or guaranteed
foreign currency loans or
other external debt to
nenresidents.

A loan-by-loan summary of all new concessional and
nonconcessional loans contracted or guaranteed by the government
{including the SBV), with amounts and terms (i.e. amount
barrowed and the terms of the loan, including the length of
maturity, schedule of payments, rate of interest, currency of
denomination, and conditions for government guarantee).

Quarterly within four weeks
of the end of each quarter.

6. External payments arrears.

An accounting of nonrescheduable external arrears (on interest
and principal payments}, if any, by creditor countries. This
accounting includes, separately, arrears owed by the government
(including the SBV and on government guaranteed foreign
currency loans), as well as a breakdown of arrears owed to Paris
Club creditors, non-Paris Club creditors, and other creditors. In
addition, data on other arrears, which are rescheduable.

Quarterly within four weeks
of the end of each quarter.

7. Net official international
reserves (NIR).

On a twice-monthly basis, two data series, one in U.S. dollars
based on current bilateral exchange rates and one in U.S. dollars
based on the program monitoring exchange rates, will be reported.
Also, in U.5. dollars based on current bilateral exchange rates,
gross official international reserves will be reported broken down
as gold, cash and deposits, asscts held against swap arrangemenits,
other official foreign assets, and deposits in foreign currency of
deposit money banks held at the 5BV.

On a quarterly basis, reserves data broken down by major
currencies in units of original currency.

On the [5th day and last day
of each month, or the last
business day immediately
preceding these days, and
within 10 days of the
reporting date,

On the last day of each
quarter, or the last business
day tmmediately preceding
this day, and within four
weeks of the reporting date.

8. Proceeds from the
issuance of international
bonds.

Quarterly balance of the separate account and list of projects being
financed from the proceeds of the bonds.

Quarterly within two weeks
of the end of the quarter,
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Tabie 8. Vietnam: List of 200 Large Debt State-Owned Eaterprises in the Debt Monitoring System

Under the Second-Year PRGF-8upported Program
{Béo céo 200 DNNN cb s8 nd phai trd #n)

Number Tén doanh nghigp 1/ Name
1 Cong ty PETEC Petec Investment, Technigue, and Trading Co.
2 Céng ty XNK dich vu thuong mai Import/Export and Trading Services Co.
3 Céng ty thue phdm mign frung Foodstuff Co. in Central
4" Coéngty thue phdm mién béc Northern Foodstuff Co.
5 Cly XNK Ngii Cdc Cereal Import/Expon Co.
6 Cly V&t tu bao vé thue vat 1 Plant Protection and Material Co. 1
7 Cly Buting Quang Ngai Quang Ngai Sugar
g Cong ly phét trién nha va dé th Housing and Urban Development Co.
9 Céng ty XD cdp thodf nude 56 2 Water Supply/ Drainage and Construction Co. IT
10 Cdng ly x&y dimg diu khi Patrofeum and Gas Construction Co.
11 VP TCTy XD Thang Long Thang Long Bridge Construction General Corp. (head office)

B3 B B = —_ e e
RBEEBECXSRGRERRS

]

24
23
26
27
28
29
ki
k]|
32
33
34
35
15
37
38
39
40
41
42
43
44
45
46
47
48
49
30
51
52
53
54
35
36
57
58
59
60
61
62
63
64
63
66

CTy Tracimexco

Nha xudl bdn Gido dyc

Cty phat trién d&u tr cong ngh&PT
Bdo Minh

Vinare

Cfy d4u tur phél trién GTYT
VP Tcty xdy dung CTGT 6
Cly djch vu k§ thust dau kh
Cty thid! kd va xdy dumg diu khi
Cdng ty thuong mai ddu khi
Cty thép thaf nguyén

Cty thép mién nam

Céng ty ddy cép didn VN
CTy to vist y Lam ddng
Céng ty vat tir Ha Noi

Cty than Udngbi

M3 then Duang huy

Cly than Nél dja

Cty than Qudng hinh

Md than Ha fu

Xn Tuyén than hon gal

Xn tuydn than Cia dng
Cdhng by v&t b vat i xép da
Cong by hoa chat md
Céngty k¥ nghs TP VN

Cly dét ha nit

Cty dat nam djnh

Cly dét 843

Cty dét Hug

Cly dét thanh céng

Cly dét Viat thdng

Cty dét thang il

Cty déf phong pha

Cty dét nha trang

Céng ty may Viét Tién

Cty béng Vgl nam

MM Thudc la Sai gon

NM Thude J& Vinh hoi

NM thudc I& Thing Long
Cty XNK Thusc I3

Xn in bao bi& phu ligu thude I3
Cty NL Thudc ia Nam

VP TCT Gify

Cly gidy Bai Bang

Cty gidy Déng nai

Cly gidy Tén mai

Cly NL gidly vinh pht

Cty phdn dam va hoa chat Ha bac
Céng ty phén bén mién nam
Cty thude sal tring VN

Cly son chét déo

Cty Cao su sao vang

Gty Bia Saf gon

Cty Bia HN

Cty Nhuwa hung yén

Waterway Transpertation Export/Import Co. (TRACIMEXCO)
Edueation Publishing House

FPT Co.

Bao Minh Insurance

Vinare

Transport Development Investment Co.

No. 6 Transport Work Constiuction Corp. (Head Office)
Petroleum and Gas Technical Services Co.
Perrolemn and Gas Design and Construction Co.
Petrolears and Gas Trading Co.

Thai Nguyen Steel and Iron Co.

Southern Stee] Co,

Viemam Power Cables and Wires Co.
Vietmamnese-Italian Silk Co.

Hanoi Material and Equipment Co.

Uang Bi Coal Co.

Duong Huy Coal Mine

Domestic Coal Co.

Quang Ninh Coal Co.

Ha Tu Coal Mine

Hon Gai Coal Selection Enterprise

Cua Ong Coal Selection Co.

Transpott Equipment and Loading/Unloading Co.
Mine Chemicals Co,

Vietnam Foodstuff Technology Co.

Ha Noi Textile Co.

Nam Dinh Textile Co.

March 8 Textile Co.

Hue Textile Co.

Thanh Cong Textile Co.

Viet Thang Textile Co.

Thang Loi Textile Co.

Phong Phu Textile Co.

Nha Trang Textile Co.

Viet Tien Garment Co.

Vietmam Cotton Co.

Sai Gon Tobaceo Factory

Vinh Hoi Tobacco Factory

Thang Long Tobacco Factory

Tobacco Import/Export Co.

Tobacco Material and Package Printing Enterprise
South Tobacco Raw Material Co.

Vietnam Paper General Corp. thead office}

Bai Bang Paper Co.

Dong Nai Paper Co.

Tan Mai Paper Ca,

Vinh Phu Paper Raw Material Co.

Ha Bac Chemical and Nitrogenous Fertilizer Co.
Southern Fertilizer Co.

Viemam Gennicide Co.

Plastic Paint Co.

Sao Vang Rubber Co.

Saigon Beer Co.

Ha Noi Beer Co.

Hung Yen Plastic Co.

1/ Name of enterprise in Viethamese,
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Table 8. Vietnam: List of 200 Large Debt State-Owned Enterprises in the Debt Monitoring System
Under the Second-Year PRGF-Supported Program {continued)

(Bdo céo 200 DNNN cé s8 no phai trd lon)

MNumber Tén doanh nghigp MName
67 Céng ty gidy Hiép Hung Hiep Hung Footwear Co.
68 Cty xay idp dién i Power Construction and Installation Co. Il
& Cty xdy ldp dign lif Power Construction and Installation Co. HI
70 Céng ty x8y lap dign 4 Power Construction and Installation No, IV
71 Cty xdy ldp SX CN Industrial Construction, Installation, and Production Co.
72 Cty si7a Vietnam Milk Co.
73 Cty ddu thut vat va huong fiéu MP Vietham Vegetable Oil, Cosmetic, and Perfume Materials
74 Cly DVXNK ca phé I Coffee Export/Impont and Services No. 11
75 VP Tcly Caphé VN Vietam Coffes Gen. Corp. (Head Office)
76 Cly Cao su O6ng Nai Dong Nai Rubber Co.
7! VP TCTY Liong thue m.Bac Northern Foods General Cormp. ¢head office)
78 Cly fugng thue TPHCM HCMC Foods Co,
79 Cly L.uong thue Tién Giang Tien Giang Foods Co.
20 Cly Luong thut Can tho Can Tho Fonds Co.
a1 Cly Luong thue TP Sée trdng Soc Trang Foods and Foodstuff Co.
82 Cly XNKLT VTNN Béng Thip Dong Thap Agricubtural Material and Foods Export/Import Co.
&3 Céng ty luang thue An Giang An Giang Foods Co.
& Ty Luang thue &CNTP Foodstuff and Foodsiff Industry Co.
85 VP TCTY Ludng thue m.Nam Southern Foods General Corp. {(head office)
26 Cty Butng-Rutu-Bia Vist Tri Viet Tri Sugar, Wine, and Beer Co.
87 Cty Buiing Binh Dughg Binh Duong Sogar Co.
8 Cty Suting Bién Hoa Bien Hoa Sugar Co.
L3 Cly MB Tuy Hoa Tuay Hoa Sugar Co.
90 VP TCTY XDNN &PTNT Agricultural Consiruetion and Rural Development (head office)
91 Cly XNK ndng sén va TP HN Hanoi Agricultural Products ExpoitImport Co.
92 VP TCTY Ché Vietnam Tea General Corp. {head office}
93 VP YCTY Dau tém to Vietam Mulberty General Corp. (head office}
94 VP TCTY V&t fu NN Agricultural Material/Equipment General Corp. {head office)
95 Céng ty xi mdng Hal Phong Hai Phang Cement Co,
96 Céding ty xi méng Hoang Thach Hoang Thach Cement Co.
97 Cong ty xi mang Bim Son Bimn Son Cement Co.
98 Céng ty Xi ming Ha tién 1 Ha Tien Cement Co. No. I
9g Céng ty xi mang Bat san But Son Cement Co.
100 Ching ty ddu tu va phét trién XD Investment and Development Co. (Hanoi Construction Cotp.)
101 Céng ty ddu ti va phat (rién d6 thi Utban Investment and Development Co.
102 Cdng ty cy dung s& 8 Construction Co. No. 8
103 Cong ty xay ding sd 14 Construetion Co, No, 14
104 VP Tcty xay dung sd 1 Construction General Cotp, I (head office)
105 VP Tety xay dung Séng D4 Song Da Construction Corp. {head office)
106 Cdng ty #p méy va XD sd 45.1 Machinery Installation and Construction No. 45.1
107 VP TCTy f&p may Vist nam Vietnam Machine Installation General Corp, (head office)
108 VPTCTy XD phat trién ha ting Infraseructure Developruent Gen. Corp. (Head Office)
109 Céng bty sif Thanh tri Thanh Tri Ceramic Co.
110 Cly gach 8p lat Ha Noi Ha Noi Ceramic Tile Co.
1 Cdng ty Thach Ban Thach Ban Co.
112 Tely thuf tinh va gdm XD Construction Glass and Porcelain Co.
113 VP TCTy VINACONEX VINACONEX General Corp. (head office)
114 CTy vén tai bign VN Vietnam Marine Transport Co.
i15 CTy van tdi ddu khi VN Viemam Petroleum and Transportation Cao.
116 CTy VTai va thué fau bisn VN Vietnam Ship Lease and Transport Co,
17 VP TCTy Hang hdi VN Viemam Shipping Linets Co. (head office)
L8 Cdng Sa gon Sat Gon Port
3t VP TCTy CN tau thuf VN Vietam Shipping Industy Gen. Corp. (Head Office)
120 VP TCTy XDCTGTH Transport Work Construction General Corp. I (head office)
121 CTy cdu 12 Bridge Co. No. 12
122 CTy cdu 14 Bridge Co. No. 14
123 CTy XDCT 507 Work Construction Co. No. 507
124 Ciy nao vét duting thuy 2 Waterway Dredging Co. No 2
125 Cbng ty cong trinh 86 Construction Work No. B8 {Waterway Construction Corp.}
126 Cfy XNK Thuy sén TPHCM HCMC Agquatic Praduct Export/Import Co.
127 Cty XNK Thuy d3c sén Special Aquatic Products Export/Import Co.
128 Cty XNK Thuy san m.Trung entral Aquatic Products Export/lmport Co.
129 VP TCTY Hai sén bidn Ding Bien Dong Sea Products General Corp. (head office)
130 Céng ty dupe pham TW2 Central Pharmacy Co. I1
131 Cong ty XNK y t& If Medical Bxport/Import Co. I1
132 Cdng ty sdn susl thigt bj dién £, Anh Dong Anh Electric Equipment Production Co.
133 Cang ty trvdn XD dign 1 Power Construction and Consultation No. 1
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Table 8. Vietnam: List of 200 Large Debt State-Owned Enterprises in the Debt Monitoring System
Under the Second-Year PRGF-Supported Program (conchided)
(Bdo cdo 200 DNNN c6 56 ng phai ird lon)

Number Tén doanh nghiép Name
134 Cdng Ty Thut pham va Dic vy théng hop Foodstuff and General Services Ca.
135 Céng Ty Dién May Mién Trung Machinery and Electrical Company of Central Vietnam
138 Céng Ty Dét Vinh Phu Vinh Phu Textile Co.
137 Cty dutc pham thist b y t& N Hanoi Medical Equipment and Pharmacy Co.
138 Cty vt i téng hap Ha Anh Ha Anh General Material and Equipment Co.
139 Cdng ty thuong mai dich vu Hachimex Hachimex Trading Co.
140 Céng ty thuang mal dich vu XNK Hai phong Hai Phong Export/Import, Services and Trading Co.
141 Cty Qudn ly khai théc cong trinh thuy loi Xuan thuy Nam dinh Kuan Thuy Nam Dinh Irrigation Work Exploitation and Mgmt. Ca.
142 Céng ty Miz duding San la Son La Sugar Co,
143 Céng ty Thuf néng Séng Chu Song Chu Irigation Co.
144 Cding ty Xudt nhdp khdu Da Nang Da Nang Export/Import Co.
145 Cding ty Hilu Nghj Huu Nghi Co.
146 Cdng ty Climent H3i Van Hai Van Cement Co.
147 Cty Khai thac cong trinh thuy loi Quéng ngai Quang Ngai frrigation Work Bxploitation Co.
148 Céng ty duing Binh dinh Binh Dinh Sugar Co.
149 Cdng ty Thuong maitéing hop Phi yén Phu Yen General Trading Co.
150 Cdng ty sdn xudt kinh doanh XNK Phi yén Phu Yen BExport/Import, Trading and Production Co.
151 Cdng ty Buwing Khénh Hoa Khanh Hoa Sugar Co,
152 Céng ly Yén saa Bird Nest Co.
153 Nha may Dét Tan Tién Tan Tien Teatile Factory
154 Xl nghigp Lién higp thudc Ia Khdanh Hoa Khanh Hoa Tobacco Enterprise
155 Céng ty Mia Budng Kon tum Kontum Sugar Co.
156 Céng ly Ddu fu XNK Dak Lk Daklak Investment and Bxport/Import Co.
157 Céng ty Mia dutng Dakizk Daklak Sugar Co.
158 Céng ly Ca phé Phudc An Phuoc An Coffee Co,
159 Cdng ty Xudf nhap khiu 2-9 September 2 Expert/Import Co.
160 Céong ty XNK T, hgp va DT TPHCM (IMEXCO) HCMC Investrment and General Export/Import Co.
161 Cdng ty phat rifin céng nghigp Tan thudn Tan Thuan Industrial Development Co.
162 Cong ty sdn xudt kinh doanh bao bi LIKSIN LIKSN Printing Co. (HCMC)
163 Céng ty Duge Thanh Phd { SAPHARCO) HCMC Pharmacy Co. (SAPHARCQ)
164 Céng ty Quin Iy v& Phat trién nha Quén 4 Real Estate Management and Development (District 4, HCMC)
165 Cong ty XNK V4 Ddu Tv Chg Ldn Cho Eon Investment and Export/Import Co.
166 Cong ty XNK Pha Tha Phu Tho Export/Import Co,
167 Céng ty XNK Tan binh Tan Binh Export/mport Co.
168 Cong ty Dau fr & Djch vy TP.HCM HCMC Investment and Service Co.
169 Céng ty Thanh Nién Xung Phong Tp. HCM HCMC Young Volunteer Co.
170 Céng ty PT va Kinh Doanh Nha TPHCM HCMC Real Estate Development and Trading Co.
171 Céng ty phat tién Nha Binh Thanh Binh Thant Real Estate Development Co.
172 Céng ty kinh doanh thuy hdi sédn Agquatic and Sea Product Trading Co.
173 Céng ty xudt nhap khéu va déu te quédn 1 (Sunimex) Sunimex Co.
174 Céng ly dich vu t8ng hop Sa&i gon Sai Gon General Sarvices Co.
175 Céng ty Du flch TP HCM HCMC Tourism Co.
176 Céng Ty Mia Dudng Tay ninh Tay Minh Sugar Co.
177 Céng ty TM XNK Thanh L& Thanh Le Trading and Import/Export Co.
178 Cly thuong mai ddu tr & phél trién Binh Duong(BEC AMEX) BECAMEX Co.
179 Cty Mia duting Trf an Tei An Sugar Co.
182 Céng ty Xudt Nhap Khéu va ddu tu Binh thudn Rinh Thuan Export/Import and Investrnent Co.
181 Nha May Duling Binh thudn Binh Thuan Sugar Factory
182 Céng Ty dau tu xdy dung va TM Ving tau Vung Tau Construction, Investment, and Trading Co.
183 Céng ty XNK Néng San & tigu thd CN Handicraft and Agricaltural Product Expott/Import Co,
184 Céng ty x3y Bp Ba rja-VOng tau Vung Tau Construction and Installation Co.
185 Cong ty xay dung va phat trién do thi Viing tau Vung Tan Urban Development and Construction Co.
186 Cong Ty Du fich Quée T8 Ba rja-Ving Tau Baria-Vung Tan International Toorism Co.
187 Céng ty XNK 18ng hap Long an Long An Generzl Export/Import Co.
188 Céng Ty Thuang Mai Dau Khi £6ng Thap Deng Thap Petroleum and Gas Trading Co.
189 Cly XNK nong sdn thuc phdm An giang An Giang Agricultural Produet and Foods/Foodstuff Exp./Imp. Co.
190 Céng Ty X§ 58 Kign Thiét Tién giang Tien Giang Lottery Co.
191 Cong Ty Dugc VA VT Y TE Medical Material & Equipment and Pharmacy Co.
192 Céng ty duting Bén Tre Ben Tre Sugar Co.
193 Céng ty Thuong mal Kign Glang Kien Giang Trading Co.
194 Céng ty Mia duwdng Kién glang Kien Giang Sugar Co.
195 Néng tring Séng Héu Song Hau Farm
196 Cong Ty VT K¥ Thuat Nong Nghigp Cén Tha Can Tho Agricultural Material and Equipment and Technigue Ca.
197 Cty SXKD YAl hau x8y dung Construction Material Production and Trading Co.
198 Céng ty Mia duitng Sée trang Soc Trang Sugar Co.
199 Cly Bia Soc trang Soc Trang Beer Co,
200 Cly Cong trinh thiy Igi S6¢ Trang Soc Trang Irrigation Work Co.

Source: Ministry of Finance, Corporate Finance Department,



Statement by the IMF Staff Representative
June 21, 2002

This Statement provides an update on developments based on information that has become available
since the issuance of the staff report (EBS/02/101, 6/7/02). These developments do not change the
thrust of the staff appraisal.

1.

Recent developments. Based on preliminary data through early June, the program remains

broadly on track:

2.

The exchange rate has continued to depreciate gradually in recent weeks, and by a total
of 1% percent against the U.S. dollar and 33 percent in real effective terms so far this year.
Gross official reserves have risen moderately as programmed to US$3.5 billion as of June 7
(84 weeks of prospective imports).

There have been tentative signs of a recovery in exports. For April and May combined,
exports rose by 4 percent year-on-year, the first increase in seven months. Non-oil exports
grew by 9 percent, with notable improvements for textile, footwear, and handicraft exports,
and in particular to the United States.

Through April 2002, bank credit and broad money grew at an annual rate of 2142 percent
and 23% percent, respectively, somewhat ahead of the program.

The fiscal stance in the first quarter was relatively tight, in line with seasonal patterns,
with an annualized budget deficit of 1% percent of GDP, against a program target of

4 percent of GDP. Both revenue and expenditure are running somewhat higher than
programmed, with a shift towards capital expenditure.

As of mid June, 297 state-owned enterprises (SOEs) have completed equitizations,
outright sales, or liquidations, relative to the target of 400 set for the release of the second
tranche under the Bank’s Poverty Reduction Support Credit, which is envisaged for August,

Status of the prior actions. The authorities have confirmed that all prior actions noted in

EBS/02/101 have been completed. (A full list of the prior actions for Board consideration of the
PRGF review is summarized at the end of this statement.) In particular:

The State Bank of Vietnam (SBV) has agreed with each of the four large state-owned
commercial banks (SOCBs) on a work program to prepare a credit manual containing all
credit policies and procedures, which incorporates necessary improvements based on each



3.

bank’s recent experience. These work programs have been prepared with Fund technical
assistance and are already being implemented by the SOCBs, including with external
experts.

The Prime Minister has approved a decision providing for the terms and conditions of
recapitalization bonds for the SOCBs, which are fiscally sustainable and consistent with
program understandings. Specifically, the decision provides for the issuance of such bonds
totaling D 8 trillion (1¥2 percent of GDP) over the period 2002-04, with a 20-year maturity
at a fixed interest rate of 3.3 percent.

The SBV has agreed with each SOCB on cumulative targets for the resolution of
nonperforming loans (NPLs), which in the aggregate are consistent with the NPL
resolution target of D 3.5 trillion set as a structural performance criterion for end-
September 2002.

A special monitoring unit has been formally established to assist the National Steering
Committee for Enterprise Reform and Development (NSCERD) with enforcement
power to oversee the implementation of the SOE reform plan. While the group is
organizationally attached to the Office of Government, and not within the NSCERD as
originally envisaged, the Bank and Fund staffs consider its intent and mandate to be
consistent with program understandings. Technical assistance from the Bank will be
necessary to ensure strong implementation.

In addition to the approval in April of Decree 41 specifying guidelines for safety nets
for labor redundancies, the government approved on June 19 Decree 64 setting out,
inter alia, guidelines for debt resolution for equitized SOEs. This latter action was taken
short of the normal five-day minimum period required for Board consideration of the PRGF
review. The delay was due to the fact that the guidelines were part of a comprehensive
decree designed to speed up and improve the transparency of equitization, which took longer
than expected to finalize. The authorities have consulted with Bank and Fund staff on earlier
drafts of these guidelines, and the approved guidelines are consistent with staff
recommendations.

In other related developments, the SBV has agreed with each of the SOCBs on the

year 2000 audit qualifications that are to be eliminated by end 2002, thus meeting ahead of time the
end-June benchmark under the next PRGF review. With respect to the Fund’s safeguards
assessment, the authorities reported that the State Auditor is now finalizing the audit of the

year 2001 financial statements of the SBV, and work to restate these accounts in accordance with
international accounting standards is underway.



Vietnam: Summary of Prior Actions for Second PRGF Review

Policy Action/Conditions

Timing

Banking reform

. Issue implementation guidelines to apply State Bank of
Vietnam (SBV) Decision 1627 to all loans {excluding
policy loans) of commercial banks.

. Agree with each state-owned commercial bank (SOCB) on

a work program to prepare a credit manual, including all
credit policies and procedures, which incorporates necessary
improvements based on each SOCB's recent experience.

. Government approval of the terms and conditions of bank
recapitalization bonds that are fiscally sustainable and
recapitalize the banks in stages as planned.

. Agree with each large SOCB (Vietcombank, Incombank,
Bank for Agriculture and Rural Development, and Bank
for Investment and Development) on cumulative targets
for loan resolution for end-September 2002.

State-owned enterprise reform
. Equip the special monitoring unit in the National Steering

Committee for Enterprise Reform and Development
(NSCERD) with enforcement power to oversee

implementation of state-owned enterprise (SOE) reform plan.

. Government approval of implementation guidelines on
SOE debt resolution for equitized SOEs and safety nets
for labor redundancies.

Completed
April 16, 2002.

Completed
June 14, 2002.

Completed
June 14, 2002.

Completed
June 12, 2002.

Completed
June 14, 2002.

Completed
April 11 and
June 19, 2002.
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IMF Completes Second Review of Vietnam’s PRGF Program and
Approves In Principle US$53 Million Disbursement

The Executive Board of the International Monetary Fund ({IMF) today completed the
second review of Vietnam’s arrangement under the Poverty Reduction and Growth
Facility (PRGF). The Board also determined that Vietnam’s Comprehensive Poverty
Reduction and Growth Strategy (CPRGS) provides a sound basis for Fund
concessional financial assistance.

The Board’'s decision will become effective after the World Bank's review of the
CPRGS, which is currently scheduled for July 2, 2002. Vietnam will be able to draw
SDR 41.4 million (US$53 millicn) from the arrangement.

Vietnam's three-year IMF-supported program was approved on April 6, 2001 (see
Press Release No. 01/12). It amounts to SDR 290 million (US$$370 miliion), of which
SDR 82.8 million (US$106 millien) has been disbursed.

The PRGF is the IMF's concessional facility for low-income countries. It is intended
that PRGF-supported programs will in time be based on country-owned poverty
reduction strategies adopted in a participatory process invoiving civil society and.
development partners, and articulated in a Poverty Reduction Strategy Paper
(PRSP). This is intended to ensure that each PRGF-supported program is consistent
with a comprehensive framework for macroeconomic, structural, and social policies
to foster growth and reduce poverty.
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PRGF loans carry an annual interest rate of 0.5 percent, and are repayable over
10 years with a 5 Yz-year grace period on principal payments.

After the Executive Board's discussion on Vietnam, Shigemitsu Sugisaki, Deputy
Managing Director and Acting Chairman, made the following statement:

“The Vietnamese authorities have continued to make progress in implementing their
three-year program, which seeks to improve competitiveness and spur investment in
order to foster high growth and rapid poverty reduction. Economic performance
under the first-year program was relatively strong and based on generally sound
macroeconomic policies and progress in siructural reforms. However, delays
continued to be experienced in reforming state-owned enterprises (SOEs).

“The second-year program is therefore appropriately centered on a firmer
implementation of the structural reform agenda, along with continued discipline in
macroeconomic management. To promote growth and investment, the authorities
will need to press ahead with steps to further open the economy to the private sector
and to reform the trade regime and the state-owned commercial banks (SOCBs) and
SOEs.

“The budget deficit will be capped at a financeable level, but adhering to this limit
and ensuring medium-term sustainability will require strengthened revenue
performance and spending discipline. Credit growth will continue to be restrained, to
keep inflation low and to protect banks’ asset quality. External debt management will
remain prudent and will continue to rely primarily on concessional financing.

“The authorities are expected to press ahead with restructuring the four large
SQCBs, bringing loan classification and provisioning in line with international best
practices. Under the bank restructuring program, strategic equity participation by a
foreign investor in one of the SOCBs is envisaged to take place by end-2003.

“To advance SOE reform, more forceful implementation of the authorities’ three-year
reform plan will be required. Recent steps taken to accelerate the pace of
equitization will need to be fully implemented, and over time, the reform plan should
be extended to cover the larger, heavily indebted SOEs.

“The authorities’ Comprehensive Poverty Reduction and Growth Strategy has been
prepared in a commendable participatory process. Its successful implementation will
require careful prioritization and costing, strong expenditure management and
monitoring, and a full assessment of the social impact of reform.

“In view of the encouraging progress thus far and the authorities’ commitment to
accelerate reforms in critical program areas, the Executive Board completed the
second review under the arrangement, and granted waivers for the nonobservance
of a number of performance criteria under the program, as well as for a minor
incident of misrepoerting of reserves data,” Mr. Sugisaki said.



Statement by Kwok Mun Low, Alternate Executive Director for Vietnam
June 21, 2002

On behalf of the Vietnamese authorities, I would like to express our appreciation to
the Fund staff for devoting their time and unceasing efforts in working closely with the
authorities to complete the second review of the PRGF-supported medium-term economic
program. Despite the countless challenges and difficulties, the authorities’ determination to
vigorously pursue economic reforms under the program over the last year has become
evident and begun to bear fruit.

In 2001, Vietnam achieved significant and encouraging results, a namely strong and
sustainable economic growth rate, active transformation of the economic structure, greater
mobilization of internal resources for investment in development, higher fiscal revenues
compared with budget targets, reduction in the number of poor households and a decline in
the unemployment rate. Despite these achievements, however, Vietnam continues to face
enormous challenges. With the global economic slowdown, the shrinking market for
Vietnamese exports after the tragic events of September 11, the continued decline in prices of
most of the important commodities, and natural disasters in the Mekong Delta areas and
several central provinces, Vietnam’s prospects for achieving its annual targets for socio-
economic development were made much more difficult.

Nevertheless, the Vietnamese authorities are committed to continue pursuing sound
macro-economic policies and foster efficient state and private sector development as well as
seek greater integration with the global economy. In particular, they are seeking to maintain
strong and sustainable economic growth by tapping the full potential of all economic sectors,
improve competitiveness and attract foreign investment. They would also speed up
structural transformation of the economy, especially in the agricultural sector as well as
reform the state-owned enterprises (SOEs) so as to enhance efficiency. The Vietnamese
authorities acknowledge that reforms of the SOEs have proceeded slower than expected
because of the many difficulties encountered. However, they are committed to accord
greater priority to accelerating reforms of the SOE as well as the banking sectors in the
period ahead, and these would be complemented with further deregulation of the private
sector and liberalization of the trade sector.

With strong and sustained economic growth, this would enable the authorities to
augment their poverty reduction strategy. The authorities will continue to implement policy
measures which would encourage economic growth through raising production in the
agricultural, industrial and services sectors. For 2002, the authorities target economic
growth to reach between 7% and 7.3% with CPI inflation kept between 3% and 4%. The
authorities also hoped to raise gross investments to 32% of GDP, create 1.4 million new jobs
and provide vocational training to 1 million people.

To reach these goals, in the first half of 2002, despite the many difficulties and
challenges, the momentum of reforms in the previcus years has been sustained with the
combined efforts of the Government and the business community across all economic
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sectors. These efforts have yielded good results in the first four or five months, not only in
the industrial sector and infrastructure investments, but also in fiscal revenues and some
socio-cultural activities. It is estimated that in the first five months of 2002, industrial
production increased by 14% compared with the corresponding period last year, with growth
rates of the SOE sector, non-state sector and foreign invested enterprises reaching 11.4%,
19.4% and 13.6%, respectively. Prices have been relatively stable, with the consumer price
index rising by only 2.8% over the first 5 months, entirely due to the increase in food prices.
Although export earnings during this period were estimated to have declined by 6.8%
compared with the same period last year, certain export items, such as rubber, coal, tea,
handicrafts, footwear and textiles, grew strongly. Actual infrastructure investment under the
central budget in the first five months is estimated to have increased by 15.3%. Total fiscal
revenues over the same period is expected to have increased by 8.4%, of which revenue from
SOE:s is estimated to have risen by 6.1%. The budget deficit over the first five months is
estimated to be only 18.2% of the annual deficit level approved by the National Assembly.

However, on an annualized basis, the overall economic growth performance as well
as export earnings in the first half of 2002 appear to fall slightly short of expectations.
Nevertheless, the Vietnamese authorities remained committed and determined to achieve the
socio-economic indicators set for 2002 by continuing to take the necessary measures to
promote production, stimulate investment demand, remove obstacles in the production and.
export of goods and services, and accelerate poverty reduction.

After one full year of implementing the economic program under the PRGF, the
Vietnamese authorities are confident that the policies and measures stated in the MEFP are
appropriate to the achievement of the said objectives. In May, the 11" National Assembly
was elected. The new National Assembly plans to convene its first session in July to approve
the new Cabinet, which is one of its most important undertakings. The new government is
firmly committed to the program of reforms as outlined in the MEFP to industrialize and
modernize the Vietnamese economy and it believes that it will be able to vigorously
implement the comprehensive program.

As part of the PRGF-supported program, the authorities took about one year to
finalize the draft of the Comprehensive Poverty Reduction and Growth Strategy (CPRGS),
with broad participation of representatives of central and local governments, mass
organizations and people from all walks of life. This is a clear indication of program
ownership by Vietnam, This success could not have been achieved without the strong
support of the IMF, the World Bank and other multilateral and bilateral donors.

In order to achieve the targets set in the CPRGS, the Vietnamese authorities will
continue to do their best to capitalize on Vietnam’s internal strengths and resources, but they
will still have to count on the support and assistance from the international community,
including the International Monetary Fund. The authorities would greatly appreciate the
Board’s understanding of the difficulties and challenges they faced, most of which were
beyond their control. They would like to thank the Board for their support of Vietnam’s
PRGF program thus far and look forward to continued support of the Board for the
completion of the second review of the PRGF program.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

