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INTERNATIONAL MONETARY FUND
VIETNAM
Staff Report for the 2001 Article IV Consultation and First Review
Under the Poverty Reduction and Growth Facility and
Request for Waiver and Modification of Performance Criteria
Prepared by the Asia and Pacific Departiment
{In consultation with l'iscal Affairs, Legal, Monetary and Exchange Affairs,
Policy Development and Review, Statistics, and Treasurer’s Departments)

Approved by R. Antheny Elson and Shigeo Kashiwagi
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Discussions for the first review under the PRGF arrangement and the 2001

Article IV consultation were held in Hanoi and Ho Chi Mioh City during August 22
September 7, 2001. The staff team comprised Ms. Puckahtikom (head),

Messrs. Cowen and Unteroberdoerster {all APD); Ms. Thacker (PDR); Mr. Kinoshita
{(FAD); and Mrs. Villar (staff assistant, APD). The mission was assisted by

Mrs. Adams (senior resident representative) and overlapped with un MAE team on
bank restructuring and Bank stall in its informal review of the Poverty Reduction

Support Credit.

The misston met with Deputy Governors Huong and Tuan of the State Bank of
Vietam, Vice Chairman Thong of the National Steering Comminee for Enterprise
Reform, and other senior officials dealing with econemic and financial matters.

In concluding the last Article IV consultation on July 7, 2000, Exceutive Directors
stressed that for Vietnam's economic recovery to be sustainable, the pace of
structurul reforms needed to be accelerated in the context of a broad-based program.
Subscyuently, a three-year PRGF arrangement for SDR 290 million (88 percent of
quota) was approved by the Exceutive Board on April 13, 2001,

Despite recent improvements, Vietnam'’s statistical system needs upgrading, STA is
providing technical assistance and the authorities are considering participation in the
General Data Dissemination System. The authorities intend to publish this report and
the Supplementary Memorandum of Economic and Financial Policies in support of

the first PRGF review.

This rcport 1s a teamn product prepared under the direction of Chanpen Puckahtikom.
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EXECUTIVE SUMMARY

Economic performance has been positive so far in 2001, under the first-year PRGF-
supported program. Despite slowing exports, real GDP growth has been relatively robust,
inflation subdued, and the external position has strengthened. Macroeconomic policy
implementation has been broadly on track, characterized by a prudent fiscal stance, credit
restraint (including for the 200 large state-owned enterprise (SOE) debtors), and a more
Mexible exchange rate management.

The record on structural pelicy implementation has heen uneven. Effective steps have
heen taken to ease entry for the private sector and trude reform measurcs have been more
ambitious than programmed. Howcever, there have been shippages in reforming the state.
owned commercial banks (SOCBs) and SOEs.

All but two of the end-June quantitative benchmarks and performance criteria were
observed. Waivers are justified for the nonobservance of the performance criteria on bunk
credit to SOEs and on net international reserves and also with respect to the end-Scptember
structural performance criterion on bank audits, since the breaches were due to temporary
factors and the underlying policies remained consistent with program understandings.

The authorities are taking corrective steps and pursuing a policy agendan nimed at
sustaining growth and proetecting macroeconomic stability. The ruacroeconomic
framework has been revised to take into account the weaker global outlook. As a basis for
completing the first PRGY review, this agenda is centered on the following policy elements:

» On the macroeconomic side, (i) a cautiously supportive fiscal stance, providing for &
significant spending boost in the remainder of 2001 and for a slight easing in 2002,
essentially through automatic stabilizers; (ii) continued credit restraint, mainly to stem
nonperforming loans in the SOCBs, which is critical for strengthening the medinm-term
fiscal position as well as keeping inflation in check; and (iii) adequate flexibility in
exchange rate policy to help adapt to external shocks.

»  On the structural side, more vigorous implementation in the critical areas of (1) SOCB
reform, by adopting and executing restructuring plans for the four large banks and
subjecting these banks to a closer and more transparent oversight by the State Bank of
Vietnam; and (ii) SOE reform, by rephasing the reform timetable within the original
three-vear targets, and taking decisive steps to speed up equitization and strengthen its
framework. Steady implementation of measures to promote private sector development
and trade liberalization should also help offset any negative impact of SOCB/SOE
reform in the near term.

Good progress is being made in the preparation of a poverty reduction strategy, for
completion by April 2002, with respect to both the process and the analytical and policy
content.



1. INTRODUCTION

1. In the attached letter dated November 7, 2001, together with the Supplementary
Memorandum of Economic and Financial Policies (MEFP) {Attachmenl I, the government
of Vietnam requests completion of the first PRGF review, waivers for the nonobservance of
two quantitative performance criteria for end-June and one structural performance criterion
for end-September, and modification of one performance criterion for end-December 2001,
in support of these requests, the Supplementary MEFP reviews progress made so far under
the first-year PRGF program and sets out the policies to be implemented in the remainder of
the first vear through June 2002. A second disbursement (SDR 41.4 million} is conditionad
on the completion of the tirst review and compliance with end-June quantitative performance
criteria and with the end-September structural performance griterion.! 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 1), The Interim
Poverty Reduction Strategy Paper (EBD/01/32) underpins Vietnam’s econemic program for
both the PRGF and the PRSC credits.

II. PERFORMANCE UNDER THE PROGRAM IN 2001

2. The PRGF-supported program is aimed at restoring Vietnam’s growth closer to
potential and reducing poverty, through boosting private investment and competitiveness
of the economy. Along the lines endorsed by Executive Directors in concluding the 2000
Article IV consultation, key program elements include the maintenance of macroeconomic
stability, accelerated reforms of state-owned commercial banks (SOCBs) and enterprises
(SOEs), the promotivn of privaie sector development, and liberalization of the exchange and
trade Tegimes.

3. Macroecunomic objectives for 2001 under the first-year program included
achieving a real GDP growth of at least 5 percent and keeping inflation under 5 percent
(Table 2). Despite an envisaged weakening in global demand, the external current account
was targeted to be in balance and gross reserves to rise to US$3.6 billion (or 8% weeks of
next year's imports) at year-end.

! Vietnam’s outstanding use of Fund resources amounted to SDR 257.8 million (78.3 percent
of quota) as of September 30, 2001. Assuming full disbursements as scheduled under the
PRGF amrangement, Vietnam's outstanding use of Fund resources would amount to

SDR 344.4 million (104.6 percent uf quota) at end 2004 {Table 1).



4, Developments in the first
pine months of 2601 were
satisfactory and consistent with
these objectives. Available key
indicators, such as retail sales and
industrial production, point to
continued growth in real GDP, albeit
at a slower pace than the
corresponding period in 2000

{Box 1). Activity has been driven by

domestic demand, including a pick up

in private investment following
improved business sentiment. Export
growth progressively slowed to

10 percent in the first nine months of
2001, from 235 percent in 2000, with
weak performance for manufactured
exports and depressed non-oil
commodity prices. Owing to falling
food prices, inflation was subdued,
with core inflation (excluding food)
running below 2 pereent for the year
ending Septemnber 2001 (Figure 1).
On the external front (Figure 2), with
a slowing of imports and a modest
strengthening of FDI inflows, gross
reserves rose to an estimated

1JS$3.4 billion at end-September.

5. Macroeconomic policies so
far in 2001 have been implemented
broadly in line with program
expectations. All quantitative
performance criteria for end-June
were met, except for those on bank
credit to SOEs and on pet
international reserves (NIR) (Table 3
and paragraphs 7 and 9 below).

6. The fiscal stance in the first
half of 2001 was less expansionary
than envisaged, with the overall
deficit (excluding vnlending)

estimated at 1% percent of GDP on an
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Box 1. Vietnam: Growth Performance and Outlook

Reul GCDP gruwth under the program is currently prujected al 4% percent in 2001, wmp;swd with

5% percent in 2000. This is down slightly from the original program projection of § percent, ! which already
anticipated some weakening in the external environment. Following the September 11 cvents, a further
weakening is likely mainly through a stump in manufactured exports (frotwear and garments and electronic
goods, which will likely show little growth in 2001) and 2 temporary dampening of investor sentiment.

The maderation of growth in 2001 reflects several supply side facters. Agricultural production has not been
as robust as in recent years, which witnesscd record harvests. Official cstimates put growth in agricultural output
at 2% percent in the first nine months of 2001, compared with 3% pezcent in the same period last year, Rice
output is expected to be 2 percent lower this year, which is being oflset by strong growih in non-rice stapies and
coffce production. ladustris! vatput hus been growing st u slighlly slower pace thun in 2000, bul mainly for the
domestic market and in part to support construction activity. The service sector, while is stili relatively strong,
has been affected by the slump in rural incomes—agricultural incomes have suffered owing to low world
commodity prives, which for rice and coffee have fallen by un uverage of 15 and 40 pervent, respectively, in the
first nine months of 2001 compared with last year. Qverall, retail sales growth has fallen by one-half so far this
year to © percent.

On the demand side, consumption Victaton: Contelomtivn to Reai GDP Counth

growth has eascd in 2001, affected by £in penenntage parni of G graseth)

rural income and evidenced by lower than

anticipated growth m imports of finished e 95 19 7 2000
goods. Investment demangd has been Average Ewv. Prejocicd
buoyed by low interest rates, the creation of -

a large number of small sad medinm-sized Couvampion 63 a4 1w 21 22 45
enterprises, government capital spending, Invostmont 11 . ) 4% 3k D3 44 20 34
and a rise in FDI, Despite the slowdown in e Pt e A SR G
external demand, net export growth is still 1 seegom 43 28 27 61 05 18

expected to he only slightly negative in
light of sizegble increases in the volume of
coffec exparts, as well as enede oil and
marine products.

Real GD2 growth 8.8 33 42 5.5 4.7 53

Sourses Swif cuimaies and projecuons,

1/ Unulidey charges it e
Looking akead to 2002, growth is 1 Inclutes stutisticn! discrepancy between expanditires and production-basza GIN,
projected to pick up to 5% percent, on
the strength of a moderniely expansionary fiscel policy, including double-digit growth in public capital
investment; a further expansion of private sector activity (sce Box 3); and the pogitive impact of the new
bilatcral trade sgreement with the U,S. Also, FDI flows are expecied to rise substantially in 2002 as new oil and
gas projects enter their full implementation phase. Compared with the original program projections, the growth
outlook for 2002 has been scaled back {from. 6 perecnl carlicr) owing to an auficipated persistence of o weaker
and mure uncortain external environment well into next year, Tn particular, non-oi] export growth (in 118, dollar
terms) has been reduced from 17 percent 1o 9 pereent—slightly below ¢xpected growth in 2001.

Downside risks to the oatlonk arise from a lengthier and deeper global slump, weaker commodity prices, and
an even lower crude oil price (now projected 1o averuge UB$22 per barrel), which could also affect new
investment i the goergy seclor, Whils implementation of SOF and trade reforms could have some temporary
dislocation, zny prolonged slippage in the overall reform agenda will weaken investor confidence as well as
progpecets for a susiained recovery.

“The official projection of real GDP growth in 2001 has also been marked down recently by about 4 percentage
point to 7 percent,




annualized basis, compared with 2% percent programmed for the year (Table 4). This
outcome reflected stronger-than-cxpected revenue performance, mainly on account of non-oil
sources. More specifically, VAT collection was buoyant due to increascs in the volume of
taxable irports and the expansion of the tax base to capture newly registered enterprises (see
paragraph 11). Tn addition, expenditure was well below budget, particularly for structural
reforms and for capital projects, due to the slow pace of implementation; recurrent spending
for health and education was broadly on target, at 51 percent of the amount originally

budgeted for the year. Domestic
financing was avoided and the
performance criterion on bank credit
to government was observed with a
comfortable margin.

7. Credit policy has been
restrained as programmed,
reversing the trend of the last two
years. Credit growth slowed from

38 percent at end 2000 to 29 percent
by end-June, close w the
programmed 28 percent (Table 5 and
Figure 3). This deceleration reflected
tighter dong liguidity, as wellasa
firmer policy stance of the State
Bank of Vietnam (SBV), especially
starting in the second guarter of the
year. However, the March
benchmarks for net domestic assets
(NDA) of the banking system and for
bank credit to SOEs were exceeded,
on account of subsidized credit
through SOEs for crop purchases to
support farm prices for coffee and
rice.? To rein in credit and ease the
pressure on the exchange rate, during
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2 In accordance with Prime Ministerial Decision No. 233/2001 (March 6, 2001}, Vietnam
Southern Food Corporation and other SOEs have obtained bank credit to buy up to

one million metric tons of rice and 24¢ thousand metric tons of coffee. This credit is on
commercial terms, with a maturity of one year, and the government is providing a subsidy to
cover 70 percent of interest costs for coffee purchases. The interest subsidy scheme for rice
purchases expired in September 2001. The aim is to stabilize farm prices and thus support
farm incomes in the face of a downturn in world prices.



the period May-September, the authoritics avoided matching cuts in U.S. interest rates on the
domestic base lending rate (following rate cuts totaling 1% percentage points carly in the
year). SBV refinancing was also kept in check. As a result, credit growth moderated und the
end-June performance criterion on NDA was met. However, the end-Junc performance
criterion on bank credit to SOEs was missed by [} 1.0 trillion (1.3 percent of outstanding
SOE bank credit), again owing to financing for crop purchascs amounting to D 2.5 trillion.

8. Interest rate policy has been further rationalized. With the introduction of the base
rate mechanism in August 2000, the ceilings on dong lending rates were replaced with bands
above the base rates of 4 percent for short-term loans and 6% percent for medium-term loans.
Actual rate developments sugpest that this mechanism has provided adequate flexibility in
the current low inflation and interest rate environment. Also, the cap on foreign currency
lending rates was lifted in June 2001, allowing banks to better price risks.

9. Since May 2001, exchange rate management has been more flexible. Official
reserves came under pressure iz March—-April, in the face of depreciating regional currencies,
and the March benchmark for NIR of the SBV was missed. Since May, however, the policy
stance has been more flexible, so that by end-September, the dong had depreciated against the
U.S. dollar from the beginning of the year by a total of 3% percent (2 percent in real effective
terms). Moreover, to boost confidence, the foreign exchange surrender requirement was
reduced in May from 50 to 40 percent. With these changes, reserve developments have
largely been brought back on track, although the end-Tune performance criterion for NIR was
missed, in large part reflecting a delayed PRSC disbursement.

10.  Trade measures have been more ambitious than programmed. In particular, the
authorities anmounced in April 2001 a five-year trade regime, in a break from the past
practice of announcing only annual programs (Box 2). The announced timetable for removal
of quantitative restrictions (QRs) for five out of cleven itcms has been advanced significantly.
Also in May 2001, QRs on five items were removed ahcad of schedule.

11.  Recent steps to promote private sector development have alse proved effective.
Reflecting decisive implementation of the Enterprisc Law, which was aimed at easing entry
for private businesses (Box 3), the number of small and medium-sized enterprises (SMEs)
grew by an estimated 60 percent in the 20 months from end-2000, with total registered capital
equivalent to 6 percent of GDP. Also, following amendments of the Foreign Investment Law,
FDI is gradually reviving, beginning with large projects in the energy sector and more
recently in smaller projects.”

3 The Nam Con Son gas project and the two (first ever) build-operate-transfer BOT) projects
in power generation are expected to result in FDI inflows of US$2.6 biilion during 2001-03.
In addition, based on official cstimates, FDI commitments grew by 30 percent in the first half
of 2001 in terms of new projects compured with a year ago.
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Box 2. Vietnam; Recent Progress in Trade Reforms

Victnam has made progress in liberalizing its trude regime sinee 2000, Under the PRGE-supported program
adopted in April 2001, the authozities committed to taking a number of steps to further open Viemam®s markets.
Recent zctions indicate that trade liberalization is progressing faster than expected under the program. In particular:

« The announced timetahle for removal of quantitative restrictions (QRs) for three of the six items covered under the
PRUF-supported program (steel, vegetable oil, and construction gluss) hus been sdvanced by une year to end-
200t.

« Out of the five items remaining subjoct to QRs afler 2003 (and not covercd under the PRGE-supported program),
the timetabic for QR removal on a subsct of two items (automobiles and motoreycles) has been advanced to
end 2002.

» Out of eleven 1tems subject Lo restrictions, QRs on {ive (alcohol, ceramic and granite tiles, clinker, puper, and 16-
16 passenger vans) were remaved in May 2001, ahead of schedule.

A Five-Year kmpori-Export Regime

{2001-05) was anncunced in Vistnam: Schedale for QR Rewoval, 209183
April 2001, This provides a road map
; \ Tws Original tut ; e dy
for tariff reduction, QR removal, and i gLy rigioal dute Avtual or revised dute
other trade measures. Unlike previous | paper 2001 Removed Mey 1, 2001
years when the trade regime was Cii:]nm and cement Sesember 31 3001
S mker e ) Remaved May |, 2001
amnounced acnually, the five-year Cemen: Tocerrber 31, 2602 Mo changs
sirategy atlows affecled traders and Constructinn whits glass Ticeomber 34, 2002 Diccermber 31, 2061
enterprises to work in a more Granite and ceramic tiles Deeember 31, 2000 Removed May 1, 2601
- . Remaining steel products Decemdber 33, 2002 Precember 31, 2001
predictable und fonger-term Vogetabic oil Jasaary |, 2003 December 31, 2001
framewnrk, Under the new regime,
and in addition to the above measures: | Akohel Not scicduled for remove]l  Kemoved Mey 1, 2001
. Motoreyeles {new) and certain parts Not scheduled for removal Deceiober 31, 2002
« On the export side, traders are free Passenger vans
to export a large array of gg{}ds’ £ L6 seats .P;Iut stheduled for temoval Removed May 1, 2004
with the exception of (i) certain Upto o o sehedaod for sl Db 31,2002
sPe_mﬂCd goo-ds (\Afea;?ons, Sowce: Prime Minister Decision 46/2001/QD-TTg on the mansgement of import and expo of
untiques, drugs, wildiife and scarce | goods in the poried 2001-2003,

species, and wood from natural
forests); fii} goods that are subject to licensing requirements {textiles and garments subject to quotas and goods
subject to international treaties between Vietnam and iis trading partners); aad (iif) items that are subject to
special controls (scarce forest plants and certain vegetable and animal species).

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

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

« On the import side, traders can import freely any goods, except (i) items that are hanned (weapons, firearms, and
other hazardous materials; cigareties, cigars, and other tobacco products; used consumer goods and materials and
equipment; and most left-hend drive vehicles); and (ii) goods subject to licensing requirements (for most
commaxdities, such reguiremnents will be removed by 2005, except on sugar} or under special controls.

Under AFTA, on June 6, 2001, the government issued Ordinance No. 28 announcing changes in tariff lines
consistent with the commitments under AFTA. These changes are cffective from January 1, 2001

» 713 itemns have heen transferved from the Temporary Exclusion List (TEL) to the Inclusion List (IL), leaving
1,200 itcms still in the TEL (under AFTA 21l ilems arc cxpected o be moved Lo the Il by 2003).

« For the items in the IL list totaling 4,986 iterns, 65 percent ure subiject to o tuniff rate of 0-5 percent and the
remaining 35 percent to a tariff rate of 5-20 percent {under AFTA 1ariffs on 97 percent of tariff lings will be
reduced o at most 20 pereent by 2003 and -3 pereent by 2006).

"The bilateral trade agreement with the United States was ratified m Iste 2001, and is expected 10 lead to a
substantial ingrease in Vietnamn's exports to the United States.

With respect to the WTO, bilateral negotiations are expected to begin before end-2001. An interministerial
committee is preparing documents to be circulated to WTO members in this regard,
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Box 3. Vietnam: Private Sector Development and State-Owned Enterprise Reform

The private sector accounts for areund 40 percent of GDP in Vietnam (compared with 50 percent in China),
but mainly in agriculture and for only one-third of industrial output. Recent World Bank studies indicate that
small to medium-sized enterprises (SMEs) will need (0 vontribule 4 much lurger share ol economiv activily il
Vietnam is to sustain real GDP growth at 6-8 percent. Private sector activity had been constrained by an
entrenched buresucracy, a non-transparent tax and administrative regime, and an uneven playing field in terms
of market access, credit availability, and operating costs. Recent actions to accelerate private sector
development include passage of the new Enterprise Law and amended Foreign Investment Law in 2000;
adoplion of u three-yeer state-owned enterprise (SOE) reform frameworlk (hat provides for equitization; and
implementation of trade opening measures (see Box 2).

Under the new Enterprise Law, business licensing requirements in 145 (out of 400) sub-sectors were lifted
in 2000, making establishment of private firms considerably easier. Decree 30, also issued in 2000, led 10
revovation ol u further 61 licenses and permits (o ease entry under ihe Enterprise Law. Under the Bank’s PRSC,
a condition for second tranche release is the removal or modification of business licenses in an additional

50 sub-sectors, which is expected by end 2001, Business registration costs glso have boen cut significantly and
the approval process shortened. As a result, an estimated 26,000 SMEs had been registered by end-August
2001 employing more than 500,000 workers. This represents a 60 percent increase in registered enterprises
since January 2000, Total registered vapital iy equivalent 1 US$2 billion, or 6 percent of GDP. The Enterprise
Law will be supplemented with a decree on SMEs by end 2001, Existing provisions in the Enterprise Law on
the use of land-use rights as collateral for bank loans will need stronger enforcement and greater transparency to
cuse credit conditins for SMEs. The liberalization of inlerest rales on bank lending sipve August 2000 sbould
alsa help ensure hetter access of SMEs 1o hank credit.

Amendmenis to the Forcign Investment Law sought to improve the climate for FPI by focusing on:

(i} substituting business registration for licensing for export-oriented foreign-invested enterprises (FIES),

(ii) atlowing FIEs to buy forcign cxchenge to make peyments within certain lmits; (iii) permitting forcign bank
branches operating in Viemam to take niortgages; and (iv) providing govermnent guarantees on certain types of
infrastructire projects and encouraging investment by overseas Vietnamese. The dual price systen, which also
disriminutes against FIEs, hus been rolled back recently with a reduction in price gaps most notably on
telecommunication and electricity tariffs. Under a decree adopted in August 2001, the dual pricing system is to
e phased out and licensing and adminisirative procedurcs for FIEs further strezmlined. Revisions to the Land
Law are being nimed at: (i) easing local government control over allocating land and granting land-use
certificates to houssholds and enterprises; (i) giving overseas Vietnamese the right to buy houses with attached
Iand-use rights; and (iii) sligning compensation for nutionalized lands with market value,

SOE reform: In view of the poor financial conditions and inefliciencics of many SOEs, the government adopted
a five-ycar SOE reform plan in March 2001, with annuul targets specified for 2001-03." The objectives of the
plan are t reduce fosses and improve competitiveness. Around | ,800 out of the more than 5,500 SOEs wiil be
subject to enterprise-specitic reform measurcs, mostly through cquitization (1,400), divestiture (140}, or
liquidation/closure (220). An additional 200 enterptises will face merger/consolidation. These enterprises are
mainly srall and medium-sized SOEs in terms of statc capital (11 percent of total) and SOE debt (10 pereent of
total), but they account for 31 percent of total SOE employment. Under the first-year PRGF progrum, the tugels
are to equitize, divest, or liquidate/close 500650 enterprises and merge/consolidate 80-50. Detailed
implementatlon of this plan Is being monitored under the Bank’s PRSC.

'Details on the SOEs” financial conditions can be found in EBS/01/43 {paragraphs 26-27 and Box 4 of the staff
report, and paragraphs 2023 of the MEFF).
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12.  Progress in banking reform, however, has been slow. In particular:

. The remaining restructuring plans for three out of the four large SOCBs (Bark for
Investment and Development (BIDV), Incorbank (ICB), and Bank for Agricultural
and Rural development (BARD)) were finalized and approved by the government in

early October, three months behind schedule.

. Audits on international audit and accounting standards (IAS) are nearing completion
for BIDY and BARD. However, in part because donor financing procedures proved
more time consuming than expected, the structural benchmark on awarding of audit
contracts for ICB and VCB was met but with a delay of two months (Table 6). The
structural performance criterion on submission of a progress report on these audits
was met in early October, also slightly behind schedule.

» With respect to the joint-stock banks (FSBs), licenses of four problem banks (out of
48) were withdrawn as planned in Junc 2001, bringing io seven the number of bank

closures/mergers.

13.  Delays have also been experienced in
SOE reform, reflecting resistance from vested
interests. To bolster the political backing for this
reform, the government’s three-year plan adopted
in March 2001 was considered by the central
committee of the party in late August and was
published in general terms in September. In this
uncertain setting, during the first eight months

0f 2001, only 93 SOEs were equitized, compared
with the target of 450-500 set for 2001 under the
threc-year plan. At the same time, however, bank
gredit and budget supporl to the targeted 200 large
SOE debtors have been curbed, so that the program
benchmark was met for end-Junc.
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IIl. RePORT ON THE DISCUSSIONS

14.  The discussions focused on near-term macreeconomic policies and the main
structural measures that are key to achieving the program targets for 2001 and over the
medium term. At the time of the discussions, the impact of the global slowdown was alrcady
being felt on Vietnam’s economy, and the authorities agreed with the staff that steady
implementation of macroeconomic policies and accelerated structural reforms would cushion
this downturn. Moreover, recognizing the slippages in carrying out SOCB and SOE reforms,
the authorities initiated corrective efforts, including some critical measures taken as prior
actions for completing the first PRGF review. Finally, to strengthen internal coordination, a
high level inter-ministerial committee has been set up to track progress under the PRGF

programy, jointly with the PRSC program.
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A. The Macroeeconomic Framework for 2001-2002

15.  The program’s near-term macroeconomic framework has been revised,
reflecting the worsening external outlook since the adoption of the original framework
in early 2001, Factoring in the more recent deterforation since the September 11 events,
Vietnam’s export and FDI prospects are now weaker than originally expected. As a result,
real GDP growth for 2001 has been scaled back to 4% percent from the programumed rate of
5 percent, and to 5% percent for 2002, instead of 6 percent as initially envisaged (Table 7).
End-period inflation should stay under 2 percent in 2001 and remains targeted under

5 percent in 2002, because of the potential impact of greater exchange rate flexibility and in
the absence of 8 mujor tightening of finuncinl policies. The externul pusition is now set to be
less favorable, but the current account deficit for 2002 would still be financeable at 2 pereent
of GDP (Table 8), and official reserves are targeted to increase to 9 weeks of import cover at
end-2002, in linc with the original program objective.” The agreed program provides fora
basic policy framework that is responsive to the more adverse outlook. However, given the
downside risks {see also paragraph 22), the staff will work with the authorities in the context
of the next informal quarterly review in early December to assess the impact of any further
deterioration in the outlook and refine the appropriate policy adjustments as necessary.
B3eyond 2002, the staff’s medium-term projections remain largely unchanged from the time of
Board approval of the PRGF arrangement.

Flscal policy

16.  Based on performance so far and prospects for the remainder of the year, the
authorities were confident that the programmed fiscal targets for 2001 could be broadly
achieved. For the second half of 2001, revenue performance is expected to remain favorable,
reflecting the limited impact of falling oil prices and the newly introduced tax relief for
farmers. At the same time, government expenditure is projected to rise, due primarily to a
major {and partly seasonal) boost in capital spending on infrastructure, mainly in rural areas.
To a limited cxtent, expenditure is also projected to increase on account of the introduction of
interest subsidies for farm price support loans and bonus schemes to promote commodity
exports where prices have been especially depressed. The authorities shared the staff's view
that these measures needed to be kept modest and for a limitcd duration, and that in order to
gase the difficulties in the rural sector, it would be preferable to step up spending on
economic and social infrastructure. In addition, the scope of the bonus schemes for exports
would need to be contained, with reliance placed instead on greater exchange rate flexibility.
Overall, the budget deficit could be kept below 3 percent of GDP, close to the program target,
and domestic bank financing capped at ¥ percent of GDP as programmed.

4 The revised medium-term balance of payments projections are discussed in Annex IV,
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17.  For the 2002 budget, the authorities are committed to a continued cantiously
accommodative framewark, broadly consistent with gradually stabilizing public sector
debt over the medium term, More generally, in order to protect fiscal sustainability, the
authorities recognized that accelerating SOCB and SOE reforms as well as strengthening tax
administration and policy will be critical.’ Preparation for next year’s budget is underway,
with significant uncertainties about the external outloak, in particular oil prices.t To help
support economic activity and in view of Vietnam’s relatively manageabic public scctor debt
burden, it was agreed that there was scope for a further slight easing of the fiscal stance
within the program’s medium-term fiscal framework, essentially by allowing for automatic
stabilizers. On this basis, the overall government deficit is targeted to tise to 4 percent of
GDP (from the original target of 3 percent), while domestic bank financing would be limited
1o 0.6 percent of GDP. Based on conservative assumptions, revenue and grants could fall

to 20% percent of GDP, after taking into account modest improvements arising from a
strengthening of tax administration being supported with technical assistance from the Fund.”
The authorities also reaffirmed their intention to revise the VAT law, by reducing the number
of VAT rates and exemptions, to be made effective for the year 2003 budget. Spending on
productive and priority social sectors would be maintained, including amounts needed to
support SOCB and SOE reforms and related safety nets. Altogether, expenditure could be
kept at 24% percent of GDP, including ¥ percent of GDP to cover the envisaged current costs
of structural reforms.?

18.  The authorities are taking steps to strengthen expenditure management and
fiscal transparency, but further efforts are needed. Consisicnt with the 2000 Public
Expenditure Review, budget allocations have been raised for operations and maintenance for
roads and irrigation, and total poverty-reducing spending is projected to increase by

1 percentage point of GDP to about 7 percent of GDP in 2002, compared with the average

5 For an updated assessment of Vietnam's fiscal sustainability, see the Selected Issues paper.
In order to stabilize the public sector debt at 72 percent of GDP over the medium term, bank
credit to SOBs (and rclated NPL growth) needs to be curtailed and the overall government
deficit gradually reduced, mainly through strengthening revenue performance.

& A reduction in oil prices of US$1 per barrel would reduce government revenue by an
estimated Y% pereentage peint of GDP.

7 See the Selected Issues Paper for an cutline of the weaknesses in tax administration
identificd by the recent FAD technical assistance.

¥ The capital cost of structural reforms could run as high as 3%:~4 percent of GDP in 2002,
largely for SOCB recapitalization and SOE debt abserption. Financing is expected to come
from the issuance of long-term bank recapitalization bonds and from external sources. The
full cost of these operations is included in the augmented deficit measure in Tables 4 and 7.
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over the preeeding three years. The authorities have also drawn up an action plan over the
next three years to improve public expenditure management and are defining a public
administrative reform strateyy. In addition, under a recently approved regulation on fiscal
transparcncy, more comprehensive budget information will be published, including detailed
sectoral spending components and budgctary data at the provincial and local government
Jevels: a website for the Ministry of Finance (MoF) has also been estublished allowing for a
wider dissemination of budget information. The staff welcomed the progress that has been
made on this front, and encouraged the adoption of additional measurcs to track poverty-
reducing expenditurcs and to further cnhance the transparency and efficiency of government
operations.

Mounetary policy

19.  Credit restraint remains a priority, to help keep inflation low and to stem
nonperfoming loans (NPLs), while ensuring adequate credit to the economy. Broadly in line
with the original monetary program, a performance criterion on NDA for end-December 2001
has been set, aimed at slowing credit growth to 21 percent by year-end. The monetary
program has also been extended through June 2002, containing year-on-year credit growth
to 20 percent and bank credit growth to SOEs to 12 percent. This pace of credit growth
follows the rapid deccleration programmed for 2001, and was judged acceptable given low
inflation and the authorities’” commitment to intensify efforts to strengthen credit risk
management in banks, cspecially in SOCBs, which account for nearly all of the recent
expansion in credit. The authoritics intend to continue to limit SBV refinanciog to rein in
credit growth. Given falling global interest rutes, effective Oclober, the SBV cut its base
lending rate by 60 basis points, resulting in a total rate reduction of 2 percentage points for
the year so far. The current level of interest rates and the agrecd limits on 5BV refinancing
are consistent with achieving the program’s inflation and credit objectives.

20. Very close bank supervision Is needed, in view of the recent rapid rise in foreign
currency deposits (FCDs) and the associated increase in credit risks in the banking system
{Box 4). FCDs rose to 34 percent of bank deposits at end-August 2001, from 27 percent at
end-December 1999, in spite of attempts to slow this trend by increasing the reserve
requirement on FCDs. The staff cautioned against an administrative approach fo discourage
FCDs, as this could adverscly affect confidence in the banking system and reintermediation,
and urged closc prudential supervision of foreign currency loan operations. In light of the
potential volatility of FCDs, the authoritics indicated that tight prudential regulations and
reporting requirements were in place to ensure the liquidity and quality of counterpart foreign
assets held by banks abroad.
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Box 4. Vietnam: Foreign Currency Deposits

Foreign cutrency deposits (FCDs) bave become an important feature of monetary developments in Vietnam.
Measured relative to broad money, FCDs began to decline with the return to macrocconomic stability from a
punk of 41 percent in 1991, bul then gradually increased from about 20 percent in 1996 to 35 percent by
Tuly 2001,

Recent contributing faclors

+ The lifting vf reguiations on the opening of foreiga currcucy accounts in 1992 played a major role.
FCDs have nearly doubled since then to US$5.9 billion at end-July 2001, with the largest increase among
houscholds. As recorded remittances increased much more gradually, this trend would suggest
reintemmedialion of currency previously keld outside the banking sysiem, and thus renewed confidence in
batks.

s Perlodic expectations of a dong devalnation, in part . e ——

fuclied by » real upprecistion of the dong sinee (he L Viaawe Forign Currency Drponits, 1992001

heginning of 2000, made FCIs more attractive to

investors seeking higher expected retuns and betier risk
diversification. Since more than 80 percent of FCDs are
time deposits, assct substitution or inveatment motives
have played a primary role as opposed to currengy
substitution or money demand factors.

Rapid export growth through mid-2000, and 2 lower

surrender requirement, down [rom 80 percent in 1999 o B :
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Vietnam (SBV) has aticmpted 1o discourege bunks from accepting FCDs by raising the reserve requirements
on FCDs several times over the past year 10 13 percent {compared with 5 percent on dong depaosits).
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Tmplications and policy challenges

Rising FCDs in Vietnam at this time are indicative of reintermediatio and financial deepening of the banking
system. ITowever, new challenges have arisen for monetary and exchange rate policies and banking supervision.
The lurge sharc of FUDs in broad money has had the following consequences:

= The scope for an independent monetary policy has been reduced, sugresting the need for a more
fexible exchange rale regime, As rovenl growth in FCDs appears lo have been largely driven by asset
substitution, this trend might be stermmed by preater exchange rate fiexibility. This is because the costs of
holding dollar assets, determined by exchange rate volatility, would increase relative to the benefits,
determined by ’mﬂauon volatilily. . Vot G O Foerr d ’

¢ The SBV's ability to manage dong liquidity has : Fooerign Currency Depenits, 19952001
become more constrained. Also, a scgmentation of

the credit rmli:ket has reduced the SBY’s sbility to £ Rl oo 1 :
control credit developments. SR i pee gt saley . %D
o The SBY’s need for addressing systemic hanking %3,50: L . w0
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To ensure that the foreign exchange risk related to
¥CDs is appropriately covered, the guality of bunks” fureign currency assels needs Lo be carelully monitored.
This relates in particular to foreign currency loans to SOEs with limited capacity to generate fareign currency
revenues, and to foreign assets held by banks abroad. Given dominant state ownership of banks, FCDs also are a
potential clsim on Viemam's official reserves and are likely to allect extermal vilnerability. In terms of cover,
the tufiv ol gross official reserves to FCDs has declined substzntially over the past five years to helow

60 percent at end-August 2001,




-17-

External scctor policics

21.  The authorities reaffirmed their commitment to a more flexible exchange rate
poliey, limiting intervention in the exchange market only to cope with disorderly
conditions and to achieve the NIR targets of the program. It was agreed that exchange
rate management in the period since May had helped to protect competitiveness and rebuild
gross official reserves, and that such an approach would continue to help the economy to
adapt to external shocks. The authorities were encouraged te phase out the surrender
requirement and to remove the two remaining exchange restrictions so as to enable Vietnam
to accept the obligations under Article VII within the program period.” Also, a prudent
external debt management policy will need to continue. Under the program, the authoritizs
are confining borrowing by the government primarily to loans on concessional terms, and are
limiting government guarantees for nonconcessional debt contracted by SOEs."® The staff
stressed the need for a careful appraisal of project viability and the extension of government
guarantees to cover only the minimum neeessary risk.

22. Vietnam’s economy Is moderately valnerable to a global sloewdown due to lts
openness, with exports accounting for one-half of GDP. 'This vulnerability is tempered by
a broad diversification of the export structure and across trading partners. Under a more
adverse scenario with a global growth in 2002 of 1.8 percent (compared with 2.7 percent in
the program baseline) and an oil price of US$16 per barrel (o1l exports account for 18 percent
of total exports in the baseling), Viemam would be negatively aifected through weaker
exports and FDI. GDP growth could be % percentage point lower and external imbalances
larger, including a possible need for additional balance of payments support on the order of
US$300 million, or almest doubling the currently envisaged gap. Vietnam’s external
vulnerability to shifts in capital market sentiment remains low, given its relatively closed
capital account and limited access to foreign financial markets, and comfortable debt

? Exchange measures subject to approval under Article VII 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. Vietnam continues to avail itself of the transitional arrangements under
Article XIV, Section 2, under which it maintains exchange restrictions consisting of limits on
the availability of foreign exchange for cerfain invisible payments.

1® The definition of the performance criterion on extemal debt has been modified to he
consistent with the Fund’s guidelines on external debt (see Annex I of Attachment II).
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and reserve indicators (Table 9 and Figure 4).!" A qualification to this assessment relates to
the rising amount of FCDs noted earlier, for which risks cannot be meaningfully asscssed i
the absence of more detailed data on foreign assets held by domestic banks.

B. Key Structural Reforms
Private scetor development

23.  The authorities have taken steps to promote private sector development in an
overall strategy of making Vietnam a truly mixed market economy, with a level playing
field for all cnterprises. Registration procedures for new SMlis have been streamlined, the
legal framework for domestic investment is under review, and there are plans for lifting
licensing requirements for additional business subsectors. Also, a decree on SMEs is being
prepared and amendments to the Land Law are expected to take eftect soon. The staff urged
early adoption and steady implementation of these measures, especially as new private
enterprises can belp to sustain economic activity and offset the adverse employment impact
of SOE reform in the near term,

24.  With respeet to FDI, additional efforts are underway to streamline further
licensing and administrative procedures for foreign-invested enterprises (F1Es). Local
authorities, notably for Ho Chi Minh City, are being given greater autonomy to improve the
investment climate and ease administrative hurdles for foreign investment projects.
Nonetheless, more needs 1o be done to lower the cost of doing business in Vietnam, and the
stalT cncouraged the authorities to press ahead with streamlining measures, and to adopt a
relatively short timetable to phase out the dual pricing system.

Trade reform

25,  Trade reform measures are being adopted across a hroad front, focusing first on
removing nontariff barriers. As noted earlier, the recently announced timetable for QR
removal was more ambitious than expected. During the remainder of 2001, envisaged actions
inchude replacing QRs for three items (steel, vegetable oil, and construction glass) with
tariffs, implementing the 2001 tariff reductions under AFTA, and auctioning at least

25 percent of garment export quotas while continuing to improve the auction process. With
full implementation of the schedule of QR removal and the elimination of state monopolies

11 External <cht is projected at 43 percent of GDP at end-2001, of which only 4 percent is
short term, and reserves amounted to seven times short-term debt, as of mid-2001. A full debt
sustainability analysis was last conducted for the 1999 Article IV Consultation (SM/99/102;
5/9/99), Under the recently revised medinm-tenm macroeconomic scenario, preliminary
calculations by the staff confirm the general results of the earlier DSA, i.e., assuming prudent
limits on nonconcessional borrowing and continued policy reform, Vietnam’s external debt
would be sustainable over the medium to long term.
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on trading, by the stari of 2003, only twa items (petroleum products and sugar) would remain
subject to QRs, and Vietnam's rating on the Fund’s 10-point scale of trade restrictiveness
would improve substantially to 6 from the current rating of 9. Finally, preparations for entry
into the World Trade Organization are well underway, with bilateral discussions slated to
start by end year. The staff encouraged the authorities to advance their trade reform agenda ax
a means to position Vietnam to benefit from a global upturn and to foster SOE reform.

Banking reform

26. ‘'The authorities fully recognized that vigorous and sustained efforts were needed
to reform the four large SOCBSs in oxder to allow them to play an effective role in the
banking system and to reduce medium-term fiscal risks. The recently approved
restructuring plans of these banks provide a solid start to this reform process (summarized in
Annex V). In consultation with the Fund and Bank staff and drawing on MAY technical
assistance, the authorities are giving priority to the following agenda over the next twelve
months:

. Completing on schedule IAS audits of these banks, as audit results would cnuble a
realistic assessment of the size of NPLs and a more cffcetive and transparent approach
to setting and monitoring performance milestones (see below)." Under the current
schedule, audits for three banks are to be completed by end year as envisaged, but the
audit for VCB is now targeted to be completed by end-January 2002.

. Closely overseeing the implementation of bank-specific restructuring plans,
including under the operational guidelines for resolving NPLs. To stem new bad
loans and to foster SOE testructuring, these guidelines aim at providing adequate
mechanisms for loan restructuring and recovery, including through effective linkages
of debt relief to SOE restructuring, ardd for strengthening banks” credit risk
management. To reinforce oversight, a special SBV unit is to becomne fully
operational by end year, and will report to the inter-ministerial committce for SOCB
restructuring.

- Monitoring performance against milcstones that have been set for individual
banks (as incorporated in bank specific SBV directive) and consistent with the
principle of phased and conditional recapitalization of SOCBs over three years. These
milestones include targets for NPL recovery and for loan workout efforts, Meeting the
aggregate milestones for loan resolution, in particular, is a structural performance

12 The average NPL ratio for the four large SOCBs on Vietnamese accounting and
classification standards was reported at 10 percent as of end-July 2001, Altemative estimates
based on diagnostic audits during 1996-98 suggest an NPL ratio of at least 30 percent on
international classification and accounting practices.
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criterion for March 2002, and satisfactory performance against the first-year
milestones generally will aigger the first phase of bank recapitalization and release of
the sceond PRSC tranche.

27.  Strengthening bank regulation and supervision remains a priority in hanking
reform. As a key first step, the authorities reaffirmed their intention to revise Decision 284
by end-2001 to bring loan classification in conformity with international accounting
standards. A three-year timetable has also been set to move provisioning onto the new
¢classification standards, contingent on the availability of funding sources outside of banks.
Furthermore, continued efforts will be made to consolidate the JSB system, and strengthen
the [inancial conditions of these banks. The authorities are aiming to halve the number of
JSBs through closure/merger in twQ vears. :

SOE reform

28.  Much remains to be done to accelerate SOE reform and to strengthen the
framework for equitization. The authorities indicated that, while they remain committed to
achieving the original SOL reform targets within three years, a rephasing of this roadmap is
now necessary in light of the delays that have been experienced, especially relating to
equitization. To step up the pace of SOE reform, the staff urged publication of the rephased
timetable and early adoption of implementation guidelines on SOE debt resolution and safety
nets for labor redundancies (a structural benchmark). Moreover, the monitoring unit in the
National Steering Comumittee for Enterprise Reform will need to be given full authority to
oversee the irplementation of SOE reform (a structural benchmark). Also, to help ensure
that all relevant conditions under the Bank’s PRSC for release of the second tranche by

May 2002 could still be met (Table 10), the Bank staff is enhancing its monitoring of
progress in this area. Finally, to strengthen the cffectiveness and integrity of the equitization
process, the authorities intend to lift, at the latest by end-2001, caps on sharcholdings in
equitized SOEs, and also to remove from an individual SOE’s management the responsibility
for issuing, selling, and registering shares.

29.  Steps have been taken to improve the system that was recently set up to monitor
debt and budget support of 200 large SOE debtors, in order to help strengthen SOU
financial discipline. Even though the June program benchmark for these SOEs was observed,
the MoF has had difficulties obtaining timely and accurate reporting from concerned SOLs.
To improve this monitoring, reporting requirements have been simplitied and sanctions
against late Teporting have been introduced,

C. PRSP and Seocial Impact Analysis

30.  Good progress is being made towards completing a full Poverty Reduction
Strategy Paper (PRSP) by April 2002, with respect to both process and content. To
prepare this document, an intcr-ministcrial committee from 14 government agencies, led by
the Ministry of Planning and Investment, was sct up in May 2001. The authorities indicated
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their intention to strengthen participation in this process, starting by consulting widely on the
detailed outline of the PRSP within the government and with local communities, NGOs, and
donors. Also, in order to ensure a high quality PRSP, the authorities have begun working
with donors and NGOs to localize international development targets in nine main areas
{creating economic opportunity, governance, infrastructure, environment, health, education,
social protection, ethnic minorities, and gender equity). The Fund staff is expected to assist in
costing the policies needed to attain these goals and incorporating these into the program’s
medium-term macrocconomic framework, The Bank is providing analytical support,
including notably on the link between policies and poverty vutcomes, which will help to
integrate the social impact analysis of reform into the PRSP, and is assisling in designing a
system for monitoring progress in poverty reduction.

IV. PrOCRAM MONI'ORING AND TECHNICAL ASSISTANCE

31.  Risks to program implementation remain considerable, given the still young
consensus on the pace of reform. To help mitigate these risks, as well as to redress the
stippages so far, the program provides for significant prior actions for the completion of the
first review. Also, the program is being monitored through performance criteria and
benchmarks (summarized in Tables 3 and 6), and through semi-annual program reviews, In
addition, the structural conditionslity under the program has been reviewed, in line with the
staff guidelines in this arca (Box 5). To regain momentam in SOE and SOCB reforms,
additional structural benchmarks and performance criteria have been introduced.

32, The authorities are requesting waivers of the nonebservance of two cnd-June
guantitative performance criteria and one structural performance criterion end the
modification of one end-December performance criterion. With respect to the performance
criterion on bank credit to SOEs, the excess for end-June was attributable to a one-time, farm
price support credit, in response to a slemp in world commodity prices. A waiver would seem
justified since the underlying growth in bank credit to SOEs remained on track and within the
programmed limit. For the same reason, the modification of this performance criterion for
end-December would be warranted. The request for waiving the nonobservance of the end-
June performance criterion on NIR woulid also be justified as the deviation from the program
path was temporary, due to a delayed disbursement, and NIR has since been on track.
Sirnilarly, the structural performance criterion on the submission of 4 progress report on
audits of VCB and ICB was met with a two-week delay.

33.  To help address the risks in program implementation arising from Vietnam’s
capacity constraints, technical assistance is being provided by MA (in bank restructuring
and supervision), FAD {in tax policy and administration), and STA (in upgrading the
statistical base).

34. A Stage One safepuards assessment was recently conducted for Vietnam, which
noted that no independent audit of the SBV’s financial statements has been undertaken to
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Box 5, Vietuam—Structural Conditionality

Coversge of Structural Conditionality in the Current Propram

Tahle & sets out the structural conditionality (prior actions, performance criteria, henchmarks, and conditions for
review) for the first and second revicws of the PRGF. These conditions are focused on retonms of the four large
S0CBs, winch collectively account for 75 percent of total bank assets, and of the SOEs, whose debt accounts
for 30 percent of GDP (or one-half of total public sector debt) and the bulk of the nonperforming loans in the
SOCHs, Both these reforms are judged to have a critival bearing on medium-term fiscal sustainability and
maintenance of macroeconomic stability. To a limited extent, structurs] conditions also cover policies within the
Fund's compatence that are essential for improving growth prospects, notably in the exchange regime.

At the first PRGT review, prior actions relating to specific steps in SOCD and SOE reforms were introduced to
ensure adeyuate progress of these reforms; progresy io buth these srvay wag envisaged 10 be the foeus of the
review, in consultation with the Bank. Additionzal structural henchmarks and performance criteria were alsa
introduced to tighten monitoring as necessary to maintain the reform momenturm.

Status of Structural Conditionality Irom Earlier Programs

The status under the last three-year ESAF arrangement (lapsed in 1997) is not readily comparable, given the gap
of four years.

The stulus of structurs] conditions set under the fiest yeur PRGE urrsngement (approved in April 2001} s
reporied in Table 6. Almost all conditions were set in the form of prior actions, relating to SOCB and SOE
teforms, and trade and exchange system liberalization. Conditions in the form of structurat benchmarks and
performance criteria were limited to the SOCBs and exchange system, and were streamlined in coordination
with conditionality under the parallel PRSC. For the first PRGF review, the one structural benchmark (on audits
of two SOCBs) was subject {u 4 three<month delay, while the structural perforinance criterion (also un these
andits) was et with a slight delay.

Structurul Areas Covered by World Bunk Lending and Coaditionality

Under the parailel PRSC arrangement approved in June 2001, trunche refease conditions overlap with PRGF
conditions in three areas - -reforms of the SOCRs, the S0Fs, and the trade system, hut they also cover private
sector development and public expenditure management (Table 9). In the overlapping areas, structural
cunditiuns huve been designed tv be cumplementary. PRGF conditions have been defined in aggregative terms,
relating to the framework for or dimensions of SOCB/SOE reforms that are critical from the fiscal and overall
macrocconomic standpoints, PRSC conditions bave been formulated at the more detailed implementation level,
for example, relating to the specific targets for and the effectiveness of equitization, the restructuring plans of
three large SOEs (general corporations), diagnostic audits of scloeted large SOEs, and implemcntation of the
S0OCB restructuring plans and of safety nets for affected workers in restructured SOEs.

Other Relevant Structaral Conditions not Included in Carrent Program

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




date, although the SBV has committed to undergo an audit ot the year 2001 financial
statements in accordance with the state law. Also, the assessment identified potential
weaknesses in other areas of the safeguards framework that may pose a risk to bund resources
and increase the possibility of misreporting (Annex 1). Therefore, to ensure compliance with
the safeguards framework, the SBV has agreed to complete by end-June 2002: (i) an audit of
{he 2001 financial statements by the State Acdilor in accordance with International Standards
on Auditing; and (ii) the publication of the post-audit financial statemenis and aitendant audit
opinivn. It is also understood that additionul measures would be implemented prior to the
second review of the program, which would include restating the sudited 2001 [inuncial
statements it accordance with International Accounting Standards. A Stage Two mission will
be conducted after completion of the 2001 audit.

V. POLICY TRANSPARENCY AND STATISTHCAL ISSUES

35.  Tmportant strides have been made in the area of policy and data transparency.
The staff report (including the MEFP) in connection with the PRGF arrangement was
publishcd, and will continue to be published. A Victnam page in the /FS was introduced in
June 2001, and as noted earlicr, more comprehensive fiscal data arc being disseminated by
the authorities, in addition 1o those published in the Government Finuncial Siatistics.
Continued efforts will be required. however, for Vietnam to make available 1o the public a
broader range of statistics and more comprehensive information on policy objectives and
performance.

36. Despite recent improvements, there is considerable scope for upgrading
Vietnam's statistical system. The recent multisector statistics mission identified a number of
important shortcomings (Annex V1). These include intersectoral inconsistencies in economic
statistics, the practice of compiling provisional statistics before the end of the reference
period {affecting in particular the aceuracy of national acceunts and FDI statistics). and
significant classification problems in external trade dala. The sta{l encouraged authorities to
follow through with the micasures recommended by STA, panticularly in the national accounis
area, and to take a timely decision on Vietnam’s participation in the General Data :
Dissemination System (GDDS).

VI, STAFF APPRAISAL

37. Under the PRGE-supported program, Vietnam has continned its track record of
sound macroeconomic management, and is making progress in implementing structural
policies. These factors have contributed (o a favorable ceconomic performance so far under
the program. Despite slowing exports, cconomic growth in 2001 is likely to remain relatively
robust, inflation is low, and the external position has strengthened. Overull indicators of
fiscal, mopetary, and exchange rate developments remain positive and in line with
expectations. Economic activity has also been boosted by a recovery in investment, following
the effective implementation of measures to promote private sector development and to open
up the economy.

38,  The policy agenda under the PRGF-supported program remains challenging,
however, especially given the current global downturn and the slippages that have been
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cxpericnced in the key SOE and SOCB reform areas, Firm and steudy implementation of
this agenda will be critical to returning Viemam to its growth potential and 1o faster poverly
reduction. Pressing ahead with reform will also belp Vietnam to weather the current uncertain
external prospects.

39.  The government's program for the remainder of 2001 and the first half of 2002
is well focused, consistent with the program’s objectives, and envisages appropriate
corrective measures. [n the fiscal area, the spending boost now budgeted for the remainder
af 2001 will be supportive of economic aclivily, while protecting the programmed deficit
targel. The staff codorses the budget framework for 2002, which allows {or automatic
stabilizers to take effect in a weaker external environment. The targeted overall deficit is
consistent with stabilizing public sector debt as a ratio to GDP over the medium term.
Achieving this target will require a strengthening of tax administration, to ensure adequate
spending for structural reforms and associated safety nets and support for critical social and
infrastructure sectors. The staff also welcomes steps to strengthen expenditure management.
and encourages the adoption of additional measures to track poverty-reducing expenditures
and to further enhance the transpareney and cfficiency of government operations. To ¢nsure
fiseul sustainability over the medium term, it will be necessary 10 conlinue a cautious
budgetary stance and to accelerate SOE and SOCB reforms.

40,  Credit restraint will continue to be essential to belp stem nonperforming loans
and strengthen SOE financial discipline, even though inflation appears benign. The
monetary program through June 2002 aims to meet these objectives, while also providing for
adequate credit to sustain private sector activity. Coupled with a more effective monitoring of
the debt of and budget support to the 200 targeted large SOESs, this restrained credit stance
remains key 1o sirengthening the medium-term fiscal position, The stall also urges very close
supervision of banks” foreign currency operations, in view of the potential volatility of
foreign currency deposits, to limit banks’ credit and liquidity risks.

4]. The staff welcomes the more flexible management of the exchange rate, which
has hetped to protect Vietnam’s competitiveness and external viability. Nonetheless, the
exchange regime will need to be further liberalized by phasing out as soon as possible the
foreign exchange surrender requirement. A prudent external debt management policy will
also necd to be maintained to keep medium-term external debt indicators within a sustainable
range.

42.  Reccent trade measures have been more far reaching than programmed and
should be implemented firmly and steadily to help position Vietnam to benefit fully trom any
global upturn. urther efforts to promote private sector activity and TDI will also be essential,
by providing a fair and predictable business environment, as these sectors could help offset
any negative impact of SOFR/SOCB reforms in the near term.

43, To minimize the potential fiscal costs of SOCB reforms and to return these
banks to health, streager and sustained efforts in state bank restruciuring should be a
top priority. The restructuring plans of the four large SOCBs provide a good start, and must
be vigorously implemented with very close oversight by the SBV, with clear and binding
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incentives for compliance, In particular, these bunks will need to substantialty strengthen
their credit risk management and make best efforts to resolve NPLs, consistent with bank-
specific performance milestones. Steps to recapitalize the SOCBs should be carefully phased
and conditioned on hank performance. To sct a transparent and realistic basis for monitoring
SOCR reform, it will be important to bring loan classification in line with internalional
accounting standards at the latest by end year.

44,  The staff urges the authoritics to redouble efforts in SOE reform in order to
achieve the original three-year targets and make up for the delays so far. As internal
support for this reform appears to have been bolstered recently, rephasing the reform
timctablc to protect the original targets should be an immediate priority. Moreover, the
authorities should alm to quickly adopt the guidelines for social safety nets and for SOE debt
resohntion, remove the caps for shareholdings in equitized SOLS, and strengthen monitoring
mechanisms with Bank technical assistance.

45.  The staff welcomes the progress that has been made in preparing a poverty
reduction strategy for completion by April 2002, The envisaged consultations appear to be
uppropriately broad und timely, and the planned analytical work is commendable, cspecially
as it would give due attention to incorporating the social impact of reforms.

46. Based on the Stage One safeguards assessment and to ensure compliance with
the safeguards framework, it will be important to complete an external audit of the 2001
financial statements of the SBV on international auditing standards and to publish its audited
slatements by June 2002, These aclions will provide 4 basis for a fuller assessment of the
adequacy ol the system of audit and control 1n place at the SBV.

47, Recent steps to strengthen policy transparency are welcomed, but additional
efforts are needed to better inform the public of economic performance and policy
choices, thus boosting investor confidence. Similarly, a further upgrading of Vietnam’s
statistical base is important, especially in view of the weaknesses identified by recent I'und
icehnical assistance. The authoritics should take follow-up actions, with priority given Lo the
area of national accounts, and reach a timely decision on Vietnam’s participation i the
GIDS.

48,  The staff rccommends completion of the first review under the PRGF
arrangement on the strength of the authorities’ program through June 2002 and
completion of the agreed prior actions. The staff also supports the authorities” request for
waivers of the nonobservance of two performance criteria for end-June und the structural
performance criterion for end-September, and for the associated modification of one
performance criterion for end-December, as the breaches were atiributable to exceptional
onc-time factors and the underlying policies remain in line with program understandings.

49,  Itis proposed that Vietnam remain on the standard 12-montb cycle for
Article TV consultations.
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Figure 1. Vietnam: Selected Economic Indicators, 1997-2001
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Figure 2. Vietnam: External Sector Developments, 1994-2001
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Figure 3, Vietnam: Monetary and Financial Indicators, 1997-2001
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Flgure 4. Vietnum: Externul Debt Indicutors, 1996-2006
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Table 2. Vietnam: Selected Economic Indicators, 1956-2002

Meminal GDP (2000p  US$30.3 billien GUP per copits (2000) USS394
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GIP deilator 8.7 £.6 i1l 37 25 3.2 1.7 31 .
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Total raveme 224 209 i9.8 13.2 w07 199 216 .4 b
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Tuled expendituce (wecluding anlendivg wud cupilal custs of zefurmus) 231 22.6 w4 20.6 231 234 24.9 4.2 228 4/
af which: cirrent cxpmdm:-rc ) 174 14.3 187 139 153 156 144 15.5 163 4f
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Broud maney 227 261 254 W3 330 228 132 324 &
Credit to the econamy 20,1 226 HX 19.2 3R .0 210 2983 &/
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(in weeks of next year's ign.poﬂs_ufgpud; and ponfacior sevices) 4.4 72 483 8. 8.5 £3 9.4 8.3 ! 9.6
et intesnaticund ressrves, including goid L A6 1258 1,173 2,114 2,19t 2,872 2,431
Exlernsi debt {ia pereent of GDF) 11/ KN 74.8 8.8 7L.6 393 41.4 434 <55
Convertible cumency 12/ 357 357 363 34,2 193 4id 418 455
Noozonvertible eurresy 4.0 38 8.3 374 0.0 6.0 0.0 0.0 -
Debieservice rato (peroent of exports of gecds and nonfactar services)
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Sources: Data providad by che authorities; and sraff estimatas and prajeciiona.

|/ Parformance 2a of Anguet 2001, unlwe viherwise wdicaisd,
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DreVIDUS YEAE
* 3/ Caih basia.
4f Pefunmanes in the fizet half of 2001 on an aymoekized basis.
&/ Fignren for 2000 srd 2001 basd on expanded monetary srvey (State Baux of Vietosm (SBV)} and 35 wedi! institutions); for previons periods, based on original numelary
Furvey (SBY and 28 credis mstitntions]. -
-6/ August 2007,
¥ Septembar 2001
& Monthly data ace changes snee the beginming of the voar compared with the sarme period in the previons year.
4/ For monthly deis, mis of growik besed oo imparts ¢.i.L; othredes, based on imwass Zo.b.
16/ Proliminacy extimat 23 of October 34, 2001,
11/ Landen Club resshednling was concleded in earty ]998, Reatructoring of the Rusisg debt was concluded i Septuouber 2600 ua comparatle temos to the 1993 Pads Chib
rescheduling.
12¢ Inclodes the losn sempossr of fonsign dicect invesiment and other privaie secior bomoving, and shozttemm debt,
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Table 4. Vietnam: Summary of General Government Budgetery Operations, 1998-2002 1/

(In trillions of dong)
1998 1999 2000 2001 2002
Es. Sul prop fev. Swffgroj,
Revenue and grants 73.0 78.5 50.7 957 1007 1033
Revenue 708 761 888 93.8 988 1035
of which: Oil revenue 146 185 286 32.8 322 3Ll
Tax revenue 5§87 66,3 s4.1 72.4 154 2.5
Nontax reveaue 152 15.8 247 21.4 23.4 21.0
Crants 2.1 24 1.9 1.9 1.9 2.0
Towl cxpenditure (fnchuding onlending) 238 883 1097 1190 1203 1318 N
{exciuding onlending; 73.4 81.8 393 108.6 1141 1253
Current cxpenditure 31.5 551 837 733 737 83.6
of which: Custent cost of tefom 00 0.0 0.4 T28 0.9 35
Curreat non-interest expenditures 509 52.8 62.6 68.7 65.3 779
Wages and salaries 19.6 22.59 27.9 33.2 3132 6.5
Other 313 29.9 347 355 36.] 41.4
Triarest paymienis {paid) 2.1 2.3 kB 4.8 45 51
(scheduled) 2.3 23 31 4.3 4.5 57
ital expienditure and onlending {exchuding capital cosTs of reform) 259 338 44.0 43.4 443 48.2
gf which: oniending 5.4 7.1 10.4 10.4 6.4 6.7
Centingency g.0 Q.0 0.9 24 2.5 9.0
Capital costs of SOF and SOCB reform 2.4 0.0 0.0 8.2 2.1 12.2
Orvesall fiscal balance {excluding onlending and capital costs of reform) 0.5 -3.3 8.8 129 134 196
Orverall fiscal balanse {including gnlending) 5.8 -1G.4 -13.1 -23.4 -19.8 263
Augmented balance {inchuding onlending and capital costs of reformn) B2 -104 -19.1 Aa16 226 455
Finaucing : 8.2 10.4 19.1 iL.8 228 45.5
Domestic {net} 0.8 -1.5 4.4 12.4 16.0 277
Panking systern 0.8 5.4 3.4 2.5 2.5 3.0
Bank restructuriog bonds 0.0 0.0 0.0 5.0 Le 137
Nenbanks 2/ 1.6 3.5 7.8 49 5.6 116
Foreign (net) 3/ 7.4 11.% 14.6 152 128 17.7
Memoranduim items:
Reform cast for safety nets 0.8 0. Ry 2.5 0.6 2.5
Tnterest cast of reform 0.0 .o 4.0 0.3 0.3 1.0
Bxpenditares rmanzged 23 upits 4/ 1.6 4.8 53
Tetal sacial expenditure {excluding sacial security) 5/ 18.1 1.2 26.1 272 29.8 35.0
of which . Educaticn and trainiag 2nd health 179 19.5 243 248 265 285
Current expendinie 13.2 14.0 17.7 1.8 15.1 78
Capital expeaditure 4.% 72 8.4 9.4 195 122

Gourves: Minisiry of Finance, State Budget Department; and staff estimates and projections.

1# Casgh besis.

2/ Domgstic nonbank financing 1s derived a5 1 resivugl and includes satistical diserepancy.

3/ Includes progpective exlernal budget support for struolural reforms.

4/ Self-fnanced cxpenditures underiaken by government ahministrative units, which are excluded from the above budget presentation.
5/ Sraff estimate based on (i) current social expenditurs m the hudyet on education sud srutning, healih, and family planniag; (i) safety
net costs of state-owned enteTprise rpeform: (i) targeted capital spending prograrms in poverty reduction and employment, clean watet
snd public health, furmly plunning, education nd training, snd reforeswation; aud {iv) other capital expenditure on educetion and
sraining and healtd, und on poverty-reluted projects in the agriculture, transpartation, and electricity And waler STCI008.
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Table 4. Vietnam: Summary of General Government Budgetary Operations, 1998-2002 1/ (concluded)

(In pereent of GDIP)
1598 1999 2000 2001 2002
Bsr.  Staff. proj. ev. Staff proj.
Revenue dnd grants 2.2 19.8 211 203 22.0 20.8
Revenue 19.6 192 207 189 216 2¢.4
of which: Oil rovenue 4.1 4.7 6.7 7.0 1.0 6.1
Tax revenue 154 152 14.9 t5.4 16.5 16.3
Monax revenue 4.2 40 5.7 45 5.1 4.1
Grants 0.6 0.6 0.4 0.4 0.4 0.4
Total expenditure {including onlending) 219 224 25.5 253 263 26.0
{excluding onlending} 204 20.6 231 231 249 4.7
Currenl expentiure 4.7 139 15.3 156 161 16.5
of which: Current cost of reform 0.0 0.U 0.4 0.6 0z 03
Current non-intérsst expenditare 14.1 133 14.6 14.6 5.1 154
Wages and salarics 54 5.8 8.5 7.1 1.3 7.2
Other 8.7 7.5 8.1 7.5 7.9 8.2
Interest paymen:s (paid) 046 0.0 0.7 10 1.0 1.1
Capital expenditure and onlending (excluding capital costs of reform) 7.2 8.5 10.2 62 9.7 9.5
Contingency 0.0 0.0 0.0 ] 0.5 0.0
Capital cosis of SOF and SOCH reform 07 4.0 0.6 1.7 3.6 3.8
Overall fiscal balance (excluding onlending and capital costs of reform) -1 0.8 2600 0 a2r -2.9 30
Orverall fiscal balance {including onlending) -1.6 -2.6 -4.4 -5 -4.3 52
Augmented balance {inclading onlending and capital costs of reformy -2.3 -6 -4.4 -6.7 -4.9 ~2.0
Financing 3 2.6 4.4 6.7 4.8 9.0
Domestic (net} 02 -0.4 10 2.6 2.2 55
Banking system 0.2 -1.4 0.8 0.5 0.5 0.6
Bank restrichunng bowds 0.0 0.0 0.0 1.1 04 2.7
Nonbanks 2/ 0.5 1.0 1.8 10 1.2 2.2
Foreign (nety 3/ 21 30 34 4.1 27 15
Memorandum items:

Reform cost for safety nets 0.0 00 0.0 05 0.1 0.5
Intcrest cost of reform 0.0 0.0 0.0 0.1 0.1 02

Expenditurcs managed at units 4/ 10 12 12
Total sucial expenditure (excluding social securily) 3/ 50 33 6.1 5.8 6.5 6.0
of which : Education and training and health 50 49 3.6 53 58 58
Current expenditure 37 35 41 3% 4.2 45
Capitat expenditare 14 1.8 20 20 23 24

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

1/ Cash basis.

2/ Domestic nonbank financing is derived as a residual and includcs statistical discrepancy.

3/ Includes prospective external budget support for strucroeal reforms.

47 Seif-finapced expenditeres undertaken by government administrative units, which are excluded from the above budget presentation.
5/ Staff estimate based on (i) current social cxpenditure in the budget on education and training, health, and farnily planning: (ii) safety
net cogts of state-owned enterprise reform; (jil) ta;'geted capital spending programs in poverty reduction and cmployment, clcan waser
and public healtn, tamily planning, education and training, and reforestation; and (iv) other capital expenditure on cducation and
training and heaith, and un poveriy-relaied projecis in the agricutture, transportation, and electricity und watcr sectors.
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Table 5. Vistnam: Monetary Survey, December 1995-June 2002 1/ 2/

1959 2000 203} 2002
Daa ” Deverpher March June Aug. Sept. Decernber  Maggh  Jume
Trog  Rev,  Fiog  Eel.  Prog  EBéh | Est Frog.  Frog.  Rev. Frograr
I willions of dong)

Net foreign sisets 812 553 957 ¥7.8 10L3 102D 087 1[3.0 1072 lZA 1116 a0 1199
Foceign sesets My k2 127 1l&4s LIRS 1i9s 1285 L3S 1246 1305 1305 1346 513758
Foyaign lsbilities PP TN 0 SR L SRS o VIR e SRS b AT | 8 S |- O A O 6 I I . - 4

Nat domeotic aasety §52  13RT 1272 1360 131 144.0 3402 {478 1524 1610 L% 72 R4
Domestie cradit 1157 1352 1557 16M7 1436 I7RS 1676 1749 P 1889 (%4 2004 210%

et claing on government 10 0% 0% o AT 19 A% 237 1.8 2.3 R 2% 3.5
Cradil to tee 200aumny 1127 1557 1557 W27 LeAd 1T 17 1785 1783 1863 1804 109 2073
Clndras on sinte enterprises 431 ARG £99 X B R 740 TAA 6.2 AL Lo B4l
Claims o plher sectogs 554 358 853 T 912 %4 #iG WLt 10RE 1092 1163 I
Other ¥ama, pet JEA 214 38D ANT 368 275 LIPS0 2T 279 ZEA SMe 4

‘Broed money 1604 12298 NS IS 2RI MAY P40 2603 5907 0 76 2740 981 J6L.é
Dung Ryuidaty 1165 1604 1525 1679 1806 1796 1847 (7L §374 191 IR4.E S 2042
Foreign curzency deporits 438 625 04 656 TRE BB 843 89T Ti¥ 763 B9 817 W

{Annusl percentage changex)

Credk to the easomy . 380 3BJ 341 354 782 /4 WE 268 0 250 204 204
Cradit o Siste enterpomes 287 287 244 263 158 174 17.% 120 130 1518 120
Credit to otber sectors 469 468 4290 436 38T 408 . 37 WS TS TS 28

Broas money 398 390 3LE 343 307 323 324 308 R W2 208 212
Pong Bquiciity 6 308 39 252 3LE N2 mé M7 2 202 21 b
Forriga cumreacy deposits 425 €05 308 S50 280 S7.6 3y 2L 24 2T I 156

{Chasges is percent since the begiening of the year}

Credie to the ecananty 8.5 3R 4.5 55 95 104 i4.6 14.5 200 114 50 160
Credd to slas esrprime 287 287 L® 45 &D TS 80 120 (4 33 €3
Credi 1o other sectors . #53 as9 51 83 1z4 134 - 19.0 W3 M5 63 108

Brosd money 180 3%0 43 70 04 117 17.8 16.3 223 232 43 98
Dong lquidity 437 132 58 A3 115 7a 1e 173 »BLe 22 32 103
Forzign currency deposies 425 605 5L 106 gr 157 4 14.9 & 17 £2 5.4

{Guarterly pertevinze changes)

Credit 1o the secncay e 107 187 45 53 38 48 L¥) &5 AR . o as
Credit 1o #tate enterprises 2.3 T4 kR %45 29 i . ZH 2.8 - 13 a1
Credit fo othes sectors 1370133 37 &3 63 82 59 8.3 . 63 19

Broad mooey T I X 48 16 s4 &k 37 5.3 36 48 47
Dong liquidity .. 150 &6 &8 55 sS4 LE 42 42 49 52 %
Foeeign cucreney deposids 61 35S s1 106 42 83 122 4 63 43 48

{In millions of {15, dnliars. anlegs stherwise mdicated)

Chross official internationat reserves) 3 270 3,030 3030 314 28% D257 3,086 349S 3432 3600 3600 264l 37a8

(3 werde of ne year's imports of goods and nanfactoe
smevicss) gl g2 6.6 72 kA 7.5 74 8.4 1.9 8.} .4 54 3.1

Foreign cuorency deposity of DB at the State Bankof

Vietnam a3 30 351 326 384 340 335 538 256 0 373 358 403
et offieal - o1/ 4 2003 2,732 2,191 2,087 2040 2407 2246 2,437 2342 2,672 2831 2% 275
Net Forsign asvets of e banking aystem A366 8567 6599 6744 6558 1044 7,325 RS 7412 6 7,766 NFRE 807
Velncity §/ 23 i 1.9 2.0 1.9 1.2 1.8 |13 1.8 37 1.7 18 1.7
Dosg valocky 5/ X4 27 2K 26 17 4 A6 5 23 2z 2 26 2%
Monsy gruhiphier &/ EX I ¥ B N a0 12 A1 M4 13 iz 33 3 M4 34

{Chanpe in teitions of donp since the beginning of the year, uiless Zidicaled olberwies)
Memorapdur 2ems:
Ne doresti: sty uf b buiking system 7 285 280 £3 100 163 136 214 243 333 M9 I 203
Mot eredt to the government of the banking sysmiem o k4 34 L3 02 1.3 40 <22 pX4 25 25 [ S
Credi {o b8 siste-owned enterprioss from the banking gystem . 156 154 132 4z 32 6.3 84 Wl P Y S |
Net official ipternationa’ peserves (i nifliona of U5, doilars) 3% L 5 -151 178 38 245 3k 440G &R g 125

Saircas: State Bank of Viemsem; snd amfY sstimares and projecdoas.

{/ Comprising the Srste Bank of Vistnam (§BV), six ste-owned comemercial b, enid 33 poustale-owged eradit st
27 Ab corrant exchange retes, utiess indicated otherwise.

3¢ Fixcindes foreign cutrency caunterpart of swap aperations and of govemment Fareign curreney Ueposits of the SBY.

«meﬁgﬂwm&mhafﬁms at the SBY. Program tagets fased on projected foreign aurency deposits in the bankiog ystem and reserve caguiamenia

57 Velocy Js menmired as the ratio of GDP 1o and-ofperiod broad money {M2) or deag Liyuidity respestively, wsing Fuad sudf estimates and projertions foe nemieat GTIP.
& Money multipher b measured 8y the ratio of botal liquidity bo reserye money,
74 At progeam reonitoring exshange rates
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Table 6. Viemam: Key Structural Policy Actions Under the First-Year PRGF Program 1/

Policy Action - Timing Status

. Structural Benchmarks and Performance Criteria for the Second Disbursement
{10 be assessed during the First PRGF Raview)

Award contracts for Vietcombank (VCB) and Structural benchmark Completed in
Incombank (ICB) audits, subject to donor July 2001 September 2001
offering of funding. for Incombank and

- October 2601
for Vietcombank.

Submit progress report on VCB and ICB audits in Structural performance Completed in
line with contracts for the audits. criterion October 2001;

Seprember 2001 waiver requested.

. Prior Actions for Completion of First PRGF Review

3=

Banking reform
Government approval of the restructuring plans for ICB. Completed in
Bank for Agriculture and Rural Development (BARD), Cetober 2001,

and Bank for Investment and Development (BIDV)
consistent with the overall state-owned commercial
bank (SOCB) reform framework adopted in April 2001

under the PRGF.

. Agree, in consultation with the Waorld Bank, on Completed in
milestones for loan restrocturing at the four large September 2001,
S0CBs.

. Iasue State Bank of Vietnam (SBY) directive governing
conditions for a phased recapitalization of the four
large SOCBs, including the above milestones and
operational targets.

Government approval of the SOCB financial restructuring
guidelines consistent with the principles set out in
MEFP paragraph 11.

State-owned enterprise (SOE) debt monitering

_ Issue a revised Ministry of Finance decision on the Commpleted in
criteria for monitoring the 200 targeted large SOEs, September 2001.
which clarifies the quarterly reporting requirements :
and introduces sanctions against late reporting.

1/ Based on October 2001 for the first PRGF review date and April 2002 for the second review.
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Table 6. Vietmam: Key Structural Policy Actions Under the First-Year PRGF Program 1/ (concluded)

Policy Action . Timing Status

C. Strucrural Benchmarks and Performance Criteria for the Third Disbursement
(1o be assessed during the Second PRGF Review)

Banking reform

1. Amend Decisions 284 to bring the criteria for Structural performance
loan clagsification by banks in accordance with ' critcrion
international standards. Decemnber 2001

2. Make fully operational special monitoring unit to Structural benchmark
oversee implementation of SOCB reform under the December 2001
interministerial committee for SOCB financial
restructuring,

3. Resolve atotzl of D 1.4 trillion in non-performing  Structural performance
loans for the four large SOCBs (VCB, ICH, BARD criterion
and BIDV) in accordance with the terms specified March 2002
in the SBV directive with each bank.

State-owned enterprise veform

4, Equip the special monitoring unit in the National Structural benchmark
Steering Commitiee for Enterprise Reform and December 20601
Development (NSCERD) with enforcement power
to oversee implementation of SOE reform plan.

5. Government approval of implementation guidelines  Structural benchmark
on SOE debt resolution and safety nets for labor December 2001
redundancies.

Exchange system Lberalization

6. Submit a recommendation to the National Asgembly  Structural benchmark
t0 eliminate the tax on profit remittances for March 2002
foreign invested erterprises,
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Table 7. Vietam: Medium-Term Macreeconomic Framework, 1999-2006
(In percent of GDP, unless otherwise indicated)

1995 2000 2001 2007 2003 2004 2005 2006
Est.  Pmj.  Rew Progechicn
Real GDF {annual percentuge change) 4.2 5.5 50 47 53 7.0 78 7.0 7.0
Tnfition {snnual percentge change)
(anmual svernge) 4.1 A7 49 0.8 45 38 33 30 30
{ead of period) 02 06 50 20 46 35 30 30 30
GDF defintor (premal percentage change) 5.7 2.5 52 17 3.1 37 32 3.0 3.0
Current sccount bajace i
(inciuding official ransfess) 4.3 21 £3 17 -6 28 1.8 L7 a3
fexchuding official ransfers) 4.1 1.7 0.7 1z -8 33 220 <Al A7
Saving-investment balunce 41 17 L7 12 43 a3 220 ol 7
Gross national saving /s 173 247 273 255 250 260 26 270
Ciroys ivestment N4 256 254 261 275 283 282 283 287
Groes offcisl reserves (in billioms of US. deliars) 23 3.4 i6 36 4.0 4.6 LR £ &3
{in weeks of acxt year's imperts of goods and nonfactor services) 8.1 BE 8.3 9.4 5.1 5.3 2.6 98 3.9
General government budget
Toml revenye snd grants 198 211 203 248 208 210 212 214 Zlé
Revenue 192 A7 199 216 204 204 208 210 212
Girants 0.6 04 0.4 0.4 0.4 0.4 04 0.4 0.4
Total expenditure {ncluding onicnding) 224 255 253 263 260 54 251 Wi 251
(exchsding onlending) 206 231 231 249 247 24t 31 236 238
Current expendinge (inchiding budget contingency) 139 153 161 167 165 164 138 160 162
ef which: current refornmn costs 00 00 0.6 0.2 0.7 11 67 04 0.3
Overall balance {czclnding onlending and capital costs of reforms) 08 20 27 <29 35 3l 28 22 20
(incinding anlending and capital costs of reforms) 25 44 3.0 w33 52 4.4 30 =37 3.5
Augmented fiscal balance 1/ 245 44 6.7 4.9 54 B3 41 47 33
Bivad maney {annual percentage change) 2/ 383 ®™oe 2283 132
Velncity 25 19 1.7 1.7
External Fnancing gap (in miilions of U.S. dollars) 8 8 400 ¢ 400 400 35 h 0
Dbt servive payinents (in billions of 11.5. doftars) 1.8 19 1.3 1.9 1.4 1.4 1.4 14 1.6
(i percent of exports of goods and nonfactor services) 128 112 101 102 83 6.8 33 55 55
Extermal debt (in percent of GDF) 3/ 342 353 414 428 455 470 469 452 440
{in percent of exports of goods mid nonfactor services) 655 895 . 722 729 TR7T 781 7% 43 701

Source: Stail estimates and prujections.
1/ Inchedes onlending and capital ooats of reltrm.

original monetary survey (SBV and 28 credit institutions).
1/ Debt in convertible cirancics only.

2/ Starting in 2009, based on expandrcd monetary survey {State Bank of Viemera (SBV) and 8% credil institubons); for previous periods, based on
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Table 8. Victnam: Balance of Puyments, 1999-2005
{In millions of U.8. dollars, unless otherwise indicated)

1959 2000 2001 2002 2043 2004 05 2006
Eat. P Rev. Profections
Cigrent accownt balance [,285 642 8% 51z -512 -1,039 <704 135 -6

Excluding afficial transfus 1S4 506 32 374 632 L1469 B4d 875 759

Trade balance 1,080 378 -23% kyal 440 -934 =742 -682 485
Exports, £0.b, 11,540 (4,445 15426 15292 15904 178{2 20,030 22343 2480!
Emports, Lob. 10,460 14,071 15,665 14919 1634 18747 20,780 123,025 25,286

Notefactor services {uet) =547 <615 656  -546 53 637 6§55 .74 .Bi8
Reuipts 2,493 1,695 2¥Th 2,624 2993 3263 3,556 3,805 4,071
Paymenss 3040 3310 3837 3409 3631 3900 4212 4548 4,90

[nvegunent ingome (net) -419 -597 T ~753 R34 557 547 999 -1,006
Rexeipts 142 L85 199 138 104 i%0 7t 306 336
Paymenis s T S0l 891 9R LIB7 1208 1,305 1,343

Transfess (net) LI%E L478 1,508 L478 L,420 L3300 16400 L7000 1700
Private L050 1,340 5,370 1,340 1,306 1,400 1,500 1,550 1,550
Otficial 131 134 138 38 120 130 140 150 150

Capil + balsnee 334 ~172 577 128 443 1,184 1,203 1,364 1,248

Gross foreign ditect investrams (PDE) inflowa 00 RoG 100  L00G 1400 1,500 1,300 1,300 L300
Coptity 304 320 660 600 93D &) 520 520 520
Laan dishursements ¥ a8 400 400 430 800 780 780 780

BD! jnan repayrants 603 & 827 8§27 788 850 561 955 492

Medium snd Jong-term loans {net) 605 79 1,304 637 531 835 964 1,029 o8
[isbursemmnts 1,036 141t L767 LD 1050 1200 L300 1,400 400

ODA ioama 970 1,381 4,278 LOBD 4,000 1000 LIDO 1,230 1250
Commercial loans &6 50 35 160 50 00 200 150 130
Scheduled amortization 431 682 463 463 444 368 k! 371 422
Short e capial (o) 21,036 -1L700 0 S00 650 730 500 -A00 -SO0 .500
Prrory and omissions -183 247 o =123 ¢ 0 U U 0
Overall halance 768 ilh 48R 309 =70 146 499 639 678
Financing ~768 -f1g ~188 -508 7 -148 494 639 578

Change innet foreign xasey of the Stste Bank of Vietwam (-, inorease)  -1,316 116 -RER 308 -330 546 =554 539 478

Of which: Change jnnet internatienal reserves 533 =342 =509 508 ~330 -346 ~354 -63% -678
Use of Fund credit (aef) -18 21 63 &3 40 49 -10 48 29
Other NIR. 912 A3zl T2 572 3 SB6 -S4 2592 649

Arraars and rescheduling 1 548 5,681 ] g 0 o o 0 ¢

Debt redief 1/ G 969 1] G [¢] Q ] 1] 0

Fitsencing gap G 0 400 8 400 400 55 0 0
Memozardun: Hems:

Groes efficial reserves, including gold 3,711 5,030 3601 3,801 3,91 4,557 5101 5,692 E,34]
Tn weeks of text yenr's i:ﬂpom 8.1 EX. 83 9.4 g.t 8.5 9.0 u.xK 160
Katio to short term external debt {in percent) 2/ 398 655 768 768 LOBR  13% 1,375 1,347 1292
Ratio to broed wagy {in pacem of GDP) 367 197 LA w0 19.4 152 12.0 18.% 188

Current secount balamee (in pervent of GOP) 4.5 kN 0.3 il .18 -29 «1.8 -1.7 .33
Excluding offisial transfers 4.0 1.7 0.7 12 -1.8 -3.3 2.2 2.1 1.7

Export value growth (azmual pereedtage change) 23.2 252 6.8 53 40 1240 12.5 115 1.0

Tmpatt vatue growth (anmoal percentage change) 1.k 34,5 1.3 6.0 9.5 14.7 108 108 2.8

Sources: [ata provided by the Vistzamese suthorities; and stadf cstimaies snd projactions.

17 Landon Club rescheduliag was corchided in sarly 1998, Resmucturing of the Russian debt was concluded in September 2000 0z comparaliie temi to the
£993 Paris Club rescheduting,

2/ Shogt-term debt by remaining WAty raters to non-equity claims fullivg due over the sexi petiod.
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Table 8. Vietnam: indicators of External YVulnerability, 1997-20601

1957 i998 1995 Ho0 2001

Q.
Fiogneisl indicarors
Public aceor sxsomal debt (in percent of GNP} 1/ 55.8 e 584 284 2
Broad money (M2: annual percentags change) 3/ 26.1 256 39,3 9.0 374 4
Fursym currency deposits to broud meney (in pereens 3/ 220 233 273 ERE 34.4 &
Credit to other (nohistawe) sectors (annual pergentags change) 3/ s 10.0 298 83 40.5 5/
Forteign currency loans to credit to the eeonamy (in pereant) 3/ 35 26.1 2.2 207 199 4/
Met open forsign cureency pesition of commercial hanks (in percent of capital) 3/ 6/ e 439 no 311 114 4
Extermal indicatory
Exporis {anmuzi porcenage change, in U8, dallars) 4.8 24 2332 3.2 349
Imponis {antual percentaps changs, m 0.3, dollacs) 0.2 Ay 1 348 23
Current account balance (in percent of GDF, inchuding official transfers) £2 3.9 4.4 23 .
Capitel 2ecoun balance {in biflions ¢¥'U.5. dollars) 7/ 1.7 0.2 0.3 .8
of which:
Shore-teern capital {nac} 8/ D56 0.6 1.0 17
(iross foseign duect investmens (inflows) 2.1 n& a7 0.4
af which: Debr and loans L ne a4 03
Medium-and loag-term ioars {net} 0.4 ] 0.5 0.7 ..
Exchange rate {pes ULS dolinr, paniod svernge, + dong epprocintion) % 11,706 13,297 13,944 (4,170 14,749 167
{annual percentage change) 4.1 -13.6 49 -6 -4,
Exchange rate {dong per U.S. dellar, end of period, + deng appreciation) 7/ 12,282 15820 14028 144814 15033
{annual peccentage change) -10.2 -13.6 -8 3% 4.5
Reat effective exchange rate (end of period, annual percentage changs, + appreciation) 127 9.4 3.1 20 4547
Reserve indicatots
Cross afficial reserves, including goid (in billions of U.5. doilars 15 1.8 27 e 3.7
£in weeks of next vear's impors of goods and nonfhetar services) 72 6.8 8.1 86 5.4
Cross afficial reserves excluding banks’ foreign cumency reserves at 8BY [ia billluns of .5, dnflars) 1.8 I.? 2.6 i3 3.0 4
Cenlrel bunk shon-lerm forzign Habikides(in billivns o UL, dallan) a0 0.0 0.6 8.0 Q.U 4
et otficial internsbanal reserves {in billions of U.S. doflars) 37 1.3 1.2 2.1 22 244
Grosa offcial reserves to broad money {M2) {in peceent) 3/ 280 239 2.7 85 4.1 4
Grose officisl resorves 1o shott-term external debt by remaining matirisy (s perceat} 265 110 193 653
Net foreign assets of commereial banks {in billivns of 1.5, dollars) 1.7 2.3 2.4 2] 7.3 %
Dbt indicators
Total exrernai debt (3 billions of U1S. dollars) 2/ 0.0 20.5 0.8 119
of whivh: Public and publely guosante debt 16.0 162 16,6 5.6
Total debt io expons of gouds snd services (in pervent) 2/ 1767 713 145,35 3.3
Tutal debt service o exports of gowds and services (in peroend) 11/ 122 135 128 11.2 .
of which: Extcraal interest payments to exports of goods snd services {in percent) 38 ER 14 29
Total shorttern external debt by remaining matucicy fin billions of U.S. dollazs) 7 U4 ur 65
Total shorttoomn external debt by semaiming matarity to wial debt (in percent) 3.4 2.1 13 )
Fioaucial market :mdicators
Ho Chi Minh City Stogk Exchange Coraposite Index {end of period, July 2000 = 100) 07 250
Number of listed companies 5 7

Sources: Viemannse authooites; aad Fund staff estinzates and projections,

1/ Exchides dnmestic doht and unguaranteed exemul debt of state-owned enlerprises,

2/ Restruetusing of ponconverible Russian debt was conchuded in Sepiember 2060,

3/ Starting in 2000, based on expanded modetary survey (Siaic Bank of Yictmam (SBV) and 8% credit institebions); for previvus perivds,based o eriging

rupnetary sutvey {SBY and 29 credit institutions).

41 August 2001,

§/ Jone 203},

&/ Foreign and {oreign curreacy denaminsivd aseets winas foreign and forsign surrency Jenoninated lisbilites.
7/ Excludes srrors and orussians.

87 Ingludes net extoraal position of banking system and ponfolin investment.

o7 Difcial mid-rete, which cmmarises the previous day's averuge interbank buying and seliing ratas.
10/ Y par-to-duze average
11/ Accruai basis.
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Table 10. Vietaam: Conditions for Release of the World Bank's PRSC Second Tranche 1/

Policy Action/Conditions ' Timing

State-owned enterprise reform May 2002

I. Streamline the equitization process: to expand capital and security markets, to remove existing
ceilings on shareholdings by individuals and iegal entities in equidzed SOEs, to improve transparency
of the procesy, 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 1o nog-state shareholders and
having ne dominant or special state shares), sele 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 furd as
modified into operation with dedicated stafl in adequate numbers, and complete a review and written
report on the disbursement performance of the fund. :

Bankiag reform May 2002

Adopt restructuring plans for four SOCBs (VCB, BARD, BIDV, and ICH) in accordance with the key
principies of State Bark of Vietnam's (SBV) SOCB restrucruring framework, and achieve the first year
milestones in the said restnucturing plan,

Lh

6. Close nine joint-stock banks (JSBs) under SBY intervention and ensure compliance of all remaining
I3Bs with existing reyulations,

=~

Amend Decision No. 284/2000/QD-NHNN1 of August 25, 2000 Issuing Regulation on Lending to
Clients of Credit Institutions to bring criteria for loan classification by banks in accordance with
international practice, and initiated implementation of revised criteria for classification of non-performing
loans as well as for their provisiening.

8. Complete audits of financizl statements for the 2000 fiscal vear of VCB, BARD, BIDV, and ICB in
accordance with international auditing and accounting standards by international anditors acceptable
1o the Association [IDA] and furnish said audits to the Assoriation.

¥ Forvmore details, see the World Bank's Report and Recommendations of the President of the In:emétz‘anal
Development Association o the Executive Directors on g 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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Viemam-—Fund Relations
(As of September 30, 2001)

Membership Status: Joined: 09/21/1956; Article XIV

ANNEXT

General Resources Account; SDR Million Percent Quota
Quow 329.10 100.0
Fund Holdings of Currency 340.17 103.4
Reserve position in Fund 0.01 0.0
SDR Department: SDR Miilion Percent Allocation
Net cumulative allocation 47.66 100.0
Holdings 8.70 18.3
Qutstanding Parchases and Loans: SDR Million Percent Quota
STF 11.07 34
ESAF/PRGF arrangeruents 246,76 75.0
Financial Arrangements:
Approval Expiration  Amount Approved  Amount Drawn
Tvpe Date Date (SDR Million) (SDR Million)
PRGF 04/13/2001 04/12/2004 290.00 41.40
ESAF 11/11/1994 11/10/1997 362.40 241.60
Stand-by 10/06/1993 11/11/1994 145.00 108.80

Projected Obligations to Fund (in SDR Million; based on existing use of resources and

present holdings of SDRs):

Overdue Forthecoming
(9/30/2001 001 2002 2003 2004 2005
Principal 0.0 8.1 523 523 463 36.2
Charges/Interest 0.0 1.0 24 2.0 1.7 1.4
Total 0.0 9.1 54.7 54.4 51.0 37.7
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VII. Safeguards Assessmeni:

Under the Fund’s safegnards assessment policy, the State Bank of Vietnam (SBV) is
subject to a full Stage Onc safeguards assessment with respect to thc PRGF arrangement approved
on April 13, 2001, which is scheduled to expire on April 12, 2004. A Stage One safeguards
assessment of the SBY was completed on September 26, 2001. The assessment concluded that high
risks may exist in certain areas of the safeguards framework’, but did not draw conclusions on the
SBV’s internal controls structure. The assessment recommended a Stage Two (on-site) mission be
conducted after the completion of the external audit of the SBY's year 2001 financial statements.

VIII. Exchange Rate Arrangement:

On February 25, 1999 the State Bank of Vietnam (83V) revised the operation of the
interbank forcign cxchange market. Under this de facto managed floating regime, the SBV allows
interbank foreign exchange market rates to depreciate by a maximum of 0.1 pereent a day from the
previous day’s average interbank market rate.

. Artficle IV and XTIV Consultations:

Victnam is on a 12-month consuliation cycle. The Exceutive Board concluded the 2000
Article IV (SUR/00/67; SM/00/153; and SM/00/154) on July 21, 2000, Tt concluded 1999
Article X1V consultation on December 16, 1999 (EBD/99/138) 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 X1V, Section 2, as
described in EBD/99/138. The Fund encourages Vietnam to eliminatc these restrictions as soon as
circumstances permit.

X. Technical Assistance:
Missions;

. State-owned commercial bank (SOCB) restructuring and foreign reserve management
(MAE), August-September 2001.

. Tax policy and administration reform (FAD), August 2001,

. Multisector statistics/GDDS (STA), July 2001.

. SQCB 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,

! These arcas include the external audit mechanism, legal structure, financial reporting system, and
the internal audit mechanism of the SBV.

*
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. Taniff policy and customs administration reform (FAD) May 1999,

. State-owned enterprise reform (World Bank/APD), April 1999.

. 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, monctary and foreign exchange operations, banking supervision,
and central bank accounting and auditing (MAL/APD), April-May 1998.

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

Resident Advisor
. Tax computerization (FAD) through April 1995.
XI. Resident Representatives:

Mrs. Susan Adams succeeded Mr. Dennis de Tray as the Senior Resident Representative in mid-
August 2001.



-45- ANNEX II

Vietnan—Relations With World Bank Group

The World Bank resumed lending to Vietnam in 1993 and opened a resident mission in
Hanoi in 1994. During FY 1994-2001, the IDA approved 30 projects for a total of

1S$3.2 billion, of which about US$1.3 billion has been disbursed.! The Bank’s Board also
approved a two-year Poverty Reduction and Support Credit for US$250 million in June 2001.

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,
gruwing 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 anneunced a program of
action, and the CAS was designed around this program. Under the CAS, the World Bank also
proposed changes 1o ils way of doing business in Vietnam, including investing in operational
partnerships, deepening the poverty focus, and moving toward sector-wide approaches. The
Board discussed the CAS Progress Report for Victnam in October 2001 and confirmed that
the strategy laid out in the original CAS remained the right onc, 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, and
trade reform, including meusures to mitigate social cost of reform, and has been assisting the
government in designing and implementing the reform programs, together with the Fund.

Vietnam is current in its debt service payments to the Bank as of end September 2001.

World Bank Financial Operations”
(In millions of U.S. dollars)

1996 1997 1998 1999 2000 2001 2002%

Commitments A02 349 395 308 286 629 0
Disbursements 34 250 238 207 156 160 40

Of which: program loans 0 60 34 o 0 0 0
Debt service 2 4 5 7 ] 10 11
Dcbt cutstanding 257 507 745 952 1,108 1,268 1,312

Source: World Bank staff estimates.

1/ Fiscal year ending June 30,
2/ As of September 30, 2001.

! Fiscal year ending June 30.
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Vietnam-—Relations with the Asian Development Bank

The Asian Development Bank (AsDB) resumed its operations in Vietnam in October 1993.
The operational strategy is io promote pro-poor sustainable growth taking into account the
particular needs of a country in transition from a centrally-planned to market-oriented
ceonomy. To this end, AsDB has provided support for policy and instilutional reforms,
investment, and capacity building in the following areas: (i) rural development; (ii) financial
sector development; (iii) enterprisc development; (iv) human development; and

{v) governance and the legal framework. The new country operational strategy for Vietnam,
. which is expected to be finalized in 2001, will be anchored in the government’s medium-
term development plans and AsDB’s overarching goal of poverty reduction.

From October 1993 to Scptember 2001, AsDB approved 30 loans tofaling about

US$2.0 billion from the concessional Asian Development Fund (ADF) and US$40 million
from Ordinary Capital Resources (OCR). Disbursements in 2000 totaled US5219 million,
and in 2001 so far have totaled US$111 million. Since December 1998, Vietnam has been
clussified 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 (i) rehabilitating physical infrasiructure in the agricultural, encrgy, and
transport sectors; {ii) financial sector and state-owned enterprise reforms and corporate
governance; and (iii) social, environmental, and cross-cutting concerns. In addidion, the
AsDB has extended technical assistance amounting to US$76.5 million for 112 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 fur, 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 utilitics through reforming their rate structure and other measures to increase cost
recovery and to strengthen financial management, policy analysis, and planning.

The resident mission has been strengthened with transfer of the programming function from
headquarters. During the past year, the AsDB has helped the government organize a number
of regional consultation workshops as part of the process of formulating the national poverty
reduction 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 coasult on policy matters. The resident missions of the two institutions also
cooperate closely.
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Table 1. Vietnam: AsDB Loans by Sector, October 1993—-September 2001
" {In millions of U.S. dollars)

Sector Number Net Amount
Lending 30 1,.989.6
Agriculture and agro-industry 10 5843
Soctal infrastructure 9 510.3
Transportation and communication 6 525.0
Finance and industry N 3 190.0
Energy 2 180.0
Technical assistance 112 76.5
Advisory and operational purposes 86 366
Project preparalion 26 199
Source: AsDB.

Table 2, Vietnam: AsDB Loan Approvals and Disbursements, 1996-2001
(In millions of U1.S. dolars)

1996 1997 1998 1999 2000 20011/

Loan approvals 2/ 303.0 3596 284.0 2200 188.5 -
Loan disbursements 28,7 1493 127.8 1912 2189 11C.8
Undisburscd balance at the

beginning of the year 580.2 994.4 742.8 8049 9707 8959
Memorandum item:

Technical assistance approvals 9.1 9.3 59 10.3 9.1 21
Source: AsDB.

1/ As of September 30, 2001.
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 2002-06 arc based on a reform
sccnario which envisages a continuation of macroeconomis stability and steady structural
reforms, The following specific assumptions are used:

Merchandise trade: [n light of the global slowdown in 2001 and prospects for a further
deterioration in world output and trade growth in 2002, overall export growth is now
projected to fall to 4 percent in 2002, the lowest rate since 1998, Howcver, over the medium
term (2003-00), 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
the recovery in the world economy and (he impact of the bilateral trade agreement with the
United States (USBTAY {which was recently ratified by the U.S, Congress and is soon to be
ratified in the National Assembly of Vietnam). The latter is expected to result in a significant
expansion of export markets for gamments and foolwear, scafood, and electronics. Imports are
projected to increasc in 2002-03 on account of large investments in oil and gas and power
projects approved earlier this year. Thereafter, imports are expected to increase in line with
projected nominal GDP growth, Trade reform envisaged during this period would also likely
contributc to import growth.

Services and transfers: Nonfactor service payments are projected to move broadly in line
with merchandise imports, while receipts are cxpeeted to increase partly reflecting a steady
improvement in tourism coupled with & moderate increase in interest receipts in line with the
level of foreign exchange reserves. Factor service payments are projected to remain
substantial, linked primarily to foreign direct investment (FDJ) related loans and to equity
inflows. The overal} services balance is therefore expected to worsen in the next few years
compared with recent years. Both official und private transfers are assumed to increasc
slightly over the same period.

The current account deficit is projected to be in the range of USS¥:~1 billion over the
medium term, or 2-3 percent of GDP, which is judged to be broadly financcablc,

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 cconomic activity and financial
conditions in donor countries regain strength, ODA flows are projected to start inercasing
moderately from 2004 onwards. In light of the more recent deterioration in capital markets,
commercial borrowing (by state-owned enterprises and joint ventures) is expected to remain
low in 2002, but then gradually pick-up in 2003 as access to capital markets begins to
improve. Over the medium term, commercial borrowing is expected to average about
US$200 million, partly including government-guaranteed debt for some core projects in
infrastructure.

Foreign direct investmment: FDI disbursements are expected to peak in 200203 at
USS$1.5 billion (about 5 percent of GDP), reflecting the completion of the US$1.4 billion oil
and gas sector project with a consortium led by BP-Amoco and two other projects totaling
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some USS$1 billion. Assuming an improvement in the investment elimate and a recovery in
East Asia starting in the latter half of 2002, FDI disbursements are projected to average
USS81.3 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 U.S. firms enter Viemam. Under the USBTA, U.S. firms can enter the market (and own
100 percent cquity) for a range of technical services immediately, including in legal,
accounting, computer-related, and construction activities and form joint ventures in other
arcas, including banking. If the pace of structural reforms improves and the authorities
liberalize the trade and exchange rate system and eliminate the foreign exchange surrender
requirement, which was reduced from 50 percent to 40 percent in May 2001, FDI could be
larger, as several sectors including agriculture, garments and textile, and fisheries could yet
benefit from FDL The government is also actively trying to attract FDIT, through further
streamlining of investment procedures.

Short-termn 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, Nu other changes in short-term capital flows arc projected. Gross official
reserves are expected to increase by about USS400 million to US$4 billion (or 9 weeks of
projected imports) by end 2002, reflecting the relatively adverse external environment, but to
increase thereafter to reach 10 weeks of imports by 2006.

Financing gaps: On the basis of these projections, the financing gap is projected to total
1J850.8 billion during 20G2-03, which would be filled mainly by multilaterals, including the
Fund (PRGF) and the Bank (YRSC) and bilateral official creditors.

Debt service Indicators: Vietpam’s total external debt at end-2000 is estimated at
US$11.9 billion (39.6 percent of GDI?), of which public external debt amounted to an
estimated USS$8.7 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 loans. Thus,
Vietnam's overall debt service is estimated at only 10.2 percent of exports of goods and
services i 2001,

Over the medium to long term, with exports expected to grow at an average of 10-11 percent
and assuming that Vietnam continues to benefit from FD and concessional loans with only
very limited nonconcessional borrowing, extemnal debt service is expected to fall to

5.5 percent of exports of goods and services by 200809 and further decline thereafter, The
NPV of total external debt to exports is estimated in the range of 40-60 percent (on average).

! 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 outstanding is US$1.7 billion, payable over 23 years, with a
grace period of 6 years and an interest rate in the range of 5 percent.
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Vietnam—Bunking Reform

Reform of the banking system in Vietnam is central to the PRGF-supported program. The
current reform approach is focused on restruciuring the four large state-owned commercial
banks (SOCBs) and putting them on a commercial footing. More broadly, the reform also
aims at improving the legal, regulatory and supervisory frameworks for more cfficient and
prudential banking, and at consolidating the nonstate joint-stock banks (JSBs).

Problesns in the banking system

The banking system is dominated by the four large SOCBs, which have had weak lending
practices and developed a large stockof
nonperforming loans (NPLs), mainly to Vietnam; Banks' Share in Credit to the Beonomy !
state-owned enterprises (SOEs), and {August 2001)

partly as a result of policy lending and <+ :22
directed lending by the government. ’ e

In 2000 these SOCBs accounted for 1 7% B
88 percent of new credit extended during 19.9%
the year, and for nearly all the credit

extended in the first half of 2001. As a |

rcsult, their mar!cet s_ha.m incrcased by p— VEARD
8 percentage points in only 19 months, : 13.9%  pagm

from 64 percent at end-December 1999
to 72 percent at end-August 2601,

__ Source: SBV and Pand sl ostimazss,

The rapid creation of new loans would Vietnam: NPLs based o VAS, in Percent of Torl Tosos
be expected to result, initially, in a 110 -

decline of the sharc of NPLs in 1007 Forvign ewrency loans ".."'""
outstanding credit. However, even when 9.0 et

measured by the incomplete Viemamese 80 T

Accounting Standards (VAS), NPLs as w4 -0 Totalloans
a percent of total loans have continvedto | 60| —— o — 00000 -
increase for the past 18 months, thus 50 Dong lows

suggesting a significant and ongoing 40 4— - : ‘ . . J
dcterioration of banks’ credit portfolio, I Z00QT OR MNP O ANIQN A
Basced on VAS, NPLs and unsettled Source: SBV; and Fund staff estimares.

debts for the four large SOCBs would T T T

amonnt to about 10 percent of outstanding loans at end-August 2001, Moreover, staff
estimates based on diagnostic audits on international accounting standards (IAS)
during 19961998 indicate an average NPL ratio of 4t least 30 pereent.

As a result, the SOCBs remain scriously undercapitalized. Based on VAS, capital-asset ratios
have fallen to below 5 percent on average as of end-July 2001. This measure, however, does
not account for provisions and write-offs to be made for NPLs when loan classification is

brought to international standards.
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SOCB reform
For the banking system

The overall restructuring framework, adopted in March 2001, lays out the broad principles
guiding individual SOCB reform plans. To this end, the framework contains the following
key elements aimed at improving raanagement and operations of the SOCBs:

¢ [Increased transparency to assess the true size of NPLs: Decision 284 will be
amended by end 2001 to move loan classification to international standards. In the
meantime, each SOCB will undertake independent external IAS audits to assess NPLs
at end 2000 and provide a basis for measuring and tracking financial performance.

» Phased recapitalization of each SOCB over a three-year perivd: SOCBs will receive
annual tranches of government funds for recapitalization, but only after implementing
specified reform measures and meeting bank specific financial targets as agreed on an
annual basis in an explicit understanding with the SBV.

» A phase-vut of policy and noncommercial directed lending: Such lending by the
SOCBs will be eliminated except under limited and specifically identified
circumnstances with explicit government guarantees.

Moreover, the SBV’s restructuring framework stipulates general principles for NPL
resolution through bank-specific asset management companies (AMC) and loan-workout
units (LWU). Thosc have been developed further and adopted by the government in October
as follows:

Guidelines for resolution of nonperforming loans provide for specific mechanisms and
procedures. The guidelines aim to induce each SOCB to make a serious effort at recovering
loun vahucs and take measurcs to reduce the flow of bad loans. Key prescriptions in this

context include:

s Creating u sepurate asset management company (AMC) to resolve collateralized
NPLs and loan workout units (LWU) for unsecured NPLs, This is because the tasks
of resolving sccured versus unsecured loans require distinet expertise (asset valuation
and disposal versus assessment of restructuring plans). Moreover, the expertise of
LWUs to enforce debt workouts and avoid recurrent NPLs should become an integral
part of sound banking operations.

e Providing debt restructuring for defaulting SOEs only if an approved SOE
restructuring plan is in place.
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For individual SOCBy

Consistent with the overall reform framework, the four large SOCBs have adopted
individual restructuring plans with bank specific reform measures and performance targets
and an outline of bank specific mechanisms for bad debt resolution. For cxample, the
Vietcombank restructuring plan, adopted in March 2001, provides for:

»  Performance targets and reform measares: Specific targets include a capital-asset ratio
of 6 to 8 percent, a return on assets of at least (.5 percent, and NPLs below 4 percent of
totul loans outstanding by the end of the three-yearrestructuring period. Operational
measures are expected to strengthen risk management and decision-making.

s Procedures for NPL resolution: Operational measures include completion of (i) a loan
classification for all loans and recovery action plans for bad loans to the 50 largest
debtors in the first year, and (ii) recovery plans for bad loans to the remaining debtors
by 2002. The NPL recovery rate for the LWU is tentatively targeted at 10 percent
in 2001, rising to 25 percent by 2002, and 35 percent by 2003. Over the three-year
restructuring period, provisions based on IAS will be phased in accordingly.

In line with the transparcney guidelines in the overall reform framework, the SOCBs have
also committed themselves to annual JAS audits by external auditors beginning with the
financial vear 2000 statements.

Moreover, the SOCBs are subject to an SBY directive contalning bank specific milestones
for loan restructering and operational targets, This directive governs the minimum
conditions in the form of quarterly milestones for a phased recapitalization of each of these
SOCBs. In order to commit SOCBs to meaningful recovery cfforts and avoid the resurgence
of new bad loans, the milestones include:

s Quantitative debt resolution targers: By-end March 2002 the four large SQCBs as a
group are required to resvlve at least D 1.4 wrillion, equivalent to about 10 percent of
recoverable NPLs. Resolution targets for later test dates are expected to be agreed
once the results from [AS audits of the 2000 financial statements become available,
and will also be sct on the basis of revised classification on international accounting
standards.

s (Operafional targets: The SOCBs are required to establish by end-March 2002 credit
risk management and internal audit committees; by end-June 2002, to agree on
qualifications from the 2000 IAS audit that are to be eliminated by cnd-2002 and sign
contracts for the external IAS audits for the year 2001; by end-September 2002, to
pass special SBY examination of credit file documentation; and by end-

December 2002, to complete the 2001 external audits without qualifications as agreed
in June 2002,

L]
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It is understood that future milestones would be specified on the basis of experience with the
impleraentation of earlier milestones and developments in SOCB conditions.

Progress on JSB restructuring

The banking system includes 48 JSBs, which are privately owned and typically operate on a
limited local scale. By end-2000, the State Bank of Vietnam (SBV) had completed the
financial assessment of these banks and placed 13 banks under special supervision, with two
licenses revoked and one bank merged. In the first half of 2001, licenses of four additional
problem banks were withdrawn and one bank was taken over by Vietcombank, the stale-
owned commercial bank for foreign trade. In addition, licenses of a number of other JSBs
with weak prudcential ratios would be revoked unless they meet capital adequacy targets by
October 2001, Over the next two years, the total number of ISBs is expectad 1o be reduced

by onc-half.
Improvements in legal and regulatory framework

Improvements in the legal framework aim at incrcased transparency and efficiency of the
banking sector, promoting the resolution of bad debt, and enhancing prudential supervision.
In this context, as noted earlier, loan classification is to be brought closer to international
standards (in particular to classify entire loan values rather than only the overdue installments
as nonperforming), and loan loss provisioning will be phased in over a threc-year period.

Technical assistance is being provided by thc World Bank in addressing impediments in the
legal framework to the resolution of bad debt and disposal of collateral, including
strengthening of creditor rights to facilitate foreclosure and liquidation of assets. This will
help enhance the effectiveness of AMCs and LWUs in their loan recovery efforts.

Moreover, the SBY issued in September 2001 a decree establishing a deposit insurance
scheme that helped to level the playing ficld in the mobilization of dong for JSBs, foreign
bank branches and SOCBs. Remaining restrictions on foreign banks are expected to be

relaxed gradually.'

Improvements in prudential supervision are expected to include adoption of a risk-based
approach to banking supervision, and reinforcement of on-site inspection and off-site
supervision. Relevant capacities and skills are expected to be strengthened through training
programs and the development of new manuals tor supervision. In this context, banks have
begun to work closely with foreign bank branches in such areas as payments systems and
internal audit procedures. This cooperation could also lead to twinning arrangements over the
medium to long-term.

! Major impediments on foreign banks include regulations (i) prohibiting the intake of
foreign currency deposits from hounseholds, and (ii) limiting the intuke of dong deposits from
households or economic entities (that are not borrowers) to 25 percent of bank capital,
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Vietmam—Statistical Issues

The reliability and coverage of macroeconomic statistics are limited. The mecthodology for
compilation and dissemination of these statistics continves to need substantial improvement,
so that data properly reflect economic developments and aid policy formulation,
mmplementation, and monitoring. The authorities arc cooperating with the Fund, but work is
hampered in some areas by the lack of authorization to release data. Vietnam has few
statistical publications that provide coverage beyond the real sector, and despite the recent
publication of aggregate budget data, Fund documents are among the few publicly available
sources of fiscal and monctary data. A Vietnam page was introduced in the GFS Yearbook
in 1999 and in IFS in 2001. Currently, Vietnam reports partial data for the balance of
payments statistics to the Fund, but the amount of detail is insufficient for publication in
either LFS or the Balance of Payments Statistics Yearbook.

Extensive technical assistance from the Fund has contributed to improvements in a number
of statistical areas. Most recently, 2 STA multisector statistics/General Data Dissemination
System {(GDDS) mission in July 2001 reviewcd statistical practices and developments in the
areas of national accounts, prices, external trade, fiscal, monetary, balance of payments, and
socio-demographic data. It found a number of major deficiencies and recommended
corrective actions in an action plan, including possible follow-up technical assistance. The
authoritics were encouraged to make a timely decision regarding participation in the GDDS.

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. Whilc the methodology for producing national accounts is
broadly consistent with the System of Nutional Accounts 1993, the recent STA mission found
that the compilation process suffered from poor data collection practices and a lack of
coordination and communication between data collection agencies.

While estimates of GDP by expenditure have becn produced since 1998, they are in highly
aggregated form, and further work is needed to develop a set of expendilure deflators.
Although coverage has been broadened recently, 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
refercnce period, requiring data providers to resort 1o forecasting data in the remaining period
in order to derive relevant estimates.

Prices

A monthly consumer price index in line with international standards has been compiled since
January 1956. 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 a higher nonfoud
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weight and broader consumption basket. The introduction of a producer price index is
planned in late 2001, Trade price indices are also compiled, but not used in the national
accounts by the GSO becauss the sample size is deemed too small.

Government finance statistics

The Minisiry of Finance’s (MoF) State Budget Department produces provisional monthly,
quarterly, and annual fiscal data on governnient operations shortly after the end of the
reference period; final data for the fiscal {calendar) year are produced after about six months.
These data reflect the consclidated operations of the state budget, which covers all four levels
of government: central, provincial, district, and communc, They exclude data on quasi-fiscal
activities of SOEs and extrabudgetary funds, among which are the Social Secunity Fund,
Enterprise Restructuring Fund, National Development Support Fund, Export Support Fund,
and Sinking Fund (for repayment of ou-lent 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 ¢ompiled 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 Department
of External Finance in the MoF has a centralized record of all general government external
debt. The MOF, with support from the UNDP, aimns 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 2 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 latc 1998 the fiscal outturn for 1997 and the
approved budget for 1999, although both in highly aggregated form. 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 muitisector statistics mission.

In this context, the government continues to work towards gazetting and publishing the
annual national budget, as well as commune levels budgets; preparing quarterly fiscal reports
for budget monitoring within 30 days after the end of the reference quarter; implementing the
GFS-based functional budget classification system; initiating work on revising government
accounting standards; and introducing an integrated financial management system (TFMS) 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 standards, which might hamper formulation, execution, and monitoring of
fiscal policy. The IFMS will allow a detailed classification of provisional budget data (as
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well as final accounts). In addition, it will incorporate data on extra-budgetary funds into the
Treasury database,

Monetary and financisl statistics

The State Bank of Vietnam (SBV) regularly reports menctary and financial data to the Fund,
including: (i) the monetary survey and the central bank balance sheet (on a monthly basis and
typically with a six- to eight-week lag); (ii) detailed consolidated balance sheets (“derivation
tables”) for six state-owned and 83 nonstate deposit money banks, and individual balancc
sheets for the four large state-owned commercial banks (SOCBs) (since the beginning of
2001 on a monthly basis and typically with an eight- to ten-week lag); and (iii} deposit and
lending rates of the large SOCBs {on a monthly basis and for a variety of 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 PRGE-
supported program, data on official reserves are reporied to the Fund on a hi-weckly basis
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. ‘The new charts of accounts were formally adopted in
April 1999. ITowever, they do oot adequately scctorize credit for monetary programming
purposes, in particular the separation of bank credit to SOEs and to other nonstate sectors of
the econoniy. Therefore, in addition to its regular monthly reports, the SBV has designed a
new monthly repert form for the four large SOCBs for submitting scctorized 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
ingtitutions. Given the SOCBs dominance in bank lending to SOEs, the overall margin of
error of these estimates is believed to be below 5 percent. Furthermore, the recent STA
mission encouraged the SBV 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 a STA balance of payments technical assistance mission in December 1996
raised questions about the coverage and accuracy of the data, Problems have persisted, as
reflected in the large share of monthly reported exporis (approximately 30 percent) for which
the individual commodity breakdown is unknown. 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).

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
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reports from SBY hranches. The Ministry of Planning and Investment (MPI) also collects
administrative data on FDI However, at the September 2000 ASEAN Workshop on
Improving the Quality of FDI Data, the Vietmamese authorities indicated that problems
persisted with the survey response rate, as not ail FDI enterprises were providing the
requested information. Moreover, the recent STA mission noted that no effort was made to
distinguish head office and other non-resident 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 stutistics has at times resulted in some deficiencies in coverage, including the lack of
monitoring certain leasing arrangements (£.g., for aircrafl).

Vietnam rceently provided for the first time more complete balance of payments data for
publication in the International Financial Statistics and in the Balance of Payments
Statistics Yearbook, However, these data have not yet been published pending resolution
of a number of queries. .
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Vietnam—Poverty Profile

Despite considerable progress in reducing poverty, Vietnam is still one of the poorest
countries in Bast Asia, with a per capita GDP of anly US$388 in 2000. Based on the 20014
World Development Indicators, per capita GDP in Vietnam was only sbout one-third the
average level recorded in the countrics of the East Asiu and Pacific region. The most salient
trends in Vietnam’s poverty profiic can be summarized as follows:'

Poverty has declined considerably in recent years. The sharc of persons living
below the poverty line fell from 58 percent in 1992/93 to 37 percent in 1997/98. The
share of persons below the *“food poverty line” also declined significantly over the
same period, from 25 percent to 15 percent.”

Poverty is mainly concentrated in rural areas. Over 90 percent of poor houseliolds
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.’

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 grew only by 18 percent, they advanced by 78 percent in the
Southeast (mainly compriging Ho Chi Minh City) between 1992/93 and 1997/98,

Inequality has risen, but is still modest by international standards. Bayed on
the 1997/98 Vietmam 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.

! These key findings are based on the joint government, donor, and NGO reports titled
Vietnam Development Report 2000 Attacking Poverty (1999), and 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). They are also reflected in the government’s interim Poverty Reduction Stratcgy
Paper (I-PRSF).

2 Defined as the cost to obtain 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. »
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ANNEX VII
Vietnam: Social and Demographic Indicators
St Region/
TUnitet 1988 1963 1999 Incomr: Group
Indicwtor Meusarz (or ot yoar xenilabie) Fasl Low-
Ade  Income
Perventy
Upper poverty line 1/ Thotsand dong 1,180 1,790 -
Percen: of popwlation iiving below 58 37 .
Fond povesy line 1 Theusand dong 750 1,287
Pepeent of popuiatian Jiving below 28 15
G per capite UL, doilars 194 ar 1,032 427
Ascess io sie water: lotal Percent of populsticr. 26 iy
Urban Pereent of populatien 60 73 " .
Rors} Percent af population 17 20 R
Auovess 18 health cam T Perospt of population 15 93 o7 -
Health
Mortality
Tnfenr nanrtelity Por thoasand live hirth A3 42 29 13 1”7
Under & morwlity Per thgnasand live birth 195 53 +0 44 114
Imeunization
Meades Perceat of age growp ] 53 94 a2 &4
e Petoenl ol ages group 42 S 95 82 el
Child mualrobition (nader 5) Percent of age gronp 52 54 34 12
Marzrnal martality rate Ber 100,600 hive births %)) 106
Population per physicisn Pegiuns 4,061 2.428 2,198 908 .
Popaiation per name Persens 1,245 713 785
Popalation per hogpitnl bed Perzng .22 344 399 334 .
Human resotmees -
Popuistion Miltions 5.9 §9.2 6.6 1, R37 2,417
Age dependency ratio . Eato 0,3} U.74 0.7 2.51 072
Urhan Fercent of popuietion 19.6 19.8 235 3435 314
Populptine growth mie Angraal parcsnt 22 19 1.5 L1 LE
Uiban Al percent 24 34 3.5 3.3 34
Lifc expestancy Years A2 67 £8 59 54
Femals advarsags Yeas 18 4.5 4.8 33 e
Total ferulity saie Births par woman 4.6 3.3 2.4 21 37
Labor ferce £15-84) Millions 258 38632 9.1 1,839 1,050
Fepraic Pzroent of labor force 49 49 49 34 EH
Natugel resonrces
Ares Thoumnds ey, km. 325 krd 323 15959 31008
Denmity Persous per s koo 184 233 235 115 73
Agricuinral lands Percent of Lo area 21 4 13 -
Ageiglturad land ender irigation Parcent 28 18 k)
Porests s woodland Thowkeed mg kox a7 B3 10y ae
Energy consuraption per capits Kg. of ail aquivalat RO 168 357 550
weome )
Share of top 20 parcert af kousehoids Poreent af ineoms . 44 - . .
Shave of bormm 40 percant of households Peramt of uiceme - 19 . -
Share of botteon 20 percent of households Percent of income ] -
Bduestion
Gross emrollmend rutios
; Pet. of hool age pomlation 103 &7 91 119 -
Male 3/ Pat. of school age population 106 86 23 12 .
Fumals 3/ Pol. of schnol age population 100 87 xn 121
Serondury Pot. of schond age populetian a2 47 - 89 .
Papil-taxchor retio: secondary Pupils per teacher 22 A P -
Bliteracy Percent of pepulation age 15+ 13 11 § 15 39
Ferale Percent of fomale age 3+ 12 16 1 v 48
Newspaper clronarion Pex thousand puptdation 5 8 7

Sources: Vistmeom: Stetistleal Fearbook {varions years), and Gersral Siatistcal Ofice, Fiamam Lising Stundards Survey 1997-1998; World
Bank: Yiemam Developmens Repart 2000: Anacking Poverdy, and Vistnam Development Repart 3001 Entering the 21¢ Centary,
end World Developmen: ndicaiors; and stafl eslimetes,

1]
1/ Thw vpeer poverty Hoe is vanstitaed by the cost of a representative food bundle yiciding 2,109 ealories per day, plus & repwssenatioe nurfood

' The Jower poearty line tepresents the approximate coit of Lisls food fundie oniy.
2/ For 1993 and 1998, rurd popalalion.

A2 Bor 1993 and 1998, net exroliment ratios,
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SOCIALIST REPUBLIC OF VIETNAM

Harnoi, November 7, 2001

To: Mr. Horst Kohier
© Managing Director
International Monetary Fund
Washington, D.C. 20431
U.S.A.

Dear Mr. Kohler,

COn April 13, 2001, the Executive Board of the IMF approved a thres-year
arrangement for Vietnam under the Povérty Reduction and Growth Facility (FRGF).
The purpose of this letter is to inform you on the progress in implementing the first-
year econormic program, and to request the second loan dishursement following the
camplietion of the fitst review under the arrangement,

The attached Memorandwn of Economic and Financial Policies (MEFP)
supplements the MEFP of March 14, 2001, and sets out the objectives and policies
that the Government of Vietnam intends to pursue during the remainder of 2002 and

the first half of 2002,

Vietnam's economic performance in 2001 has been positive, despite the adverse
effects of the global economic siowdown. Macroeconomic policies have been
pradent and progress has been made in the key strucmural areas. As a resuit, the
prosgram targets for the first PRGF review have been achieved for the most part. The
Government of Viemam believes that the policies it intends 1o implement in the
period through June 2002, as described in the MEFP, will build on this favorable
performance, help sustain economnic growth and reduce poverty, and cushion the
economy in an uncertzin external environment. On this basis, it requests completion
of the first review under the arrangemnent; waivers for the nonobservance of the end-
June 200! performance criteria on bank credit to state-owned enterprises (SOEs) and
on net international reserves and of the end-September stuctural performance
criterion on bank audits, 1zking into account the pature of the nonobservance; and
modification of the end-December performance criteria on bank credit to SOEs.

The government believes that the pclicies and measures set forth in the MEFP are
adeguate 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, Vietnem will continue to consult with the
Managing Director on the adoption of measures that may be appropriate, at the
initiative of the govermument or whenever the Managing Director requests such a
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 thess understandings public and authorizes the IMF
to provide this letter and the attached memorandum 1o all interested parties that so
request them, including through the IMF's external website.

We cag assure you that the Government of Vietnam is determined to fully implement

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

Sincerely yau;s,lg'

Le Duc Thuy

Goveruor
State Bank of Vietnam
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Suppiementary Memorandum on Economic and Financial
Policies of the Government of Vietnam for September 2001-June 2002
November 7, 2001
I. INTRODUCTION

L Vietnam’s ongoing medium-term economic program is being supported by a three-
year.arrangement under the Puverty Reduction and Growth Facility (PRGF). Consistent with
the goals set out in our Memorandum on Economic and Financial Policies (MEFP) dated
Mazch 14, 2001, this supplementary memuorandum reviews the implementation of the
program so far in 2001 und sels out our policies for the remainder of the first program year
through June 2002.

. OVERALL PROGRESS SO FAR IN 2004

2. Economic performance has been encouraging and in line with the program,
notwithstanding the global downturn. Overall economic activity has been bolstered by
domestic demand, notably a revival of investment reflecting improved business sentiment.
Inflation remains in cheek, owing mainly to restrained fiscal and credit policies, and the
external position is satisfactory despite weakening demand. With exports slowing more than
envisaged, real GDP growth for the year is estimaled by the TMF staff to be in the range of
45 percent, marginally below that programmed. Nonetheless, the targets for end-2001 for
inflation (under 3 percent) and gross international reserves {(LIS$3 .6 billion) remain
achigvable (Table 1).

3. Macroeconomic policy implementation has been largely on track, and al] but two of
the performance criteria for end-June have been met.

. The fiscal slance so far in 2001 has been more cautious than programmed. In the first
half'ot 2001, revenue was performing well across all categories, whereas spending for
structural reforms and for capital projects fcll short of targets, reflecting the slow pace
of implementation. As a result, domestic bank financing has been avoided and the
programmed limits on bank credit to government have been met comfortably.

. Credit policy has been restrained. By end-Tunc, credit growth slowed to 29 percent,
closc to the programmed 28 percent, thanks to a firm stance on State Bank of
Vietnam (SBYV) refinancing and, since May, on the domestic base lending rate, ag
well as tight dong liquidity (Table 2). As a result, the end-June program limit on net
domestic assets (NDA) of the banking system was met. However, the performance
criterion on bank credit to SOEs was missed, owing to bank credit to support farm
prices for coffee and rice, in order lo ease the impact on farmers of a slump in world

commodity prices.
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The exchange rate has been allowed to depreciate by 3% percent since May 2001, and
the surrender requirement was reduced in May from 50 to 40 percent. Net
international reserves (NIR) have been broadly on track since then, even though the
performance criterion for end-June was marginally missed owing to the delayed
disburscment of the PRSC.

Progress on the structural front has been uneven, and we are taking action to redress
pages so far.

Trade policy initiatives have been more smbitious than programmed (Annex ),
Under the five-year import and export regime (covering 2001-05) announced in April
this year, the timetable for the removal of quantitative restrictions (QRs) for three of
the six items covered under the PRGY understandings (steel, vegetable oil, und
construction glass) has been advanced by one vear to end-2001. Also, the timetable
for QR removal on a subset of two additional items (automobiles and motorcycles)
has been advanced to end-2002. Finally, in May 2001, QRs on five out of eleven
items were removed ahead of schedule (alcohol, ceramic and granite tiles, clinker,
paper, and 1016 seat passenger vans).

Tmplementation of the Enterprise Law has been effcctive in promorting private
enterprises, and under the amended Foreign Investment Law, FDT is gradually
reviving.

However, reform of the state-owned commercial banks (SOCBs) is procceding
behind schedule. Finalization of the restructuring plans for three out of four large
buanks (Incombank, BIDV, and BARD) took longer than envisaged, as did the
awarding of contracts for uudits on inlernational standards (IAS) for Vietcombank

and Incombunk.

State-owned enterprise (SOE) reform has been slow. As of end August 2001, 93
SOEs have been equitized, compared with the target of 450—500 equitizations set
for 2001 under our three-year plan.

MACROECONOMIC FRAMEWORK AND POLICIES FOR SEPTEMBER 2001-JUNE 2002

We remain committed to implementing the reform strategy supported by the PRGF
ment and believe that, notwithstanding weakness in Vietnam’s external environment,

the program’s medium-term macroceonomic framework is broadly achievable, With a global
upturn in 2002 and continued reform momentum in Vietnam, rcal GDP growth is targeted to
rebound to 6- 7 percent by 2003, and inflation to stay below 35 pereent. The underlying
external position for 2002-03 should continue to be sound, with the current account deficit in
the financeable range of 2—4 percent of GI)I' and an increase in reserves to 9—10 weeks of
impuort cover.
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Fiscal policy

6. In the fiscal area, the overall budget deficit (excluding onlending) in 2001 is being
limited to 3 percent of GDP, close to the program target. Revenue, especially non-oil, is
expected to perform better than envisaged, owing in part to improved VAT collection.
Expenditure will rise ont account of stepped up capital spending and, to a limited extent, the
mtroduction of interest subsidies for farm price support loans and cxport promotien schemes.
Such special support will he (eraporary, as the rural sector is being assisted mainly through
capital spending in economic and social infrastructure., In particular, the share of social
capital expenditure will rise to 38.5 percent of total capital spending,

7. A continued cautious framework will be adopted for the 2002 bud get now under
preparation, aimed at stabilizing public sector debt over the medium term. Based on
conservative assumptions and in the face of an uncertain external outlook, revenue would be
targeted at 2021 percent of GDP, through a strengthening of revenue administration and
measures to rationalize (ax policy, drawing on IMF technical assistance. The VAT law is
being revised to reduce the number of VAT rates and ex emptions, to be made effective in the
year 2003 budget. Expenditure would be kept at around 24% percent of GDP. Emphasis will
be given to restoring better balance belween capital and current expenditure, and 10 spending
on priority social sceters to help sustain activity and, as necessary, (o support SOCB and
SOE rcforms. Poverty-reducing expenditures will be more closely monitored, and steps will
be taken to further enhance the transparency and efficiency of government operations. The
overall budget deficit, originally projected at 3 percent of GDP, is targeted to be in the range
of 3—4 percent of GDP, and domestic financing will be capped at D 1015 trillion (2--

3 percent of GDP). Additional fiscal provisions for the capital costs of SOCB/SOE reforms
are being finahized. These and the associated financing are in line with the govermment’s
preliminary estimates oviginally adopted under the PRGF, and will be reviewed periodicaily
with the IMF staff,

Monctary and exterpal sector policies

8. In the monetary area, the priodty will be to restrain credit growth to protect banks’
asset quality while providing adcquate credit for sustained growth. The monetary program
now targets credit growth at around 10 percent in the first half of 2002, Moreover, the
effectiveness of bunk credit to SOEs will be further improved to strengthen their financial
discipline. SBV refinancing will be limited to I3 1.75 trillion for the first half of 2002, and
greater reliance will be placed on indirect manetary instruments to achieve the credit
program objectives. In addition, given the recent rise in foreign currency deposits (FCDs),
the SBV wili stnive to strengthen credit risk management in banks, especially in SOCBs, and
will closely supervise foreign currency loan operations and ensure the liquidity and quality of
foreign assets held by banks, through tighter prudential regulations and reporting
requircments in this area. In addition, the SBV will pursue appropriate interest rate and
exchange rate policies to enhance confidence in the dong,

k]
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9. To this end, the government remains committed to a flexible cxchange rate policy,
and intervention in the exchange market will be limited to addressing disorderly conditions,
Quarterly henchmarks for net intcrational reserves have been set through June 2002, in line
with the expected strengthening of the external position and maintenance of a flexible
exchange rate policy. The surrender requirement will be further reduced, and will be phased
out within the PRGF period. The two remaining exchange restrictions will also be removed
well within the program period, so as to enable Vietnam to accept the obligations under
Article VHI of the Fund’s Articles of Agreement.

10. .. A prudent external debt management policy will continue. Government borrowing
will remain mostly on concessional terms consistent with program limits, and government
guarantees for nonconcessional debt contracted by SOLis will be kept within the program
limits, with careful appraisal of project viability and the risk coverage confined to the
minimum necessary.

A. Key Structural Reforms

Banking reform

TL. Inline with our banking reform strulegy adopted under the PRGF-suppurled program,
we will intensify efforts to restructure the four large SOCBs by:

* Implementing individual restructuring plaos for all four banks, which have now been
approved by the government and which are In line with the overall SOCB reform
framework adopted under the PRGF.

) Implementing the operational guidelines for SOCB financial restructuring, which
have also been spproved by the government. These guidelines provide for financial
incentives, through conditional recapitalization over three years, for banks to
strengthen credit risk management. They also link debt relief to SOE restructuring.
Under these guidelines, bank asset management companies will be endowed with
sufficient power to seize and cffectively dispose of collateral; and bank loan workout
units will be equipped with sufficient mandate and leverage to work out uppropriate
forms of debt resolution, depending on the specific financial/operational conditions of
the individual debtor.

. Completing TAS audits of Vietcombank by January 2002 and for the other three
banks by Deeember 2001, in order to allow a more realistic assessment of
nunperforming loans (NPLs) and set a more transparent standard for monitoring these

banks.

. Monilering performance of banks against milestones that have been set for individual
banks (in consultation with World Bank and IMF staff), consistent with the ahove
guidelines and explicitly incorporated in an SBV dircctive, These milestones include
targets for NPL recovery and for loan workout cfforis. Meeting the March 2002
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mmilestone for the resolution of at least 13 1.4 trillion of potentially recoverable NPLs
of the four large SOCBs is a structural performance criterion governing the third
PRGF disbursement (Annex II), and satisfactory performance against the first-year
milestones generally will wigger the initial phasc ol bank recapitalization.

. Making fully operational the unit that bas recently been set up to oversee the
implementation of SOCB reform (under the Interministerial Committee for SOCB
financial restructuring), including the monitoring of performance against the above
milestones. ’

12, Asakey step for strengthening bank supervision, we will revise the criteria for loan
classification under Decision 284 in accordance with international standards by end-2001. A
timetable for moving provisioning onto the new classification standard within three years has
also been set depending on funding sources outside of the banks. With respect o the joint-
stock banks (J8Bs), following closure/merger of seven banks so far (out of 48), further
progress will be made to consolidate the system and strengthen the financial conditions of
these banks, towards the aim of halving the number of banks through closure/merger.

Private scctor development and SOE reform

13.  Tromotion of the private sector is a priority. We are further strengthening (he
implementation of the Enterprise Law, Licensing requirements will be lifted for additional
business subsectors, a decree on small and medium-sized enterprises (SMEs) is being
adopted, and the Land Law is expected to be amended in October. A decree transforming
wholly state-owned enterprises info limited liability compunics operating exclusively under
the Linterprise Law has also been approved. Furthermore, a decree was issued tn August to
promote FDI, entailing provisions for phasing out the dual pricing system and for further
streamlining the licensing and administrative procedures for foreign-invested enterprises.

14, We will take steps to accelerate SOE reform and strengthen the framework for
equitization in order 1o achicve our three-year targets within the original timeframe adopted
in April 2001. These include issuing implementation guidelines with respect to SOE debt
resolution and safety nets for labor redundancies, providing the monitoring unit in the
National Steering Commiittee for Lnterprise Reform and Development (NSCERD) with
enforcement power, and publishing a rephased three-year roadmap. Furthermore, to enhance
the effectiveness and integrity of the equitization process, caps on shareholdings in equitized
SOEs by individuals and legal entities will be removed at the latest by end-2001; and the
responsibility for issuing, sclling, and registering sharcs is also being removed from SOE
managenient. Finally, the system to monitor debt and budget support of 200 large SOL
debtors is being strengthened to ensure timely and accurate reporting from concerned SOFEs,
including amending the Ministry of Finance (MoF) decision in this ares to clarify the
quarterly reporting requirements and to introduce sanctions against Iate reporting.

15, Further trade reform measures are being taken in the remnainder of 2001, in line with
our trade reform roadmap. These include replacing QRs for three items (steel, vegetable oil,
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and construction glass) with tariffs, implementing the 2001 tariff reductions under AFTA,
and auctioning at least at 23 percent of the garment export quota while continuing to improve

the auction process.

16.  We have begun work on a Comprehensive Poverty Reduction and Growth Strategy
Papcr (CPRGST) to be completed by April 2002. The CPRGSP will lay out the broad policy
agenda for tailoring internutional development goals to Vietnam’s circumstances, and for
linking these goals to policy actions. In addition, we have drawn up a plan for strengthening
consultations and are seeking technical support from the international community for
incorporating the social impact analysis of reform into the CPRGSP framework.

IV. PROGRAM MONITORING AND POLICY TRANSPARENCY

17.  The government will undertake a number of prior actions ahead of the IMF Executive
Board consideration of the first PRGF review, in order to keep the program on a solid footing
(Table 3). Table 4 contains quantitative performance criteria for end-December 2001 and
quantitative benchmarks for end-March and end-June 2002; structural policy undertakings
are surmmarized in Table 3. A second review under the PRGF arrangement will be completed
by April 2002, which will focus on the economic program for the second-year PRGF
arrangement and progress in accelerating SOCB and SOE reforms.

18.  To help strengthen program implementation, technical assistance will continue to be
sought from the IMT in bank restructuring and supcrvision, tax pulicy and administration,
and statistics. In particular, in the statistical systemn, we inlend to take steps to address
deficiencies identified by IMF staff, beginning in the national accounts area, and to make a
timely decision on Victnam'’s participation in the General Data Disseminaticn System.

19, We are committed to furthering policy transparency, building on recent progress.
Additional information will be posted on the newly introduced website for the MoF, and
websites for financial and economic information will be considerad, including for the SBV.
Publication of IMV staff reports fur Vicinam will continuce. In addition, in connection with
the IMF’s safcguards asscssment for Vietoam, an external audit of the SBV's 2001 financial
staternents will be conducted by the state auditor for completion by June 2002. We plan to
conduct this audit in accordance with international standards and to publish post-audit

financial statements.

Attachments

Tuble 1 Vietnum: Medinum-Term Macroeconomic Framework, 1999-2003
Table 2 Vietnam: Monetary Program, December 2000—june 2002

Table 3 Viemarn: Prior Actions for Completion of the First PRGF Review and

Structaral Benchmarks apd Performance Criteria for First and Second
PRGF Review
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Vicinam: Quantitative Performance Criteria and Benchmarks Under the
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Tablc 2. Vietnam: Monetary Program, December 2000-June 2002 1/ 2/

2600 W01 ) 207
Dlecember March Juhe Sept. December March  June
Prop. Rev. Ong. Est  Owig. HsL  Qng Org  Prog. Program
Prog. Prog. Prop. Prog.
{In wikions of dong)

Net foreign assets 952 95.7 975 1013 {021 1087 107.2 2.6 1126 1160 1193
Foreign wssets 1122 1127 H4S5  HRI 1195 1265 1246 13035 1305 1340 13175
Foreign linbilitiey -17.0 #1786 =170 =132 474 -8 -17.4 -17%  -179 -180 -182

et dormestio prsets 3 1212 1360 1A% 1440 1402 i5tn L1410 1620 1722 1824
Domestic oredit 1552 1832 1637  la3s 7.8 1676 179.8 1889 1904 2006 21G.8

Net claims on govertment 3.5 4.5 1.0 =07 1.0 -4.5 Lo 2.0 19 2.8 35
{oreslil Lo the euotiomy 1537 13%7 pG20f 1843 Py 1721 1783 1HAD 184 1979 23
Claims on state enterprises 699 699 200 734 741 75.1 76.2 783 0 816 841
Claims on other sectors 858 858 9.7 9L2 4 FrLO 1020 10B6 1084 1163 12
{Mhet rawms, net 276 IR0 -210F W2h5 215 A4 YN 278 R4 M4 284

Troxd money 2229 2229 2335 B85 246.% I49.0 2592 2736 2747 2BB2 3016
Drong liguidity 104 15235 167.% 1606 {726 Lod7 1%7.4 197.1 1848 1945 2042
Forelgm cutrency deposits 615 A &5.0 TR 684 843 TR 76.% 529 937 7.4

(Anuual percantage changes)

Credit to the economy 8.0 381 M1 354 282 134 26,8 200 200 W4 204
Credit to state enterprises 285 287 4.4 263 15.9 I'td s 120 150 1.6 PG
Credil tn odher s20bus 4649 169 12,9 436 387 40.5 347 26.5 2735 213 26.9

Broad maonty LUK S VR e 343 307 323 04 128 232 208 212
Dong liquidity 376 308 3L9 0 262 s nz2 347 28 112 2l 240
Foreign cumeney deposils 425 615 g 551 ERA) A4 31,9 22.4 7.7 20.9 i34

{Changes in percent since the beginning of the year)

Credit to the economy 381 381 45 3.5 95 108 14.5 040 2L0 58 o
Lredit to state emerprises 87 8.7 39 4.5 6.0 Y a4 120 LESY 3.3 6.5
Credit o olber seclis 469 44.9 N 6.3 12.4 1.1 1643 248.5 178 6.3 1175

Broad money B0 390 438 2.0 104 IL7 16.3 228 232 4.9 o.8
Prong liguidiy 43.7 332 5B 53 1.5 1.4 17.3 229 212 53 165
Foreign curmency deposifs 435 O3 5.4 16.6 9.3 199 .9 WA A7 43 3.4

{(uanterly percentage changas)

Credit to the sconsmy 1087 W7 45 55 48 438 4.6 48 50 48
Credit to slate enterprises 7.8 7.8 30 4.3 2.9 24 PR 2.8 33 31
Credit to ether sectors 13.2 132 5.7 6.3 6.3 6.4 59 6.3 6.3 59

Broad moncy 12.5 125 4.8 7. 54 4.4 53 56 49 4.7
Deong liquidity 15.0 6.6 5.8 5.3 34 1.8 5.2 4.9 " 53 5.0
Kureigm suremey depusils 61 195 5.1 10.6 4.2 8.3 4.9 6.5 - 42 4.0

{Changes in trillions of dong since the begiuning of the year, unless indicated olherwise)

Memerandum items:

Wet domestic nssers of the banking system ¥/ s 280 8.3 [ LX) 14.3 134 243 333 KT R H).1 L3

Net creddit 1o the governmerst of the banking system 34 a4 15 02 15 40 2.0 2.5 25 0.8 1.5

Credil 16 the siale-owned enlermrises from the burking systems 156 15.8 2.4 32 4.2 32 6.3 8.4 %1 1.6 5.1

Net official iemational reserves (o millioms of U.S, dollazs) 4/ 5/ 139 o8 a5 -131 175 55 316 24 440 62 125

Sources: State Rank of Vietnom; and staff extimates and projectivns.

a

1 Clomprising the State Bank of Vielnam {8BY), six state-owned commercial banks, and B3 ponstate-owned credit instiurions.
27 At ewrrent exchange rates, unless indinated athanvise,
37 At program monitoring exchenge rates.

4/ Eacludes foreign eumensy coumerpart of government forelgn currency deposits at the BBV,
5/ Excludes forcign enereney deprsits of DBa m the §RY.
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Table 3. Vietnam: Prior Actions for Completion of the First PRGF Review and
Structural Benchmarks and Performance Criteria for the First and Second PRGF Review 1/

Policy Action/Conditions Timing

b

Structural Benchmarks and Performance Criteria for the Second Dishbursement
(to be assessed during the First PRGF Review)

Award contracts for Vicleombank (VCB) and Incombank Structural benchmark
(ICB) audis, stubject to donor offering of funding. July 2001

Submit progress report on VCB and ICB audits in line Structural performance criterion
with contracts for the andits. September 2001

Prior Activns for the First PRGF Review
Bankiny reform

Government approval of the restructuring plans for 1013,
Bank for Agriculture and Rural Development (BARD),
and Bank for Investment and Development (BIDV)
consistent with the overall state-owned commercial
bank (SOCB) reform framework adopted in April 2001
under the PRGF,

Agree, in consultation with the World Bank, on
milestones for loan restructuring at the four large
SOCBs.

Issue State Bank of Victnam (SBV) directive governing
conditions for u phased recapitalization of the four
lurge SOCBs, including the above milestones and
opurational targcts.

Government approval of the SOCB financial restructuring
guidelines consistent with the principles set oul in
MFEFP paragraph 11.

State-owned enterprise (SOE) debt monitoring

Issue a revised Ministry of Finance decision on the
criteria for monitoring the 200 targeted large SOEs,
which clarifies the quarterly reporting requirementy
and infroduces sanctions against late reporting,

1/ Based on October 2001 for the first PRGF review date and April 2002 for the second review.
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Table 3. Vietnam: Prior Actions for Completion of the First PRGF Review and
Structural Benchmarks and Performance Criteria for the First and Second PRGF Review (concluded)

Policy Actror/Conditions Tirning

C. Structural Benchmarks and Performance Criteria for the Third Disbursement
(to be assessed during (he Secund PRGF Review)

Banking reform

Amend Decision 284 0 bring (he criteria for loan Structural perfonmance criterion
classification by banks in accordance with December 2001
international standards.

Make fully operational special monitoring unit to Structaral benchmark
oversee impiementation of SOCB reform under the December 2001
intermimisterial committee for SOCB financial
restruciuring.

Resolve a total of 1 1.4 trillion in nop-performing loars Structural performance criferion
for the four large SOCBs (VCB, ICB, BARD, und BIDV) March 2002
in accordance with the terms specilied in the SBY
directive with each bark.

State-nwned enterprise reform

Equip the special monitoring unit i the National Steering Structural benchmark,
Commitiee for Enterprise Reform and Development December 2001
{NSCERD) with enforcement power to oversee
implementation of SGE reform plan.

Government approval of implementation gmdelincs Structaral benchmark
on SOE debt resolution and safety funds for lnbor December 2001
redundancies.

Exchange system liberalization

Submil a recommendation to the National Assembly Structural benchmark
to eliminate the tax on profit remittances for foreign March 2002
invested enterprises,
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ANNEX 1
Victnam: Timetable for Removal of Quantitative Restrictions
Ttem or Group Target under PRGF Revised Date
Clinker and cement
Clinker December 31, 2001 May 1, 2001
Cement December 31, 2002 No change
Construction white glass Dceember 31, 2002 December 31, 2001
Granite and ceramic tiles December 31, 2002 May 1, 2001
Paper 2001 May 1, 2001
Remaining steel products December 31, 2002 December 31, 2001
Vegetable oil January 1, 2003 December 31, 2001
Aleohol Not scheduled [or removal May 1, 2001
Motorcycles Not scheduled for removal December 31, 2002
Passcnger vehicles
10-16 seats Not scheduled for removal May 1, 2001
Up to 9 scats Not scheduled for removal Deeember 31, 2002
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ANNEX II

Vietnam—Milestones for State-Owned Commercial Banks in 2002

The "Milestones for SOCBs” listed below are the minimum conditions in the context of the
PRGY review, as agreed by the SBV with the staffs of the International Monetary Fund and
the World Bank, for the purpose of recapitalization of the four large state-owned commereial
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:

N Establish credit risk managemcent and internal audit committees (where they do not
already exist) and submit to the SBV for review the manuat of procedures for those
commitiees, revised to incorporate improveinents relevant Lo cach SOCB’s recent
experience.

. Resolve at jeast VND 1.4 trillion of potentially recoverablc NPLs of the four large
SOCBs. Resolution targets for individual SOCBs will be agreed by the SBV and
SOCBs and communicated to the Worid Bank and the International Monetary Fund.

Milestones for end-J une 2002:

» Agree audit qualifications from year 2000 audit that are to be eliminated by year-end
and sign coniracty for external audits for year 2001.

. Agree on September 2002 and March 2003 targets for loan resolution.
Milestoncs for end-September 2002:

. Pass a special SBV examination of credit file documentation. (Examples of features
to monitor arc: 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 iending; etc.)

. Resolve an amount of potentially recoverable NPLs that will be determined on the
basis of revised Decisions 284 and 488.

Milestones for end-December 2002:
) Complete year 2001 external audit, eliminating qualifications agreed in June.

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
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first-year milestones. SOCBs will alse phase in provisioning over three years, subject to
availability of financing, following revised Decisions 284 and 488.

Technical Notes and Definitions Related to the Milestones

Potentially recoverable loans are defined as: all collateralized loans + commercial
noncollateralized loans to active borrowers + directed loans to active borrowers, Potentially
recoverable loans refer to NPLs as of an end-2000 base date.

Loans are considered “resolved” under any of the following conditions:

1. For all collateralized loans — actions are taken to gain possession of collateral (e.g., a
claim is madc in court), and if possession is achieved, actions are taken to recover value
{e.g., the collaternl asset is successfully sold or put at auction, even if not successfully bid, or
a notice of sale offer is made or a different kind of marketable asset for which the collateral
asset was previously swapped is successfully sold), or

2. For collateralized loans ta active borrowers and noncollateralized loans to active
non-SOE borrowers — the Joan is restructured, if the active borrower negotiates with the
SOCB a restructuring of business operations to improve debi-servicing capability, or

3. For noncollateralized loans to active SOLs—the loan is restructured if an approved
SOE restructuring plan with appropriate conditions exists or provisions are made against the
loan after an active SOL is closed, or

4. For all loans—provisions arc 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.
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ANNEX III

VIETNAM—TECHNICAL MEMORANDUM OF UNDERSTANDING
November 1, 2001

L This memorandum sets out (i) the definitions of quantitative performance criteria and
benchmarks for the first-year PRGF-supported program (Table 4), und (i) relaled reporling
requirements to the Fund’s Asia and Pacific Department (Tablc 5).

1. DEFINITIONS'

Item 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.

+ Net foreign assets of the of the banking system are the sum of net foreign assets of
the SBV and net foreipn assets of the deposil money banks (DMRBs).

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

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

» Defined as the claims on government minus deposits of the government with the
banking systcm.

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

+ Government 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 89
credit institutions and the SBV, and the associated monetary survey tables. More specifically,
the banking system is defined as the SBY and the deposit money banks (DMBs), which
consist of six state-owned commercial banks (SOCBs), 46 joint stock bunks, 4 joint venture
banks, 26 foreign bank branches, 6 {inance companies, and the Central People’s Credit Fund.
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» Govemment onlending funds financed by ODA are excluded from government
deposits.

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

* Dcfined as the sum of all claims on the state-owned enterprises (SOEs) by the
banking system. :

* SOEs are defined as wholly stato-owned enterprises.

Item 4: Credit from the banking system and from the hudget 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)
Decistan 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 6.

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

* Defined as the sum of all new foreign currcncy loans or other external debt to
nonresidents contracted or guaranteed by the central government {(inchuding the
SBV), that have a grant element of less than 35 percent of the overall value of the
loan’s original principal. Local governments and agencies cannot contract cxternal
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 hes not been received. For
the purpose of this memorandum, the term “debt” will be understood to mean a
current, i.¢., 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 futurc paint(s) in time; these payments will
discharge the principal and/or interest liabilities incurred under the contract. Debts
can take 2 number of forms, the primary ones being as follows: (i) loans, i.c.,
advances of imoney 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 buycrs’ credits) and temporary exchanges of
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agsets that are equivalent to fully collateralized loans under which the ohligor 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); (ii) 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 (i) leases, i.e., arrangements under which
property is provided which the lessee has the right to use for one or more specified
period(s) of time that are usually shorter than the total cxpected 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 ahove, arrears, penalties, and judicially awarded damages
arising from the failure to make payment under a contractual 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 risc
to debt.

¢ The grant element is to be calculated by using the currency-specilic discount rates
reported by the OECD as Commercial Interest Reference Rates (CIRR) as of
December 31, 2000; 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
maturitics 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 originai loan
contract.

» For maturities of up to onc year, the ceiling will apply to the amount of the stock of
foreign currency louns or other external debt to nonresidents contracted or
guaranteed by the government or the SOCBs,

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

» 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 guarantce
becomes effective.

Ttem 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 onc year (spot, money market, letters of credit, and others) and medium-

+
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and long-term debt contracted or guaranteed by the government (inchiding 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 2000, there were no reported external arrears, except for
arrears totaling US$57.3 million with Algeria currently under negotiation.

Item 7: Net official international reserves (NIR)

2.

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 I0).

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
controlied by the SBV. These assets will exclude holdings of nonconvertible
currencies, claims on nonresident fimancial 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, and such other claims that are
not readily available and/or are encumbered.

Foreign liabilities are liabilities to nonresidents contracted by the SBYV, including
deposits of forcign 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 Habhilities and all other elements of the items defined abave 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 Viemamese dong (VND) 480,000 per
Viemamese chi (equivalent to 3.75 grams).

Assets and liabilities denominated in SDRs, including the SDR value of gold
holdings and asscts and Liabilities resulting from transactions with the IMF will be
converted at the rate of US$1.302 per SDR.

Ass.ats and liabilities denominated in cirrencies other than the U.S. dollar will be
converted into U.S. dollars at the market rates of the respective currencies
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prevailing on December 29, 2000, as published in International Financial Staiistics
(IFS). -

¢ The U.S. dollar value of assets and Liabilities will be converted into Vietnamesc
dong at the official rate of the SBV on December 29, 2000, which was VND 14,501
per U.S. dollar.

I, PERFORMANCE CRITERIA AND BENCHMARKS

3. Perfermance 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 200! and first half of 2002. The other performance criteria will be measured on
the last day of December 2001. Quantitative benchmarks include Items 1 to S and 7 as
defined above. They will be measured on the last days of September 2001, as well as March
and June 2002,

1V. MONITORING AND REPORTING REQUIREMENTS

4. For the purposes of program monitoring, the following information, including any
revisions to historicul data, will be provided by the SBV, unlcss 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 5. Vietnam: Monitoring and Reporting Requircments
Table 6. Vietnam: List of 200 Large Debt State-Owned Enterprises in the Debt

Monitoring System Under the First-Year PRGF-Supported Program
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Table 6. Vietnam: List of 200 Large Debt State-Owned Enterprises in the Debt Monitoring System

Under First-Year PRGF-Sepported Fropgram
{40 cao 200 DNNN b s8 no phii 13 16n)

Number Tén doanh nghiap 1/ Mume
1 Céng ty PETEC Petec Investment, Techninque, and Trading Cn,
2 Cong ty XNK dich vu thuang mai Import’Export and Trading Services Lo,
3 Céng ty thue phdm mién trung Foodswf Co. fn Central
4 Cbng ty thie phim mign bic Narthemn Foodstusf Co.
5 Cly XNK Ngi C& Ceres!? aport/Export Co,
6 Cly VAl frbao vé thi val 1 Plrnt Protection snd Materisl Co. 1
7 Cly Buting (udng Neai Qrnang Ngn, Sugr
: Corg ty phat trién nha va 4o thi Howsing and Urhsn Devetopment £,
b Céng ty XD cZp thodt nufie 53 2 Water Supply/ Uramage and Constroetion Co. U

iy Céng ty x4y dung ddu khi

i1 VP TCTy XD Thiing Leng

13 CTy Tracimexso

13 Nha xust bin Gigo duo

14 c%pnat trién ddu I cdng nghsFPT
B,

15 Minh
7 wnm&ut phat trién GTVT
17 Cly dau tu phat trign

14 VPchty %ty dung CTGT §

19 Vi phong TCT Déu khi
20 Cty dich vu ky thuat a8u khi
20 Cty thidl ké va X3y dung diu khi
22 Céng ty thuong mai dauy khi
23 Cty ihép thai nguysn
24 Cty thép mign nam
2% Cong ty ddy cdp dign VN
26 CTyldvigt ¥ Lam ddng
27 Cong ly vt tur Ha Ngi
24 C‘%{ than Udngbr
Mo than Dueng huy
30 Cly than N&i dio
3 cg than Quang ninh
Mé than Ha tu
33 Xn Tuydn than hén gai
34 Xn tuyén than Cla ong
35 Congty vat tu vt ti x&p da
16 Cong ly hoa chét md
a7 Cong by k¥ ngna TP VN
38 Oty dét hd ndi
19 Cly d&t nam dinh
& Oty dit 83
4 cly dét Hug
42 Cty dét thanh cong
43 Cty dét vist thiing
4 Clydstihdng loi
45 Cly dét phong phd
46 Cly dét nha trang .
47 Céng ty may Vigt Tién
43 €ty bong Viét nam
49 NM Thutc la Sa gn
50 NM Thuit [a Vinn hai
L NM thude ta Thang Long
52 Cly XNK Thute Iz
52 Xy in biao g phu Beu thudc 13
$¢ Oty NL Thudc ta Nam
55 VPTCT Gidy
56 Cly gity BliBing
57 Cly gifly Dong nai
38 Cly gidly Tan mei
5% Cly NL gidy vinh phu
st Cty phan Gam va hod chit Ha bic
6l Cng ty phan bén mién nam
o8} Cly thude sat tring VN
§1 Cty son chét déo
64 Cty Cao su sap vang
65 CtyBia Sai gon
&6 Cty Bia HN

Petrolewn and Gas Constrection Co.
Thang Long Bridge Construction General Cerp. (Lead office)

Waterwey Transpartativn
Educntion Publishing How

FEF O,
Bao Minh fnsurance
Vinaze

Expart/fmpert Co. (TRACIMEXCO)

Transport Development Investment Co,

No. & Transport Work
Petrolenm and Gans Ge

Coastruction Corp, (Hesd Offiee)
neral Corp. (head offien)

Petroleum and Gas Techmeal Services Co,
Petraleur and Gas Design and Constuction Co,

Petroleum and Gas Trading Ca.
Thal Nguyen Steal and Tror Co.

Southern Stee] Co.

Vietnan Power Cables and Wires Co.

Vietnamese Halian Sitk €,

Hanoi Material avd Bquipiest G,

Vang Bi Coal Ca.

Duong 1auy Coal Mine

Daomestie Coal Ca,
Quang Nigh Coal Co.
Ha Ta Cosl Mine

ton Gai Coal Selection Enterprise

Cna Oug Coal Selecticn Co.

Traasport Equipment and Loading/Unloading Co,

Mine Chemieals Co.

Vietmurn Foadrtuly Technoingy Co.

Ha Moi Textde Co,
Nam Dioh Textile Co.
March & Textile Ca.
Thie Textle Ca.

Thanh Cong Textile Co,
Viet Thang Textile Co.

Thang Lot Teatfly Co.
Phung Phe Textile Co.
Mha Trang Textils Co.

Viet Tien Garment Co,

Vietnam Cotton Co,

Sai Gon Tobaces Factory
Vinh Hot Tohaceo Factory
Thang Lunyg Tobucun Faclory
Tabacco luportBxgurt Cu.

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

Victnam Paper General Co

Bai Bang Paper Co.
Dung Nai Puper On.
Tan Mai Paper Cu.

1p. (head office)

Vinh Phu Paper Raw Material Co.
112 Bac Chemical and Nitrogenons Fertilizer Co.

Southern Fertilizer Co,

Vietnam Germicide Co.

Plasticc Paint Cao.
Sao Vang Rubber Co,
Saigon Beer Co.
Ha Nel Beer Co,

U Name of eterprise in Vietnamess.
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Owned Enterprises in the Debt Monituring System

Under First-Year PRGF-Supported Program (contineed)

{B&0 cho 200 DNNN cb s& ng phii Ird 1an)

Nugber Tén doanh nghidp Name
&7 Cly Nhdz hung vén Hung Yen Plastie Co.
68 Céng ty gidy Hiép Hung Hiep Hung Footwear Co.
£ Cly xay lap dian Il Fuwer Construesion and [nstxliatiog Ca, 11
70 Cly xay l&p dign Il Fower Construction and Instailation Co, 111
71 Cong ty xav 18p digén 4 Pawer Construction wud Tustalation N, IV
7 CQy x&y Hp SXCN Industzial Construction, Installation, and Production Co.
73 Cly sla Vietnam Milk Ce.
“i4 Cly ddu thue vat va huong sy MP Vietnam Vegetable Oil, Cosmetic, and Perfume Matersls
75 Cly DVXNK ¢ phd if Coffee ExportImport and Services No. I
% VE Tely Ca phé VN Viemam Coffec Gen. Corp. (Head Office)
77 Cly Cao su Béng Nal . Dang Nai Rubber Co.
78 VF TCTY Luong thuc m.Bic Nuouthern Fuods Genersl Corp. {heud office}
ki Cly luang thut TP?:!CM HOMC Fawds Co.,
&0 Cty Lugng thut Tign Giang Tien Glang Foods Co,
£l Cly Luong thyis Can tho Can The Foods Co.
52 Cty Lugng thye TP Sée trang Sec Trang Fowds and Foodstuff Co.
85 Cly XNK LT VTNN Béng Thap Dong Thap Agricultural Materisl and Foods ExportTmpurt Co,
B4 Céng by huong thut An Giang An Giang Foods Co.
85 CTy Luong theic ACNTP Foodstuff and Foodstuff Industry Co.
g6 VP TCTY Luong thuc mNam Sonthern Foods Gesteral Corp. (head offiec)
a7 Cly Budng-Rugu-Bia Vigl Tri Viet Tri Sugar, Wine, and Beer Co.
88 Cty £huting Binh Duang Rinh Duoeg Sngar Co.
) Cty Pufing Bign Hoa Bien Hoa Sugsr Co.
50 Cly MB) Tuy Hoa Tuy Huou Sugar Co.
3| VP TCTY XDNN APTNT Agnoultura} Constructinn and Rura! Development (hessl nities)
92 Cty XNK ndng san va TF KN Hanor ApricuMural Products Hxpoertflmpar! U,
) VP TCTY Ché Vietnam Tea General Corp. (head uffive)
% VP TCTY Dauthm Ig Yiemam Mafbenry General Cunp. {head office)
y5 VP TCTY Vat tu NN Agricultural Materia/Equigment General Curp. (lead office)
86 Congly xi mang HAl Phéng Hai Phong Cement Co.
ui Gongty xl méng Hoang Thech Hoang Thach Cement Co.
98 Cong ty xi méting Bim Son Bim Son Cement Co,
92 Cong ty Xi miing Ha tidn 1 Ha Tien Cament Co_ No. 1
100 Cong ty xi mbing Bl son Hut Son Cament Co.
a1 Cong ty d’é:u tw v& phat trién XD invaxtment and Development Co. {Hanoi Constraetion Corp.}
103 Céng ty d5u tu va phat tidn a3 i Urban luvestirent aunsd Develgurei Ca,
103 Cong ty cdy dihg sg 8 Construction Co. Na. &
104 Céng ty Xay dung sd 14 Construction Co, No. 14
105 VP Tely xay dung 84 1 Construction General Corp. I (head offics)
106 VP Tety xdy dung Sdng Da Song Da Construction Corp. (head office)
107 Cang ty I8p mAy va XD s 45 { Machinery Insiallation and Construction Mo, 45.1
108 VP TCTy i3p may Vgt nam Victnam Machine Instailation General Corp. (head office)
109 VPTCTy XD phat trién ha téng lnftastmeture Development Gen. Corp. (Tlead Office)
I Cong ty sir Thanh i Thanh Tri Coramic Co.
111 Cly gach 8p lat Ha Nti Ha Nui Cerumic Tiie Co.
112 Gang ty Thach Baa, Thazl Bun CGix.
113 Tety thuy tinh va gém X3 Construction, (Hlass and Porcelain Ca.
114 VP TCTy VfNﬁCON =X VINACONEX General Curp. (head offica)
15 CTy van tdi bidn VN Vietnam Marine Transpest Co.
116 CTy van tai dau khi VN | Vietnam Petraleum and Transportation Co.
Hy CTy VTai va thus tau bign VN Vietnzm Ship Lease and Transpert Co.
s VP TCTy Hang hai VN Vietnam Shipping Liners Co. (head office)
119 Cang Sat gdn Sai Gon Port
120 VP TCTY CN au thuy VN Viemam Shipping Industry Ge. Corp. (Head Office)
124 Ve TCTy XDCTGT1 Transport Work Constrnction Genesal Carp. I (head office)
122 CTyedu 12 Bridge Ca. No. 12
123 CTy céu 14 Bridge Co. No. 14
124 CTy XDCT 807 Work Constraction Co. No. 507
125 Cly nao vét qudng thuy 2 Waterway [hredging Co. No 2
126 Cong ty edng irinh 86 Construction Work No. £ { Waterway Coastmetinn Carp.)
127 Cly XNK Thuj‘ sdn TPHCM HCMC Aguatic Product Kxparthnport Ca.
178 Cty XNK Thuy dic san Special Aquatic Products Export/tmport Co.
12% Cly XNK Thuy san m, Trung LCentral Aquatic Preducts ExportImport Co.
120 VP TCTY Hai sdn bién Déng Bicn Dang Sea Products General Corp. (head office)
131 Cdngty cuce phim TW2 Ceatral Phamacy Co, I
132 Congty XNK y t§ |l Medieal Bxport/tmport Co.
153 Cdng ty 33 sult thidt b] &ign D.Anh Dong Anh Elecirie Bquipment Production Co.
134 Cong ty tu van XD dign 1 Power Construction sml Conynttetion No. 1




_RR-

ATTACHMENT II
ANNEX IIT

Table 6. Vietnam: List of 200 Large Debt State-Owned Enterpriscs in the Debt Monitoring Systun
Coder First-Year PRGF-Supported Program (concluded)
{BAo cio 200 DNNN sd 88 ng phdi rd 160}

MNunbar Tén duanh nghiép Namc
135 Cly dute pl}im thigt bi v t8 HN Hanoi Medizal Bquipment snd Pharmaey Co.
138 Cty vat tu téng hop Ha Arh Ha Anh Gieneral Materiad and Equipment Co.
137 Cdng ty thuung mai dich vu Hachimex Hachimex Trading Co.
138 Cang ty thong mai dich v XNK Hai pheng Hai Plung Hxport/tmpuart, Services and Trading Cu.
£18 Cty Quan ly khai thac zang trinh thuy |gi Xuan thuy Nam dinh  Xues Thuy Nam Dinh Irigution Work Exploitativs and Myt Cu,
140 Cang ty xay dung Thai nguyén Thai Ngayern Construction Cn.
141 Céng ty Mia dudng Son fa Sor: La Sugar Ca,
142 Cong ly Th?’( nénrg Séng Chu Song Chu Ieripatian Co.
143 Cong ty Xust nhap khdu Da Ning Da Nang Iixpory/Import Co. -
I Céng ty Hiu Nghi Huu Nghi Ca.
145 Cang Yy Cimant Hai Van Hai Van Cement Co.
146 Cly Knai thac cdng trinh thuy loi Quang ngsi Quang Ngai Irtigation Wark Exploitation Ce.
147 Cang ty dudng Binh dinh Bigh Dinh Sugar Co.
148 Cang ty Thuong mai t8ng hop Phia yén Pliu ¥en Gensrul Trading Co.
4% Cang by sdn xudit kinh doonh XNK Phd yén Fhu Yen BExpusiTropory, Truding sl Production Co.
150 Cong ty E)géng Khanh Hoa Khanh Hoa Sugur Co,
151 Cong ty Yénsae Bird Nest Co.
152 Nha may Dat Tan Tién Tan Tien Textile Factory
133 X! nghiép Lién higp thude 18 Khanh Haa Khanh 1loa Tobaceo Enterprise
54 Céng ty Mia Budng Kon fum Kontum Sugar Co.
(55 Céngly Dy tu XNK DiKk LEk Daklak Investment and PxportAmport Ca,
155 Cdng ty Mia dudng Dakidk Nyklak Sugar Co.
157 Céngly Ca phé Phuti An Phuoe An Cotize Co.
158 Ging ty Xuft nhip khdu 2.9 Sesternber 2 Hapot/impart Ca.
159 Cang ty XNK 1. hap va BT TPHCM (IMEXCO) BECMC Investroent and General Rxport/Ennest Co,
160 Cong ty phat trign cong nghidp Tan thudn Tan Thoan Liudustris]l Development Cu.
161 Cang ty sén xudl kinh doanh bao bi LIKSIN LIKSN Printing Co. {IICMC)
162 Céng ty Duce Thanh PhS { SAPHARCO) LICMC Pharmacy Co. (SAPHARCO)
163 Congly Guan ly vi Phal tridn nha Quén 4 Real Estate Management and Development (District 4, HOMC)
164 Céng fy XNK Va £au Ty Che Lén Cho Lon Invesiment and Bxpart/Trapost Co.
{65 Céng ty XNK Phi Tho Phu Tho Exportimport Co.
166 Congly XNK Téan binh Ton Binh ert Co,
167 Gong ty Bé&u tu & Dich vu TP HCM HCMC Investment and Service Co.
168 Cong ty Thanh Nign Xung Fhong Tp. BCM HOMC Young Vohinteer Co,
169 Cong ty PT va Kinh Doanh Nha TPHCM HUMU Real Hstate Develonment and Trading Co,
170 Cﬁﬁg ty phat tﬁé’ﬂ Nha Binh Th@l’lh Binh Thanh Real Fainte Deeyebipiznnt (8%
M Cang ty kinh doanh thuy hit sin Aquatic and Sea Prodnct Trading Un,
170 Cang ty xudt nhap khdu va d8u b quén 1 (Sunimex) Sunimex Co.
173 Cang ty dich vu tong hdp Sai gon Sai Gon General Services Co.
174 Cang by Du lich TP HOM HCMC Toursm Co.
175 Cdng Ty Mia Buiing Tay ninh Tay Nink Sugar Co.
176 Cong ly TM XNK Thanh Lé Thanh Le Trading acd Import/Export Co.
177 Cty thuong mai déu tu & phit trién Binh Duong(BECAMEX) DECAMEX Co.
178 Cty Mid &udng Trian ‘ Tri An Sugar Co.
£ Chng ty Xut Nhap Khdu va du tu Binh thuén Binh Thuan Export/Import and Investment Co,
186 Nha Méy Puing Binh thusn Binh Thurn Sngar Factory
181 Cong Ty T4u ki By dung va TM Ving tau Vitng Tau Construction, investment, and "Froding Co.
182 Cang ty XNK Dich Yy dau khi Pelroleisn snd Gas Services and ExpirtTraport Ca
183 Cdng ty XNK Nong San & tidu thl ©N Handiczafl wind Agricultural Frxluct BxpordTinpart Co,
18¢  Cangty x2y ifp 84 ria-Ving tau ) “Wonp Tau Constroction and Installation Co.
18% Cong ty Xy dung va phat trién @b thi Ving 1au Vung Tau Urban Developient and Construction Co,
186 Cong Ty O lick Quie T4 Ba ra-Ving Tau Barzia-Vung Tau International Tourism Co.
187 Cbng ty XNK t8ng hop Long an Long An Ceneral Export/lmport Co,
188 Cong Ty Thuong Mai Dau Kh Dong Thép Dong Thap Petrokarn and Gas Trading Co.
159 Cry XNK néng san ik pham An giang An Gisng Agricultaral Product and Foods/Foodsmf¥ Exp.Amp, Co.
196 Cong Ty X6 54 Kién Thigt Tién giang Tien Gisng Lottery Co.
91 Cong Ty Dugc VAVT Y 74 Medice] Materinl & Equipment and Pharmacy Co.
192 Céng ty dubng Bén Tre Ben Tre Sugar Ce.
193 <ong ty Thifong mai Kién Giang Kien {Yang Vrading Ca.
194 Cong ty Mia duiing Kidn giang Kien Criang Sagar Co.
195 NGng rung Song Hau Song Hau Farm
196 Cang Ty VT Ky Thudt Néng Nghidp Cén Tha Can Tho Agricultural Material and Egniproent and Technique Co.
197 Gty SXKD Vat lidu xay dung Censtruction Material Production and Trading Co. .
198 Céng ty Mia dufing Soc trang N Sac Trang Sugar Co,
U Cty Bia Sdc trén Sec Trang Beer Co,
200 Cty Cang tinh thily ici Sé¢ Trang Soc Trang Irtigation Work Co.

Seurce: Mintsiry of Finanee, Corporate Fiance Departoent.



Statement by the IMF Staff Representative
November 21, 2001

1. This statement provides information on developments since the circulation of the staff
report (EBS/01/184, 11/7/01). These developments do not change the thrust of the staff
appraisal.

2. Preliminary data for the first nine months of 2001 suggest that budget execution
continues to be prudent and somewhat less expansionary than programmed, thus aliowing
scope for increased capital spending through year-end to help support economic activity.

3. Provisional data now available for five out of the seven quantitative benchmarks for
end-September suggest that macroeconomic performance continues to be broadly on track.
All benchimarks appear to have been observed, except that on net international Teserves
(NIR), which was missed marginally. However, with the release of the first tranche
(US$100 million) of the Bank’s Poverty Reduction Support Credit in October, gross official
rescrves reached US$3.8 billion (9% wecks of prospective imports) on November 9 (above
the end-year target of US$3.6 billion), suggesting that NIR is now running above its
programmed path. The benchmark on net domestic assets wag met, mainly through the less-
than-programmed use of bank credit by the budger. Overall credit growth slowed further
from 29 percent through end-June to 28 percent at end-September, slightly above the rate
prograrnmed. -

4, The staff is satisfied that all prior actions envisaged in Table 6 of the staff report have
been implemented, In particular, with respect to the two prior actions that remained to be
verified when the staff report was issued;

. The SBYV issued a directive on October 30 for the four large state-owned commercial
banks (SOCBs) that specifies the conditions for a phased recapitalization of these
barnks, including the milestones and operational targets as detailed in the
Supplementary Memorandum on Economic and Financial Policies (MELFP), Relative
to the aggregate milestones set out in the Supplementary MEFP, the target set for
cach bank’s NPL rcsolution is more ambitions than that implicd by the minimum
aggregate target, and each bank’s timetable for achieving some of the milestones is
being advanced by about three months. In monitering SOCBs’ compliance with this
directive, the authorities have confirmed that they intend to follow the definition for
debt resolution set out in Annex II of the Supplementary MEFP.

) Through Prime Ministerial Decisions 149 and 150 issued on October 5 and Decision
1390 issued on November 7, the government approved financial restructuring
guidclines for the SOCBs that were broadly consistent with the principles sct out in
paragraph 11 of the Supplementary MEFP, with one exception. Instead of providing
for two debt recovery units (an asset management company to deal with collateralized
debt and a loan workout unit to handle noncolateralized debt), a single, debt and
asset management company will be established within each bank to deal with both
types of NPLs. This single-unit approach is judged to be acceplable in light of the

- OVEr -
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limited capacity of SOCBs. Under the guidelines, NPL resolution is expected to be
linked to improvements in the financial soundness of state-owned enterprises, and a
tight oversight is envisaged by the newly established Steering Committee for

Financial Restructuring of Commercial Banks that will report direelly w the Prime
Minister,
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IMF Concludes 2001 Article IV Consuitation with Vietnam

On November 21, 2001, the Executive Board of the International Monetary Fund (IMF)
concluded the Article IV consultation with Vietnam, !

Background

Economic performance has bean positive so far in 2001, against the backdrop of a three-year
Poverty Re_ducﬁcn and Growth Facility (PRGF) arrangement for SDR 290 miillion approved by

s growth closer to potential and reducing poverty, through boosting private

of macroeconomic stability, aceelerated reforms of state-owned commercial banks (SOCBs)
and enterprises (SOEs), pramotion of private sector development, and liberalization of the
exchange and trade regimes. Vietnam’s reform effort is also being supported by the World
Bank's Poverty Reduction Support Credit {PRSC) of SDR 187.2 million approved in June
2001,

Starting in late 1999, the economy began to rebound and the pace of reform picked up. The
recovery was driven in part by a revival of domestic investment in response to policy initiatives
aimed at addressing structural weaknesses and strengthening compaetitiveness. Real GbpP
growth is estimated to have risen from 44 percentin 1999 to 5% percent in 2000, spurred by
strong domestic demand, Despite this, inflation was subdued in 2000 owing to excess capacity
and a surge in imports. As g result, the external current account surplus {including official
lransfers) narrowed to 2 percent of GDP and gross official reserves rose moderately to reach
US$3.0 billion at end 2000 (8% weeks of prospective imports).

' Under Article 1V of the IMf's Articles of Agreement, the IMF holds bitateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies. On

Washington, D.C. 20437 » Telephone 202-623-7100 » Fax 200-423-6772 « www.imf.org




Under the first year PRGF-supported program, real GDP growth in 2001 was expected to
remain relatively robust, inflation subdued, and the external position strengthened.
Performance so far, has been in line with these expectations. Based on developments in the
first nine months of the year, real GDP growth is now expected to be moderated to zround 4%
percent in 2001 owing to the weaker external environment, which has led to a slowing in
exports. Inflation should be well below the target of 5 percent, and the external current account
surplus should narrow only slightly. Gross official reserves are targeted to rise to US$3.6 billion
(972 weeks of prospective imports). External debt remains at a sustainable level, aided by the
completion of a restructuring agreement in September 2000 under the Paris Club framework
with the Russian Federation.

Macroeconomic policy implementation has been broadly on track, characterized by a prudent
fiscal stance, credit restraint—including for the 200 large SOE debtors, and a more flexible
exchange rate management. The overall government deficit {excluding onlending) was lower
than expected in the first half of 2001 and, despite a likely significant boost in gpending in the
remainder of the year, should stay below 3 percent of GDP for the year. The credit stance was
alsa tightened in the first part of 2001, with year-on-year credit growth at 29 percent in July
2001, compared with 38 percent in December 2000. Further credit restraint is programmed for
the remainder of the year, even though inflation is subdued, to help stem banks’
nonperforming ioans. This credit stance will also be critical for strengthening the medium-term
fiscal positicn. :

Interest rate policy has been further rationalized with the introduction of the base rate
mechanism in August 2000 and removal of caps on foreign currency lending rates in June
2001. These steps should provide banks with adequate flexibility in the current low inflation
and interest rate environment and aflow them to better price risks. Since May 2001, exchange
rate management has also been made more flexible, with the dong depreciating by 3% percent
against the U.S. dollar since the beginning of the year. Moreover, to boost confidence, the
foreign exchange surrender requirement was reduced in May from 50 to 40 percent. Continued
flexibility in exchange rate policy should help to accommodate extemal shocks,

Progress has been made in structural policy implementation. Effective steps have been taken
1o ease entry for the private sector through sound implementation of the new Enterprise Law
and amended Foreign Investment Law. Moreaver, trade reform measures have besn mors
ambitious than envisaged. Under the five-year trade regirme announced by the government in
April 2001, the removal of quantitative restrictions (QRs) on five items was completed ahead of
schedule in May, and the timetable for QR removal on another five items was advanced
significantly. However, there have been delays in banking and SOE reform. In the banking
area, operating licenses of four problem joint-stock banks were withdrawn as pianned in June
2001, but the restructuring plans for the four large SOCBs were only finalized and approved by
the govemment in October—somewhat behind schedule. Each of these SOCEs is currently
being audited on international audit and accounting standards, which is expected to advance
the restructuring process, including an envisaged phased recapitalization of the SOCBs based
on measured improvements in bank perfarmancs. Dslays have also been experienced in
implementing the three-year SOE reform plan adopted by the government in March 2001. At
the same time, however, bank credit and budget support to the targeted 200 large SOE
debtors has been curbed in line with program targets.



Executive Board Assessment

Executive Directors agreed with the thrust of the staff appraisal. They welcomed Vietnam's
continued irack record of sound macroecenomic management and progress in implementing key
structural reforms, which have contributed to favorable economic performance under the
government's reform program. Despite slowing exports, aconomic growth in 2001 is likely fo
remain relatively robust, with continuing low inflation and a strengthening of the external position.
The recovery in investment, following the implementation of measures to promote private sector
development and ta open up the economy, is particularly encouraging,

Directors noted that the government's reform agenda has sxperienced slippages in some key
areas. They stressed that firm and steady implementation of this agenda, together with continued
sound macroeconomic policies, remain critical for retuming Vietnam to its growth potential,
accelerating poverty reduction, and helping the economy to weather the current uncertain external
prospacts.

While commending the authorities’ prudent fiscal policies, Directors underscored that the continued
fragility of the fiscal position will require sustained efforts to improve revenue and expenditure
performance. Given the current difficult environment, Directors considered that there is room for
caufious fiscal easing to suppert economic activity, while protecting the targeted budget deficit.
Directors underscored the importance of adhering to the medium-term objective of stabilizing the
ratio of public sector debt to GDP, and cautioned that the current fiscal stance and the
government's budget framework for 2002 should remain consistent with it. Achieving this goal will
require a strengthening of tax policy and administration to ensure adequate funding for needed
structural reforms and associated safety nets and support for critical social and infrastructure
sectors. In this context, Directors welcomed the authorities' intention to simplify the VAT law and to
reduce distortionary exemptions. On the expenditure side, they suggested that additionat
measures should be considered, building on the recent strengthening of expenditure management,
to track poverty-reducing expenditures, improve the transparency and efficiency of government
operations, and contain the recent strong rise in the public wage bill. Directors stressed, in
particular, that achievement of medium-term fiscal sustainability will require not only a cautious
budgetary stance, but also accelerated reforms in the SOCB and enterprise SOE sectors.

Directors supported the tightening of credit policy in 2001. Even though inflationary risks appear
benign, they agreed that continued credit restraint will be essential to help stem nonperforming
loans at SOCBs and to strengthen the financial discipline of SOEs. Some Directors considered
that, given high money and credit growth rates, underlying price developments will need o bs
carefully monifored in the pericd ahead. Directors noted that a restrained cradit stance, coupled
with a more effective monitoring of the debt of, and budget support to, the large SOEs will be key
to strengthening the medium-term fiscal position. They also urged close prudential supervision of
banks’ foreign currency operations to limit the credit and liquidity risks stemming from the potential
volatility of foreign currency deposits.

Directors welcomed the more flexible management of the exchange rate, which has helped protect
Vietnam's competitiveness and externat viability. They encouraged the authorities to further
liberalize the exchange regime by phasing out the foreign exchange surrender requirement and the
remaining exchange restrictions as soon as possible. They also supported the maintenance of a
prudent external debt management policy, which will help keep medium-term external debt
indicators within a sustainable range.



Directors commended the authorities for the recent bold decisions to liberalize trade, noting that
firm and steady implementation of these decisions will help position Vietnam to benefit fully from a
global uptum. They encouraged further efforts to promote private sector activity and foreign direct
investment, noting that increased job opportunities in the private sector will be critical to offset the
needed rationalization of the state-owned economic sector.

Directors welcomed the restructuring plans of the four large SOCBSs, but noted that vigorous
implementation of the plans with close oversight by the State Bank of Vietnam (SBV) will be critical
to return these banks to health. They agreed that the SOCBs need to work toward substantiafly
strengthening their credit risk management and make best efforts to resolve nonperforming loans
based on international classification standards, in line with conditions set down by the SBV for a
phased and orderly recapitalization. Directors also urged the authorities to accelerate the reform of
SOEs by rephasing the reform timetable to make up for the delays so far in order to achieve the
criginal three-year targets.

Directors commended the authorities for recent steps to strengthen policy transparency and
encouraged further efforts {o better inform the public of economic performance and policies, as this
wotild improve investor confidence. Noting the weaknesses identified by recent Fund technical
assistance, they also saw a further upgrading of Vietnam's statistical base as important for
strengthening policy formulation and Fund surveillance. Directors welcomed the priority given to
improvements in compiling the national accourtts, and looked forward to a timely decision on
Vietnam's participation in the General Data Dissemination Standards.

It is expected that the next Article 1V consultation with Vietnam will be held on the standard 12-
month cycle,

Pubiic information Nofices (PINs) are issued, (I} at the request of a membar country, following the
conclusion of the Atticle IV consultation for countries seeking to make known the views of the IMF 1o the
public. This action Is intended %o strangthen IMF surveillanca over tha aconomic policies of member
counlries by increasing the transparency of the IMF's assessment of these policies; and (i) following
policy discussions in the Executive Board at the decision of the Board.
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Vietnam: Selected Economic Indicators, 1997-2001

Est. Proj.
1997 1998 1949 2000 2001
V {Percent change)

Real GDP 8.2 35 42 55 4.7

inflation (pericd average) 3.1 79 4.1 1.7 0.8

Maney and credit 1/ _

Brozd money 28.1 256 39.3 39.0 23.2
Credit to the economy 226 16.4 19,2 381 21.0

Exports 2/ 246 2.4 23.2 25.2 5.8

fmports, £.0.b. 2/ 0.2 -1-1 1.1 345 6.0

Real effective exchange rate 3.4 8.1 5.2 -3.2

{n percent of GDF)

Saving-invesiment balance -8.9 45 - 4.1 1.7 12
Gross national saving 21.4 212 270 272 273
Gross investment - 28.3 258 23.0 256 261

Government budgel 3/

Total revenue 20.0 196 18.2 206 218
Grants 0.8 0.8 0% 04 0.4
Total expenditure 4/ 226 207 20.8 231 24.9
Overall fiscal balance 4/ 1.7 -0.5 -0.8 -2.0 -2.9

External debt 5/ 74.8 7586 7186 39.3 42.8
Convertible currency 6/ 387 6.3 342 393 428
Nonconvertible currency 39.1 393 374 0.0 0.0

(In billions of LS. dollars, uniess otherwise indicated)

Current actount batance 7/ -1.7 -1.1 1.3 06 0.5
{in percant of GDP) £.2 -39 4.5 2.1 1.7

Grass official foreign exchange :
reserves 1.9 1.8 2.7 3.0 36
(nweeks of nextyearsimpots) 72 68 8.1 8.5 94

Sources: Vietnamese authorities; and IMF staff estimates and projections.

1/ Figures for 2000 and 2001 are based on expanded monetary survey (State Bank of Vietnam
{SBV) and 89 credH institutions); for previous periods, based on original monetary survey {SBV
and 28 credit institutions).

2/ Goods and nenfactor services, in U.S. dollar temms.

3/ Cash basis and excluding capital costs of reforms.

4/ Excluding onlending.

$/ London Club rescheduling was concluded in early 1298. Restructuring of the debt owed to
Russia was concluded in Septamber 2000 on comparable terms to the 1993 Paris Club

6/ Includes the foan component of foreign direct investment and other private sector borrowing,
and short-term debi. .

7/ Includes official transfers.
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IMF Completes First Review of Vietnam's PRGF Program and
Approves US$52 Million Disbursement

The Executive Board of the International Monetary Fund (IMF) today
completed the first review for Vietnam under the Poverly Reduction and
Growth Facility (PRGF)' {see Press Release No. 01/12). The Board also
approved the release of a further SDR 41.4 million (about USE52 million)
from the PRGF arrangement, which would bring total disbursement under
the program to SDR 82.8 million {about US$105 million).

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

“The Vietnamese authorities have made commendable progress so far in
implementing their three-year program. Economic performance has

1 On November 22, 1999, the IMF's facility for low-income counlries, the
Enhanced Structural Adjustment Facility (ESAF), was renamed the Poverty
Reduction and Growth Facility (PRGF), and its purposes were redefined. it is
intanded that PRGF~-supported programs will in time be based on country-owned
poverty reduction strategies adopted in a participatory process involving 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. At this time for
Vietnam, pending the completion of a PRSP, a preliminary framework has been
set out in an interim PRSP. PRGF loans carry an annual interest rate of 0.5
percent and are repayable over 10 years with a 5 ¥z grace period on principal

payments.

EXTERNAL RELATIONS DEPARTMENT
Washington, D.C. 20431 « Telephone 202-623.7100 » Fax 202-623-6772 + www.lmlorg



S,

continued to be positive, despite the weakened external environment, and
the adherence to sound macroeconomic policies and the firm
implementation of the reform agenda will sustain further progress in
raising growth and reducing poverty.

“The authorities’ program continues to provide for a restrained credit policy
and a cautious fiscal stance. Credit growth has fallen considerably so far
in 2001 and a further deceleration is being targeted to help stem
nonperforming loans (NPLs) at the state-owned commercial banks
(SOCBs) and strengthen the financial discipline of state-owned
enterprises (SOEs). The fiscal policy allows room for a slight easing to
cushion the impact of the global slowdown on growth, in particular through
higher social and infrastructure spending and to meet structural reform
costs.

“Progress has been made in implementing key structural reforms, and the
Executive Board commends, in particular, the authorities’ recent trade
measures, whose firm and steady implementation will help position
Vietnam to benefit fully from a global upturn. Further efforts to promote
private sector activity and foreign direct investment will also improve
conditions for sustained growth.

“T'he Board looks forward to early and sustained reform of the state-awned
commercial banks (SOCBs) and state-owned enterprises (SOEs), which is
key to medium-term macroeconomic stability and growth. The
government's recent approval of the restructuring plans and
recapitalization guidelines for the four large SOCBs is welcome and
should now be implemented vigorously under the close monitoring of the
State Bank of Vietnam. Careful attention will need {o be paid fto
performance against the specific milestones on the resolution of NPLs and
strengthening of credit risk management, as key conditions for a phased .
recapitalization. Loan classification will need to be brought in line with
international accounting standards at the latest by end 2001 to set a
transparent and realistic basis for monitoring SOCB reform.

“it will be important to make up for the delays in SOE reform, so as to
achieve the original program targets. Early aclions needed to accelerate
reforms include the issuance of debt restructuring and safety net
guidelines, steps to strengthen the integrity of the equitization process,
and the publication of a detailed three-year roadmap,” Mr. Sugisaki said.



Statement by Dono Iskandar Djojosubrotoe, Executive Director for Victnam
November 21, 2001

On behalf of my Vietnamese authorities, I would like to express my appreciation to
the Fund staff for their unyielding efforts in working closely with the Vietnamese authorities
to complete the 2001 Article TV Consultation and the First Review of the 3-year
medium-term cconomic program supported by the Poverty Reduction and Growth Faci lity
(PRGF). We look forward to continued close cooperation between the Fund staff and the
Vietnamese authorities in the years ahead.

in 2001, the Vietnamese authorities stayed the course in pursuing comprehensive

reforms while maintaining sound macroeconomic policies. The ecanomy is performing
relatively well considering the global downturn and the domestic dificulties caused by
natural disasters. Macroeconomic policies are generally on track. The authorities managed (o
maintain high growth in the industrial sector, continued to promote the growth of the services
sector and enhanced socio-cultural performance in various areas, including poverty reduction
and job creation. Al of these were achieved while keeping appropriate restraint on inflation.
The government’s budget revenues were also favorable.

However, given the global downturn, coupled with various domestic and external
difficulties, the Viemamese authorities bave revised some of their economic targets
downwards. Although the revised growth projection is not as high as originally targeted, the
Victmamesc economy is still expected to grow by uround 7 percent in 2001, which is
relatively high when compared with its neighboring countries. The industrial, agricultural,
and services sectors are estimated to grow by 10.7 percent, 2.6 percent and 0.0 percent,
respectively. Ter capita income has grown to above USS 400 in 2001. Inflation remained
subdued, with an annuatized rate of -0.4 percent in October 2001. Export performance is
favorable but still below the target level because of various problems in the global market.
Total export value in 2001 is now expected to grow by & percent instead of the targeted
16 percent, while total import value is expected to grow by 2.3 percent.

All economic sectors have contributed to the growth of the economy, with the private
sector playing an increasingly important role. Tn spite of declining forcign investments, Eross
national investment for 2001 is expected to increase by 24.7 percent compured with Jast year.
The completion of the procedures for the ratification of the Rilateral Trade Agreement with
the US and the ongoing negotiations for Vietnam’s accession to the WTO are testimonies of
Vietmam’s commitment to accelerate its trade reforms and seek greater integration into the
global cconomy using a well defined roadmap. The Vietnamese authorities are doing their
best to overcome the current difficulties and challenges to create the prerequisites for faster
and more sustainable economic development in the coming years,

Since the Board's approval of Viemam's PRGF in April 2001, the authorities have
undertaken cnormous cfforts to meet its commitments in the structural arcas, namely the
reform of its banking, state-owned enterprise (SOE), and trade sectors. The objective of
these reform efforts are, in the first place, to benefit the country itself as they are needed to
accelerate economic development towards achieving the ultimate goal of alleviating poverty
amongst its population,

Given the circumstances, fiscal policy remains prudent to meet the necessary cost of
structural reforms, Budget expenditures are focused on key social services, especially
primary education and basic heaith care, as well as basic economic and social infrastructure,




particularly in the rural areas. The authorities are seeking to limit the overall budget deficit
within the range of 3-4 pereent of GDP. As regards monetary policy, the authorities are
implementing a prudent credit policy with emphasis on credit guality. Furthenmore, the
authorities are pursuing appropriate interest rale and exchange rate policies W enhunce public
confidence in the domestic currency. The exchange rate is being managed more flexibly to
better reflect market conditions.

With regard to banking reforms, the authorities aim to build up a sound banking
industry and improve the efficiency of financial intermediation. To this end, Vietnam has
adopted an overall reform plan designed to maintain the stability of the banking industry,
consistent with the program’s medium-term macroeconomic framework. This is being
supported by individual reform plans for the large state-owned commercial banks (SOCBs)
to focus on restoring and strengthening their financial soundness, efficiency and
competitiveness,

As for the SOE reforms, in September 2001, the Third Plenum of the Central
Commuttee of the Communist Party of Vietnam adopted a Resolution setting out the
guidelines and tasks for the periods of 2001-2005 and 2001-2010. The Resolution outlines
overall solutions to restructuring SOEs and improving their management. This is an
important milestone which reflects the authoritics” firm determination to aceclerate the
process of SOF reforms. As a necessary adjunct to SOCR reforms, the Vietnamese
authorities aim to reinforce this program over lime by including additional nonviable
loss-making SOEs for closure or liguidation, and highly leveraged SOEs in the list of
enterprises to be subject to reform. In addition, private sector development is another priority
which has been facilitated by various measures adopted by the authorities, including the
recent adoption of the Enterprise Law.

Trade liberalization has been faster than expected to meet the commitments under the
ASEAN Free Trade Area (AFTA) and the recently concluded bilateral trade agreement with
the United States. Trading rights for domestic firms have been fully liberalized. As a result,
the commitments under the program have been accomplished ahead of schedule.

In poverty reduction, the relevant Vietnamese authorities have begun to draft the full
Poverty Reduction Strategy Paper with the assistance of the World Bank and IMF, and have
benefited from wide participation by concerned ministries, agencies, and representatives of
the donor community and NGOs. According to the schedule, the first draft will be presented
to the upcoming Consultative Group Meeting in December, and the final version will be
completed in the first quarter of next year to be submitted to the Prime Minister for approval.
According to the new poverty line, there are presently about 2.8 million poor households
country-wide, accounting for 17.2% of the total number of households. Recently, the
authonties approved the national programs for poverty reduction and job creation for
2001-2005, aiming to reduce the proportion of poor households to 10% by the end of the
period. The authorities are determined to make full use of all available resources to improve
basic infrastructure for econotnic development, paying special attention to the rural and
remote areas.

In conclusion, I would like to reiterate the Vietnamese authorities’ determination to
fulfill the commitments under the PRGY, and look forward to the Board’s understanding of
the difficulties and challenges which could arise unexpectediy. With the cnormous efforts of
the Government and the people of Victnam, coupled with the support snd sssistance of the



international community, Victnam will be able to make as much progress as possible on the
back of increasing globalization. In this context, the Victnamesc authorities highly appreciate
the support of the Board to complete the first review under the PRGF. The authorities
continue to value highly the assistance provided to them by the international community,
particularly the IMF,



