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I. Introduction 

Following the 1994 Article IV consultation and review under the 
stand-by arrangement on June 8, 1994, discussions on a medium-term economic 
program took place in Hanoi during June 17-29 and August 26-September 7, 
1994. The mission l/ had meetings with Mr. Phan Van Khai (First Deputy 
Prime Minister), Mr. Cao Sy Kiem (Governor of the State Bank), 
Mr. Do Quoc Sam (Chairman of the State Planning Committee), Mr. Ho Te 
(Minister of Finance), and other senior officials. On the basis of 
understandings reached during the discussions, the Vietnamese authorities 
have requested that the stand-by arrangement be canceled and replaced by 
arrangements under the enhanced structural adjustment facility (ESAF). The 
letter of intent, accompanied by a Memorandum on Economic and Financial 
Policies for 1994-95, is contained in Annex I. A Policy Framework Paper for 
1994-97 (EBD/94/175, 10/31/94) was discussed by Executive Directors of the 
World Bank on October 25, 1994. The request for a three-year ESAF 
arrangement is in an amount equivalent to SDR 362.4 million (150 percent of 
quota) with a first annual arrangement thereunder in an amount equivalent to 
SDR 120.8 million (50 percent of quota). The projected Fund position during 
the arrangements is provided in Appendix Table 1. 

On the occasion of the review of the stand-by arrangement, Executive 
Directors commended the authorities on the rapid pace of economic develop- 
ment, but also expressed concerns over expansionary financial policies and 
external commercial borrowing that had led to the nonobservance of several 
performance criteria (Appendix Table 2). In light of corrective policies 
introduced from late 1993 onward, the Executive Board approved a second 
purchase under the stand-by arrangement (10 percent of quota) and a second 
purchase under the systemic transformation facility (5 percent of 
quota). L?/ At the same time, the stand-by arrangement was extended 
through end-1994 and the remaining purchases were rephased. Directors 
stressed that Viet Nam should establish a sound track record of policy 
implementation prior to an ESAF arrangement. 

In the event, the corrective policies were reflected in full observance 
of the performance criteria for end-June 1994, which allowed a third 
purchase under the stand-by arrangement in an amount equivalent to 

I/ The staff representatives were Messrs. Dodsworth, Arora, Dunn, 
Miranda, Mulder, and Ms. Rose (all CTA), Mr. van der Mensbrugghe (PDR), 
Miss Bhatt (EXR), and Mrs. Abraham and Mrs. Sahasranam (assistants, CTA). 
Mr. Dollar (IBRD) and Ms. Tremblay (AsDB) participated in the discussions. 
The missions were assisted by Mr. Spitaller, the Senior Resident 
Representative. 

2'/ Although Viet Nam was eligible for use of the systemic transformation 
facility (STF) at an access level of 50 percent of quota, the authorities 
indicated that they would not make full use of STF resources, and preferred 
this to be taken into account in determining access under an ESAF 
arrangement. 
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SDR 24.2 million (10 percent of quota). The final purchase under the 
stand-by arrangement (equivalent to 15 percent of quota) will not take 
place, upon cancellation of the stand-by, as requested by the authorities. 

II. Backeround and Performance Under the Stand-by Arrangement 

1. Background 

Viet Nam's transition from a centrally planned economy has been swift 
and relatively successful. From modest beginnings in 1986, major structural 
changes have been introduced to 'promote the role of the domestic and foreign 
private sectors, to place the state enterprise sector on a commercial 
footing, and to establish legal, financial, and regulatory frameworks 
favorable to market-oriented development. While much remains to be done, 
the authorities have already implemented a number of important policies, 
including: the lifting of virtuallly all price controls; the adoption of a 
unified and market-related exchange rate mechanism; the recognition of 
private property and land-use rights; the enhancement of managerial autonomy 
in state-owned enterprises; and the establishment of a two-tier banking 
system. l/ 

During the transition, Viet Nam achieved strong growth of output and a 
slowing of inflation. During 1988-92, real GDP growth averaged about 
6 l/2 percent per year, while inflation declined from triple-digit levels to 
17 percent (on an end-year basis), and gross official reserves rose from 
negligible levels to the equivalent of 9 l/2 weeks of imports. 2/ The 
strong growth performance during this period, in part, reflected a steady 
rise in agricultural production in response to price liberalization 
measures. In addition, industrial output rose strongly, particularly from 
1990 onward, reflecting a rapid increase in crude oil production and the 
development of light industries, including textiles. Total fixed investment 
is estimated to have risen from 12 percent of GDP in 1988 to 17 percent in 
1992. The increase was financed mainly from higher national savings as 
concessional assistance from the fo:rmer Soviet Union ceased. At the same 
time, external trade was quickly redirected from the former CMEA countries 
to the convertible-currency area, including to the high-growth countries in 
the region. Between 1988 and 1992, the value of exports tripled as 
Viet Nam- -once a net importer--became a net exporter of both oil and rice. 

IJ Detailed accounts of earlier structural measures are provided in 
EBS/93/154 (9/15/93), EBS/94/105 (5,/20/94) and SM/94/138 (6/3/94). 

2J Viet Nam's macroeconomic statistical database is weak in virtually all 
sectoral areas, and continuing efforts will be required to bring it up to 
acceptable international standards. The Government has indicated that it 
will continue to undertake improvements, with substantial inputs from the 
Fund, the World Bank, and bilateral donors. See Annex VIII for a discussion 
of statistical issues. 
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Critical to the successful transition was a tightening of macroeconomic 
policies. Budgetary measures lowered the overall fiscal deficit from 
7 l/2 percent of GDP in 1988 to 2 l/2 percent of GDP in 1992, and trans- 
formed a deficit on current budget operations of 3 percent of GDP into a 
surplus of 3 l/2 percent of GDP. I/ The measures allowed the elimination 
of government bank financing, which, in combination with the imposition of 
hard budget constraints on state enterprises, led to a substantial decelera- 
tion in domestic credit growth. As inflation declined, nominal interest 
rates were reduced but, for most of the period, were still held at positive 
real levels. After depreciating rapidly for several years, the exchange 
rate of the dong stabilized in 1991 and appreciated in both nominal and real 
effective terms during 1992. 

In the first half of 1993, macroeconomic policies became significantly 
more expansionary. Credit to the nonstate sector 2J--previously available 
mainly through informal markets- -was rapidly expanded through the banking 
system. Bank borrowing by state enterprises also accelerated, resulting in 
rapid growth of domestic credit. At the same time, in anticipation of 
increased external assistance, government spending rose sharply to cover, 
among other things, a public sector wage reform and the costs of a large 
power transmission project. While inflation continued to decline, the 
policies were reflected in a rapid rise in imports financed by a substantial 
drawdown in international reserves. During the first half of 1993, net 
international reserves fell by $350 million--about one third of the end-1992 
level--while gross official reserves declined to about 6 l/2 weeks of 
imports. 

2. Performance under the stand-bv arrangement. 1993/94 

a. Macroeconomic policies 

The principal objective of the economic program, put in place in 
August 1993 and supported by the stand-by arrangement, was to tighten 
macroeconomic policies in order to limit an expected resurgence in inflation 
and to start rebuilding international reserves. The program envisaged a 
sharp reduction in credit expansion to the nongovernment sector, as well 
as budgetary measures aimed at holding the overall fiscal deficit for 1993 
to 5 l/4 percent of GDP (1 l/4 percentage points less than the budget) and 

L/ All references to the overall fiscal balance and the current budget 
balance are on a cash basis and exclude grants. It should be noted that in 
the Memorandum on Economic and Financial Policies (Annex I), the authorities 
present the overall deficit on a cash basis including grants. 

Z!/ The nonstate sector includes the private sector, cooperatives, and 
joint ventures. 
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maintaining a surplus on current oplerations of 1 l/4 percent of GDP (Table 1 
and Chart 1). I/ 

As outlined in the staff report for the review under the stand-by 
arrangement (EBS/94/105, S/20/94), 'economic performance during the second 
half of 1993 deviated in several important respects from the program. 
Although the 1993 outcomes for real GDP growth (8 percent) and inflation 
(which declined to 5 l/4 percent by end-year) were more favorable than 
projected, the balance of payments continued to'be weak, mainly reflecting a 
failure to curb domestic credit expansion until late in the year. 
Nevertheless, progress was made during the last quarter of 1993 to reduce 
the growth of nongovernment credit. On the fiscal side, strong efforts were 
made to boost revenues and the targeted surplus on current government 
operations was exceeded by a small margin. However, with higher-than- 
expected capital spending, the overall deficit (excluding grants) rose to 
5 l/2 percent of GDP, necessitating higher bank credit and external 
commercial borrowing which was contracted at inappropriately short 
maturities (Appendix Table 3). The tightening of policies arrested the 
decline in reserves, but by year's end gross official reserves were 
equivalent to only six weeks of imports (compared with a program target of 
nine weeks). Most of the end-December performance criteria under the 
stand-by arrangement were not observed. 

During the first eight months of 1994, the economy has remained 
buoyant. Real GDP growth for the year is projected at 9 percent, reflecting 
an exceptionally good spring paddy harvest and continued expansion of 
industrial production. Retail prices, however, have risen faster than 
expected, particularly in the third quarter when the price index rose by 
3 percent, mainly as a result of higher food prices in the wake of 
torrential rains and flooding. As a result, the retail price index is 
projected to increase by lo-11 percent in 1994 (end-of-period basis) 
compared with a program target of 7 percent. 

Although the inflation target is expected to be exceeded, policy 
implementation in both the fiscal and monetary areas has improved 
significantly during 1994. In the area of fiscal nolicv, the 1994 budget 
initially anticipated an overall deficit of 5 l/2 percent of GDP, financed 
in large part by concessional foreign financing. 2J As it became clear 
that aid disbursements would fall far short of the budgeted amounts, a 
series of measures were introduced in order to avoid recourse to borrowing 
from external commercial sources or domestic banks. The measures, 

IJ Targets under the stand-by supported program expressed in terms of 
ratios to GDP differ from those in the original program documents due to 
revisions to the national accounts series. 

2J This figure excludes onlending, consistent with the authorities' 
budget presentation. The budgeted overall deficit increases to 6 percent of 
GDP if onlending is included. 
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CHART 1 
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Table 1. Viet Nam: Macroeconomic Framework and Key Objectives, 1992-95 L/ 

(In percent. unless otherwise indicated) 

SBA 2/ Prel. SBA 3/ ESAP ESAP 
1992 1993 1994 1995 

Real GDP growth 8.6 7.0 8.1 8.0 8.7 8.0 

Prices 
Consumer prices (end of period) 17.5 12.0 5.2 7.0 10.5 7.0 
Consumer prices (period average) 37.0 10.0 0.3 6.8 8.6 7.8 

Government budget on a cash basis 
(percent of GDP) 

Revenue k/ 
Expenditure z/ 
Current account balance i/ 
Overall fiscal 

deficit (-) A/ 

18.3 21.3 21.6 23.9 24.8 24.7 
20.7 26.5 27.1 20.5 27.8 28.9 

3.4 1.3 1.5 2.9 4.1 3.7 

-2.5 -5.2 -5.5 -4.6 -3.1 -4.2 

Broad money growth 33.7 27.2 19.0 21.3 21.3 20.6 
Domestic credit 19.9 42.5 58.7 21.3 21.3 20.7 

Private sector 169.9 00.0 177.9 32.0 40.7 40.0 
State enterprises 36.3 28.3 24.7 21.5 17.2 13.6 

Exports (in millions of U.S. dollars) 
Imports (in millions of U.S. dollars) 
Current account balance 

(percent of GDP) 4/ a/ 

2,475 
2,535 

-0.7 

2,600 2,850 3,362 3,600 4,086 
3,079 3,505 3.875 4,008 4,631 

-6.0 -0.3 -5.5 -4.9 -5.6 

Gross official reserves 
(weeks of imports) I/ 

Net internationaL reserves 
(in millions of U.S. dollars) I/ 

9.5 9.3 

903 

1.9 
4.3 

6.0 a.4 a.5 9.8 

1,006 517 602 602 702 

Memorandum items: 
ICOR 
Velocity of broad money 

2.0 
5.0 

2.4 1.9 2.3 2.7 
4.7 4.4 4.5 4.4 

Sources : Vietnamese authorities; and staff estimates and projections. 

L/ In mid-1994, the historical GDP series was revised upward by about 10 percent. Variables 
expressed as a percent of GDP, including those in program colusms, have been changed to reflect the 
revisions to the GDP series. 

2/ Monetary data are adjusted as allowed for under the program (see EBS/94/105 and EBS/93/1541. 
a/ Revised program. 
4/ Excluding grants. 

I/ Includes estimates for onlending in 1994 and 1995. 
a/ On an accrual basis, excluding official transfers. 
L/ Including gold. 
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introduced in February and July, are expected to restore the surplus on 
current operations to 4 percent of GDP, while reducing the overall deficit 
to about 3 percent of GDP. About three quarters of the budgetary adjustment 
is accounted for by revenue measures, including import tariff increases, 
higher petroleum product prices, increased tax payments on land and housing, 
and higher fees and charges. On the expenditure side, most of the adjust- 
ment 'has fallen on public investment; however, capital outlays (including 
onlending) are still expected to rise modestly to 7 l/4 percent of GDP in 
1994 compared with 7 percent in 19!)3. Net credit to Government in the first 
half of 1994 was within the limit set under the stand-by arrangement and is 
expected to be repaid within the year. 

In the area of monetarv polic.f, . there' was some easing of credit to the 
nongovernment sector in the first (quarter of 1994, but substantial progress 
has been made following the introduction of a system of bank-by-bank credit 
ceilings in April 1994, In additicon, steps were taken to: (i) raise the 
maximum foreign currency lending rate; (ii) place limits on refinancing by 
the State Bank; and (iii) enforce lmore rigorously the reserve requirement 
regulations on state-owned banks. These actions led to a slowing of 
nongovernment credit growth from 53 percent in 1993 to an annualized average 
of 27 percent during April-August 1994. In combination with the improved 
fiscal position, the tightening of monetary policies resulted in observance 
of the revised end-June 1994 performance criteria (Appendix Table 4). On 
the basis of July and August data, the targets for end-September 1994 should 
also be achievable. 

Partly reflecting the tighter macroeconomic policies in 1994, the 
external position has strengthened considerably. Import growth is projected 
at 14 percent for the year (in value terms) compared with 38 percent in 
1993. At the same time, exports have benefited from higher world prices 
(for oil, rice, and coffee) and are expected to increase by 26 percent in 
value terms (a volume increase of 17 percent). The external current account 
deficit (excluding official transfers) is projected to decline to 5 percent 
of GDP from 8 l/4 percent of GDP in 1993 (Appendix Table 5). The bulk of 
capital flows will be in the form of foreign direct investment, which 
accelerated sharply following the lifting of the U.S. embargo in February 
and measures to streamline approval and implementation. Despite a slow pace 
of concessional aid disbursements, net international reserves have increased 
faster than expected, reaching $6212 million by end-August (somewhat higher 
than the target for end-December). Since October 1993, the dollar value of 
the dong has declined by about 2 percent in nominal terms and by about 
l/2 percent in real effective terms (Chart 2). 

b. Structural reforms 

While progress was made with certain structural reforms envisaged under 
the program, there were delays, particularly in tax and trade reform and 
state enterprise divestiture, caused, in part, by a lack of technical 
preparation. Most progress was made in the monetary area where the State 
Bank unified refinancing rates for all banks (except the Agricultural Bank) 
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CHART 2 

VIE3 NAM 

EXCHANGE RATE AND INTEREST RATE DEVELOPMENTS, 1989-94 
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and streamlined controls on commercial bank lending rates. Restrictions on 
interbank trading in foreign currency were lifted (December 1993) and 
treasury bills were made negotiable and were allowed to be held by banks 
(January 1994). In the fiscal area, the authorities completed a wage 
reform, but little progress was made with the expected rationalization of 
turnover taxes and the draft organic budget law was not enacted. As regards 
state enterprise reform, the re-registration process continued satisfac- 
torily, but little progress was made in the pilot program for equitization 
under which only two firms have so far issued shares. In the external area, 
steps were taken to liberalize export permits, a foreign exchange interbank 
market was formally established, after some delay, in October 1994, and 
foreign investment procedures were simplified. However, planned measures in 
the areas of import licensing and import permits were delayed until 1995, 
and the centralization of official reserves, which proved more complex than 
expected, was only partially implemented. In other areas, the Domestic 
Investment Law, which simplifies regulations for domestic investors and 
provides incentives similar to those provided to foreign investors, was 
passed by the National Assembly in June 1994. At that time, a Bankruptcy 
Law and a comprehensive Labor Code were also approved. L/ The process of 
issuing certificates of land-use rights to farmers was begun in the spring 
of 1994. 

III. Medium-Term Macroeconomic Framework and Structural Reform Agenda 

Despite recent achievements, Viet Nam remains an extremely poor country 
with high population growth and comparatively weak infrastructure. The 
authorities are acutely aware of the need for sustained high economic growth 
to raise living standards and create employment opportunities for the fast- 
growing work force. To this end, the authorities are committed to intensi- 
fying the structural reform process and maintaining prudent financial 
policies. The authorities also recognize that to sustain the growth 
momentum, substantially higher levels of investment will be required and, in 
that context, strong efforts will be needed to mobilize domestic and foreign 
savings. 

1. Macroeconomic framework 

The authorities' specific macroeconomic objectives for the period 
through 1997 are: (i) to sustain economic growth at an average of 8 percent 
per year; (ii) to reduce inflation to levels prevailing in major trading- 
partner countries (presently estimated at 6 percent per year);.and (iii) to 
strengthen the external position by raising gross official reserves to the 
equivalent of 11 weeks of imports (Table 2). In the discussions, the 
authorities emphasized their desire to achieve higher growth and that they 

u The Labor Code includes regulations governing dismissal, the right to 
strike, and working conditions. 
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I&la 2. Vist lam: Hodium-Term Hacroaconomic Fromwork, 1991-97 

Pr.1. SBA ESAF ESAF 
1991 1992 1993 1994 1995 1996 1997 

Renl GDP growth &/ 6.0 8.6 
GDP deflator 72.6 32.6 
Ratail prica index (end 02 period) 68.1 17.5 
Exports 18.0 21.2 
Imports 18.8 20.4 
Real nongowrmmnt per capita conwnption 6.8 "1.S 

8.1 8.0 0.7 8.0 
14.3 9.8 11.3 8.0 

5.2 7.0 10.5 7.0 
15.1 18.0 26.3 13.5 
38.3 10.6 14.4 15.5 

7.3 1.3 2.2 3.8 

(4s mrcsntara of GDP) L/ 

8.0 8.0 
6.0 6.0 
6.0 6.0 

10.5 9.8 
11.7 10.0 
4.4 4.1 

Gross capital formation 
Govsrnment z/ 
Nongovasnmont J/ 

Of which: Govormmt guarantosd a/ 

Gross national savings 
Govemmsnt 
Nongovmmmmt 

15.1 
2.0 

12.3 
( ) . . . 

12.8 
-1.3 
14.1 

'17.0 
5.8 

11.2 
( 1 . . . 

19.4 14.9 19.9 21.8 
7.0 8.3 7.2 7.9 

12.4 6.6 12.7 13.9 
( . . . 1 (0.6) (0.8) (0.9) 

11.2 0.0 15.0 16.2 
0.1 2.8 3.9 3.7 

11.1 6.0 11.1 12.5 

22.3 24.5 25.4 25.5 
28.5 20.9 28.1 28.9 

(21.5) (21.3) (20.9) (21.0) 
1.5 2.9 4.1 3.7 

-5.5 -4.6 -3.1 -4.2 
3.4 1.5 1.5 1.6 

-8.3 -5.5 -4.9 -5.6 
(26.8) (12.7) (12.0) (11.8) 
31.4 31.5 29.0 29.8 

(In millions of U.S. dollars) 

23.4 24.6 
8.2 8.5 

15.2 16.1 
(1.1) (1.2) 

16.3 
1.4 

14.9 

17.2 18.2 
4.0 4.2 

13.2 14.0 

Rwmur and granta 13.5 19.0 
Total expenditure 2/ 17.2 22.7 

Of which: Currant l xpenditutr (14.4) (16.9) 
Current account balance (cash) S/ 0.9 3.4 
Overall fiscal balanc. (camh) i/ -1.9 -2.5 
Domastic financing 0.5 -0.7 

25.6 25.7 
29.1 29.4 

(20.9) (20.9) 
4.0 4.2 

-4.2 -4.3 
1.6 1.6 

Extwnal currmnt account I/ 
External debt servicm/exports (duo) 
Extamsl dabt/GDP 5/ 

-2.3 -0.7 
(20.2) (22.4) 

. . . . . . 

-6.2 -6.5 
(8.6) (9.2) 
30.7 31.1 

Current account -133 -6 -869 -712 -641 -808 -1,031 -1,235 
Exporta (f.o.b.1 2,042 2,475 2,850 3,362 3.600 4.006 4,514 4,956 
Import1 (f.o.b.1 -2,105 -2,535 -3,505 -3,875 -4.008 -4,631 -5,174 -5,693 
Nonfactor asrvicos (net) 179 311 78 149 134 118 75 55 
Factor smvicms (not) -339 -362 -556 -539 -560 -618 -697 -791 

Of which: Schodulmd intarast t-248) 1-282) (-327) (-259) (-256) (-262) (-285) (-312) 
Private tranmfars 35 59 70 91 91 100 110 121 
Officisl tranmf*rs 55 64 194 101 101 136 142 117 

Capital account 
Foreign direct invwtment 
Medium- and long-twm loans 

Disburswents 
Scheduled amortisation 

Short-tam capital (not) 

Errors and omissions 
Overall balanc, 

-59 271 -161 
220 260 300 

-191 52 -403 
65 407 241 

-256 -435 -644 
-08 -41 -58 
142 4 -76 
-50 268 -1,106 

543 
330 
213 
500 

-207 
-- 

1,130 
575 
555 
750 

-195 
-- 

1,365 
662 
704 
900 

-196 

-- 
-169 

444 761 
435 500 
20 261 

315 600 
-287 -340 

-19 -- 
20 __ 

-169 -47 
_- 

100 
__ 

130 

FiIl.%lChg 

Change in NIR (incraaaa-) 
Change in other NIR (increase-) 
Usa of Fund credit (nat) 

Arreara (net.) 

50 -268 1,106 169 169 47 
-282 -464 406 -05 -85 -100 
-276 -464 527 -220 -254 -269 

-6 -- -39 135 169 169 
332 196 -265 -2.459 -2,459 -- 

-- -- 883 2.713 2.713 147 

-100 -130 
-100 -130 
-269 -160 

169 30 
-- -- 

Debt relief/financing gap 6/ -- -- 

Memorandum items: 
Gross official r...rv.s z/ 

(In millions of U.S. dollara) 
(In wanks of importa) 

ICOR 

27 465 
0.7 9.5 
2.5 2.0 

Imrms of trade (parcent change) 
Velocity of broad monay fi/ 

. . . 
5.3 

. . . 
5.0 

404 624 658 077 1,096 1,206 
6.0 8.4 8.5 9.0 11.0 11.0 
2.4 1.9 2.3 2.7 2.9 3.1 
9.6 0.9 4.9 -1.6 -2.7 -3.2 
4.7 4.4 4.5 4.4 4.4 4.3 

(Annual chanra. in umrcmt) 

Sources : Vietnmrmso authorities: and staff wtimat~r and projections. 
I/ In mid-1994, tha historical GDP ssrier and nongowrnmant invsstment series ware revised upward. Variables 

sxprasssd as a percwk of GDP have bmsn changad to railact the rwiaions to the GDP sarios. 
2/ Accrual baais; beginning with tha 1994 stand-by l rrangamant figures, l atimates for Onhndin~ arm included. 
J/ Govsrnm~nt guarnntaas for foreign financed capital l xpmditurs only. 
i/ Excludes grants. 
I/ Convertible currency debt only. 
a/ Includes expected debt romchaduling. 
I/ Includes gold. 
B/ Calculated on the baais of quarterly monetary #data. 
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regarded 8 percent as being at the lower end of the feasible range. l-J 
The staff took,the position that although prospects for the oil and gas 
industry, tourism, and light manufactures were promising, agriculture--which 
still accounts for about 30 percent of GDP--could at best grow at an average 
of 3 l/2 percent per year. In these circumstances, an average of 8 percent 
growth sustained over the medium term would be a considerable achievement. 

The recent high rates of economic growth have been achieved with 
relatively modest investment. Although there are problems in accurately 
estimating capital formation, the historical ICOR appears relatively low (at 
between 2 and 2 l/2). This is thought to be attributable to improvements in 
the allocation of resources, the application of new technologies, and higher 
capacity utilization--all of which are, in part, the results of market-based 
reforms. However, the availability of quick-return investments, notably 
from the rehabilitation of existing capital stock, can be expected to 
gradually decline, particularly as larger infrastructure projects come on 
stream. The medium-term projections therefore assume a steady increase in 
the ICOR to 3 by 1997 and to higher levels thereafter. Consistent with 
these projections, investment.is expected to increase from 20 percent of GDP 
in 1994 to 24 l/2 percent of GDP in 1997. 

The higher level of investment is expected to be financed primarily 
from national savings which are projected to increase by 3 percentage points 
of GDP during 1994-97. Budgetary adjustment would account for only a small 
part (about one tenth) of the increase. A higher level of savings by the 
nongovernment sector is expected to result from a number of structural 
measures intended, among other things, to expand the range and attrac- 
tiveness of financial assets, improve state enterprise profitability, 
increase remittances from Vietnamese abroad, and make domestic investment 
more attractive. The targeted increase in investment will also require 
additional foreign savinps. The external current account deficit (excluding 
official transfers) is projected to rise to a peak of 6 l/2 percent of GDP 
in 1997 compared with 5 percent of GDP in 1994. The increase would reflect 
import expenditures associated with higher foreign direct investment and 
increased disbursements of medium- and long-term loans. While the bulk of 
the latter would be on concessional terms, the economic program also allows 
for a limited amount of external commercial borrowing under government 
guarantee (see Section IV.2. below). 

The fiscal framework for the medium term envisages an overall budget 
deficit in the range of 4 l/4 percent of GDP. The ratio of revenue to GDP 
(currently about 25 percent) is expected to increase only marginally as the 
emphasis will shift to revenue neutral tax reform rather than new revenue- 
raising measures. With current expenditure also expected to stay broadly 
unchanged as a percentage of GDP, the surplus on current operations is 
projected in the range of 3 3/4-4 l/4 percent of GDP. The authorities have 
indicated that they will not finance the budget deficit by domestic bank 

lJ See Annex I, paragraph 4. 
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borrowing or external commercial borrowing and that domestic nonbank 
borrowing will be limited to about 1 l/2 percent of GDP so as not to crowd 
out private sector investment. The critical factor in determining the level 
of capital expenditure will, therefore, be the pace of disbursement of 
external aid. While the baseline projections indicate capital spending 
(including onlending) increasing to 8 l/2 percent of GDP by 1997, the staff 
emphasized that the authorities should be prudent in projecting the level of 
external aid and that the public investment program should be sufficiently 
flexible so that it can be tailored to the amount of external assistance 
forthcoming. In addition, the staff noted that if concessional loans 
disbursed faster than projected, the authorities must ensure that sufficient 
funds could be generated, within the overall financing objectives, to cover 
local currency costs. 

In line with the growth, inflation, and foreign reserves objectives, 
the authorities intend to follow prudent monetary and credit policies over 
the medium term. It is expected that the velocity of broad money will 
continue to gradually decline, particularly as financial sector reforms are 
implemented. Nevertheless, the targeting of liquidity growth will use 
cautious assumptions in this respect. The authorities wish to move as soon 
as it is feasible to more efficient indirect instruments of monetary policy. 
However, while securities markets are being developed and the commercial 
banking system is being strengthened, reliance will be placed on direct 
credit controls and administered interest rates. In this context, the 
authorities intend to continue their policy of recent years of setting 
interest rates at positive real levels. 

In regard to exchanpe rate ~olicv, the authorities reaffirmed their 
commitment to a market-based exchange rate with limited official inter- 
vention aimed only at smoothing out short-term fluctuations. The author- 
ities recognize that the goal of relative stability of the exchange rate 
over the medium term will be achievable only by sound fiscal and monetary 
policies. 

2. Agenda for structural reforms 

As detailed in the Policy Framework Paper, the authorities have an 
ambitious agenda for structural reforms over the period of the ESAF 
arrangements. They recognize that such reforms will be crucial to the 
attainment of the macroeconomic objectives outlined above. To this end, 
major steps are planned to: (i) rationalize taxation and government 
expenditure policies and strengthen the institutional framework for fiscal 
management; (ii) improve financial markets, strengthen the commercial 
banking system, and develop indirect instruments of monetary policy; 
(iii) further liberalize' the trade <and exchange systems by eliminating all 
major nontariff barriers, reforming the tariff system, and removing the 
remaining exchange restrictions on current international transactions; 
(iv) restructure the state-owned enterprise sector through a program of 
divestiture; and (v) further develop the legal framework for market-based 
transactions. 
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In support of these policies, the authorities are actively seeking 
technical assistance from bilateral and multilateral donors as well as from 
private businesses and financial institutions. As delays in structural 
reforms have resulted from inadequate technical preparation, and given the 
still weak administrative and implementation capacity of the civil service, 
the ESAF-supported program will emphasize the provision of technical 
assistance. The Fund will take a lead role or act as a coordinating agency 
with the World Bank in a number of key areas, including tax reforms, public 
expenditure management, development of a macroeconomic fiscal management 
capability, strengthening of the State Bank and development of monetary 
instruments, development of the foreign exchange market, reform of the 
tariff and trade systems and improvement of economic statistics (see 
Annex V). The World Bank is also providing major technical assistance on 
the legal framework, state enterprise restructuring, reform of the state- 
owned commercial banks, and the public investment program. The IFC is 
providing assistance in the area of capital markets. 

a. Budzetarv reforms 

(i) Rationalization of the tax system 

Over the past seven years, Viet Nam has established a tax system 
with an appropriate range of tax instruments. I/ While the system has 
been effective in raising revenue, it has serious weaknesses that will 
increasingly affect the allocation of resources and the course of future 
development. In particular, the cascading turnover tax--which has 
17 rates--is distortionary, acts as a disincentive to investment and 
exports, and is difficult to administer. The structure of imnort duties-- 
with 29 rates --is also excessively complex, and, particularly in the 
categories with high tariff rates, has the potential to foster inefficient 
domestic industries. In addition, the enterprise nrofits tax is highly 
discriminatory both between industries and between domestic and foreign 
enterprises, while the individual income tax has only a limited coverage. 

During the period of the ESAF arrangements, the authorities plan to 
rationalize these taxes in a phased and revenue-neutral manner. The 
measures to be put in place include: (i) a value-added tax; (ii) a simple 
import tariff system with a low level of effective protection; (iii) an 
enterprise profits tax with a less discriminatory rate structure; and (iv) a 
more broadly based personal income tax. 

A start to these reforms will be made in April 1995 when the maximum 
import tariff rate will be reduced to 60 percent (from 200 percent). At the 
same time, excise taxes will be introduced on the previous high-tariff items 
to cover resulting revenue losses. This will be followed in October 1995 by 

1/ Import duties were introduced in 1987, while the turnover tax, excise 
duties, individual income tax, enterprise profits tax, and land and housing 
taxes have been introduced since 1990. 
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presentation to the National Assembly of a comprehensive package of tax 
reforms, which will include, as first steps: (i) a reduction in the number 
of turnover tax rates to a maximum of 10; (ii) a reduction in the number of 
import tariff rates to 6; (iii) a skmplification of the enterprise profits 
tax by reducing the dispersion of rates, eliminating the excess profits tax, 
and (to ensure revenue neutrality) raising capital user fees charged to 
state-owned enterprises; and (iv) the extension of personal income tax to 
all forms of cash remuneration, with a withholding tax introduced for 
interest and rental income. The tax reform package will specify the timing 
of subsequent steps to reach the objectives set for the period of the ESAF 
arrangements. JJ 

Complementary to the tax reforms, the authorities have initiated steps 
to improve tax administration in a program which will be supported by Fund 
technical assistance. The program, which will involve computerization of 
tax records, will focus on the introduction of self-assessment and tax 
identification number systems. 

(ii) Public expenditure reforms 

On the expenditure side, efforts will be directed toward 
(i) improvements in public expenditure management; (ii) a reprioritization 
of current outlays; and (iii) rationalization of the public investment 
program. 

An institutional framework for public expenditure management will be 
established through the passage of an OrPanic BudPet Law scheduled for 
submission to the National Assembly in April 1995. The law will clarify the 
respective roles of central government ministries, establish modalities for 
budget preparation and approval, and provide a basis for the allocation of 
revenues and expenditures among different levels of government. 
Subsequently, steps will be taken to strengthen Treasury control over both 
current and capital expenditures. The authorities are also developing a 
macroeconomic fiscal management capability, with technical assistance from 
the Fund. 

Over the next several years, current expenditures will be gradually 
reallocated toward priority economic and social services, including a 
strengthening of the social safety net. 2J A public expenditure review-- 
undertaken in conjunction with the World Bank's Structural Adjustment Credit 
(SAC) --will be completed in mid-1995, and its findings will be taken into 

I/ A great deal of preparatory w'ork is entailed in the reform package and 
substantial Fund and World Bank technical assistance will be required. 
Detailed understandings on the reform package will be an important focus of 
the midterm review under the first annual ESAF arrangement. 

2J The present allocation of expenditures is unclear from available data 
and a priority in technical assistance provision will be the development of 
reliable functional and economic classifications of expenditures. 
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account in formulating the 1996 budget. The authorities plan, in 
particular, to increase resources available for basic health care and 
education. The authorities also plan an administrative reform which will 
reduce the number of government ministries and agencies. Although the 
administrative reform will not involve a reduction in the overall size of 
the civil service, there will be a reallocation toward more teachers and 
health care workers. In the discussions, the authorities were not specific 
in regard to plans for defense spending--which is estimated at about 
2 l/2-3 percent df GDP in 1994. 

In regard to the social safetv net, the authorities plan to strengthen 
the existing Social Insurance Fund (which at present is inadequately funded 
through the budget) by moving toward a system of employer and employee 
contributions. A similar scheme is envisaged for public sector pensions. 
At the same time, the authorities are attempting to strengthen budget- 
financed training schemes by seeking greater involvement of the private 
sector. During the retrenchment of 1989-93 (when approximately 1 million 
people were laid off from state enterprises and government employment), 
redundant workers received lump-sum payments based on seniority, and such 
payments will continue. The World Bank has found that with market reforms 
having a beneficial impact on both rural and urban areas the majority of 
laid-off workers have been re-employed. 

With respect to capital exDenditures, the authorities, in collaboration 
with the World Bank, have developed guidelines for a three-year rolling 
public investment program (PIP) covering budgetary outlays, onlending, and 
government-guaranteed loans for state enterprises. Understandings on the 
PIP are an important condition for the World Bank's SAC. During the 
discussions, the authorities indicated that the investment program over the 
medium term will focus on infrastructure projects in transportation, power, 
and other sectors. 

b. Financial sector reforms 

Reform of the financial sector is crucial for the mobilization of 
domestic savings and the efficient allocation of loanable funds. Currently, 
there are no organized capital or securities markets within Viet Nam and the 
banking system, despite a recent influx of foreign and joint venture banks, 
is still dominated by the state-owned banks which have weak loan portfolios. 
The banks are generally underutilized by the public which has preferred to 
invest in gold, foreign currency, or physical assets. The State Bank of 
Viet Nam, which has gradually divested itself of commercial functions since 
1988, is still at an early stage in its development as a central bank. 

The reforms envisaged over the period of the ESAF arrangements will 
involve: (i) the creation of institutional and legal frameworks for 
financial markets; (ii) the strengthening of the commercial banking system 
and the adoption of an efficient payments system; and (iii) the development 
of the State Bank's capability to conduct monetary policy and bank 
supervision. Along with progress in each of these areas, the authorities 
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plan to gradually liberalize the present system of administered interest 
rates. In addition, by mid-1995, the authorities plan to centralize the 
control of all holdings of official reserves at the State Bank and to phase 
out the practice of investing official reserves through the state-owned 
commercial banks. 

In the area of financial markets, the main progress so far has been the 
establishment of interbank money markets in domestic and foreign currency. 
A first step toward the establishment of securities markets will be the 
introduction of a treasurv-bill auction in early 1995 which will be followed 
by the opening of a secondary market. The Government also wishes to move 
forward with a longer-term bond market, though the demand for such bonds may 
be small at this stage. Plans are also under way to start a stock exchange 
in 1996; however, for this to be feasible, faster progress will be required 
in the equitization of state-owned enterprises (Section d. below). 

To strengthen the banking system, measures will be introduced in 1995 
to improve accounting standards and loan classification procedures, as well 
as to allow for more adequate provisioning against bad loans. Efforts are 
also being made, with technical'assistance from the Fund, the World Bank, 
and bilateral donors, to improve the quality of banking supervision and 
efficiency of the payments system. External audits have been initiated for 
the four state-owned banks. By the scheduled date for completion of the 
audits (mid-1995), a committee is expected to report on outstanding claims 
against closed state enterprises and on the proceeds of sales of assets of 
the enterprises under the Bankruptcy Law. lJ This information will 
provide the basis for important decisions on recapitalization, management, 
and ownership of the state-owned banks. 

The authorities intend to move gradually toward indirect instruments of 
monetary policy as progress is made in restructuring the banking system and 
in establishing securities markets. In the meantime, steps will be taken to 
improve the present system of direct controls. In particular, during 1995, 
credit ceilings will become tradable among the commercial banks, and the 
reserve requirement system and State Bank refinancing facilities will be 
further reformed. The authorities will also continue the rationalization of 
interest rates and make further adjustments to the term structure of 
interest rates. 2J Given a sustained reduction in inflation over the 
program period, there should also be scope for a gradual reduction in 
nominal interest rates. 

C. External sector reforms 

In order to foster .growth and ,job creation, the authorities plan to 
make further progress in liberalizing trade, eliminating remaining exchange 

1/ The net cost of the operation may be about l/2 percent of GDP. Some 
budgetary expenditure may be needed on this account in 1996. 

2J See Section V.2. below. 
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restrictions on current account transactions, and streamlining the proce- 
dures for foreign investment. 

(i) Trade reform lJ 

In recent years, many nontariff barriers--including the bulk of 
export shipment licenses, most import prohibitions, and virtually all import 
quotas--have been eliminated. 2J Import licenses are still required, 
however, on an individual shipment basis for almost all commodities, in 
addition to which special import permits are required for 15 "strategic" 
import categories. The major thrust of trade liberalization measures will 
be to eliminate the requirements for both shipment licenses and import 
permits during the first two years of the ESAF arrangements. Substantive 
steps will be taken during the first annual arrangement as described in 
Section V.3.c. 

(ii) Exchange restrictions 

During the period of the ESAF arrangements, the authorities will 
eliminate the few remaining restrictions on current international trans- 
actions with a view to accepting the obligations of Article VIII of the 
Fund's Articles of Agreement. 3J The authorities plan to announce shortly 
an increase in the travel allowance (currently $3,000) and will, prior to 
the second-year ESAF arrangement, issue implementing guidelines to the 
commercial banks specifically indicating the elimination of all exchange 
restrictions on current transactions for both goods and services. In 
addition, in the context of overall tax reform, the 5-10 percent tax on 
profit remittances from foreign direct investment, which constitutes a 
multiple currency practice, will be eliminated in the 1996 budget. 

(iii) Foreign direct investment 

During the past year, the authorities have responded to criticisms 
of excessively bureaucratic intervention in the foreign investment process 
by streamlining procedures for approval, selection, and implementation. 
These reforms are expected to continue as experience is gained. An 
important next step will be the clarification of the respective roles of 
different levels of government, and regulations on this aspect will be 
issued by the end of 1994. 

l/ The authorities' plans for reduction of tariff barriers are detailed 
in Section 111.2.a.(i) above. 

2/ Export shipment licenses still remain for crude petroleum, rice, wood 
products, and re-exported commodities. The authorities indicated that, at 
this stage, they wished to retain the remaining export shipment licenses. 

J/ In addition to the noted restrictions, Viet Nam also maintains 
exchange restrictions evidenced by external payments arrears. 
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d. State enterprise reforms 

State enterprise reform has been ongoing for many years and extensive 
progress has been made with the imposition of hard budget constraints on 
state enterprises. I/ As part of a successful re-registration drive, the 
number of state enterprises has been reduced from 12,000 to about 6,500 
through liquidation and mergers. Notwithstanding this progress, the state 
enterprise sector stil.1 accounts for about one half of production in the 
industrial and service sectors.' A core element of the authorities' economic 
strategy is, therefore, the reform program of the state enterprise sector. 
The authorities" aim is to improve the performance of this sector through 
better management of "strategic" enterprises and through divestiture of 
ownership of other enterprises to the private sector. To these ends, the 
authorities are working closely with the World Bank to formulate a State 
EnterDrise Reform Action Program which will be adopted in 1995. The key 
issues of determining specifically the split between strategic and 
nonstrategic enterprises and the strategy to be followed for each of these 
categories has still to be decided. However, it is expected that the 
strategic enterprises (possibly numbering 300-400) will mostly be large 
companies providing infrastructure and commercial public services. Their 
management will be regulated under a State Enterprise Law (to be enacted in 
1995), and their financial supervision will be strengthened through improved 
audits under the direction of a General Department of State Enterprises that 
is to be established within the Ministry of Finance. 

The nonstrategic enterprises will be transformed into shareholding 
companies--a process that is to be completed around mid-1996--before 
divestiture take,s place. Some experience with divestiture has been gained 
through a pilot program, but so far only two enterprises have been 
privatized, More immediate progress is likely through joint ventures with 
foreign companies, which will mobilize additional capital as well as improve 
management. 

e. Lezal reforms 

The legal reforms envisaged over the coming three years include 
promulgation of a civil code (mid-1995), a commercial law (1996), and an 
amended company law (mid-1995). In addition, implementing regulations for 
the land law (including an extension of the management of land-use rights to 
urban areas), and provision far leasing, tenancy, mortgaging, foreclosure, 
and eviction are expected to be enacted in 1995. Also, the institutions for 
implementing the laws and regulations are being strengthened through the 
establishment of economic courts and an International Arbitration Center. 

lJ Net transfers to the budget have improved by 8 percent of GDP during 
1989-93, while growth in bank credit has declined by 5 percent of GDP during 
this period. 
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IV. Medium-Term Balance of Pavments Outlook 

1. Current account prospects 

The anticipated widening of the external current account deficit (from 
5 percent of GDP in 1994 to 6 l/2 percent of GDP in 1997) reflects the 
impact of structural reform measures as well as import expenditures 
associated with the expansion of foreign direct investment and externally 
financed projects (Table 2). The baseline projection assumes that imports 
grow by an annual average of 13 percent during 1994-97. While imports of 
industrial inputs and capital goods are projected to expand particularly 
rapidly, consumer goods imports would also be expected to have an income 
elasticity greater than unity. Exports are assumed to rise at an average of 
15 percent per year with the main increases being in petroleum, marine 
products, agricultural and forestry products, and handicraft goods. On the 
basis of WE0 commodity price forecasts, the terms of trade are projected to 
deteriorate (by a cumulative 7 l/4 percent) over 1995-97. The current 
account projections are based on relatively conservative assumptions with 
regard to foreign exchange receipts from tourism and remittances from 
Vietnamese abroad. In both of these categories, there is large potential 
for expansion. 

2. Caoital inflows 

The total external financing requirement for 1995-97 is estimated at 
about $5 billion, including public debt repayments of $730 million and an 
accumulation of international reserves by the banking system of $700 mil- 
lion. While foreign direct investment would account for about one third of 
the total financing requirement, the bulk of the remainder would be in the 
form of grants and concessional loans ($2.5 billion, including use of Fund 
resources). The sources of external assistance are relatively well 
identified. About $1.5 billion is expected from the multilateral institu- 
tions. As regards bilateral assistance, several countries (with Japan being 
the largest) made substantial pledges at the Aid Group meetings in November 
1993 and there are indications that these will be augmented at the upcoming 
Consultative Group meeting to be held in Paris in November 1994. In the 
recent discussions with the authorities and subsequent contacts with donors, 
there were positive signs that the initial difficulties with disbursements 
of project assistance which were reported during the midterm review of the 
stand-by arrangement are gradually being overcome. The initial difficulties 
partly reflected a complicated internal review and decision-making process. 
The problems have been taken up at the Prime Ministerial level and efforts 
made to streamline procedures. I/ Notwithstanding these improvements, 
while the project pipeline is being established, program loans will be 
required. About $235 million of direct balance of payments assistance has 

l/ External concessional loan disbursements which were only $24 million 
in the first half of 1994, accelerated in the third quarter with receipt of 
about $50 million in assistance from the World Bank to $80 million. 
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been included for 1995, including $135 million in program loan disbursements 
from the World Bank and the Asian Development Bank. 

It is envisaged that during the period of the ESAF arrangements, 
concessional assistance will be supplemented by a limited amount of external 
commercial borrowing with a public sector guarantee. The amount of such 
borrowing will be prudently set to ensure that the resulting debt-service 
payments are kept well within Viet Nam's projected capacity for repayment. 
As indicated in Section V.3.b. below, such borrowing would have a maturity 
of greater than five years and would not be used for the financing of budget 
operations or for strengthening the resources of the State Bank or other 
public financial institutions.. The limit on the contracting of such debt 
during the first annual arrangement is set at $350 million, about one third 
of which is expected to be disbursed in 1995. 

3. External debt 

The authorities are still engaged in the process of normalizing 
relations with external creditors. While most of the bilateral agreements 
with Paris Club creditors have been completed, there are a few that still 
have to be signed, and the authorities have requested that the deadline be 
extended to March 31, 1995. In the meantime, progress has been made in 
negotiations with commercial bank creditors and it is expected that a debt 
buyback/Brady bond restructuring of the debt could take place in early 
1995. I/ The regularization of the commercial bank debt will facilitate 
the expected rescheduling of the suppliers' credits that were contracted 
earlier in support of the budget. 

With regard to the non-Paris Club bilateral creditors, and, in 
particular, in the negotiations regarding the transferable ruble debt, only 
limited progress appears to have been made. The authorities report that 
during the past few months, there has been an exchange of views on the issue 
of the outstanding debt to Russia and Eastern European countries at 
Ministerial and Prime Ministerial level meetings with the creditors. Taking 
into account the principles of the rescheduling agreed with Paris Club 
creditors, the Vietnamese authorities are presently engaged in preparing 
detailed proposals for bilateral settlement with those creditors. The 
initial discussions on the proposals at the technical level are expected to 
commence before the end of 1994. -In the meantime, Viet Nam continues to 
make debt-service payments in kind to those creditors. 

As a result of high export growth over a number of years and debt 
rescheduling at concessional terms, the debt-service ratio has fallen from 
42 percent in 1989 to 12.percent in 1994. The ratio is projected to decline 

l/ The authorities have requested assistance with upfront costs of the 
operation under the IDA Debt Reduction Facility. At this stage, neither the 
assistance nor the upfront costs hav'e been incorporated in the projected 
balance of payments. 
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further to about 9 percent in 1996-97 after the sizable commercial debt 
contracted in 1993-94 at very short maturities has been repaid or 
rescheduled. 

4. Risks and canacitv to renav the Fund 

While the debt-service ratio is expected to decline over the next few 
years, the external outlook is still subject to a number of uncertainties, 
both exogenous and policy-induced, which could adversely affect Viet Nam's 
external viability. In order to assess the sensitivity of the Vietnamese 
economy to adverse developments, the staff has prepared three alternative 
scenarios (lower export growth, slower disbursement of concessional loans, 
and higher levels of commercial borrowing) to illustrate the impact on 
external viability. In the first two scenarios, the medium-term balance of 
payments proves to be fairly resilient with a combination of adjustment 
(lower output and import growth) and financing (in the form of lower reserve 
accumulation). In the third scenario, although the initial impact on the 
balance of payments is quite small, an increased dependence on commercial 
borrowing over the medium term could give rise to a significant increase in 
the debt-service ratio making the economy more vulnerable to adverse shocks 
in the future. 

a. Alternative scenarios 

A first scenario illustrates the impact of reduced export growth as a 
consequence of disappointing oil exploration at the new Dai Hung (Big Bear) 
field and declining world market prices for primary products (Appendix 
Table 6). More specifically, the scenario assumes a reduction in overall 
export growth of about 2 l/2 percent per year as a result of lower growth in 
oil production from 10 percent to 2 percent per year, constant oil prices of 
$15 per barrel, and coffee prices that fall back rapidly to 1993 levels. 
Notwithstanding lower export receipts, external viability can be maintained 
through a contraction of import growth by around 2 percentage points and 
modestly lower reserve accumulation. Growth, though lower, would still 
register a fairly robust rate of more than 6 l/2 percent. 

A second scenario examines the consequences of slower disbursements of 
concessional loans. The scenario assumes that unexpectedly severe delays 
cause a 25 percent shortfall in estimated disbursements in 1995. The 
shortfall continues in outer years, but gradually declines to 10 percent in 
1999. In response, it is assumed that the authorities reduce capital 
expenditures. The effect of such a policy response is to lower .growth--but 
the impact is far less than in the first scenario. Again, external 
viability can be maintained through a modest reduction in import growth and 
a slower accumulation of'reserves. 

The third scenario illustrates the impact of utilizing commercial 
borrowing to substitute for the shortfalls in concessional finance. The 
resulting increase in commercial loans over the period 1994-97 is assumed to 
be in the range of $1.5 billion, funded at maturities of under five years. 
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While the shift to commercial funding would have little impact on the 
external situation in the first one or two years, the debt-service burden 
would rise rapidly thereafter as the debt-service ratio rises from 9 percent 
of exports of goods and services in 1996 to 15 percent in 1999. Meeting the 
debt-service burden would necessitate significant budgetary measures and a 
cut in absorption. Growth in real GDP and imports are projected under this 
scenario to be 1 l/2-2 percentage points lower than in the baseline from 
1997'onward. 

b. Canacitv to reoav the Fund 

Against the background of a go'od overall capacity to repay, and with 
exports continuing to grow rapidly, the capacity to discharge obligations to 
the Fund is relatively well assured (Appendix Table 7). Obligations to the 
Fund, including repayments for the requested ESAF arrangements, are 
projected to average about 3/4 of 1 percent of exports of goods and services 
during the repayment period, with a peak of 1.4 percent in 1998, when the 
drawings under the stand-by arrange,ment are being repaid. The absolute 
amount of future obligations to the Fund will peak later, in 2002-2004 at 
31-33 percent of quota, when repayments under the ESAF are due. These 
amounts would at that time constitute about 1 percent of projected exports 
of goods and services or about 15 percent of overall debt-service payments. 
Total indebtedness to the Fund will reach a maximum of SDR 480 million 
(200 percent of quota) in mid-1997. At that time, projected gross reserves 
would be equivalent to 170 percent of outstanding Fund credit. 

V. Economic Propram for 1994-95 

Economic policies for the remainder of 1994 and for 1995 are formulated 
within the medium-term framework outlined in Section III. For the remainder 
of 1994, the policies and targets are broadly similar to those established 
under the stand-by arrangement. For 1995, economic policies will aim to 
support real GDP growth of 8 percent, a decline in inflation to about 
7 percent, and an increase in gross official reserves to about ten weeks of 
imports. 

1. Fiscal policies 

During 1994, the authorities are expected to meet the stand-by program 
objectives of avoiding bank financing or recourse to external commercial 
borrowing. Compared with an initial target of 6 percent of GDP, the 
authorities expect to contain the overall fiscal deficit to 3 percent of 
GDP. lJ The authorities indicated that they would take additional 
measures during the remainder of the year, if necessary, to meet the target. 

I/ The budget figure has been adjusted to include an estimate for 
onlending to keep it comparable to the 1994 ESAF figure. 



- 21 - 

The 1995 budget will be formulated on the basis of conservative 
projections of available finance so as to avoid the need for intrayear 
adjustments. The overall deficit is to be targeted at 4 l/4 percent of GDP 
with a surplus on current operations of 3 3/4 percent of GDP. The deficit 
will be entirely covered by concessional external assistance and nonbank 
domestic financing which will be limited to about 1 l/2 percent of GDP. 

While reforms of tariff rates and excise duties are planned during the 
year (Section 111.2.a. above), these will be revenue neutral and the 
revenue-to-GDP ratio for the year is expected to remain broadly unchanged. 
On the expenditure side, both current spending and capital expenditures will 
be budgeted at about the same levels (in relation to GDP) as in 1994. 
However, the budget will also provide for contingency funds equivalent to 
D 2 trillion which are not explicitly allocated for current or capital 
purposes. I/ The authorities have indicated that they will accord 
priority to increasing capital expenditure and, to the extent that greater 
foreign assistance becomes available, such resources will be channeled into 
the public investment program provided that any necessary domestic counter- 
part funds can be made available within the overall budget objectives. At 
the same time, if a shortfall in external assistance becomes apparent, the 
authorities are committed to take revenue and expenditure measures in order 
to contain the overall deficit. 

2. Monetary and credit policies 

During the remainder of 1994, financial policies will be geared toward 
achieving the targets established under the stand-by arrangement. In the 
last quarter, with the Government expected to repay earlier domestic bank 
borrowing and nongovernment credit expansion limited to 5 percent, the 
growth of broad money for the year is expected to be contained to 21-22 per- 
cent. Given the current inflation projections, the velocity of broad money 
in 1994 is expected to decline to 4.5 from 4.7 in 1993 and 5 in 1992. 

For 1995, policies will aim to limit broad money growth to about 
20 percent. Based on growth and inflation targets, this would imply a 
further small reduction in velocity to 4.4. With an expected accumulation 
of net international reserves of about $100 million during the year, 
domestic credit growth will need to be limited to about 20 l/2 percent 
during 1995--about the same as in 1994. Within this framework, no net 
credit will be extended to the Government for the year overall, while growth 
in credit to state enterprises is expected to be limited to 13 l/2 percent. 
On this basis, credit to the nonstate sector is targeted to rise by 
40 percent. 

IJ In the staff's presentation of the budget, about 3/4 of the 
contingency (equivalent to 3/4 percent of GDP) has been allocated to capital 
expenditures. 
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In order to meet the financial program targets for 1994-95, the system 
of quarterly bank-by-bank credit ceilings will be continued. In 
October 1994, an interest-based penalty system was introduced to improve 
compliance with the ceilings and, by no later than April 1995, the 
commercial banks will be allowed to trade the credit ceilings among 
themselves. In support of the credit ceilings, the State Bank will restrict 
its refinancing facilities under quarterly limits specified within the 
economic program. In addition, from the beginning of October 1994, the 
refinancing rate was raised to 100 percent of the applicable lending rate 
for all banks except the Agricultural Bank. u A uniform refinancing rate 
will be introduced by the end of 1995. 

In order to further reduce liquidity in the commercial banks, the 
authorities will raise (by 1 percentage point) the required reserve ratio 
for time and savings deposits by November 1994. The Fund staff has been 
working with the authorities to improve the structure of the reserve 
requirements system and to establish uniform compliance. A penalty system 
for noncompliance was introduced in September 1994, and further actions will 
be taken following a study of the reserve requirement system to be completed 
with technical assistance from the Fund by March 1995. 

As indicated earlier, the authorities plan during 1995 to begin 
redressing some of the distortions caused by the system of administered 
interest rates. Specifically, the differential on deposit interest rates 
for economic entities and households will be phased out by September 1995 
and, by the end of the year, the minimum deposit regulations will be 
eliminated. The structure of lend.ing rates will also be further 
rationalized in 1995 2/ with the maximum medium-term lending rate being 
raised above the short-term rate and the long-term rate for public 
investment projects being raised to 10 percent. 

3. External policies 

Under the 1994-95 economic program; the authorities intend to continue 
their commitment to a market-based exchange rate policy and prudent external 
debt management. Specific steps will also be taken to accelerate the 
process of liberalization of the trade and payments system. 

a. Exchanve rate nolicy 

As indicated in Section 111.1. above, the authorities recognize the 
need to maintain an exchange rate that reflects overall demand and supply of 

I/ For the Agricultural Bank, the refinancing rate was raised to 
95 percent of the applicable lending rate and this will be further increased 
to 100 percent by March 1995. 

2/ The medium-term lending rate was raised by l/2 percent in July 1994. 
However, at 1.7 percent per month, it remains below the maximum short-term 
lending rate of 2.1 percent per month. 
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foreign exchange for the economy. During 1994-95, the determination of the 
official exchange rate will be moved from the foreign exchange floors that 
have operated since the second half of 1991 to an interbank foreign exchange 
market that was established in October 1994. Under the new arrangements, 
the rate will be allowed to respond to market forces within a daily margin 
(that is set at the discretion of the State Bank). The authorities have 
indicated that the opening exchange rate, which is set by the State Bank on 
a daily basis, will be adjusted according to movements in the rate over the 
preceding period. The exchange rate, as under the previous arrangement, is 
not expected to deviate significantly from the rate in the parallel 
market. I/ 

Along with the introduction of the interbank foreign exchange market, 
the authorities introduced new foreign exchange regulations aimed at 
promoting the use of the dong and increasing the supply of foreign exchange 
to the commercial banking system. The new regulations involve a surrender 
requirement for foreign exchange earnings. However, in response to concerns 
expressed by the staff, the authorities have indicated that the requirement 
will only be enforced for a few of the larger enterprises, accounting for 
only a small part of export earnings. The experience with the new 
regulations will be discussed and reassessed during the midterm review of 
the first annual ESAF arrangement. 

b. External debt management 

As indicated in Section IV.3. above, the authorities will move forward 
in the remainder of 1994 and in 1995 to finalize the normalization of 
relations with Paris Club and non-Paris Club bilateral creditors, as well as 
to regularize overdue debt to commercial banks and private suppliers. Under 
the program, the authorities do not intend to incur any new external payment 
arrears except transitionally for amounts for which a rescheduling is 
programmed. Moreover, nonconcessional external borrowing by the public 
sector will be limited to maturities of greater than five years and to 
borrowing by enterprises where a government guarantee may be needed. 

C. Trade and exchange svstem liberalization 

Within the framework set out in Section 111.2.~. above, steps will be 
taken during the first annual ESAF arrangement to further liberalize the 
trade and exchange system. By April 1995, the commodity groups requiring an 
import permit will be reduced to ten, while the requirement for import 
shipment licenses will be eliminated for about one half of other imports. 
The authorities plan to abolish the remaining requirements for import 
shipment licenses and import permits during the period of the second annual 
ESAF arrangement. Understandings on the schedule for their removal will be 

IJ The differential between the parallel and official market exchange 
rates has averaged 0.14 percent during 1994. 
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reached at the time of the midterm review under the first annual ESAF 
arrangement. 

In addition to the phasing out of licensing requirements, the 
authorities will take steps to increase domestic private sector access to 
foreign trade. To this end, registration procedures for exporters and 
importers--presently a three-stage process- -will be simplified during 
1995. u 

In the area of exchange restrictions, the authorities will increase the 
current travel allowance above the present level of $3,000 and instruct the 
banks to honor all bona fide requests above the ceiling. As noted above, a 
comprehensive set of implementation guidelines covering foreign exchange for 
current transactions on goods and services will be issued prior to the Board 
approval of the second annual arcangement under the ESAF. 

VI. Modalities of the ESAF Arrangement 

To monitor progress in policy implementation under the program, 
quantitative and structural benc'hmarks and performance criteria are 
summarized in Tables 1 and 2 of the annexed Memorandum on Economic and 
Financial Policies. The program period for the first annual arrangement 
under the ESAF would be October 1, 1994-September 30, 1995. Performance 
criteria established for end-March 1995 include: ceilings on net domestic 
assets of the banking system, net credit to Government, and credit to state- 
owned enterprises; a floor on net international reserves, a ceiling on the 
stock of short-term debt, and a ceiling on nonconcessional loans contracted 
or guaranteed by the public sector with maturities from l-12 years, with 
subceilings of zero for loans with l-5 year maturities and loans contracted 
by the Government or public sector financial institutions (see Annex I, 
Table 1). With several program loans scheduled to disburse at year-end, an 
adjustment mechanism has been specified to take account of delays or more 
rapid disbursement of these loans. The program also incorporates a 
performance criterion on the nonaccumulation of new external arrears--except 
transitionally for amounts for which a rescheduling is programmed. 

The review of the program, which will take place before June 30, 1995, 
will focus, inter alia, on the outturn for 1994, the implementation of the 
1995 budget and other stabilization policies, as well as experience gained 
with the new foreign exchange market arrangements and progress with 
structural reforms. 

I/ Following promulgation of the commercial law in 1996, the registration 
procedures will be reduced to a single step. 
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VII. Staff Aonraisal 

Viet Nam's good macroeconomic performance during the transition from 
central planning, combined with the recent progress toward normalization of 
international relations and the prospect of substantial external inflows, 
has raised expectations of rapid economic progress in the coming years. 
Nevertheless, much remains to be done to adapt to a market system and, 
within the new environment, the policy challenges have also increased. The 
authorities' medium-term program, which builds on progress made under the 
stand-by arrangement, places emphasis on strengthening the institutional 
framework and developing policy instruments as both stabilization policies 
and structural reforms move into more complex phases. 

Recent performance under the stand-bv supported Program has been 
encouraging. After initial slippages, policy implementation has improved 
substantially and the performance criteria for June 1994 were fully 
observed. In the monetary area, the use of bank-by-bank credit ceilings has 
brought domestic credit expansion under control and the latest data indicate 
that the targets for September and December 1994 can be met. In the fiscal 
area -I while the initial 1994 budget incorporated an unrealistic expectation 
for external assistance, the authorities have shown a willingness to 
implement revenue and expenditure measures during the year so as to realize 
the program's fiscal objectives. 

With the strengthening of stabilization policies and favorable external 
developments, there has been a marked improvement in the external situation 
and the target for international reserves accumulation for 1994 should be 
surpassed. At the same time, however, retail prices have risen more sharply 
than expected in the past few months, partly owing to higher prices of 
staple foods. The authorities will need to monitor the price situation 
closely to ascertain whether there is any incipient overheating of the 
economy and, if necessary, tighten macroeconomic policies, 

The medium-term objectives of the ESAF-supported program--to maintain 
growth at 8 percent per year, reduce inflation to the level of trading- 
partner countries, and raise gross official reserves to 11 weeks of 
imports--are feasible, but ambitious. Their realization will require 
restrained financial policies combined with an intensification of market- 
based reforms. Investment levels will need to be raised substantially and 
efforts should be directed toward mobilizing both foreign and domestic 
savings. The agenda for structural reforms emphasizes a comprehensive 
restructuring of tax and expenditure policies, strengthening of financial 
markets and the banking sector, and further liberalization of the trade and 
exchange system. These reforms will be complemented by progress in 
restructuring of the state enterprise sector and development of the legal 
framework. 

The 1995 budget will be consistent with the medium-term fiscal 
objectives. In light of recent experience, the budget is to be based on a 
conservative expectation of foreign assistance. However, the authorities 
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need to continue to work closely with donors to facilitate the disbursement 
of foreign aid. Provided current expenditures are maintained at the 1994 
level in relation to GDP, the budget should provide scope for an expansion 
of capital spending without recourse to domestic bank finance or external 
commercial borrowing. The staff would emphasize, however, the importance of 
flexibility in the implementation of the capital budget, particularly in 
response to changes in the flow of external assistance. 

The medium-term program envisages important structural chances in taxes 
and the comnosition of expenditure. The phased introduction of a value- 
added tax, a restructuring of import tariffs, and reform of the personal 
income and enterprise profits taxes, are crucial for future economic 
development. As regards government expenditure reforms, the authorities' 
plans for reallocation from less productive to priority sectors--such as 
basic health and education expenditures- -still need to be specified in 
detail. In this context, it is important that the authorities complete, as 
quickly as possible, the envisaged public expenditure review and the 
appraisal of the public investment program, which are being conducted in 
collaboration with the World Bank. The staff would also encourage the 
authorities to utilize technical assistance from the Fund and others to help 
improve overall fiscal management. 

Monetary and credit oolicies have been formulated in a prudent manner. 
In the near term, the authorities will rely mainly on direct controls to 
ensure the necessary restraint in credit expansion. In this context, they 
are taking steps--such as rationalizing the administered interest rate 
structure and making credit ceilings tradable--to reduce the distortions 
caused by such policies. Over the medium term, the authorities will be able 
to move to more efficient indirect instruments of monetarv nolicv once 
securities markets are established and the banking system is strengthened 
and placed firmly on a commercial footing. In this regard, the introduction 
of a treasury-bill auction in early 1995 will represent an important step. 
The results of the auction will also, in the interim, provide information on 
interest rate developments that can be used in setting maximum lending 
rates. Beyond this, based on external audits that will become available in 
mid-1995, the authorities will need to make critical decisions on the future 
of the state-owned banks. The staff would emphasize at this stage that any 
recapitalization of the state banks should be accompanied by appropriate 
changes in management or ownership to ensure that their operations are 
placed on a fully commercial basis. In the meantime, the authorities should 
continue their policy of ensuring that there is no substantial credit 
extension by the state-owned banks to loss-making state enterprises. 

The authorities have affirmed their continued commitment to a market- 
based exchange rate nolicv and to limit official intervention to smoothing 
out short-term fluctuations. They recognize that maintaining relative 
stability of the exchange rate will require sound fiscal and monetary 
policies. In the context of the new foreign exchange interbank market, it 
will be important that the prescribed margin for daily changes be 
sufficiently wide to allow the rate to respond to market forces and that the 
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opening daily rate reflects market developments. In regard to the new 
foreign exchange regulations issued in October 1994, the staff has concerns 
that the introduction of a surrender requirement will have a counter- 
productive influence on the supply of foreign exchange to the banking 
system. Experience with the implementation of the new regulations will be 
reviewed during the midterm review under the first annual ESAF arrangement. 

In other areas of structural reform, it is important that more rapid 
progress is made with state enterprise reform and divestiture and that the 
streamlining of the foreign direct investment process is continued. In the 
external sector, the staff supports the authorities' intention to make bold 
moves toward eliminating nontariff barriers and abolishing the remaining 
exchange restrictions on current international transactions. With the 
elimination of the remaining restrictions, it is expected that the author- 
ities will be in a position to accept the obligations of Article VIII of the 
Fund's Articles of Agreement during the period of the ESAF arrangements. In 
regard to external debt management, while there have been delays in 
normalizing relations with creditors, the authorities are making good faith 
efforts to conclude negotiations to regularize outstanding arrears. 
Nevertheless, it is hoped that more rapid progress will be made, 
particularly in regard to the overdue debt denominated in transferable 
rubles. 

Given the envisaged stabilization and structural policy measures, the 
medium-term prospects for Viet Nam's economic development are promising. 
However, as with all economic programs, there are risks from adverse 
exogenous factors. There are also clear difficulties in projecting economic 
relationships in a rapidly evolving economy with a poor statistical base. 
Notwithstanding these caveats, the staff believes the program to be 
reasonably robust provided economic policies are sufficiently responsive to 
changes in circumstances. The alternative medium-term scenarios indicate 
that, even with more pessimistic assumptions concerning export receipts or 
external assistance, the balance of payments would remain viable, albeit 
with lower growth of output and imports and some reduction in reserve 
accumulation. The capacity-to-repay indicators also strongly suggest that 
Viet Nam should be in a position to discharge future Fund obligations in a 
timely manner. 

The staff recommends approval of the request for the three-year ESAF 
arrangement and the first annual arrangement thereunder. 
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VIII. ProDosed Decision 

'The following decision is proposed for adoption by the Executive Board: 

1. The Government of Viet Nam has requested a three-year arrangement 

under the enhanced structural adjustment facility, and the first annual 

arrangement thereunder. 

2. The Fund notes the Policy Framework Paper for Viet Nam set forth 

in EBD/94/175. 

3. The Fund approves the arrangements set forth in EBS/94/209. 



Table 1. Vi& Ram: Prospective Fund Position During the Period of tha ESAF Arrangements 

Outstanding 1994 1995 1996 1997 
Sept. 30, 1994 94 Ql Q2 Q3 94 Ql Q2 43 94 Ql Q2 43 

Net use of Fund resources 
Trancha policies 
Special facilities 
Enhanced Structural Adjustment 

Facility 

Total Fund credit outstanding 
Trancho policies 
Special facilities 
Enhanced Structural Adjustment 

Facility 

Total Fund credit outstanding 
Tranche policies 
Special facilities 
Enhanced Structural Adjustment 

Facility 

-- 
-- 

133.0 193.4 193.4 253.8 253.8 
108.8 108.8 108.8 108.8 108.8 

24.2 24.2 24.2 24.2 24.2 

55.0 
45.0 
10.0 

60.4 -- 
-- -- 
-- -- 

60.4 -- 60.4 -- 

60.4 60.4 

80.0 
45.0 
10.0 

25.0 25.0 

80.0 
45.0 
10.0 

60.4 
-- 
-- 

120.8 

105.0 
45.0 
10.0 

50.0 

-- 
-- 
-- 

120‘8 

105.0 
45.0 
10.0 

50.0 

(In millions of SDRs) 

60.4 -- 
-- -- 
-- -- 

60.4 -- 

314.2 314.2 
108.8 108.8 

24.2 24.2 

181.2 181.2 

60.4 -- 
-- -- 
-- -- 

60.4 -- 

374.6 374.6 
108.8 108.8 

24.2 24.2 

241.6 241.6 

(In percent of cwota) 

130.0 130.0 155.0 155.0 
45.0 45.0 45.0 45.0 
10.0 10.0 10.0 10.0 

75.0 75.0 100.0 100.0 

60.4 -7.6 
-- -7.6 
-- -- 

60.4 -- 

435.0 427.4 
108.8 101.2 

24.2 24.2 

302.0 302.0 

180.0 176.9 198.7 
45.0 41.9 30.7 
10.0 10.0 10.0 

125.0 125.0 150.0 

52.0 -10.6 
-7.6 -10.6 

-- -- 

60.4 -- 

480.2 469.6 
93.6 83.0 
24.2 24.2 I 

362.4 362.4 ," 

I 

194.4 
34.4 
10.0 

150.0 

Source: IMF Treasurer's Department. 



Table 2. Viet Nam: Performance Under the Stand-By Arrangement, 1993-94 L/ 

1993 21 1994 3/ 
Stock September December 4/ Stock at March June Sept. 

end-June Prog . Actual Prog . Actual end-Dec. Prog. Actual Prog. Rev. Actual Rev. 
Actual Actual Prog. 5/ Prog. z/ 

Net domestic assets of 
the banking systam 

Net bank claims on the 
Government 

Bank claims on the state 
enterprises 

Floor on net international 
reserves 

Ceiling on external debt 
Up to 1 year a/ 
Contracting of external 

debt 
1-12 years 

Of which: l-5 years 

22,129 1,188 2.597 1,952 

2,411 597 605 794 

15.079 442 102 084 

600 100 -183 244 

-- -- -- -- 

. . . 100 63.7 180 

. . . (--I 55.2 (--) 

(In billions of dong) 

4,550 26,678 1.240 3.117 2,548 4,600 4,399 5,500 

1.546 3,957 227 

432 15,511 592 

(In millions of U.S. dollars) 

-171 517 30 

-- -- -- 

193.7 -- 
(185.2) (:::I (--I 

371 327 

592 1.243 

11 

-- 

-- 

C--l 

50 

-- 

-- 

(--) 

1,450 

1,eso 

30 

_- 

100 
(100) 

949 1,050 

1,383 2,600 

36 

-- 

100 
(100) 

55 I 
-- z I 

100 
(100) 

Source: Vietnamese authorities; and staff estimates and projections. 

I/ Performance criteria were specified for end-December 1993 and end-March 1994 in the Memorandum of Economic and Financial Policies attached to 
EBS/93/154. in which indicative targets for June were also established, Performance criteria for June and September 1994 are as specified in the 
Memorandum on Economic and Financial Policies attached to EBS/94/105. 

2/ Cumulative Changes from June 30, 1993. 
3/ Cumulative changes from December 31. 1993. The performance criteria of the original program have been rebased to reflect cumulative changes 

vis-a-vis the adjusted December 1993 performance criteria. The original performance criteria for December 1993 and March 1994 have been adjusted 
as indicated in footnote 4. Maximum adjustment has been assumed. The September 1993 indicative targets have only been adjusted for June 1993 data 
revisions (see footnote 4 below) as full data on other adjusters are not available. 

i/ December 1993 performance criteria have been adjusted for (al revisions to the estimated data for June 1993 used as the basis for original 
program projections; and (b) the combined effects of higher foreign disbursements and grants and lower external debt service than programmed. The 
latter adjustment is up to the maximum of D 400 billion (domestic targets) and $35 million (foreign currency targets) as applicable. 

5/ The revised program for June and September 1994 incorporates in the ceiling on external debt a syndicated camrercial bank loan for 
$100 million which was under negotiation in May 1994. 

6/ Stock of short-term debt outstanding (defined as original maturities of up to one year) of any public sector entity with the exception of 
normal import-related financing and any bridge financing related to the payment of overdue financial obligations to the Fund. 
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Iable 3. Viet Nam: SUmnary of Budgetary Operations, 1991-95 

Prel. Budaet SBA ESAF ESAF 1/ 
1991 1992 1993 1994 1995 

Revenue and grants 10,353 21.023 30,500 38,660 
Tax revenue 8,119 14.506 23,701 30,987 

State enterprises 5.305 9,106 12,685 16,087 
Other 2,814 5,480 11,016 14,900 

Nontax revenue 1,964 5,589 5,001 6,713 
State enterprises 004 2.807 3,400 4,213 

Other 1,080 2,702 2,401 2,500 
Grants 31 2PD 040 990 960 

39,660 41,085 49,138 
31.077 34,083 40,221 
16;007 
15,790 

6,023 

4,213 

2,610 
960 

16,087 19,023 

17.996 2/ 21,198 

6,823 7,369 

4,213 4,550 

2,610 2.819 
979 1,547 

Total expenditure 13,196 25.120 38,975 46,053 46,773 46.381 55,693 
Current expenditure 11,061 10,670 29,375 34,853 34,519 34,518 40,485 

Current noninterest expenditure 0,728 15.452 25,700 31,470 31,070 31,070 36,500 

Interest payments (scheduled) 2,333 3,218 3,675 3,303 3,449 3,440 3,977 

Capital expenditure and onlending i/ 2,135 6,450 9,600 12,000 12,254 11.863 15,208 

Current account balance on accrual basis -70.3 2,353 1,125 3.807 5,141 7,367 0,653 
Overall bslance on accrual basis -2,843 4,097 -0,475 -0,193 -7,113 -4,496 -6,555 

Interest errear* z/ 1,683 2,218 1,965 343 553 431 _- 

Current account balance on cash basis 975 4,571 3.090 4,150 5,694 7,790 8.653 
Overall balance on cash basis -1,160 -1.879 -6.510 -7.850 -6,560 -4,064 -6,555 

Financing 
Domestic 

Banking system 
Nonbank (net) 

Foreign loans 
Disbursements 
Amortisation paid (-1 a/ 

1,160 
393 

144 

249 

767 

1,335 

568 

1,879 

-794 

-2,208 

1.414 

2,673 

3,401 

6,510 
4,505 

2,044 

2,541 

1,925 

3,158 

1,233 

7,850 6,560 

2,500 2,500 
_- -- 

4,064 

2,500 
_- 

2,500 

1,564 

2,359 

795 

6,555 
3,170 

-- 

2,500 2.500 

5,350 4.060 

7,110 4,060 

1,760 000 

3,170 

3,385 

5,575 

2,190 

(In percent of GDP) 

Revenue and grants 
Revenue 

Tax revenue 
State enterprises 
Other 

Nontar revenue 
Of which: State enterprises 

Grants 
Tots1 expenditure 

Current expenditure 
Of which: Current noninterest 

expenditure 
Capital expenditure and onlending 

13.5 19.0 22.3 23.9 24.5 25.4 25.5 
13.1 10.3 21.6 23.3 23.9 24.8 24.7 

10.6 13.2 17.4 19.1 19.7 20.6 20.9 

6.9 8.2 9.3 9.9 9.9 9.1 9.9 

3.7 5.0 0.1 9.2 9.7 10.9 z/ 11.0 
2.6 5.1 4.2 4.1 4.2 4.1 3.8 
1.2 2.5 2.5 2.6 2.6 2.6 2.4 
0.4 0.0 0.7 0.6 0.6 0.6 0.0 

17.2 22.7 28.5 20.9 20.9 28.1 20.9 
14.4 16.9 21.5 21.5 21.3 20.9 21.0 

On accrual basis 
Current account balance (excl. grants) 
Overall fiscal balance (excl. grants) 

On cash basis 
Current account balance (excl. grants) 
Overall fiscal balance (excl. grants) 

Domestic financing 
Of which: Banking system 

Foreign loans (net) 

(11.4) 

2.8 

-1.3 

-4.1 

0.9 

-1.9 

0.5 

(0.2) 
1.0 

(14.0) (10.0) (19.4) (19.2) (18.8) (18.9) 
5.8 7.0 7.4 7.6 7.2 7.9 

1.4 
-4.5 

3.4 

-2.5 

-0.7 

(-2.01 

2.4 

0.1 1.0 
-6.9 -5.7 

1.5 2.0 
-5.5 -5.4 

3.4 1.5 
(1.51 (--I 

1.4 3.3 

2.6 

-5.0 

2.9 

-4.6 

1.5 

(--) 
2.5 

3.9 

-3.3 

4.1 

-3.1 

1.5 
(--I 
0.9 

3.7 

-4.2 

3.7 

-6.2 

1.6 

(--) 
1.0 

(In billions of dong) 

Sources: Data provided by the Vietnamese authorities; and staff estimates. 
&/ The expected contingency of D 2 trillion has been allocated to capital expenditure (II 1.5 trillion) 

and current expenditure (D 0.5 trillion). 
2/ Includes D 2,206 billion of revenue measures (1.3 percent of GDP). 
3/ Through 1993, investment grants were classified under foreign loans. Grant figure for 1993 excludes 

those for clearance of Fund arrears. 
A/ Compared with figures presented in EBS/94/105. an estimate for onlending activity (D 854 billion) 

has now been included in the 1994 stand-by arrangement figures. The 1994 and 1995 ESAF figures also 

include onlending of D 463 billion and D 455 billion, respectively. 
I/ In 1993 and 1994, this line includes interest rescheduling. 
6/ The 1994 revised program and ESAF figures include $214 million of rescheduling of principal 

repayments. The 1995 ESAF figure includes $147 million of rescheduling of principal repayments. 
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Table 4. Viet Nam: Monetary Survey, 1992-95 

1992 1993 1994 1995 
Dec. Dec. June June Aug. Sept. Dec. March June Sept. Dec. 

SBA I/ SBA ESAF ESAF ESAF ESAF ESAF 

Net foreign assets 10,593 5,610 6,042 6,079 6,037 6,300 6,762 7,050 7,419 7.795 8.180 

Net domestic assets 16,550 26,670 31,270 31,077 31,459 32.171 32,410 34,402 36,464 37.672 39,064 
Domestic credit (net) 17.122 27,166 31,797 31,720 32,577 32,709 32,966 35,062 37,092 30,347 39,783 

Government (net) 1,912 3,957 5,300 4,906 5,032 5,000 3,957 4,057 4,157 4,057 3,957 
Nongovernment sectors 15,209 23.209 26,409 26,014 27,545 27,709 29,009 31,005 32,935 34,290 35,026 

State enterprises 12,439 15,511 17,353 16.094 17,202 10,102 10,174 10,799 19,461 20,011 20,652 
Nonstate sector 2,770 7,690 9,056 9,920 10,263 9,607 10,035 12,205 13,474 14,279 15,174 

Other items (net) -572 -400 -519 -643 -1,110 -530 -556 -579 -620 -675 -719 

Total liquidity 27.144 32,200 37,319 37.156 30,295 30,552 39,172 41,532 43,002 45,468 47,244 
Dong liquidity 10,931 24,082 20,940 28,447 20,920 29,903 30,063 32,195 34,318 35,676 37.224 

Currency 10.579 14,218 16,630 16,302 16,972 17,179 17,313 10.355 19,370 19,934 20,592 
Deposits 0,351 10,665 12,310 12,065 11,956 12,725 12,750 13,040 14,948 15,741 16,632 

Foreign currency deposits 0,213 7,406 0,372 0,709 9,367 0,640 9,109 9,337 9,564 9,792 10.020 

Domestic credit 19.9 50.7 42.0 41.7 32.5 30.1 21.3 19.9 16.9 19.0 20.7 
Nongovernment sectors 49.0 52.6 32.2 34.2 29.1 25.7 25.0 24.4 22.0 23.7 23.5 

State enterprises 36.3 24.7 15.1 12.0 14.3 19.2 17.2 16.7 15.2 14.6 13.6 
Nonstate sector 169.9 177.9 04.9 102.5 64.9 40.0 40.7 30.5 35.0 39.3 40.0 

Total liquidity 33.7 19.0 26.9 26.3 25.9 27.0 21.3 16.0 10.1 19.5 20.6 
Dong liquidity 50.5 31.4 40.0 37.5 31.7 35.7 20.0 16.7 20.6 22.4 23.0 
Foreign currency deposits -1.7 -9.8 -4.1 -0.3 10.7 6.4 23.0 17.0 9.0 9.9 10.0 

Domestic credit 6.0 
Nongovernment sectors 17.9 

State enterprises 12.1 
Nonstate sector 54.0 

Total liquidity 17.1 

Net foreign assets 19.1 -10.4 -4.2 -4.1 1.9 3.1 3.6 3.6 3.6 3.7 3.6 

Net domestic assets 14.6 37.3 31.1 30.4 24.0 24.7 17.0 13.2 14.5 15.0 17.0 
Domestic credit 14.0 37.0 32.0 31.7 26.3 25.1 10.0 16.4 14.5 16.1 17.4 

Government -10.9 7.5 10.1 0.5 5.9 6.3 -- -0.0 -2.0 -1.2 -- 
Nongovernment sectors 24.9 29.5 21.9 23.2 20.4 10.0 10.0 17.1 16.5 17.3 17.4 

State enterprises 16.3 11.3 7.7 6.2 7.1 9.7 0.2 7.6 6.9 6.7 6.3 
Nonstate sector 8.6 10.2 14.1 17.1 13.3 9.1 9.7 9.5 9.6 10.6 11.1 

Other items 0.5 0.3 -0.9 -1.3 -2.3 -0.4 -0.2 -3.2 -- -0.4 -0.4 

Memorandum items: 
Velocity (total liquidity) 2/ 
Money multiplier 

4.99 4.65 
1.06 1.76 1:;s 

. . . ..' 4.49 
1.03 1:79 1.07 1.07 1:;s 1:;s 1:92 

4.43 
1.94 

(In billions of donK: end of period) 

(Annual PercentaRe ChanKe) 

(Quarterly percentane channe) 

0.1 0.7 0.5 3.9 2.9 0.0 6.4 5.0 3.4 
5.3 6.0 7.6 4.2 4.9 4.7 6.9 6.2 4.1 
2.2 7.8 4.9 4.4 4.3 4.1 3.4 3.5 2.0 

12.2 2.7 12.5 3.9 6.1 5.7 12.6 10.4 6.0 

7.1 4.9 4.5 4.0 3.3 1.6 6.0 5.7 3.6 

(Twelve-month channe as a percent of total openinK liquidity) 

3.7 
4.5 
3.2 
6.3 

3.9 

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

I/ Adjusted as allowed for under the stand-by program (EBS/93/154) on the basis of (a) revisions to data in the base 
period (June 1993) and (b) foreign financing disbursements and external debt-service payments that were different from 
programned amounts. 

2/ Calculated on the basis of quarterly monetary data. 
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Table 5. Viet Nam: Balance of Payments, 1991-95 

(In millions of U.S. dollars) 

1991 1992 
Prel. SBA ESAF ESAF 
1993 1994 1995 

Trade balance -63 -60 -655 -513 -408 -545 
Exports, f.o.b. 2,042 2,475 2,850 3,362 3,600 4.086 

Petroleum 581 756 844 792 899 1,024 
Nonpetroleum 1,461 1,719 2,006 2,570 2.702 3,062 

Imports, f.o.b. 2,105 2,535 3,505 3,875 4,008 4,631 
Nonfactor services (net) 179 311 78 149 134 118 
Investment income (net) -339 -382 -556 -539 -560 -618 

Receipts 42 43 31 32 37 57 
Payments 381 425 587 571 597 675 

Of which: Scheduled interest (248) (282) (327) (259) (256) (262) 
Transfers (net) 90 123 264 192 192 236 

Private 35 59 70 91 91 100 
Official 55 64 194 101 101 136 

Current account 
Current account excluding 

official transfers 

-e 

-188 -72 -1,063 -813 -743 -944 

Capital account -59 

220 
-191 

65 
256 
-88 

Foreign direct investment 
Medium- and long-term loans 

Disbursements 
Amortisation 

Short-term capital, net 

260 300 330 435 500 
52 -403 213 28 261 

487 241 500 315 600 
435 644 287 287 340 
-41 -58 1- -19 -- 

Errors and omissions 142 

-50 

so 

-282 
-6 

4 

268 

-- - z! -- - 

Overall balance -1.106 -169 -169 -47 

Financing -268 47 
Change in net international 

reserves (increase-) 

Use of Fund credit, net 
Change in other net international 

reserves (increase-) 
Arrears 

-464 488 -85 -85 -100 
-- -39 135 169 169 

Accumulation 
Reduction through restructuring 
Cash payments 

Debt relief 
Financing gap 

-276 
332 
332 

-- 

-- 
-- 

-464 527 
196 -265 
386 594 

-190 -846 
-- -13 
-- 883 
-- -- 

-220 -254 
-2,459 L/ -2,459 &/ 

-- -- 
-2,459 L/ -2,459 L/ 

-- -- 
-- -- 

2,713 2/ 2,713 2/ 

-269 
-- 
-- 
-- 
-- 
-- 

147 2/ 

Memorandum items: 
Gross official reserves of State Bank 3/ 

In weeks of imports 
Current account as percent of GDP i/ 

Debt-service ratio z/ 
Debt due 
Debt paid 

27 465 404 624 658 877 
0.7 9.5 6.0 a.4 8.5 9.8 

-2.3 -0.7 -8.3 -5.5 -4.9 -5.6 

20.2 22.4 26.8 12.7 12.0 11.8 
9.1 11.7 10.7 6.8 6.4 a.9 

Sources : Vietnamese authorities; and staff estimates and projections. 

L/ Includes arrears to non-Paris Club bilateral creditors which, for program purposes, have been eliminated. 
2/ Expected to be filled through rescheduling and restructuring. 

3/ Includes gold. 
2/ Excluding official transfers. 
L/ Debt service due and paid as a percent of exports of goods and nonfactor services. 
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Table 6. Viet Nam: Alternative Scenarios, 1993-99 

(In percent, unless otherwise indicated) 

1993 1994 1995 1996 1997 1998 1999 
Prel. ESAP Projections 
Est. 

Baseline 
Export growth 
Import growth 
Current account/GDP 
Overall balance (in millions of dollars) 
Gross official reserves (weeks of import) 
GDP growth 
Debt-service ratio (paid) 

Reduced export scenario 
Export growth 
Import growth 
Current account/GDP 
Overall balance (in millions of dollars) 
Gross official reserves (weeks of import) 
GDP growth (percent) 

Slower aid disbursements 
Export growth 
Import growth 
Current account/GDP 
Overall balance (in millions of dollars) 
Gross official reserves (weeks of import) 
GDP growth (percent) 
Debt-service ratio (paid) 

Commercial debt scenario 
Export growth 
Import growth 
Current account/GDP 
Overall balance (in millions of dollars) 
Gross official reserves (weeks of import) 
GDP growth (percent) 
Debt-service ratio (paid) 

15.1 26.3 13.5 10.5 9.8 10.2 10.6 
38.3 14.4 15.5 11.7 10.0 8.9 9.3 
-8.3 -4.9 -5.6 -6.2 -6.5 -6.2 -5.9 

-1,106 -169 -47 100 130 115 99 
6.0 8.5 9.8 11.0 11.0 10.8 10.8 
8.1 8.7 8.0 8.0 8.0 8.0 8.0 

10.7 6.4 8.9 8.6 9.2 9.6 9.0 

15.1 26.3 7.5 7.2 7.8 10.0 9.4 
38.3 14.4 12.2 9.9 7.9 6.7 7.8 
-8.3 -4.9 -6.1 -7.1 -7.4 -6.3 -5.9 

-1,106 -169 -126 -29 31 158 197 
6.0 8.5 9.2 9.3 8.8 9.4 10.6 
8.1 8.7 7.0 6.8 6.6 6.5 6.5 

15.1 26.3 13.5 9.9 9.3 9.8 10.3 
38.3 14.4 14.5 10.7 9.4 8.6 9.5 
-8.3 -4.9 -5.3 -5.8 -6.1 -6.0 -5.9 

-1,106 -169 -144 44 105 131 122 
6.0 8.5 8.8 9.7 9.6 9.7 10.0 
8.1 8.7 7.3 7.3 7.5 7.5 8.0 

10.7 6.4 8.8 8.5 9.1 9.5 8.9 

15.1 26.3 13.5 10.5 9.8 10.2 10.6 
38.3 14.4 15.5 11.7 8.1 6.3 7.3 
-8.3 -5.0 -5.7 -6.4 -6.3 -5.3 -4.4 

-1,106 -85 12 128 120 37 65 
6.0 8.5 8.6 8.5 8.0 8.3 8.6 
8.1 8.7 8.0 8.0 6.5 6.0 6.0 

10.7 6.4 9.2 9.2 12.5 13.9 15.3 

Sources : Vietnamese authorities; and staff estimates and projections. 



Table 7. Viet Nam: Indicators of Capacity to Repay the Fund, 1993-2007 

(In percent) 

1993 L/ 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 
Prel. Projections 
Est. 

Fund repurchases and charges 
relative to: 

Exports of goods and nonfactor 
services 

Medium- and long-term debt 
falling due 

Gross official reserves 
Fund quota 

4.0 

15.3 
36.1 
43.1 

0.3 0.3 0.3 1.1 1.4 0.5 0.5 0.8 1.1 1.1 1.0 0.6 0.3 

2.3 2.6 3.5 14.9 17.3 5.7 5.6 10.2 14.8 15.4 13.5 9.6 4.5 
1.8 1.7 1.4 5.8 7.1 2.5 2.5 4.4 6.1 6.2 5.6 3.8 2.0 
3.5 4.3 4.6 20.7 27.1 10.3 11.3 21.2 31.0 33.3 31.8 22.5 12.5 

Outstanding Fund credit 
relative to: 2/ 

GDP 
Exports of goods and nonfactor 

services 
Fund quota 

0.8 1.8 2.6 3.2 

2.7 6.0 8.6 10.9 
30.0 80.0 130.0 180.0 

3.1 

10.4 
188.7 

2.4 2.1 1.7 1.4 

8.3 7.1 6.2 5.0 
165.0 157.1 147.9 128.8 

1.0 0.6 

3.6 2.3 
99.6 67.9 

0.3 

1.2 
37.5 

0.1 

0.4 
15.0 

-- 

0.1 
2.5 

0.1 
I 

0.8 
0.4 E 
2.5 

I 

-- 

-- 
-- 

Source : Staff projections. 

L/ Includes elimination of overdue financial obligations to the Fund. 
z/ At end of period. 



- 36 - ATTACHMENT . 

Three-Year and First Annual Arrangements Under 
the Enhanced Structural Adiustment Facilitv 

Attached hereto is a letter with annexed memorandum on Economic and 
Financial Policies of the Government of Viet Nam dated September 22, 1994, 
from the Governor of the State Bank of Viet Nam, requesting from the 
International Monetary Fund a three-year arrangement under the enhanced 
structural adjustment facility, and the first annual arrangement thereunder, 
and setting forth: 

(i) the objectives and policies of the program to be supported by the 
three-year arrangement; and 

(ii) the objectives and policies of the program to be supported by the 
first annual arrangement. 

To support these objectives and policies, the Fund grants the requested 
arrangements in accordance with the following provisions, and subject to the 
Instrument to Establish the Enhanced Structural Adjustment Facility Trust, 
as amended: 

1. (a) For a period of three years from , 1994, Viet Nam will 
have the right to obtain loans from the Fund under the 
enhanced structural adjustment facility, in a total amount 
equivalent to SDR 362.4 million, subject to the availability 
of resources in the Enhanced Structural Adjustment Facility 
Trust. 

(b) The amount of th'e first annual arrangement will be the 
equivalent of SDR 120.8 million; the amount of the second 
annual arrangement will be the equivalent of SDR 120.8 mil- 
lion; the amount of the third annual arrangement will be the 
equivalent of SDR 120.8 million. 

(c) Under the first annual arrangement: 

(i) the first loan, in an amount equivalent to 
SDR 60.4 million, will be available on , 1994 at 
the request of Viet Nam, and 

(ii) the second loan, in an amount equivalent to 
SDR 60.4 million, will be available on June 30, 1995 at 
the request of Viet Nam, subject to paragraph 2 below. 

2. Viet Nam will not request disbursement of the second loan 
specified in paragraph l(c)(ii) above 

(a) if the Managing Director finds that the data at the end of 
March 1995 indicate that: 

(i) the limit on the net domestic assets of the banking 
system, or 
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(ii) the limit on the net bank claims on the Government, or 

(iii) the limit on the bank claims on the state enterprises, 
or 

(iv) the floor on net international reserves, or 

(v) the limit on the contracting or guaranteeing by the 
public sector of new nonconcessional loans of maturities 
of 1-12 years, or 

(vi) the limit on the stock of outstanding short-term debt 
with maturities of up to one year, 

as specified in Table 1 attached to the memorandum annexed to the 
attached letter, is not observed; or 

(b) if Viet Nam has not carried out its intentions with respect 
to the structural performance criteria regarding: 

(i) the replacement of tariffs by excise duties and 
reduction in the maximum import tariff rate to 
60 percent, or 

(ii) the presentation to the National Assembly of a draft 
organic budget law, or 

(iii) the elimination of the import permits for at least five 
commodities, 

as described in paragraphs 16, 17 and 28, respectively, and paragraph 8 
of the memorandum annexed to the attached letter; or 

cc> if Viet Nam: 

(i) has imposed or intensified restrictions on payments and 
transfers for current international transactions, or 

(ii) has introduced or modified multiple currency practices, 
or 

(iii) has concluded bilateral payments agreements that are 
inconsistent with Article VIII, or 

(iv) has imposed or intensified import restrictions for 
balance of payments reasons, or 

(v) fails to fulfil1 its intentions regarding the avoidance 
of new external payments arrears as set out in paragraph 
30 of the memorandum annexed to the attached letter; or 
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Cd) until the Fund has determined that the midterm review of 
Viet Nam's program referred to in paragraph 4 of the attached 
letter has been completed. 

If the Managing Director fiinds that any of the performance clauses that 
have been established in or under this paragraph 2 have not been met, the 
second loan specified in paragraph l(c)(ii) above may be made available only 
after consultations have taken place between the Fund and Viet Nam, and 
understandings have been reached regarding the circumstances in which 
Viet Nam may request that second loan. 

3. Before approving the second annual arrangement, the Fund will 
appraise the progress of Viet Nam in implementing the policies and reaching 
the objectives of the program supported by the first annual arrangement, 
taking into account primarily: 

(a) the indicators specified in Tables 1 and 2 attached to the 
memorandum annexed to the attached letter: 

(b) imposition or intensification of restrictions on payments and 
transfers for current international transactions; 

(cl introduction or modification of multiple currency practices; 

Cd) conclusion of bilateral payments agreements that are 
inconsistent with Article VIII; and 

(e> imposition or intensification of import restrictions for 
balance of payments reasons. 

4. In accordance with paragraph 4 of the attached letter, Viet Nam 
will provide the Fund with such information as the Fund requests in 
connection with the progress of Viet Nam in implementing the policies and 
reaching the objectives supported by these arrangements. 

5. In accordance with paragraph 4 of the attached letter, during the 
period of the first annual arrangement, Viet Nam will consult with the 
Managing Director on the adoption of any measures that may be appropriate at 
the initiative of the Government or whenever the Managing Director requests 
such a consultation. Moreover, after the period of the first annual 
arrangement and while Viet Nam has outstanding financial obligations to the 
Fund arising from loans under that arrangement, Viet Nam will consult with 
the Fund from time to time, at tzhe initiative of the Government.or whenever 
the Managing Director requests consultation on Viet Nam's economic and 
financial policies. These consultations may include correspondence and 
visits of officials of the Fund to Viet Nam or of representatives of 
Viet Nam to the Fund. 
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Hanoi, Viet Nam 

September 22, 1994 

Dear Mr. Camdessus, 

1. During the past year, under the program supported by a stand-by 
arrangement and systemic transformation facility from the Fund, Viet Nam has 
achieved high rates of growth of output and exports while making significant 
progress toward strengthening international reserves, and keeping inflation 
to single-digit levels. Building on these efforts, the Government of 
Viet Nam has formulated a medium-term economic program that aims to sustain 
high output growth, further strengthen the external position, and reduce 
inflation to levels prevailing in trading-partner countries. Crucial 
elements of the Government's strategy are continued restrained financial 
policies, a comprehensive program of structural reforms, and a prudent 
approach to external commercial borrowing. 

2. The Vietnamese Government has prepared, in collaboration with Fund and 
World Bank staff, a Policy Framework Paper which‘articulates the 
Government's medium-term strategy and policies for the period through 1997. 
The policies and objectives for the remainder of 1994 and 1995,. which are 
consistent with the medium-term strategy, are detailed in the attached 
Memorandum of Economic and Financial Policies. In support of its economic 
program, the Government of Viet Nam hereby requests a three-year arrangement 
under the ESAF in an amount equivalent to SDR 362.4 million (150 percent of 
quota), and a first annual arrangement thereunder in an amount of 
SDR 120.8 million. Concurrently, the Government of Viet Nam requests that 
the stand-by arrangement approved on October 6, 1993 be canceled and 
replaced by the three-year ESAF arrangement, with effect from the date of 
approval of the latter by the Executive Board of the International Monetary 
Fund. Accordingly, it is our intention not to make the final purchase under 
the stand-by arrangement. 

3. To facilitate a wide distribution of the policy framework paper, the 
Vietnamese Government authorizes you, at your discretion, to transmit the 
document to any international organization providing assistance to 
developing countries and to donor countries in the context of the 
Consultative Group meeting for Viet Nam. 

4. It is our view that the policies described in the attached Memorandum 
will achieve the economic objectives of the 1994-97 period. However, the 
Government of Viet Nam stands ready to take additional measures, as 
necessary, to ensure that the overall objectives of the program are 
achieved. During the program period, the Government will consult with the 
Managing Director on the adoption of any measures which might be deemed 
appropriate in accordance with Fund policies in this regard. The Government 
will remain in close consultation with the Fund in accordance with Fund 
policies on such consultations and will also provide the Fund with such 
information as the Fund may request in connection with progress in 
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implementing policies and achieving the objectives of the program. The 
Government will conduct with the Fund a midterm review of the program 
supported by the first annual arrangement under the ESAF no later than 
June 30, 1995. 

Sincerely yours, 

/s/ Cao Si Kiem 
Governor 

Attachments 

(1) Memorandum of the Government of Viet Nam on Economic and Financial 
Policies for 1994-95 

(2) Policy Framework Paper, 1994-97 

Mr. Michel Camdessus 
Managing Director 
International Monetary Fund 
Washington D.C. 20431 
U.S.A. 
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Memorandum of the Government of Viet Nam on 
Economic and Financial Policies for 1994-95 

Hanoi, September 22, 19.94 

1. Viet Nam has achieved strong economic growth over the past few years 
largely as a result of market-based reforms. The Government realizes, 
however, that to sustain such growth over the medium term, the ongoing 
reforms will need to be complemented by higher capital investment which can 
only be achieved in a stable macroeconomic environment. Accordingly, the 
Government's economic policies for 1994-95 will reflect the following 
priorities: (i) the mobilization of domestic and external resources to 
permit a rapid expansion of economic and social infrastructure; (ii) the 
adoption of restrained financial policies to keep inflation low and 
strengthen Viet Nam's external position; and (iii) the intensification of 
structural reforms to further enhance incentives and promote more efficient 
use of the country's resources. 

Economic Developments in 1993-94 

2. During 1993, economic developments were generally favorable with real 
GDP growing by 8 percent and inflation declining to about 5 percent by end- 
year from 17 percent at end-1992. However, rising government expenditures 
and a sharp expansion of bank credit, particularly to the nonstate sector, 
resulted in a deterioration in the external position. The external current 
account deficit (excluding official transfers) rose to 8 percent of GDP 
(from 1 percent in 1992) and there was a substantial loss of international 
reserves. Under the program supported by the stand-by arrangement from the 
Fund, the Government took steps in the latter part of the year to reduce 
credit growth and lower the budget deficit. Although the performance 
criteria under the stand-by arrangement for the end of 1993 were not 
observed, the tighter policies were reflected in a slowdown in imports, and 
gross international reserves were stabilized at about six weeks of imports. 

3. During the first half of 1994, economic growth was further stimulated 
by a good harvest and increased foreign direct investment. Present projec- 
tions indicate that real GDP may rise by 9 percent this year. Inflation 
also, however, has tended to rise; the retail price index increased by about 
8 percent during the first eight months of the year. The stabilization 
efforts have continued and the performance criteria under the stand-by 
arrangement for end-June 1994 were fully observed. The introduction in 
April 1994 of bank-by-bank credit ceilings was effective in slowing credit 
expansion and a moderate rise in international reserves was achieved during 
the first six months of the year. This occurred despite extremely slow 
foreign aid disbursements which necessitated continuing budgetary 
adjustment. Although a series of fiscal measures were put in place, a 
drawdown in government deposits was needed to finance the budget deficit. 
In order to fund investment expenditures within the state-owned enterprises, 
the Government also took recourse to external commercial borrowing of about 
$100 million. 
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Macroeconomic framework 

4. The Government's policies for the remainder of 1994 and for 1995 will 
be formulated within a medium-term framework that is more fully described in 
the Government's Policy Framework Paper. The medium-term strategy 
emphasizes continued high economic growth (at about 8 percent per annum), a 
steady reduction in inflation to the level prevailing in trading-partner 
countries, and a further strengthening of the external position allowing a 
gradual buildup of international reserves (to about 11 weeks of imports by 
1997). In 1995, the Government's policies will be based upon a projected 
real GDP increase of 8 percent, a decline in inflation to about 7 percent, 
and an increase in gross official reserves to about 10 weeks of imports. 
The Government hopes, however, that these targets will be surpassed and, in 
particular, that a higher growth rate can be achieved. 

5. Reflecting the Government's priorities, investment is projected to 
increase substantially to about 25 percent of GDP by 1997. In 1995, total 
investment is expected to reach 2;! percent of GDP, over one third of which 
would be accounted for by capital formation in the public sector. To 
finance this level of investment, the Government will promote higher 
national savings both in the private sector and through an increase in the 
current surplus in budgetary operations. 

6. The planned increase in investment will also require some increase in 
foreign savings over the medium term, though the Government's goal is to 
eventually reduce its reliance on foreign assistance. By 1997, the external 
current account deficit (excluding official transfers) is expected to widen 
to 6 l/2 percent of GDP from 5 3/4 percent of GDP in 1995. The overall 
external financing requirement is projected for 1995 at $1.5 billion, of 
which foreign direct investment is expected to account for about one third. 
The bulk of the remainder will take the form of grants and medium- and'long- 
term loans, of which the latter are expected to double from about $300 'mil- 
lion in 1994 to $600 million in 1995. The Government foresees the need for 
some nonconcessional borrowing. However, to ensure that future debt-s&vice 
payments are kept within the country's capacity to repay, the amount of 
nonconcessional external borrowing will be strictly limited both in 1995 and 
over the medium term. Such borrowing will not be used for financing the 
budget or to strengthen the resources of the public financial institutions. 
The Government will, however, allow a limited amount of borrowing by state 
and other enterprises where a government guarantee may be needed. The" 
limits on the contracting of such 'borrowing are set out in the attached' 
Table 1. J 

Summary of main policv measures 

7. During the first year of the ESAF arrangement, the main elements of 
stabilization policies are as follows: 
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(i) A 1995 budget with an overall deficit lJ of no more than 
3 l/4 percent of GDP, with a surplus on current operations (excluding 
grants) of 3 3/4 percent of GDP, and with no recourse to bank financing; 

(ii) A prudent financial program which would limit credit growth to the 
nongovernment sector to 23 l/2 percent in 1995; 

(iii) A market-related exchange rate with limited intervention in the 
foreign exchange market by the monetary authorities; and 

(iv) Limits on external commercial borrowing. 

8. The main structural reforms envisaged under the program are as follows: 

(i) Conversion of high tariffs into excise taxes and reduction of the 
maximum rate of import tariff to 60 percent (by April 1, 1995) and 
rationalization of the import tariff schedule into 6 rates (October 1995); 

(ii) Presentation of a draft organic budget law to the National 
Assembly by April 1, 1995; 

(iii) Presentation to the National Assembly of comprehensive tax reform 
legislation which would include, in the first phase, a reduction in the 
number of turnover tax rates and a streamlining of the profit tax for 
domestic enterprises (October 1995); 

(iv) Financial sector reforms, including elimination of concessional 
refinancing to all banks except the Agricultural Bank (October 1994); 
introduction of interest-based penalties for noncompliance with credit 
ceilings and reserve requirements (October 1994); introduction of trading in 
credit ceilings (April 1995); relaxation of controls on interest rates (by 

,iend-1995); introduction of a treasury-bill auction (first quarter, 1995); 
centralization of foreign exchange holdings (mid-1995); and external audits 
.of state-owned commercial banks (mid-1995); 

(v) Establishment of an interbank market in foreign exchange with an 
<appropriate regulatory framework (October 1994); and 

(vi) Trade liberalization measures, including a reduction in the 
coverage of imports requiring an import shipment license and a reduction in 
the number of commodities subject to import permits from 15 to no more 
than 10 (by April 1995). 

IJ In line with the format of the budget submitted to the National 
Assembly, references to the fiscal deficit are on a cash basis and include 
grants; extra budgetary onlending operations (estimated at $40 million in 
1995) are excluded. References to the surplus on current operations exclude 
grants so as to show the contribution of the budget to national savings. 
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Fiscal policies 

a. Fiscal oolicies and developments in 1994 

9. The 1994 budget anticipated an overall.deficit of 5 l/4 percent of GDP 
financed in large part by concessional external assistance. In the event, 
expected aid disbursements failed to materialize and the Government imple- 
mented a series of measures intended to avoid recourse to domestic bank 
financing. On the revenue side, import tariffs were adjusted (in February 
and July 1994), land and housing taxes and selected fees and c,harges were 
raised, and tax administration procedures were strengthened. Expenditures 
were also cut as the Government tightened procurement policies, reduced 
subsidies, and introduced new regulations to streamline management of 
capital projects. 

10. On the basis of the measures introduced during 1994, the Government 
expects to contain the budget deficit to 2 l/4 percent of GDP. Given the 
external financing projections, no net domestic bank financing will be 
needed for the year as a whole; The'Government will closely monitor fiscal 
developments during the remainder of 1994, and will adopt additional revenue 
or expenditure measures as needed to ensure that the budgetary objectives 
are achieved. 

b. The budeet for 1995 

11. The Government is currently formulating a budget for 1995 which will 
reflect the priority assigned to resource mobilization and higher capital 
expenditures; Given the.experience of 1994, when an overestimation of the 
sources of financing.led to continuous 'intra-year adjustments, the 1995 
budget will be based on prudent estimates of foreign,financing. As in 
previous years, the Government is committed to avoid net domestic bank 
financing of the budget. In additioh, the amount'of nonbank domestic ' 
financing will be limited and no recourse will be taken to external 
commercial borrowing. 

12. 'By m.id-October 1994, the Government intends to submit the 1995 budget 
to the National Assembly. The plan is for a budget with an overall,deficit 
of no more than 3 l/4 percent of GDP and with a surplus on current opera; 
tions (excluding grants) of 3 3/4 percent of GDP. The budget is expected to 
incorporate revenues of about D 49.1 trillion (25 l/2 percent of GDP) and 
non-interest current expenditure of about D 36.4 trillion (18.9 percent of 
GDP). Capital outlays will be budgeted, initially, at D 13.3 trillion 
(6.9 percent of GDP) but, as noted below, the Government would wish to 
expand such expenditures if additional financing becomes available. I/ 
There will also be a contingency equivalent to about D 2 trillion to meet 
unforeseen expenditures. 

I/ It is understood that the presentation of such a budget will be a 
prior action under the ESAF.arrangement. 
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13. The 1995 budget is predicated on the assumption of gross foreign 
financing of $450 million (excluding funds for onlending). The Government 
intends, however, to work with the donors to speed up aid disbursements. 
Should greater foreign assistance become available during the year, the 
Government would wish to channel these resources into the public investment 
program, provided that the necessary domestic counterpart funds can be made 
available within the overall budget-objectives. An assessment of progress 
in the implementation of the 1995 budget and the need for adjustment of 
expenditure targets (in light of either an excess or a shortfall in external 
aid) would be discussed during the midterm review of the program supported 
by the first annual arrangement under the ESAF. 

14. During the course of 1995, the Government intends to complete, in 
conjunction with the World Bank's structural adjustment credit, a compre- 
hensive public expenditure review that will be used in formulating the 1996 
budget. The goal of the review will be to facilitate a reallocation of 
budgetary resources to priority social and economic services, including a 
strengthening of provisions for the social safety net. lJ In addition, 
the Government is collaborating with the World Bank to develop guidelines 
for a public investment program (including onlending and government- 
guaranteed loans), with the goal of introducing a three-year rolling public 
investment program covering the 1995-97 period. 

C. Structural reforms in the fiscal area 

15. During 1995, the Government will begin a comprehensive reform of the 
tax system. The reforms, which will be revenue-neutral, will aim to put in 
place by 1997: (i) a value-added tax; (ii) a simple tariff system with a 
low level of effective protection; and (iii) a corporate and individual 
income tax system that will reduce distortions and allow the Government to 
pursue its income distribution objectives. 

16. The Government intends to adopt a phased approach to the reforms so as 
to minimize potential shocks to the productive sectors and to take account 
of social and administrative implementation constraints. By April 1, 1995, 
a number of important initial steps will be taken in the area of indirect 
taxation. In particular, high tariffs on luxury goods and petroleum 
products will be converted into special consumption taxes (excise taxes) and 
the maximum rate of import tariff will be'reduced to 60 percent. The 
Government will discuss the modalities and strategy of tax reform and reach 
understandings with the staff during the midterm review of the first annual 
arrangement under the ESAF. By October 1995, comprehensive tax reform 
legislation will be proposed to the National Assembly, which will include as 
a first phase a reduction in the number of turnover tax rates to a maximum 
of 10, and a reduction in the number of import tariff rates to 6. As 
regards direct taxes, several measures are envisaged in the context of the 
1996 budget. Specifically, the rate structure of the profit tax for 
domestic enterprises will be simplified from the present 3 rates, excess 

1/ This is elaborated further in the Policy Framework Paper. 
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profits taxes will be eliminated, and capital user fees will be increased. 
In addition, the supplementary income tax will be abolished, while interest 
and rental payments would become subject to withholding. 

17. The Government also intends to improve overall fiscal management. To 
this end, a draft organic budget law will be presented to the National 
Assembly by April 1, 1995. lJ In addition, the Government is taking steps 
to strengthen the role of the Treasury. It is envisaged that the Treasury 
will be assigned (at latest by 1996) the sole authority for the making of 
payments, including the responsibility for capital expenditures currently 
assigned to the Bank for Investment and Development. Further technical 
assistance from the IMF will be sought to facilitate the implementation of 
the fiscal reforms. 

Monetary and credit oolicies 

a. Financial nrogram for 1994-95 

18. The Government's financial program for 1994-95 incorporates continued 
restrained credit policy aimed at limiting the growth of broad money to 
about 20 l/2 percent during 1995. During the remainder of 1994, policies 
will be directed toward achieving the targets previously established under 
the stand-by arrangement. For 1995, credit to the nongovernment sector is 
projected to expand by about 23 l/2 percent, with a rising share of credit 
being allocated to the nonstate sector. To this end, growth in credit to 
state-owned enterprises will be limited to 13 l/2 percent in 1995. The 
ceilings on net domestic assets and domestic credit variables are set out in 
Table 1. 

19. To ensure that program targets are met, quarterly bank-by-bank ceilings 
will be set on credit extended by the state-owned and joint-stock commercial 
banks. The State Bank will closely monitor compliance with the credit 
ceilings. From October 1, 1994 any bank that breaches the quarterly credit 
ceiling will be charged an interest-based penalty on the amount in excess,.of 
its ceiling. As a measure to increase the efficiency of the system, by the 
beginning of April 1995, the commercial banks will be allowed to trade % 
credit ceilings among themselves. .:. 

.- 
b. State Bank refinancinp and reserve reauirements .r 

20. To reinforce the controls on credit expansion, the State Bank will take 
a number of steps to reduce the current excess liquidity of the banking 
system. Quantitative limits will be set on the amount of State Bank ~- 

I/ The submission of this legislation will be a performance criterion 
under the first annual ESAF arrangement. 
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refinancing l-/ and, by October 1, 1994, the rate on refinancing facilities 
will be raised to 100 percent of the applicable interest rate for all banks 
except the Agricultural Bank. The refinancing rate for the Agricultural 
Bank will be raised from 85 percent to 95 percent of the applicable lending 
rate by October 1, 1994, and to 100 percent of the applicable lending rate 
by end-March 1995. u By end-1995, the State Bank will set a uniform 
refinancing rate. 

21. The State Bank will also raise, by November 1994, the required reserve 
ratio to 8 percent for time and savings deposits. The reserve requirements 
will be enforced on a uniform basis. A regulation stipulating a penalty 
interest rate equivalent to 200 percent of the maximum lending rate on the 
difference between required and actual reserves will be issued by 
October 1994. The present composition of eligible reserve assets--which 
include cash in vault and treasury bills- -will be maintained pending the 
results of a study of the effectiveness of the present system, which is 
expected to be completed, with technical assistance from the IMF, by 
March 1995. 

C. Interest rates and eovernment securities 

22. The Government recognizes that the present system of credit control 
coupled with administered interest rates causes serious distortions in the 
process of financial intermediation. Over the medium term, as financial 
markets develop and the commercial banking system becomes more efficient and 
competitive, the Government intends to liberalize interest rates and move 
toward indirect instruments of monetary policy. 

23. In the near term, several steps are planned to relax controls and 
further rationalize the structure of interest rates. To this end, the 
differences between interest rates for deposits of equal maturity held by 
economic entities and households will be gradually phased out by 
end-September 1995, with at least two thirds of the difference between these 
interest rates (presently 0.6 percent per month) eliminated by the beginning 
of June 1995. By the end of 1995, the State Bank intends to eliminate the 
remaining minimum deposit rate regulations. Also during 1995, the structure 
of lending rates will be further rationalized by raising the maximum medium- 
term lending rate above the short-term lending rate and by increasing the 
long-term lending rate for capital projects including those in the State 
Plan to a minimum of 10 percent. 

I/ State Bank refinancing will be limited to D 485 billion in the first 
quarter of 1995 and D 400 billion in the second quarter of 1995. The 
refinancing limit for the third quarter of 1995 will be determined at the 
time of the midterm review of the ESAF arrangement. 

u In the event of natural disasters affecting the agricultural sector, 
the State Bank can extend to the Agricultural Bank refinancing equivalent to 
15 percent of the Agricultural Bank's credit ceiling for a quarter at an 
interest rate equivalent to 85 percent of the applicable lending rate. 
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24. In the context of the overall development of capital markets in 
Viet Nam, new draft regulations on the issuance of Government and bank 
securities and on the operations of a securities market, will be finalized 
by October 1994. Subsequently, the State Bank will conduct two pilot 
treasury-bill auctions in the last quarter of 1994. Treasury-bill auctions 
will be regularized in the first quarter of 1995; thereafter treasury bills 
issued with a maturity of one year or less will be sold through the auctions 
which are expected to take place on at least a monthly basis. It is 
envisaged that introduction of the auction and the implementation of other 
financial sector reforms will benefit from technical assistance from the 
IMF. 

d. Restructurina of the state-owned commercial banks 

25. As a step toward the restructuring of the state-owned commercial banks, 
external audits will be carried out in order to quantify the extent of 
nonperforming loans. It is expected that the audits will be completed for 
all banks by mid-1995. Following these audits, more appropriate loan- 
classification procedures will be introduced and accounting practices will 
be modified so as to allow commercial banks to make more adequate provisions 
against bad loans. Decisions concerning recapitalization and the management 
and ownership of the banks will also be made at that time. A further 
initiative to be taken in this area will be to gradually eliminate the 
placement by the State Bank of foreign currency deposits in the state-owned 
commercial banks. It is envisaged that by mid-1995, the control of all 
holdings of official reserves will be centralized at the State Bank and that 
the practice of investing the reserves through the state-owned banks will be 
phased out. 

External policies 

a. Exchange rate policv 

26. The Government recognizes that a market-based exchange rate system, a 
liberal trade and payments regime, and prudent external debt management 
policies are all necessary to sustain economic growth and move toward 
balance of payments viability. In regard to exchange rate policy, the 
Government wishes to ensure relative stability in the exchange rate, and, to 
this end, reliance will be placed on sound fiscal and monetary policies. 
The exchange rate will reflect market forces and intervention by the 
monetary authorities will be limited to smoothing out short-term 
fluctuations. On October 1, 1994, an interbank foreiPn exchange market will 
be introduced with an appropriate regulatory framework. The exchange rate 
will be, determined in the interbank market in much the same manner as it has 
been determined on the trading floors, i.e., the rate will reflect market 
forces and will be permitted to move on a given day within a prescribed 
margin. Also by October 1, 1994, the Government will introduce new foreign 
exchange regulations to promote the use of the dong and to increase the 
supply of foreign exchange on the interbank foreign exchange market. The 
Government's intention is to introduce--on a temporary basis--a partial 
surrender requirement; however, this is expected to affect only a small 
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fraction of export earnings. The operation of the new regulations will be 
reviewed with the Fund staff during the midterm review of the first annual 
ESAF arrangement. 

b. Trade liberalization 

27. Consistent with the commitment to an open economy, the Government 
intends to steadily remove the obstacles to free international trade. 
During 1995, the registration procedures for exporters and importers will be 
simplified. Following this, once a commercial law has been promulgated, the 
registration procedure will be further simplified with only one adminis- 
trative step required to fulfil1 all the conditions necessary to conduct 
international trade. 

28. In regard to shipment licenses, export shipment licenses were abolished 
in July 1994 for all commodities except crude petroleum, rice, wood 
products, and re-exported commodities. For imports, the Government plans to 
take action also by April 1995 so that the 15 commodity groups of imports 
requiring a permit will be reduced to 10. At that time, the import prohibi- 
tion on cigarettes will also be lifted and the number of commodities 
requiring an import shipment license reduced. Measured in terms of value, 
at least one half of imports (excluding the imports which require "permits") 
will no longer require import shipment licenses. During the midterm review 
under the first annual ESAF arrangement, a specific timetable will be 
established to abolish the remaining requirements for import permits and 
import shipment licenses within the period of the second annual ESAF 
arrangement. 

C. Exchange restrictions 

29. During the three-year ESAF arrangement, the Government will eliminate 
the remaining restrictions on current account transactions with a view to 
accepting the obligations of Article VIII of the Fund's Articles of 
Agreement. Prior to the second annual arrangement under the ESAF, the State 
Bank will issue implementation guidelines which will clearly indicate that 
there are no exchange restrictions on current transactions for both goods 
and services. In the meantime, with respect to travel, the Government will 
raise the current travel allowance above the present level of $3,000; all 
bona fide requests above the current ceiling will continue to be honored. 
In the context of the 1996 government budget, the 5-10 percent tax on profit 
remittances from foreign direct investment will be eliminated. During the 
period of the ESAF arrangement, the Government does not intend to introduce 
new or intensify existing exchange restrictions or multiple currency 
practices, nor conclude any bilateral payments agreements that are 
inconsistent with Article VIII of the Fund's Articles of Agreement, nor 
impose any import restrictions for balance of payments purposes. 

d. External debt management 

30. Before the end of the year, the Government expects to have concluded 
all of the bilateral agreements under the December 1993 Paris Club Agreed 
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Minute. The Government is currently in the process of normalizing its 
relations with all other external creditors, most notably the bilateral 
creditors holding claims in transferable rubles and the commercial bank 
creditors. The Government does not; intend to incur any new external 
payments arrears during the period of the ESAF arrangement except 
transitionally for amounts for which a rescheduling is programmed. lJ As 
indicated in paragraph 6 above and Table 1 (attached), the Government will 
limit the contracting of new external borrowing on nonconcessional terms 
directly undertaken by the public sector or publicly guaranteed. 

Other structural reforms 

31. In addition to the structural measures indicated above, the Government 
has a wide agenda of structural reforms which are more fully described in 
the Poliry Framework Paper. One of the most important areas is the 
establishment of a legal framework. In this area, significant laws were 
passed in 1993-94 and further measures are expected in the coming period, 
including enactment of a civil code (by mid-1995) and a commercial law (by 
1996), and amendments to the company law (by mid-1995). Important measures 
are also planned to strengthen property rights to land, including the 
distribution of land use rights certificates to most farmers; extension of 
the regulations of the Land Law to cover the management of land-use rights 
in urban areas; improvement of the legal procedures for settlement of land 
disputes; promulgation of a property tax law; and the issuance of urban land 
tenure certificates. 

32. On state enterprise reform, the Government's main intention is to 
create a level playing field between public and private firms in the 
competitive sectors as a first step toward a phased program of divestiture. 
A comprehensive state enterprise reform program, which is being formulated 
with assistance from the World Bank, is expected to be adopted by mid-1995. 
The main elements of the program would be the following: introduction of 
internationally accepted accounting rules for state enterprises; identifi- 
cation of strategic firms to be maintained within the public sector; 
submission of a state enterprise law for these firms; establishment of a 
general department overseeing state enterprises; and a pilot program of 
privatization. 

Program monitoring, 

33. The Government believes that the policies and measures described in 
this memorandum are adequate to achieve the objectives established under the 
program supported by the first annual ESAF arrangement. However, the 
Government will take additional measures as necessary to ensure that program 
targets are met. The program will be closely monitored through the 
quantitative benchmarks set out in Table 1. The quantitative benchmarks for 
end-March 1995 are performance criteria under the program. The benchmarks 

l/ This would be a performance criterion under the first annual 
arrangement under the ESAF. 
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for monitoring policy implementation in the structural areas during the 
program period are shown in Table 2. The structural performance criteria 
under the ESAF program are also indicated in Table 2 and would be completed 
at the latest by June 1, 1995. The Government will remain in close 
consultation with the Fund during the program period and the program will be 
reviewed not later than June 30, 1995. The review will assess the outturn 
for 1994, the implementation of the 1995 budget and other stabilization 
policies, as well as the progress with structural reforms, including a 
timetable for trade liberalization. 

Initialled by representatives of: 

State Bank of Viet Nam 
/s/ Chu Van Nguyen, Deputy Governor 

Ministry of Finance 
/s/ Nguyen Sinh Hung, Vice Finance Minister 

Ministry of Trade 
/s/ Ta Ca, Vice Minister 

State Planning Committee 
/s/ Vo Hung Phuc, Vice Chairman 
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Table 1. Viet Nam: Quantitative Performance Criteria and Benchmarks 
Under the First Annusl ESAF Arrangement, 1994-95 L/ 

stock 
end-June 1994 1994 1995 

Actual December March 2/ June September 

Cumulative change from end-June 1994 

Net domestic assets of the banking 
system 3/ 

Net bank claims on the Government 3/ 

Bank claims on the state 
enterprises 4/ 

Cumulative change from end-June 1994 

Floor on net international reserves I/ 554 48 73 98 123 

New nonconcessional external borrowing 
contracted or guaranteed by the 
public sector with l-12 year 
maturity i/ a/ z/ 

Of which: contracted by 
government or public 
financial institutions 

Of which: contracted by state 
enterprises with or without 
government guarantee and 
joint ventures/private sector 
with government guarantee 

Of which: l-5 years 

100 225 275 350 

-- -- 

100 225 275 350 
-- -- -- -- 

Stock_ 

(In billions of dong) 

31,077 1,335 3,405 5.390 

4,906 -950 -850 -750 

16,894 1,280 1,905 2,570 

(In millions of U.S. dollars) 

6,595 

-850 

3,120 

Outstanding short-term debt 
(up to 1 year) S/ -- -- -- -- -- 

I/ All performance criteria and benchmarks are ceilings, except those for international reserves. 
z/ Performance criteria. 
3/ The ceilings on net domestic assets of the banking system and net bank claims on government will be adjusted 

downward (upward) in the event that disbursements of program loans from the World Bank and AsDB are more (less) 
than projected. On a cumulative basis from end-June 1994, disbursements are projected to be D 721 billion by 
end-December 1994, D 1,290 billion by end-March 1995, D 1,590 billion by end-June 1995, and D 1,953 billion by 
end-September 1995. The adjustment will be equal to the full deviation of actual from programned loan 
disbursements in December 1994, 80 percent of the deviation at end-tdarch 1995, 60 percent of the deviation at end- 
June 1995, and 40 percent of the deviation at end-September 1995. The adjustment will not exceed D 400 billion. 

i/ These include those nonfinancial publicly owned enterprises that fall under the jurisdiction of central, 
provincial and district governments, but exclude cooperatives and joint ventures. 

z/ The floor on net international reserves will be adjusted upward (downward) in the event that disbursements of 
program loans from the World Bank and AsDB are more (less) than projected. On a cumulative basis from end-June 
1994, disbursements are projected to be $65 million by end-December 1994, $115 million by end-March 1995, 
$140 million by end-June 1995, and $170 million by end-September 1995. The adjustment will be equal to the full 
deviation of actual from programned loan disbursements in December 1994, 80 percent of the deviation at 
end-March 1995, 60 percent of the deviation at end-June 1995, and 40 percent of the deviation at end-September 
1995. The adjustment will not exceed $35 million. 

a/ The concessionality of the borrowing will be determined on the basis of the financing costs (interest charges 
and other) and repayment terms (grace period and maturity) as defined by the OECD's DAC criteria on concessionality 
(25 percent grant element). 

I/ The public sector is defined to include all levels of general government, all nonfinancial public 
enterprises, and all public financial institutions. The general government comprises the central, provincial, and 
district governments. 

B/ Stock of short-term debt outstanding (defined as original maturities of up to one year) of any public sector 
entity with the exception of normal import-related financing. 
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Table 2. Viet Nam: Structural Performance Criteria 
and Benchmarks Under the First Annual ESAF Arrangement, 1994/95 

Action Programmed completion date 

Fiscal reforms 

The replacement of tariffs by excise duties 
and reduction in the maximum import tariff 
rate to 60 percent u By April 1, 1995 

Presentation of a draft organic budget law 
to the National Assembly l-/ By April 1, 1995 

Financial sector reforms 

Introduction of a regular auction for 
government securities 

Reduction by at least two thirds of the 
differential between interest rates paid 
on deposits held by economic entities and 
households 

Complete centralization of official foreign 
currency holdings 

By April 1, 1995 

By June 1, 1995 

By June 1, 1995 

Trade liberalization 

Elimination of the import permits for at least 
5 commodities I/ By April 1, 1995 

Reduction in import shipment licenses as 
described in paragraph 28 By April 1, 1995 

1/ Established as a performance criteria under the first annual ESAF 
arrangement. 



I. 

II. 

III. 

IV. 

V. 

VI. 

VII. 

ANNEX II . - 54 - 

Viet Nam: Fund Relations 

(As of September 30, 1994) 

Membership, Status: Joined g/21/56; Article XIV 

General Resources Account: SDR Million % Quota 

Quota 241.60 100.0 
Fund holdings of currency 374.56 155.0 
Reserve position in Fund .Ol .O 

SDR DeDartment: SDR Million % Allocation 

Net cumulative allocation 47.66 100.0 
Holdings 13.18 27.7 

Outstandiw Purchases and Loans: SDR Million % Ouota 

Stand-by arrangements 108.8 45.0 
Systemic transformation facility 24.16 10.0 

Financial Arrangements: 

Expira- Amount Amount 
Approval tion Approved Drawn 

TvPe Date Date (SDR Million) (SDR Million) 

Stand-by 10/06/93 12/31/94 145.0 108.8 

Projected Obligation to Fund: (SDR million; based on existing use of 
resources and present holdings of SDRs): 

Overdue Forthcoming 
g/30/94 1994 1995 1996 1997 1998 

Principal 36.2 45.3 
Charges/interest 2.0 8.0 8.0 7.3 5.1 

-- - - - - - 
Total 2.0 8.0 8.0 43.5 50.4 

Termination of Ineligibilitv to Use the General Resources of the Fund: 

Effective October 6, 1993, the Executive Board of the Fund terminated 
Viet Nam's ineligibility to use the general resources of the Fund 
(EBS/93/163, 10/S/93). ,The decision reads: 
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"The Fund decides that effective October 6, 1993, Viet Nam is no 
longer ineligible to use'the general resources of the Fund 
pursuant to Executive Board Decision No. 7855-(84/173), adopted 
December 3, 1984." 

This decision was taken following a payment by Viet Nam on.October .5, 
1993, equivalent to SDR 100.2 million which fully settled its overdue 
obligations to the Fund. Settlement of Viet Nam's arrears was facilitated 
through a combination of grants provided by the Support Group for Viet Nam, 
under the co-chairmanship of France and Japan, and bridge finance from 
commercial institutions. 

VIII. Exchange Rate Arrangement: 

Multiple exchange rates vis-a-vis the convertible currency area were 
unified in early 1989. Subsequently, the exchange rate was managed by the 
State Bank on a daily basis until August 1991, when two foreign exchange 
centers were established in Ho Chi Minh City and Hanoi. All foreign 
exchange transactions through September 1994 took place at the rates 
established at these centers. At end-September 1994, the central rate was 
D 11,000 per dollar. On October 14, 1994, an interbank foreign exchange 
market was formally established. 

IX. Article IV and XIV Consultations: 

Viet Nam is on the standard 12-month consultation cycle. The 
Executive Board concluded the 1994 Article IV and Article XIV consultations 
(SM/94/138 and EBS/94/105) on June 8, 1994 and the following decisions were 
adopted; 

1. The Fund takes this decision relating to Viet Nam's exchange 
measures subject to Article VIII, Sections 2 and 3, and in concluding the 
1994 Article XIV consultation with Viet Nam, in the light of the 1994 
Article IV consultation with Viet Nam conducted under Decision No. 5392- 
(77/63) > adopted April 29, 1977, as amended (Surveillance over Exchange Rate 
Pplicies). 

2. The restrictions on the making of payments and transfers for 
current international transactions described in EBS/94/105 are maintained by 
Viet Nam under the transitional arrangements of Article XIV, Section 2, 
except (i) exchange restrictions evidenced by certain external payments 
arrears, which are subject to approval under Article VIII, Section 2(a); and 
(ii) the multiple currency practice arising from a 5 percent tax on the 
remittance of profits from foreign direct investment, which is subject to 
approval under Article VIII, Section 3. The Fund encourages Viet Nam to 
remove the remaining restrictions maintained under Article XIV and urges 
elimination of the measures that are subject to Article VIII. 
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In view of the authorities' intention to eliminate all external 
payments arrears by end-December 1994, the Fund has approved (EBD/94/148) 
the retention by Viet Nam of the restrictions evidenced by these arrears 
until end-December 1994. 

X. Technical Assistance: 

See Annex V. 

XI. Resident ReDresentative: 

Mr. Spit&ller, the senior resident representative, has been stationed 
in Hanoi since December 1992. 
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Viet Nam: Relations with the World Bank Grouu l./ 

The World Bank resumed its lending program to Viet Nam with the signing 
of two IDA credits in early November 1993: a primary education project 
($70 million) and 'a highway rehabilitation project ($158 million). A third 
credit for agricultural rehabilitation was signed in March 1994. IDA 
expects to commit around $400 million in FY 1995. A structural adjustment 
operation is scheduled for Board presentation in October 1994. Planned 
sector projects include power rehabilitation, irrigation, family planning, 
and financial sector reform. Before the recent resumption of lending, 
Viet Nam had received one IDA credit for an irrigation project in 1978. 

In November 1993, the first Donor Conference for Viet Nam was held at 
the World Bank office in Paris. Aid indications from donors amounted to 
$1.8 billion. The next donor conference, to be held in November 1994, will 
take the format of a Consultative Group chaired by the World Bank. 

The Bank has greatly increased its sectoral and analytical work on 
Viet Nam. A country economic memorandum (CEM) that examined public sector 
management and private sector incentives was issued in September 1994. An 
earlier CEM reviewed Viet Nam's transition to a market economy (September 
1993) and three sector reviews have been completed: transport in 1994; 
energy in 1993; and population, health, and nutrition in September 1992. 
Several others are being prepared, including reviews of the environment, 
land policy, the financial sector, and poverty. With funding from the UNDP, 
the Bank is managing several technical assistance.(TA) projects: 
macroeconomic management (including macroeconomic projections and the public 
investment program) and project evaluation for relevant government 
ministries; the design, implementation, and analysis of a nationally 
representative household survey; and the design and implementation of a 
comprehensive program of state enterprise restructuring. Another TA 
project, funded by the Swedish International Development Authority, provides 
assistance for training and modernization of the banking system. 

Viet Nam is current in its debt-service payments to the Bank as of 
September 1994. After the normal ten-year grace period, Viet Nam began 
repaying principal on its IDA credit in 1989. Details of disbursements and 
service payments are shown below. 

International Financial Cornoration (IFC) 

The IFC has been active in Viet Nam with advisory work on leasing, 
banking laws, and capital markets. IFC is also exploring opportunities for 
investment in manufacturing, tourism, and infrastructure sectors such as 
power. It made its first loan, in the tourism sector, during 1994. 

I/ Prepared by World Bank staff, 
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Viet Nam: World Bank Group Disbursements and Debt Service, 1989-1994 

1989 1990 1991 1992 1993 1994 I/ 

Loans 
IBRD (net) 

Disbursements 
Amortization 

IDA (net) 
Disbursements 
Amortization 

Total loans (net) 

Interest payments 
IBRD 
IDA 

(In millions of U.S. dollars) 

_- __ -_ -_ -- -- 
(--I (--> (--I (--I (--I (--> 
(--) (--I (--I (--> (--> (--I 

-- -0.3 -0.6 -0.6 -0.6 51.6 
(11) (h.3; -- (i.6; -- (h.6; -- (--) (52.2) 

(0.6) (0.6) 
-- -0.3 - -0.6 -0.6 -0.6 51 6 - 

lJ As of September 30, 1994. 
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Viet Nam: Relations with the Asian DeveloDment Bank I/ 

Viet Nam became a member of the. Bank in 1966 and lending and technical 
assistance operations commenced in 1968. During the period 1968-78, the 
Bank approved eleven loans for a total of $44.6 million, and twelve 
technical assistance projects amounting to $6.1 million. Of the eleven Bank 
loans, two were not declared effective. Two loans were terminated at the 
request of the Government and the undrawn amounts cancelled. Seven loans 
were reactivated in 1978 and now all have been closed. Most of the projects 
were in agriculture (fisheries and irrigation) and infrastructure. 

Although the Bank did not sanction any new loans between 1975-92, some 
assistance was provided through the Bank's regional assistance program. 
Since 1992, Viet Nam has been participating in a Bank-sponsored initiative 
aimed at encouraging greater subregional economic cooperation among six 
countries in the Mekong River basin. Bank staff have also made 
contributions to a number of UNDP-financed technical assistance projects. 
Considerable technical assistance has also been provided through the 
extensive project preparatory work undertaken over the past three years. 

In the last quarter of 1993, the Bank approved three loans amounting to 
$261.5 million, in irrigation and flood protection, transport, and water 
supply; and eleven technical assistance projects in an amount of 
$9.95 million. 

Financial Operations from 1989 to 1994 are summarized below: 

1989 1990 1991 1992 1993 1994 I/ 

Commitments -- -- -- -- 261.50 -- 
Disbursements -- -- -- -- -- 3.0 
Loan service payments 

(Repayments) -- -- -- -- 14.39 -- 
Debt outstanding 2/ 20.31 20.31 20.31 20.31 25.39 -- 

lJ As of August 25, 1994. 
2J As of September 30, 1994. 

For 1994, the Bank expects to lend up to $250 million for up to four 
project loans and around $11.0 million in technical assistance. The latter 
includes technical assistance to the General Statistical Office for 
improving the national accounts (in an amount of $700,000) which has already 
been approved, and for,external debt management (in an amount of $400,000) 
which is currently in preparation. 

l/ Prepared by AsDB staff. 
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Viet Nam: Technical Assistance 

The bulk of Fund technical assistance to Viet Nam during the past three 
years was provided under a UNDP-funded project (Table 1). Much of the 
assistance was concentrated in the design of reforms in the financial 
sector. 

Viet Nam is expected to continue to require extensive technical 
assistance during the coming years to strengthen the institutional framework 
and improve the design and implementation of policies in a wide range of 
areas. The medium term technical assistance program has been designed to 
integrate resources from bilateral donors as well as multilateral 
institutions. Some of the needs will be met in the context of a second 
IMF/UNDP-funded, Fund-executed program aimed at improving macroeconomic 
management (Table 2). In the Ministry of Finance, this program has 
identified technical assistance needs in the following areas: tax policy; 
tax administration; fiscal policy capacity; treasury management; budget 
design, control and reporting; management of foreign aid and external debt; 
and government finance statistics. At the State Bank, the identified areas 
include: monetary operations; the government securities market; banking 
supervision; the interbank foreign exchange market; training capacity; the 
computerization of central bank operations; the accounting methodology and 
accounting plan; and monetary and balance of payments statistics. Technical 
assistance is also being provided to strengthen and develop the financial 
management information system, which will underpin the reforms in all of the 
areas outlined above. The funding for short-term consultants, experts, and 
advisors in a number of these areas remains unidentified. Under the current 
allocation, the UNDP funding under the program is expected to be exhausted 
during 1996. 
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Table 1. Viet Nam: Technical Assistance Under First UNDP/IMF Program, 1990-93 

Department Topic Period Financing 

a. Missions and staff visits 

BCS - Computerization 

MAE - Financial sector legislation 
and banking supervision 

- Foreign exchange trading 

FAD - Tax reform 

- Budget control and planning 

- Budget and accounting systems 

- Budget law 

INS - Seminar on financial analysis 

STA - Monetary statistics 

b. Advisors and consultants 

BCS - Computerization of financial accounts 

MAF. - Long-term advisor to State Bank 

- Banking supervision 

- External debt management 

- Banking supervision 

- Seminar and workshop on monetary policy 

FAD - Long-term advisor to Ministry of Finance 

- Public enterprise monitoring 

- Seminar and workshop on public expenditure 
management 

STA - Monetary statistics 

- Balance of payments statistics 

- Government finance statistics 

May 1992 

April 1990; 
October 1990 

October 1990 

October 1990; 
April.1992 

September 1990 

August 1991 

May 1992; 
August 1992 

May 1990 

August 1992; June 1993 

July 1993 

Aug. 1991-Aug. 1993 

Nov.-Dec. 1990 

Sept.-Nov. 1992; 
May-July 1993 

July 1991-Jan. 1992 

February- 
March 1993 

act. 1990-June 1993 

Nov. 1991-Apr. 1992 

March 1993 

April-July 1991; 
May-Aug. 1992 

Oct.-Dec. 1991 

June-Sept. 1992; 
May-July 1993 

JM 1/ 

UNDP/IMF 2/ 

UNDP 

UNDP 
UNDP 

UNDP 

UNDP 

UNDP 

UNDP 

UNDP 
UNDP 

UNDP 

UNDP 
UNDP 

I/ Japan Administered Account. 
2/ Fund-financed for the period June-August 1993. 
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Table 2. Viet Nam: Program of Technical Assistance Under Second UNDP/IMF Program, 1993-95 L/ 

Department Topic Period Person-Months Financing 

El.. Missions and staff visits 

MAE - Bank supervision, payments system, 
and foreign exchange trading 

- Monetary operations, government 
securities market, bank 
supervision, foreign exchange 
operations 

- Foreign exchange operations 

FAD - Expenditure management and tax 
reform 

- Budget legislation 

- Tax and customs administration 

- Tax policy reform 

- Fiscal management 

STA - Monetary, fiscal, balance of 
payments statistics, 
national accounts 

TILE - Fund accounting 

PDR - Comnercial debt restructuring 

- Paris Club rescheduling 

BCS - Financial management information 
system 

b. Advisors 

Banking operations 

Monetary policy 

Central bank training advisor 

Tax administration 

Budget/Treasury 

Banking supervision 

Government finance statistics 

Balance of payments statistics 

Accounting and monetary 
statistics 

July 1993 

January 1994, 
September 1994 

July 1994 

June 1993 

May 1994 

May 1994 

June 1994 

June 1994 

January 1994 

January 1994 

February 1994, June 1994 

October 1993 

May 1994 

Oct. 1993-Oct. 1995 24 IMF 

Dec. 1993-Dec. 1995 24 IMF 

Jan. 1994-Jan. 1996 24 IMF 

1994-95 

1994-95 

Late 1994-early 1995 

1994-95 

1994-95 

18 UNDP 

18 UNDP 

6 UNDP 

12 

12 

UNDP 

UNDP 

1994-95 8 UNDP 

I/ Additional funding is sought to finance short-term consultants/experts/advisors in a number of identified 
areas. 
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VIET NAM 

Social and Demoeranhic Indicators 

Area Ponulation (1993) 

331,041 sq. km. Total: 70.9 million 
Rate of growth (1988-93): 2.3 percent 

Aged O-14: 27.6 million 

Population Characteristics and Health (1991-92) 

Density (1992) 

214 per sq. km. 
1,102 per sq. km. 

of arable land 

Life expectancy at birth (years) 
Male 
Female 

Infant mortality rate (aged under 
one, per thousand) 

Under age five mortality rate (per 
thousand) 

Access to safe water (1991-92) 

Percent of population 
Urban 
Rural 

Total 

Nutrition (1991-92) Education (1991-92) 

Daily calorie supply per capita 
(percentage of requirement) 

Daily protein supply per capita 
(grams) 

Primary school enrollment 
(percent) 

Secondary school enrollment 
(percent) 

Babies with low birth weight 
(under 2.5 kilos; 1985, percent) 

Infant and child malnutrition 
(1985, percent) 
Moderate 
Severe 

2,233 
(91) 

51 

18 
Children completing primary 

school (percent of first 
grade) 

39 
12 

Adult literacy rate (more than 
15 years of age, percent) 

64 
69 

42 

53 

47 
33 

36 

Population per physician (1990) 
Population per nurse (1990) 
One-year olds fully immunized 

against (percent): 
Measles 
Diphtheria/pertussis/tetanus 

Population immunized against 
(1987, percent): 
Diphtheria/pertussis/tetanus 
Poliomyelitis 
Measles 

Access to health care during 
1980-85 (percent) 

Maternal mortality rate per 
100,000 live births (1990) 

2,694 
760 

89 
89 

54 
51 
41 

80 

107 

99 

42 

87 

88 

Sources: Data provided by the Vietnamese authorities; IBRD, Social Indicators 
of Develooment in 1991-92; IBRD, Viet Nam: Population. Health and Nutrition 
Sector Review, 1992; and staff estimates. 



. . 64 - ANNEX VII 

Environmental Issues 

Deforestation is a prime environmental concern in Viet Nam, with half 
of the total forest area having dis'appeared over the past 50 years through 
war damage, overexploitation, and forest fires. This has affected both the 
watershed forests in the high mountainous areas and the mangrove forest in 
the estuary areas. 

Forest'loss has contributed to the rapid degradation of soil quality, 
which has suffered also from the lack of fertility-building measures, and 
the abusive use of chemical insecticides and fertilizers. 

Marine resources in the shallow waters and coastal areas have been 
considerably depleted by poor management of their .exploitation in the face 
of high demand, oil spills, land-based pollution sources, rudimentary 
fishing methods, and nonobservance of laws protecting marine bioresources. 
In mining, inefficient exploitation of hundreds of mineral deposits results 
in waste surpassing two or three times permissible limits. 

Water, air, and soil pollution have been noted in both urban and rural 
areas. In the two largest cities, air pollution includes dust content in 
the atmosphere exceeding 2-10 times permissible limits, gas 6-10 times, 
carbon monoxide 2-5 times, and sulf'ur dioxide up to 30 times. Household 
wastes have caused serious pollution to water resources in urban centers, 
particularly in the dry season when availability of surface water is reduced 
several times over. Residues of toxic chemicals used during the war still 
affect significant portions of the country. 

Rapid population growth has increased pressure on resources, 
particularly as a result of the concentrations of people in the delta 
regions and in urban centers.. 

Legislation now being considered seeks to strengthen the environmental 
component of planning and centralize environmental management in a 
ministerial-level body supplementing previous sectoral responsibilities. 
Government efforts are being embodied in a new National Plan on Environment 
and Sustainable Developmentand in a National Environment Law which was 
passed in December 1993. 

The Vietnamese authorities have actively promoted reforestation, 
including through a program to reduce pressure on highland forests. To 
further this objective, the authorities plan to promote the settlement of 
nomadic people, the introduction of environmentally responsible farming 
techniques, and income and employment activities in buffer zones surrounding 
special-use forests, which are designed to protect biodiversity in upland 
areas. 
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Viet Nam: Statistical Issues 

Viet Nam has received extensive technical assistance to help in the 
process of transforming its accounting and statistical systems, which were 
originally designed to support a centrally planned economy, into modern 
systems in the context of a market-oriented economy which are capable of 
producing macroeconomic statistics in conformity with international 
standards. u 

However, the transformation of systems has still to be completed and 
is, in some areas, at a very rudimentary stage. In addition, officials and 
staff of the government agencies that are mainly responsible for the 
generation of macroeconomic statistics need further training in 
international statistical methodologies and in the operation of statistical 
systems. 2/ 

Outstanding statistical issues 

a. Real sector 

The General Statistical Office (GSO) provides data on output by 
productive sector, and on price developments. National accounts on the 
basis of the System of National Accounts (SNA) have been prepared for the 
period since 1989, but the full SNA methodology has not yet been 
implemented, including the collection of enterprise data based on generally 
accepted accounting principles. The industry group production accounts 
suffer from coverage deficiencies because the GSO is not permitted access to 
data on production of military goods and services and of police service. 
Estimates of the components of GDP by expenditure category have recently 
been included in the data provided by the GSO, but they are not consistent 
with data on government expenditure provided by the Ministry of Finance or 
with the external sector accounts. 

Data are provided on a range of price indices, the most widely used of 
which is the retail price index (RPI). The overall standard of the indices 
is considered to be reasonable, given the present stage of development of 
official statistics in Viet Nam, but the RPI, which is a form of producer 
output price index for the retail distribution industry, is not a 
statistically valid consumer price index (CPI). Introduction of a CPI is 

u A Fund multitopic statistical mission visited Hanoi during 
January 12-26, 1994 and made a number of recommendations for improving the 
quality of statistics. 

2/ Under the auspices of the UNDP/IMF technical assistance project, the 
Fund will provide three UNDP-funded long-term advisors in statistics: one 
each in government finance and balance of payments statistics for a year, 
and one in accounting and monetary statistics for eight months. However, to 
ensure effective operation, access of advisors to data needs to be assured, 
and legal issues regarding data compilation need to be resolved. An advisor 
for balance of payments statistics has been identified. 
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expected only after January 1997 following the completion of a national 
household expenditure survey. 

b. Government finance 

Annual government finance statistics are produced in final form several 
months after the fiscal year u to which they refer. However, data are 
not reported by economic classification, and functional classification is 
very limited. In terms of coverage, the final annual government accounts 
cover all levels of government, including the transactions of the two main 
social security funds. Coverage of the budget is being made more 
comprehensive, and, apart from the exceptional treatment of one major 
foreign currency loan, there is no firm evidence of extra-budgetary funds. 

C. Monetary statistics 

Data regularly provided to the Fund by the State Bank include the 
monetary survey, the State Bank balance sheet, the consolidated balance 
sheet for the commercial banks, and the balance sheets of the four state- 
owned commercial banks. There are, however, considerable lags in data 
reporting. In terms of coverage, the monetary survey is limited to covering 
16 major commercial banks, as it has not been able to keep pace with the 
rapid growth in the number of banks. The recent multitopic statistical 
mission helped incorporate 11 additional banks into a widened survey which 
will be produced in parallel with the original survey for a period. The 
analytical usefulness of the data is limited by the system of accounts used 
by the State Bank and other financi.al institutions, which does not permit, 
inter alia, an accurate sectorization of resident and nonresident accounts. 

d. Balance of navments 

Balance of payments data provided by the State Bank include the current 
account and the capital account. However, these data are compiled mostly 
from the exchange record derived from banking sources in Viet Nam, leading 
to a number of deficiencies in coverage. First, the exchange record does 
not, at present, permit a distinction between transactions with residents 
and with nonresidents, so that the balance of payments includes some trans- 
actions among residents. Second, transactions that do not pass through the 
banking system are excluded; so are transactions that do not pass through 
the limited number of banks included in the exchange record. 

u The Vietnamese fiscal year corresponds to the calendar year. 
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Viet Nom: Selected Economic Indicatore, 1990-95.1/ 

SBA 2/ Eet, SBA E.5.e ESAP 
1990 1991 1992 1993 1994 1995 

Growth (percentage chanse) 
Real GDP 

Agriculturr 
Indurtry 
Services 

4.9 6.0 0.6 7.0 0.1 
1.5 2.2 7.2 2.0 3.0 
2.5 9.9 14.6 9.9 12.1 

10.4 8.3 7.0 9.9 9.2 

Saving-inve8tment (percent 02 GDP) 
Gross national saving 
Groan capital formation 

11.7 12.e 16.3 6.9 11.2 
15.1' 15.1 17.0 13.5 19.4 

Pricea (percentage change) 
Consumer pricea (and of period) 
Consumer pricer (period averale), 
GDP deflator 

67.5 60.1 17.5 12.0 5.2 
36.4 03.1 37.0 10.0 a.3 
50.5 73.0 32.6 9.7 14.3 

Government budget (parcant of GDP) 
On cash basis 

Budget revenue 31 
Governmant expenditure i/ 
Current account balance 3/ 
Overall fiscal deficit (-1 3/ 

On accrual basis 
Current account balance a/ 
Overall fiscal deficit (-1 3/ 

14.7 13.1 18.3 21.3 21.6 
20.5 15.0 20.7 26.5 27.1 
-0.7 0.9 3.4 1.3 1.5 
-5.0 -1.9 -2.5 -5.2 -5.5 

-3.0 
-0.0 

-1.3 
-4.1 

1.4 
-4.3 

Money and credit (parcentage chance, 
end of period) 

Total liquidity W2) 
Domestic credit 

Privatr sector 
Stata enterprises 

53.1 70.7 33.7 27.2 19.0 
36.4 44.1 19.9 42.5 50.7 
21.2 65.6 169.9 00.0 177.9 
47.2 71.9 36.3 20.3 24.7 

Interest ratea (percent per year) 
Three-month6 savings (householda) 
Short-term landing (lass than one year) 
Medium-term lending (l-3 years) 

57.4 49.1 26.2 . . . 18.2 
. . . . . . 37.6 . . . 20.3 
. . . . . . 23.9 . . . 15.4 

External trade (percentage chanae 
.in dollar terms) 

Export value 
Import value 

31.1 10.0 21.2 5.0 15.1 
6.1 10.0 20.4 21.5 30.3 

Balance of payments ($ w.) 6/ 
Trade balance 

Exports (f.0.b.) 
Imports (f.o.b.1 

Current account balance I/ 
(In percent of GDP) 

Overall balance 

-41 -63 -60 
1.731 2,042 2,475 
1.772 2,105 2,535 

-259 -100 -72 
(-3.4) (-2.3) (-0.7) 
-142 -50 260 

Gross official reserves fi/ 24 27 465 
In weeka of imports (f.0.b.) (0.7) (0.7) (9.5) 

Net international reserves B/ 255 724 1,006 

External debt z/ 
Convertible currency (S em.1 
Nonconvertible currency (in millions 

of transferable rubles) 

2.704 2,739 3,775 

11,077 10.774 10.067 

Arrears 
Convertible currency (0 mn.) 
Nonconvartible currency (in millions 

of transferable rubles) 

1,296 1.360 1,620 -- 1,076 lJ/ -- 

703 992 3,311 -- 3,320 lo/ -- me -- 

-0.6 0.1 
-7.2 -6.9 

-479 
2,600 
3,079 

-732 
(-6.0 

-655 
2,050 
3,505 

-1,063 
) (-0.3) 

-I 

( 

a99 -1,106 

550 404 
9.3) (6.0) 
903 517 

. . . 4,024 

. . . 10,935 

0.0 0.7 
3.5 5.5 

10.0 12.3 
10.4 9.3 

0.0 
3.5 

12.0 
9.4 

0.0 15.0 16.2 
14.9 19.9 21.0 

7.0 10.5 
6.0 0.6 
9.0 11.3 

7.0 
7.0 
0.0 

23.9 24.0 24.7 
20.5 27.8 20.9 

2.9 4.1 3.7 
-4.6 -3.1 -4.2 

2.6 3.9 3.7 
-5.0 -3.3 -4.2 

21.3 21.3 20.6 
21.3 21.3 20.7 
32.0 40.7 40.0 
21.5 17,2 13.6 

. . . 10.2 I/ . . . 

. . . 20.3 2 . . . 

. . . 22.4 I/ . . . 

10.0 26.3 
10.6 14.4 

13.5 
15.5 

-513 -400 -545 
3.362 3,600 4,006 
3,075 4,000 -4.631 

-013 -743 -944 
(-5.5) (-4.9) (-5.6) 
-169 -169 -47 

624 650 077 
(0.4) (0.5) (9.0) 
602 602 702 

4,626 4.47 5,053 

. . . 
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Viat Ram (concluded): Selected Economic Indicators, 1990-95 u 

Sm 21 Eat, SW ESAF ESAF 
1990 1991 1992 1993 1994 1995 

Debt-service ratio u/ 
Debt due 
Debt paid 

Fund operations (in millions of SDRs) 
Arrears duefto the Fund 
Fund drawings 

Exchange rata 

29.9 20.2 22.4 29.0 26.0 12.7 12.0 11.0 
12.3 9.1 11.7 9.7 10.7 6.0 6.4 0.9 

104.6 100.4 100.1 -- -- -- -- -- 
-- -- -- 72.5 72.5 96.6 120.0 120.0 

Don& per U.S. dollar (and of period) .6,017 12,145 10,555 10,620 10,050 . . . 10,900 a/ . . . 
REER (percent change) J&/ 10.9 -12.5 30.5 0.3 -1.7 . . . -2.15/ . . . 

Memorandlrmitem: 
GDP at current prices 

(In billions of dong) 41,930 76,707 110,535 129.745 136,571 161,951 165.179 192.650 

Source5 : Vietnamese authorities; and staff l stimatoa and projections. 

A/ The Goneral Statistical Office has recently revised the official System of National Accounts (SNA) 
series, raising the estimates of both nominal and real GDP. Correspondingly, variables expressed aa a 
percentage of GDP have changed, but the broad trends remain the same. In addition, the estimates for gross 
capital formation were raised upward. 

2/ Monetary data adjusted as mandated under the progrw (see EBS/94/105 and EBS/93/154). 
p/ Excluding grants. 
A/ Includes estimates for onlending in 1994 and 1995. 
z/ As of end-August 1994. except REEE as of end-July 1994. 
&/ On accrual basis. 
z/ Excluding official transfers, except for 1990. 
B/ Including gold, in millions of U.S. dollars. 
z/ Owing to s change in coverage, data for 1992 and later are not entirely comparable with data for 

previous years. 
s/ Includes arrears to n&-Paris Club bilateral creditors which, for program purposes, hava been 

eliminated. 
g/ Debt sarvice dua and paid as a parcentage of aports of goods and nonfactor services. 
a/ Minus sign indicates depreciation. 


