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Introduction
This paper is prepared by a team of two experts from Vietnam who were included in the Vietnamese overall research team under FFU project which is carried out during the period 2009-2012. The main objective of this paper is to provide general information about Vietnamese economic governance; how policy and economic decision is formulated and implemented in practice. Key questions to be discussed in this paper are: How are policies made and by whom? According to which criteria are government resources allocated?; How are government officials recruited?; Which data and information sources do various government bodies use?; What is the role of economic governance and what are its determinants in the development process? 

In this paper, governance is defined as the process of decision-making and the process by which decisions are implemented
. It involves several processes, including policy making (setting objectives), translating those policies into formal rules (passing legislation), and implementing and enforcing those rules (organisational capacity building). Governance can be considered in terms of economic, legal and civil elements which are interacted and in many cases, are overlapped. Economic governance is considered to refer to the public, the corporate and financial sectors. Hence, several institutions are involved in economic governance of a country, including the state, the private sector and civil society.     

Good governance encompasses many elements and processes. It involves setting good policies, programs and regulations, which then have to be translated into legislation, implemented and enforced. It also involves ensuring that outcomes are delivered and monitored, and that policies, rules and organisational capacity are amended to better meet society’s demands. According to ADB
, good governance has four pillars, including accountability, transparency, predictability and participation characteristics.

Accountability means the obligation to give answers and explanations covering one’s action and performance to those with a right to require such answers and explanations. 

Transparency refers to the free flow of low-cost information that is understandable, reliable and timely.

Predictability is considered when laws and regulations that are clear, known in advance, and uniformly and effectively enforced. 

Participation means citizen having a voice in the decision-making process, including the poor and the vulnerable. 

This paper is an initial step for deeper studies on the topic to be carried out in the following two years within FFU join tripartite research project between Vietnam, Mozambique and Denmark. Following introduction, the first section tries to describe overall system of economic governance with its structure and institutions in Vietnam. This system consists of state, private sector and civil society. The paper emphasizes to look at the role of the state since it currently plays the most important role in policy process in Vietnam. Second section of the paper aims at elaborating the current state of resource allocation and budgeting as resource allocation and its mechanism if one of the component of economic governance. Resources mentioned in this section refer to human, financial and natural resources, which contribute to development process of the country. The third section presents the whole process of policy making and planning in Vietnam, the stakeholders who participate and play the decisive role in the process. In addition, this section also addresses the data and information system available to support the policy making process.         

1.
Existing governance structure and institutions
1.1.
Government Institutions (Central and Local),
Vietnam is a one-party state in which the Communist Party of Vietnam (CPV) has played the central ruling role. The National Party’s Congress is the highest body of the State and meets every five years where the CPV decides the national development directions and all major policy issues, which are then followed by the State. The latest Party’s Congress was held in 2006, which set Vietnam's future direction and leadership until the year 2010.   

The administrative structure of the Vietnamese State consists of four levels: national, provincial, district and commune, whereby, the national level is considered as the central state  (Nha nuoc Trung uong) while the others are seen as the local states (Nha nuoc dia phuong). The institutional structure of Vietnamese State can be seen as a system of four bodies, namely :

· The President; 

· Legislative organizations (i.e. the National Assembly at central level and the People’s Councils at local levels); 

· Executive organizations (i.e. the government, line ministries and ministerial agencies – at central level and People’s Committees – at local levels);

· Judicial organizations (i.e. People’s courts, Military courts, People’s Prosecutor, military Prosecutor and other courts and tribunes)     

One of the important features of Vietnamese State is the unification of activities carried out by the state’s legislative, executive and judiciary bodies through their coordination and clear duty division among them. In addition, Vietnam has a sole State with a unique common Constitution. The local state bodies cannot promulgate laws but they can issue regulations. Local governments are supervised by higher levelled People’s Committees and the central government. However, a process of decentralization of state governance power has been seen in recent years, whereby certain responsibilities and duties on economic governnance (i.e. public investment, budgeting) used to be given to the central authorities have been transferred to the local authorities.       

The National Assembly (NA) is the main legislative body, which convenes twice per year. Vietnam’s Constitution was first established in 1946 and the National Assembly subsequently adopted the Constitutions of 1959, 1980, and 1992. These three Constitutions represent a significant evolution toward a State ruled by law, by the people and for the people. The amendment to the 1992 Constitution in the year 2000 further strengthened the National Assembly’s role as the People’s Supreme representative body. The latest election of the National Assembly was held in 2007 for the term 2007-2012 with 493 elected delegates
. In recent years, the National Assembly are increasingly involved in the budgetary and planning process, giving much more transparency to the discussion of resource allocations. 

The President is the ceremonial Head of State and represents the State of Vietnam in both domestic and foreign affairs. The President is elected by the National Assembly from amongst its members, and serves a five-year term. The President proposes the Vice President, Prime Minister, Chairman of Supreme Court and President of the People’s Supreme Judiciary and then those are elected by NA
. In July 2007, the new National Assembly elected the country’s government leadership. 

The government of Vietnam is an executive agency of NA and the highest state administrative bogy of the country
. Currently the Government, which is led by the Prime Minister, includes 18 line ministries, 5 ministerial-organizations and some other professional agencies. The Government has a major role in executing Constitution and legislation, ensuring implementation of major political, economic, social, foreign relation directions, ensuring the effective state management from central to local levels. In addition, the government is responsible for carrying out the complex policy formulation process and guiding the policy-making agencies in the drafting of legislative documents which are normally assigned to the sector Ministers and their respective ministries. The process of drafting legislation counts on the advice and consultation provided by the ministries and local governments. It also involves the establishment of a committee of editors assigned the task of drafting the legislation, who are mainly experts from the various ministries. This is followed by the ratification of the NA, and thereafter the Government and Prime Minister will issue Decrees, Decisions and Instructions, and subsequently, the sector Minister issues specific Decisions and Circulars for implementation. 

Vietnam has 63 provinces and central cities
 with 646 administrative units of districts and 11,055 administrative units of communes and wards
. The political system at local level is similar to the national one (except for the judicial bodies), which includes a local Communist Party Bureau, a People’s Committee, a People’s Council, a Local Court and Prosecutor. At local government level (in provinces, districts and communes), the People’s Councils are directly elected by the people with five-year terms. The People’s Committees which are elected by the People’s Councils are State administrative agencies at local levels. Local People’s Court and Prosecutor is organized only at provincial and district levels.

Comprehensive linkages between the central and local level and among state bodies are illustrated in Diagram 1. In this diagram, red lines represent direct supervision from the higher central and local state administrative bodies over the lower level ones while the dashed-lines demonstrate the oversight role of the legislative over the executive and judicial bodies of the state. Organization, functions and duties state bodies are stipulated by laws. For example, main role and functions of National Assembly and the state bodies are briefly simulated in the Constitution (1992, amended in 2001). Further, detailed organization, operation and functions of each group of state organizations are defined in specific laws, including:   

· Law on government organization (2001), which stipulates the government’s functions and duties;

· Law on People’s Court (2002), which stipulates the role, organization and functions of people’s courts from central to local levels;

· Law on People’s Prosecutor (2002), which stipulates the role, organization and functions of people’s prosecutors from central to local levels;

· Law on People’s Council and People’s Committee (2003), which stipulates functions, duties, operation mechanism at local levels (provincial, district and commune).   

        Central Government Structure and Role 
By law
, the Government of Vietnam is the highest administrative bogy of Vietnamese State. It is responsible for the overall state management over the economy and implementation of the Constitution and laws. Among other duties set by law, government takes following responsibilities relating to economic aspects:
· Formulating socio-economic development strategy and plans to be submitted to the NA for an approval and organizing their implementation after that;

· Organizing the implementation of decided by NA development policy directions; formulating and implementing policies for achieving socio-economic development goals as well as policy measures for macroeconomic stability (i.e. monetary, fiscal, wages, price policies etc.); 

· Submitting budget plan, its allocation plan from the central budget to local levels to NA for an approval; organizing the implementation of approved state budget plan and submit the audited state budget report to NA;  

· Managing the effective use of assets belonged to so-called people’s ownership (i.e. land, natural resources, etc.); 

· Taking the role of state ownership in stated owned enterprises (SOEs) as stipulated by law.

· Coordinating external economic relations and activities; managing international economic integration; 

· Leading and organizing the state’s inventory and statistical works. 

To support the government to fulfil its role in economic aspect as mentioned above are the line ministries. Currently, major ministries relating state economic management are Ministry of Planning and Investment (MPI), Ministry of Finance (MOF), Ministry of Industry and Commerce (MOIC), Ministry of Agriculture and Rural Development (MARD), Ministry of Construction (MOC), Ministry of Transport (MOT), Ministry of Science and Technology (MOST), Ministry of Natural Resource and Environment (MONRE), State Bank of Vietnam, Ministry of Labour, Invalid and Social Affairs (MOLISA) etc. By law, these ministries are parts of the government, which are responsible for i) undertaking the state management over the specific economic sector within the whole country; ii) taking the state management role over the public services related to the sector; and iii) implementing the state ownership of its capital in SOEs
.  State management functions, duties and obligations of each ministry are clearly defined in a Decree that is issued by the Government. According to their assigned functions and duties, the Decree also stipulates structure of the ministry by which a ministry’s structure usually includes:     

   + Professional (or sectoral) departments, which undertake the state management over the related sector. The ministry’s departments are responsible for helping the Minister in formulating/drafting legal documents like Decision, Instruction, Circular those then will be signed by the Minister for their implementation within the whole country. These documents aim at realizing the ministry’s state management power over the specific sector by law and ensuring the implementation of legal documents issued by the Government or Prime Minister. In addition, professional departments also have duties on behalf of the ministry to supervise and monitor these legal documents’ implementation in practice. In education for example, Department of higher education (under MOET) should carry out inspection and supervision works over the universities. The purpose is to ensure universities’ proper implementation of the regulations. 

+ The ministry’s public service organizations, playing a role of providing public services that are assigned for the state’s obligation or supporting the ministry to fulfil its state management functions. These kinds of organizations can be information or data analysis centre, R&D institutions, statistical and data collection organizations; communication organizations etc. In principle, these organizations do not take the state management role of the ministry like its professional departments. However, they sometime are assigned to formulate/ draft legal documents or policy to be submitted to the minister for his decision. 
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+ State owned enterprises (SOEs) under the ministry’s supervision, which on one hand operate under the Law on SOEs (2003). On the other hand, they are supervised by the ministry as the state ownership representative of its capital in the SOE. The minister usually nominates general director and the members of management board who will represent the state capital ownership in its SOEs. To support large companies to become internationally competitive in the context of international integration, the government of Vietnam has established several economic groups of companies, which based on existing SOEs in a specific sector. Up to date, seven economic groups were established by Prime Minister and one economic group established by MOF
. In addition, some large corporations (called those under Decree 91, like Vietnam Airlines for instance) are also established by the Prime Minister and under supervision of related line ministries.  Several state general corporations were also established by line ministries (these are called general corporations under Decree 90). 

The above structural arrangement of the line ministries would raise several questions about the effectiveness of state governance that can be seen below:

First, as functions of the ministry are mixed-up between state management, direct involvement in public service provision and business activities. As a result,  the ministry would hardly pay enough attention on state governance, which is supposed to be its main duty, since a considerable human and financial resources of the ministry should be devoted for supervising and functioning its subordinated business firms and public service organizations. 

Second, the mixed –up state governance and business activities in line ministry’s missions would raise an issue of group interest conflicts. For example, as the line ministry has a duty of formulating state policies to supervise the businesses operating in its management areas, it is often happened that those policies tend to be in flavour of the ministry’s SOEs rather to create an equal playing field for all firms related. 

Third, the main reason for establishment of SOEs in line ministries is to create some leading national corporations, which would be able to compete internationally. However, the question of whether such arrangement helped groups of SOEs become internationally competitive is unclear, while there are obvious evidence of business preferential given by the state to SOEs (in credit and land access for example).  According to GSO (2008), there are currently more than 1,700 SOEs in Vietnam which were establishes by the central government, of which 8 special economic groups of companies and about 100 general corporations. These SOEs account for only 1.1% of total number of existing firms and contribute 17.6% of total employees and 25.3% of total net turnover from enterprises’ business. However, they presently manage 41.8% of total capital and 42.3% of total fixed asset. 

Fourth, while benefiting from preferential conditions given by ministry, the SOEs under line ministry’s supervision have sometimes to suffer the ministry’s direct intervention to their business activities, which is not always relevant to the context of a market mechanism. The ministry’s public service organizations are operating like an administrative subordinate organization and has very limited authority in deciding about their operational activities. Recently, several policy reforms were introduced to provide more independency and authority for these organizations, but the level of direct intervention of the ministry in their activities are still significant. 
Local Government Structure and Role 
People’s Committee (PC) is considered as local government in Vietnam. People’s Committee is assigned to decide important policies and measures to foster local potentials for socio-economic development, the nation security, to improve local citizens’ living conditions and to fulfil local obligations for the nation’s interest. One of the important state governance principles assigned to local government is to ensure the unified supervisions and guidelines from the central to local levels. In other words, the provinces have greater power and authority over lower levels. Duties and responsibilities of PC at different local levels are clearly indicated in the Law on People’s Councils and Committees (2003), by which PC at provincial level have the following key duties relating to economic governance:

· Formulating socio-economic development strategy and plans of the region under their authority to be approved by People’s Council before submitting to the government for its decision.

· To provide consultation to the national programs, policies and projects which will be implemented in the location and taking responsible for organizing and supervising these programs/projects implementation in their region. 

· To formulate the local budget and its allocation plan to be submitted to local People’s Council for its decision; to make budget allocation adjustments proposals and to submit the final local budget  statement for People’s Council’s approval;

· To control and supervise the tax collection agencies in the region;

· To develop the projects for introducing fees and other financial contributions of local citizen which will be submitted to People’s Council for an approval. 

· To undertake the role of state ownership over the capital contributed in local SOEs as well as the state represented owner of land in the locality.      

At district level, PC has the following economic governance responsibilities:

· To formulate annual socio-economic plans to be submitted to District People’s Council for its agreement and then to Provincial PC for its approval ; then, to carry out the plan implementation;

· To formulate district budget, its allocation plan and final fiscal statement. These then should be submitted to People’s Council for its approval and reported to the Provincial People’s Committee and Financial Division;

· To approve commune’s socio-economic development plan and supervise its budget performance. 

At commune level, a part from duties similar to those assigned to district level as mentioned above, PC at commune level is also given responsibilities for: managing effective use of land given to commune for its public use; constructing public investment projects and managing their use (like local road, public buildings, schools, clinics, electricity and water supplies boxes/units etc.). In addition, PC at commune level has a right to mobilize volunteer contribution of the public in investing in infrastructure and ensuring these resources are effectively used on the transparent and accountable manner. 

To fulffil their functions as mentioned above, organizational structure of local governments consists of different three groups of agencies, similar to those at central level. They are:

i) The professional divisions, which belong to local People’s Committee, having responsibility for consulting and supporting PC to undertake its local state management role as stated by law or as authorized by the PC. These agencies are under a dual supervision of on one hand, it’s related local PC and on the other hand, the higher levelled professional state agency. For example, Provincial Department for Planning and Investment (DPI) is administratively under the supervision of Provincial People’s Committee. At the same time, it has to follow the directions or guidelines of MPI in term of planning regulations and procedures.       

ii) Public service provision agencies, belonging to local government. They can be local public schools, hospitals, clinics, research and development (R&D) institutions, information centres etc.   

iii) Local SOEs which are under direct supervision of local government authorities and operate in accordance with Law on SOEs (2003). 

Similar to the structural arrangement at central government level as discussed earlier, current structural arrangement at local government also create similar issues regarding the principles of the good governance. In addition, as the local government has to follow the laws, regulations issued by the central state agencies, the local authorities do not have much independence in initiating additional policies/programs by themselves which beyond these laws. Recent decentralization process in various state governance aspects has provided more powers for local government to decide issues like fiscal and investment programs etc. However, this decentralization process requires the local staff capacity to be improved in order to make good policy and able to use their assigned resources more efficient.  

1.2. Judicial System, Property Rights and Contract Enforcement

The judicial system consists of courts and tribunals at various levels and the Supreme People’s Procuracy. The National Assembly supervises the work of the Supreme People’s Court, which is the highest court of appeal and the court of first instance for special cases (such as treason). There have been continuous efforts to strengthen and improve the judiciary system. In addition to clarifying the organizational structure and mandates of the courts, people’s access to justice has been increased in order to ensure just and impartial judgments and to promote effective protection of human rights. The qualification and capacity of judges, jurors of People’s Court and procurators at all levels have also been improved, as well as the quality and quantity of judicial staff. Lawyers associations, notary publics, judgment appraisals and legal institutions in all provinces and cities have been upgraded. 

Vietnam has a two tier court system, including courts of first instances and courts of appeal. The judgments are then susceptible to further reviews under special circumstances. The court system consists of the Supreme Court, the provincial People’s Courts and the district People’s Courts. There are specialised courts at the Supreme Court and at the provincial level. These include the Criminal Court, Civil Court, Economic Court, Administrative Court and Labour Court. The Chief Justice of the Supreme Court is elected by the National Assembly, has the term corresponding to the term of the National Assembly and can be re-elected
. 

Under the law, Vietnamese courts render their judgments independently. However, there are still many concerns on the independence of the courts. The tribunal panels at the first instance are composed of both judges and people’s jurors (usually one judge and two people’s jurors). People’s jurors at each level are lay people elected by the People’s Council of the same level at the recommendation of the Vietnam Fatherland  Front and could be re-elected. The participation of these jurors who are not qualified legal expert and who are elected by the local government raises questions on their capacity and on the influence of the local government on the court’s activities.  Another factor leading to the concerns on the independence of the courts is the unwritten practice of the local court requesting for opinion from the superior court in complex cases. Recent years experienced some reforms in the court system. The law in 2002 centralized the appointment of the judges by the Chief Justice of the Supreme Court instead of appointment by the local People’s Council. The budgeting of the local courts, previously decided by the provincial Departments of Justice, is now decided by the National Assembly. This hopefully will make the local courts more independent from the local government. 

The People’s Prosecutor has the mandate of public prosecution and judicial supervision. Similarly to the structure of the court, the People’s Prosecutor is organized into three levels: the Supreme People’s Prosecutor, provincial People’s Prosecutor and district People’s Prosecutor. In criminal cases, the People’s Prosecutor carries out the public prosecution role. In non-criminal cases, the People’s Prosecutor supervises the resolution of the cases and has the prerogative to participate in any part of judicial proceedings except the conciliation process. 

Culturally, Vietnam is not a litigious society. A large number of disputes are resolved outside of court. Vietnamese laws also highly emphasize the role of mediation. Mediation is a mandatory part of certain litigation procedures such as civil litigations, labour and marriage and family litigations. The State encourages the resolution of civil and family disputes and violations of the law which do not amount to criminal offences by means of mediation. At the local community, groups of non-professional mediators are set up to carry out this mediation mandate (such as woman union’s mediators at commune levels etc.).

Arbitration is a possible alternative for dispute resolution in Vietnam but restricted for commercial disputes only. Arbitration was not a popular dispute resolution means in Vietnam due to weak enforceability. Since the adoption of the new Ordinance on Commercial Arbitration in 2003, arbitration award given by a Vietnamese arbitration tribunal is automatically enforceable, i.e. the parties do not have to bring the award to courts for a decision for its execution. With the recent reform, it is hoped that Vietnamese arbitration centres are referred to more often and grow more rapidly. The most well-known Vietnamese arbitration organization is the Vietnam International Arbitration Centre at the Vietnam Chamber of Commerce and Industries.

Since the launch of Doimoi process, Vietnam’s socio-economic conditions have fundamentally changed with the diversification of ownership form in the economy. Constitution 1992 recognized several forms in addition to the only two ownership forms (i.e. people’s and cooperative ownership) accepted before Doimoi process. At present, different ownership forms existed in the economy, including people’s, cooperative, private and individual and private is protected by law. 

In process of transition to a market economy, business transactions in Vietnam were required to be undertaken under a contract scheme. In principle, any dispute occurred as a result of property right conflict or contract enforcement in Vietnam should be resolved according to related laws and regulations. By law, economic disputes in Vietnam can be solved through mediation, arbitration and court. Before 2005, regulation related to protection of property right and contract enforcement was stipulated in several legal documents, such as the Ordinance on Economic Contract (1989), Ordinance on Civil contract (1991), Ordinance on technology transfer and property rights etc. The year of 2005 remarked an important legal system reform of Vietnam when the Law on Intellectual Property and the Civil code were promulgated by NA. These laws include almost all issues related to property right, contract enforcement and mechanism to solve with conflicts regarding to the rights and obligations of investors or firms occurred in process of an economic activity.      

In recent years, Vietnam has made remarkable efforts to enforce the above laws. In particular, a significant improvement has been seen in contract enforcement performance. According to a recent assessment of the World Bank
 in its Doing Business 2010 Report, Vietnam was ranked at 32nd over 183 countries in the study, compared with the rank of 39 in 2008. Table 1 illustrates concrete indicators making the significant improvement in contract enforcement of Vietnam in comparison with the countries in the region as well as Mozambique. It is obvious that the performance of Vietnam in enforcing contract has been in advance, except Singapore.
Table 1: Contract Enforcement in Vietnam, Mozambique and some ASEAN countries

	Countries
	The number of procedures
	Time (days)
	Costs  (% of claim)

	East Asia & Pacific
	37
	538
	48

	Singapore
	21
	150
	25.8

	Malaysia
	30
	585
	27.5

	Philippines
	37
	842
	26

	Thailand
	35
	479
	12.3

	Vietnam
	34
	295
	28.5

	Mozambique
	30
	730
	142.5


            

Source: World Bank, Doing Business 2010

Better enforcement of property right protection regulations will help Vietnam attract more foreign investors that are now unwilling to enter the current somewhat lawless environment. The sharp rise in foreign direct investment (FDI) into Vietnam over the last years seems to indicate that foreign investors are not overly concerned with intellectual property rights protection in Vietnam. The implementation of civil and intellectual property right laws in recent years helped Vietnam present a better face to the international community but, more importantly, it’s a prerequisite to technological transfer and R&D by FDI firms. Doing Business Report 2010 ranked Vietnam at the 40th on the registering poverty indicator which elaborate the ease with which businesses can secure rights to property. This indicator involved several sub-indicators, like the number of steps, time, and cost involved in registering property. For the case of Vietnam, the figures are respectively 4 (procedures); 57 (days) and 1.1% of property value which are much lower than the regional average (5, 97.5 and 3.9%)
.

1.3. Private Sector and Civil Society  
Private Sector Development

Process of economic reform over the last 23 years has created favourable condition for private sector development in Vietnam. Over the last years, the government implemented remarkable legal and institutional reforms aiming at creating a more equal playing field for business activities and promote the development of private sector in the country. According to Vietnamese statistics, private (or can be called as non-state economic) sector include all legal entities (businesses) formally registered and operated under laws with an aim of producing trade goods and services. After the two Laws on enterprise and on investment were amended in 2005, the non-state economic sectors, which include both foreign invested and domestic non-state firms
 operate in the same legal framework like SOEs. As a result, non-state enterprises have become increasingly an important component of the national economy. According to recent enterprise census carried out by GSO, there are about 170,000 non-state enterprises operating in Vietnam in 2008 which is 4.7 times higher than that in 2000, making the country having the highest growth in the number of registered businesses.     

If we take a broader definition of private sector, the dimension of private sector in Vietnam is even much larger, which cover both formal and informal private sectors. The formal private sector is defined as all enterprises which have formally registered with a tax code, including some household non-farm businesses. Informal sector is considered as businesses operating without registration certificates and/or tax codes, including farm-based businesses. By this definition, private sector in Vietnam contributes 65.7% of GDP and employs 90.9% of total employees in 2008. Of which, non-state domestic sector contributes 47% of GDP and 87.2% of employment while those figures of FDI sector recorded at 18,7% and 3,7% respectively (Table 2). 
Table 2  : Economic and Employment Structure of Vietnam’s Economy by Ownership (%)

	
	1991
	1995
	2000
	2005
	2008

	Share of GDP
	100
	100
	100
	100
	100

	State sector
	31.2
	40.2
	38.5
	38.4
	34.3

	Non-state domestic sector
	68.9
	53.5
	48.2
	45.6
	47.0

	FDI
	0.0
	6.3
	13.3
	16.0
	18.7

	
	
	
	
	
	

	Share of employment
	100
	100
	100
	100
	100

	State sector
	10.4
	9.2
	9.3
	9.5
	9.1

	Non-state domestic sector
	89.6
	90.7
	89.7
	87.8
	87.2

	FDI
	0.0
	0.5
	1.0
	2.7
	3.7


                             Source: GSO, 2009
Despite the rapid growth in the number of registered businesses operating in the country, Viet Nam still has one of the lowest formal business density ratios in Southeast Asia. The development of the private sector is almost entirely associated with small and medium sized enterprises (SMEs), or more accurately, small and micro sized enterprises
 which account for 96.7% of total number of domestic firms. Given their small scale feature, domestic private sector in Vietnam often lacks production capital; they have less opportunity as compared with large firms in terms of access to land, bank credit, and business services for their production. According to GSO’s enterprise survey, most of domestic private companies are technologically outdated, and therefore they face difficulties in sustaining effective for a long time and being competitive in the market. 

In short, private sector in Vietnam has developed at a high growth rate but not in sustainable manner, and they are facing a lot of challenges in process of international integration. In order to develop private sector and to make it as an economic engine for the national development, the government should take more effective measures to push up its development (and this will be discussed in another paper within 2009 work plan of current FFU project).

Civil Society Development

In the last decade, Vietnam has experienced an active integration into the world economy and a multiplication of organisations within all fields of activity. The people’s participation in the development process has been increasingly enhanced. The current structure of civil society in Vietnam reveals that it is broad-based and comprises a large number of groups, organisations and associations. The Vietnam Fatherland Front (VFF) is an umbrella organization grouping twenty-nine registered mass organizations (women, workers, peasants, youth) and special interest groups (professional, religious etc.).  Among Vietnamese citizens, 74% are members of at least one organisation; 62% are members of more than one civil society organization.  On average, each citizen is a member of 2.3 organizations
.

In Vietnam, mass organisations have more direct impact on national policies than other types of civil society organizations, though some of the large professional associations have recently been permitted to comment on laws passed by parliament. At the community level, mass organisations constitute a very important organic link between the various administrative levels, from the centre to the communes and villages. This is particularly the case for the Women’s Union and the Old Aged Association, which serve as means to promote activities, initiatives, funding and ideas at the grassroots level. Most of mass organizations are government, or party-sponsored, which causes debate about whether or not they should be included as part of civil society. Another type of organisation, the Vietnamese non-government organizations (VNGOs), has been appearing since 1990. Mainly active in the cities, VNGOs have added a new dimension to organisational life.

The Vietnam Union of Friendship Associations is the official agency in charge of ‘people-to-people diplomacy. It controls the People’s Aid Coordinating Committee that regulates and monitors all international non-government organizations (INGOs) working in Vietnam. INGOs work with line ministries, technical agencies, local authorities, local governments and mass organisations for women, farmers, workers, youth (central to commune level) to deliver various forms of development assistance.

The Vietnam Chamber of Commerce and Industry (VCCI) is a semi-governmental organization that represents the private sector that emerged following the adoption of Doi moi. The VCCI’s membership is composed of SOEs, private companies and trade associations in equal numbers. The VCCI is not funded by the state yet it is a member of the VFF. In recent years, VCCI and its members increasingly involved in the policy dialogue and consultation with Vietnamese government. In particular, they have been actively participated in the law formulation and policy making process through consultation and remark to the draft laws and other legal documents.   

2. Resource Allocation and Budgeting Process

2.1. National Economic Resource Allocation and Budgeting Process

Resources for economic activities comprises of capital, human and natural resource. As Vietnam pursues the multi-sector economy, these resources are allocated among different economic actors: state, private, cooperatives and individuals. In transition from a centrally planned to a market oriented mechanism, allocation of these resources has been moved toward a market base. The recent development of factor markets like capital, labour, land, real estate markets has revealed as a strong evidence for this trend. However, the State have currently the authority in managing and allocating a major proportion of all kinds of the nation’s resources.  According to current Constitution, natural resources in Vietnam belong to the people’s ownership and the state has an authority for overall management and supervision for their use by the economic actors. In addition, the State represents the ownership of capital in SOEs accounting for about 42% of total capital in the existing enterprises. Since Vietnam launched Doimoi policies, state controlled powers over the economic resources allocation have experienced a decentralized trend from central to local levels. 

The State Budget of Viet Nam is a unified system, consisting of the central state budget and the state budgets at local levels. Each level of the State Budget is classified in detail by revenue resources, and by the responsibilities of subsidies mandates. Revenue resources and scope of subsidies for different levels of the State Budget are specified under the State Budget Law (firstly issued in 1996 and lately amended in 2003).  By this law, the Ministry of Finance (MOF) is responsible for the management of the financial, accounting and budgeting processes of the State. 

Over the last decade, Vietnam has carried out several tax reforms to make the tax system to be more modern and to meet with international integration requirement.  At present, more than a half of total budget revenue comes from domestic recourses (including tax and non-tax domestic revenue), of which revenue generated from businesses activities increased from 33.3% in 2000 to 35.7% in 2007  – see table 3. Budget revenue from natural resource extraction, especially from crude oil extraction has been seen as a significant part of the budget revenue, which accounted for 25% on average. Along with process of international integration, the state budget has less relied on the revenue from external resources. For example, custom duty revenue which used to contribute a considerable proportion of total budget revenue in the 90s now contributes less than 20% of total budget revenue. At present, there are still many rooms for further tax reforms in the future as the tax extraction rates of the natural resources,  environmental taxes... were set at relatively low level and personal income tax plays a limited proportion in total tax revenue.  
Table 3 : Structure of State budget Revenue during the period 2000-2007 (%)

	
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	TOTAL
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0

	Domestic revenue (Exc. oil revenue)
	50.95
	50.68
	51.29
	51.67
	54.77
	52.49
	52.03
	55.17

	Revenue from state owned enterprises
	21.7
	22.28
	20.24
	18.88
	16.85
	17.12
	16.58
	15.94

	Revenue from foreign invested enterprises
	5.22
	5.49
	5.87
	6.53
	7.91
	8.36
	9.25
	9.94

	Revenue from non state sector
	6.39
	6.47
	6.27
	6.8
	6.95
	7.42
	7.9
	9.87

	Fees
	2.99
	2.49
	2.44
	2.15
	2.19
	1.84
	1.78
	1.28

	Revenue from land and houses
	3.11
	3.73
	4.43
	6.93
	9.15
	7.78
	7.35
	10.74

	Other revenue
	1.95
	1.5
	3.59
	2.65
	4.18
	2.79
	2.45
	1.8

	Oil revenue
	25.93
	25.3
	21.4
	24.15
	25.43
	29.16
	29.82
	24.37

	Custom duty revenue 
	20.89
	22.09
	25.49
	22.23
	18.29
	16.7
	15.32
	19.11

	Grants
	2.23
	1.93
	1.82
	1.95
	1.51
	1.66
	2.83
	1.35


Source: General Statistical Office, GSO 2009

According to the current Budget law, budget revenue at the central level comes from different sources: i) 100% assigned revenues for central budget use, ii) sharing revenue between central and local budgets. Local budget can obtain revenue from different sources like: i) 100% assigned revenues for local budget use; ii) sharing revenue between central and local budgets; iii) transfer from central budget. Detailed of possible budget revenues of central and local levels by these different groups can be seen in table 4. It is important to note that Vietnam has a revenue sharing system that is different from those in other countries. The revenue “sharing rate” is the same for all shared taxes but it differs by province. In addition, the revenue sharing rate is determined by the gap between expenditure needs (estimated on the basis of norms) and revenue capacity. Before 2003, the sharing rate of the 56 poorest provinces was 100%. For the other 5 provinces the sharing rates were differed from 24 to 52%. In 2007, with more revenue assigned to subnational governments, number of provinces having the 100% sharing rate was 53 while other 11 other provinces have the sharing rate range from 26 percent to 90 %.       
Table 4 : Possible budget revenues at central and local levels
	Revenues at Central level
	Revenues at local budget

	100% assigned revenue

	VAT on imported commodities
	Land and house tax 

	Export and import duties
	Natural resource tax (excluding for natural oil and gas)

	Special consumption tax
	Tax on land use right transfer

	CIT  under the whole branch accounting system
	License tax

	Tax and revenue from crude oil
	Land use charge and rent

	Revenue from state capital and funds at the central level
	Agricultural tax

	Fees, charges and other revenues assigned 100% to be transferred to central level
	Proceeds from leasing and sale of state owned residential houses

	Government borrowing
	Fees and charges assigned 100% to local budget

	External grants at central level
	Revenue from lotteries

	Balance from previous year
	Revenue from state capital and funds at the local level

	Other revenues
	External aids to local government

	
	Revenue from the use of public land 

	
	Balance from previous year

	
	Other revenues (i.e. contribution from organizations, individuals etc.)

	
	Additional allocation transfer from the central budget

	Sharing revenues

	VAT (excluding VAT on imported commodities)

	CIT on enterprises (excluding those under whole branch accounting system)

	Personal income tax (PIT)

	Environmental protection charge for waste water

	Remitance income tax (excluding those on oil and gas sector)

	Special consumption tax on domestic goods and services

	Gasoline fees


Source: The authors’ collection from Budget Law and other related laws and regulations 

Over the past few years, Vietnam has taken significant steps in improving institutions, laws and regulations and practices to ensure greater financial accountability and transparency in public expenditure. Current State Budget Law expanded NA’s powers by making its responsible for the approval of the budget, including allocations to lower levels of government. The oversight function by the National Assembly and the provincial People’s Councils over public finances has also been substantially increased. Public access to financial information continues to improve. In parallel, there is a steady increase in the extent of  decentralization. By now, more than half of budget expenditures are  decided by authorities at sub-national levels. Provincial governments, in particular, hold a much greater authority to allocate resources based on their own priorities. By law, provincial government takes the full responsibility in administering and managing the local budget. At present, state budget expenditure accounts for 29.5% of GDP on average, making the budget deficit records at less than 5% during the period 2000-2007 (except for the year 2007) – see table 5.

Table 5: Structure of State Budget Expenditure in the period 2000-2007 (%)

	
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	TOTAL EXPENDITURE
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00

	Of which:
	
	
	
	
	
	
	
	

	Expenditure on development investment
	27.19
	31.00
	30.51
	32.91
	30.87
	30.15
	28.68
	28.08

	Expenditure on social and economic activities
	56.74
	55.14
	52.66
	52.77
	50.42
	50.37
	52.54
	53.06

	Of which:
	
	
	
	
	
	
	
	

	Expenditure on education and training
	11.63
	11.89
	12.04
	12.63
	11.83
	10.89
	12.12
	13.46

	Expenditure on health care
	3.17
	3.24
	3.14
	2.96
	2.81
	2.90
	3.74
	4.11

	Expenditure on economic services
	5.32
	4.85
	5.39
	4.51
	4.81
	4.49
	4.61
	4.04

	Expenditure on general public administration
	7.42
	6.73
	5.80
	6.27
	7.42
	7.14
	6.01
	7.31

	Adition to financial reserve fund
	0.78
	0.65
	0.36
	0.06
	0.04
	0.03
	0.04
	0.05

	Budget deficit/GDP (current price)
	-4.12%
	-5.38%
	-4.54%
	-4.71%
	-3.25%
	-4.10%
	-2.93%
	-7.30%


Source: General Statistical Office, GSO 2009

2.2. Local Resource Allocation and Budgeting Process

As mentioned earlier, the budget at each local level in Vietnam has to be approved by the corresponding People’s Council and reported to the upper government level. The local budgetting process has a highly hierarchical relationship among the different levels of government whereby communes report to districts, districts to provinces and provinces to the central government. Eventually all local budgets will get consolidated into the state budget, which is approved by the National Assembly. The budget reforms brought by the new State Budget Law (2003) have given provincial government considerable freedom to organize the budgets of district and commune governments. This reflects the need to adapt the different needs and circumstances in which provincial governments find themselves vis-à-vis their districts and communes. As a result, the proportion of state budget at sub- national level dramatically expanded as shown in table 6 below. In this table, the share of budget revenue generated by local government grew from 29.5% in 1997 to 76.2% of total national budget revenue in 2007 while its expenditure share recorded at 40% and 54% of total budget expenditure respectively.   

Table 6: Local state budget revenue and expenditure in the period 1997-2008

	
	Unit
	1997
	2000
	2005
	2007
	2008 (plan)

	Total revenue 
	 (bil. VND) 
	       65,352 
	         90,749 
	   228,287 
	      315,915
	        339,400

	Of which:  - local budget revenue 
	 (bill.VND) 
	           19,264 
	             22,269 
	        156,217 
	          240,882 
	             175,415 

	· local share in total state budget revenue 
	 (%) 
	29.5%
	24.5%
	68.4%
	76.2%
	51.7%

	Total expenditure
	 (bil. VND) 
	       70,749 
	      103,151 
	   262,697 
	      399,402
	        398,980

	Of which:  - local budget revenue 
	 (bill.VND) 
	           28,039 
	             45,083 
	        145,103 
	          214,864 
	             175,415 

	               local share in total state budget revenue 
	 (%) 
	39.9%
	43.7%
	55.2%
	53.8%
	44.0%

	Structure of local expenditure structure
	 
	 
	 
	 
	 
	 

	           Development investment  
	 (bil. VND) 
	              7,499 
	             14,737 
	           50,868 
	             65,406 
	                44,050 

	            Recurrent expenditure
	 (bill.VND) 
	           20,540 
	             30,346 
	           94,235 
	          149,458 
	             131,365 

	Ratio of Development investment
 and Recurrent expenditure
	 
	0.27
	0.33
	0.35
	0.30
	0.25


Source: Author’s calculation from Ministry of Finance’s web page: http//:www.mof.gov.vn

The budgeting process within subnational levels is similar to the planning process (to be discussed later). It starts after receiving a directive document of MOF to provincial government (usually in the period of the half year) requesting the preparation of budget estimate for the following fiscal year. The MOF’s letter provides main directions and guidelines about what should be included in the budget plan, what factors should be taken into account to make the budget estimates most practical and relevant. The process of budget formulation at each local level comprises of the following main steps:

Step 1:  Provincial government sends a request letter to districts, where district government sends a request letter to commune asking for their preparation of state budget plan for the following fiscal year. 

Step 2:   Based on the needs of the local, the relative government authorities (finance divisions) takes a responsibility for consolidating with other horizontal authorities and the lower governmental sub levels to formulate the budget plan. The budget plan contents include: i) Budget estimate for development investment and proposed list of investment projects; ii) Budget estimate for recurrent expenditure; iii) Budget estimate for implementing National Target Programs 

Step 3: Each drafted budget plan is discussed in People’s Council of the same level for consideration and comments.

Step 4:  The final draft budget plan will be submitted to the upper level and at the same time,  approved by the People’s Council.

Under the 2002 State Budget Law, district and commune levels are given more powers in deciding themselves how to spend their budget. This follows the principle of granting a great deal of flexibility to local governments to adapt to their diverse specific conditions. However this does not means communes – the lowest local government has the same power as those hold by districts and provinces. In fact, dimention of local budget should meet the needs for fulfilling functions and duties of the related local government assigned by law. The distribution of subjects for local budget expenditure at different local levels can be seen in Table 7.

Table 7: Distribution of state budget expenditure subjects at different local levels

	Spending subject
	Provinces
	Districts
	Communes

	1. Development capital investment
	Construction of basic economic infrastructure;

Support to the local SOEs by law
	Public schools, power, water supply, sanitation, transport.
	Construction of health centres, schools, local roads, water supply systems

	2. Recurrent expenditure for:
	
	
	

	 + Economic and social activities
	Public services provided by provincial level by law
	Public services provided by distrcit level by law and as assigned by provincial government
	Public services provided by commune level by law and as assigned by provincial government

	+ Subsidies
	Subsidies conforming to national programs
	As assigned by provincial government
	-

	
	Service for provincial debt
	-
	-

	+ Other expenditure
	As stipulated by provincial budget
	As stipulated in district budget by provincial government
	-

	+ Transfer
	Transfer to district budget
	Transfer to commune budget
	-


Source: Adjusted from the World Bank, 2005: Managing public expenditure for poverty reduction and growth. Public Expenditure review and  integrated fiduciary assessment.

It is important to note that the fiscal decentralization as mentioned above is happening in the context of a much strengthened public financial management. There has been a significant ongoing effort to enhance the transparency of government budgets and policies, thereby increasing accountability. This trend has been apparent since the approval of the 1996 State Budget Law and has been enhanced with the new 2003 State Budget Law. The new law states that the budget plans, budget final accounts and auditing results of the entire State Budget must be made public. It has become common practice to publicly announce budgetary policies, such as expenditure and allocation norms, budget processes, budget figures, data, and materials related to annual budget planning.  The final accounts for executed budgets at all levels of government are also made public. The various accounting mechanisms that used to operate in parallel are being unified, and an information management system is being set up, raising the prospect of a much stricter control of spending and better data on public expenditures through different levels of government. 
Another area where considerable progress has been made is in the control and external audit of the public accounts. Under the 2002 State Budget Law, the Treasury is now the lead agency responsible for expenditure control and financial management information at all levels of government. The role of the State Audit of Vietnam has been strengthened to conduct external audits covering all State Budget revenues and expenditures. The audit results are reported to the National Assembly and the auditing reports must be made public in accordance with the Government’s regulations. 
2.3. Development Investment Programs and Process 

Development investment constitutes an important part of the national budget expenditure and recorded at between 22-30% in the last decade. As the main proportion of state capital investment is used for developing infrastructure sectors (i.e. transport, electricity, gas and water) as well as public services (e.g. health and education), improving the efficiency and effectiveness of public investment would have a substantial impact on poverty reduction and growth. As illustrated in Figure 1, there has recently been a significant increase in the proportion of state budget investment managed at local level, which is now approximately 60% of total state budget for development investment purpose. This is a result of the reform in public investment programming, whereby the local governments are given more powers in deciding about the projects financed by the state budget.   

The main laws and regulations that directly govern the process of public investment planning and management are State Budget Law (amended in 2003), Law on Construction (2006), Investment Law (2005), Law on Public Procurement (2006) and their under-law regulations and guidelines. Under these laws and regulation, responsibilities for public development investment planning, financing and managing at the national level fall in the following ministries:

· MPI is responsible for investment policy, the balance between foreign and local investment; appraisal of certain projects for Prime Minister decision; preparation of annual and five year plans on development investments; coordinate with MOF on supervising implementation of investment plans funded by the central state-managed capital sources; prime responsibility in guiding and inspecting the implementation of the bidding regulation.

Figure 1:  Allocation of busget for development investment between central and local levels (%)
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· MOF is resposible for policies and regimes for mobilization of investment capital from various sources; coordinate with MPI in planning allocation of  investment capital to ministries, localities and important projects; unified financial management of loan capital and aid for development investment; financial inspection of state-funded projects.

· State Bank of Vietnam (SBV) is responsible for policy on banks and credit supervision; guarantees for foreign capital borrowings by credit institutions.
The local governments in their turn, take responsibilities in planning, allocating finance and managing the development investments within their supervision by law or as assigned by the upper level government. A part from development investment financed by the local state budget, local government receives various targeted transfers for investment (in essence, conditional grants) under National Target Programs (NTPs). Often the recipient province has significant discretion on exactly where NTP funds are deployed, within the overall guiding framework of each NTP. The list of investment projects to be financed by local state budget is usually prepared by the local authority which is in charge in planning and investment (Department of planning and investment). Depending on investment needs the respective local authority formulates a list of investment projects to be undertaken in the planned period. The list of investment project then should be integrated in the budget plan and is submitted to People’s Council for their decision as mentioned earlier.    

2.4. Recruitment in local government 
In the public administration system, government officers hold leadership positions or key roles in decision making process.  The election or promotion of high ranking officials is important issues that have impacts on the organization performance where the personnel are promoted. The selection of election, nomination or promotion of personnel depends on the position, role and task of each persionnnel would play in administrative system

With regard to People's Council at all administrative levels (provincial, cities belonging to central level, district level, and commune/town/ward level): People Council representatives are elected on principles of universal suffrage, equality, direct and voting by ballot on periodical basis. 

According to the Constitution, Vietnam Fatherland Front
 plays a political base of people's power, it works together with State for and protect the legitimate interests of people, monitoring and supervising the performance of State organs, people's elected representatives, State officials and employees. Vietnam Father's Front takes responsibility to organize the consultation for a selection of candidates  short list among people nominated by agencies or organizations. Vietnam Father's Front complies and identifies the list of official candidates for voting, people shall vote for those that they believe to be most deserve. The candidates who win the most and valid ballots shall be the official People's Council Representative for their locality . 
The local authority consist of People Council and People Committee at all level, in addition, there are also functional departments or divisions that are affiliated to People's committee of respective level. Therefore, the key positions such as directors, deputy directors of functional provincial departments shall be nominated by Chairman of People Committee of province; position of Head, deputy head of district functional sections shall be nominated by Chairman of People committee of district. The candidates for this position must be officially recruited as government employees.

Other managerial staff in state management agencies at different levels as mentioned above shall be employed and promoted based on the needs of organization, plan for employment and financial resource of agencies.

The recruitment is carried out by applying one among the methods of: recruitment competition, direct recruitment, recruitment by recommendation; pre-public service training. In Vietnam, the method of recruitment by competitive examination has been applied recently, so, there should be well organized procedure for recruitment that make sure the objectiveness, equality and creating equal opportunities for all citizens who want to be employed as public servants.  

Criteria to recruit

The personnel who are nominated to leader position or important positions must satisfy following criteria
 

· Requirement on political quality: this is especially important for leaders in public state system, the leaders must have the right political point of view for consideration and settlement of any problem, must be faithful to the Nation, State, Party and People, strictly comply the legislation, have good understandings on policy, guideline and legislation of Party and state, attain political certificates 

· Requirement on professional qualification: This is very important for leader to successfully perform their tasks. This includes technical skills, communication skills that present the capacity to communicate, cooperate and creating a good working environment so that employees will be motivated to dedicate themselves for work; skill of analysis and problem-solving in different context; capacity to develop interventions to address the problems and protect the benefits of people

· Requirement on organizational competence: Capacity to analyze the job performance, assigning the right person to do right work, ensuring relevance in workload and job allocation to facilitate the organization's performance 

· Requirement on personality of leaders:  have desire to be leader, good conduct, be honest and have individual experiences 

· Requirement on conduct and behaviour at work:  respect people, employees, keep disciplines, no corruption 

· Requirement on prestige: This is the sufficient conditions and the integral results of other criteria, presenting the capacity of leader and support to the leader
3. PLANNING, POLICY MAKING and DATA generation processes 
3.1. Planning and Policy Making Process

Development planning documents and process:

Although Vietnam has transferred from a central planning to a market mechanism, planning is still considered to be a state governance instrument over the economy. As the economy moves toward market mechanism, the business actors (i.e. SOEs, private sector, households etc.) make their business plans on their own. However, the state and its organizations still have a mandate to formulate development plans which then would be approved by the higher levelled state authority. The development plans are considered important documents for state governance which express the state vision, socio-economic development orientations and goals, as well as the policy measures to be pursued during planned period. 

The development planning system in Vietnam includes long-term plans (including strategy and master plans for a period of 10 to 20 years), medium-term plans (for a period of five years) and annual plans. By administrative levels, there are national, provincial, district or commune socio-economic development plans. As for sectoral planning, master plans for long period development of specific sectors of the economy are also formulated. In principle, the strategic plans, medium-term plans and annual plans are inter-related. In terms of duration, strategies and master plans have the longest time span, followed by the five year and annual plans. In principle, the main content of any plan, whether it is national, sectoral or local includes development orientations and goals, as well as the policy measures to be pursued during planned period (table 8).

Table 8:  System of Development Planning Documents in Vietnam

	Type of Planning Document
	Formulated by
	Approving Body

	National Development Plans

	Socio-Economic Development Strategy
	Strategy Drafting Committee (led by MPI) assigned by Prime Minister, submit to NA
	Party Congress 

	Five-Year Socio-Economic Development Plan
	MPI, submit to government 
	National Assembly

	Annual Socio-Economic Development Plan 
	MPI, submit to government
	National Assembly

	Regional Development Plan

	Regional Development Master Development Plan
	MPI
	Prime Minister

	Provincial/Centrally Run Cities Master Development Plan
	Provincial/Municipal (Drafting committee) led by People’s Committee 
	Prime Minister

	Provincial/ Municipal Development master development plans 
	Province/Municipal People's Committee
	Province People's Councils (for the remaining provinces/Municipals) and submit to MPI for integrating in national dev. plan

	Province/City Five-Year Development Plan
	Province/City People's Committee    ( DPI)
	Local Party’s Committee submit to MPI for reference in national dev. plan

	Province/Municipal Annual Development Plan
	Province/City People's Committee, (DPI)
	Provincial /Municipal People's Council submit to MPI for integrating  in national dev. plan

	Sectoral development plan

	Sectoral Development Strategy
	Line ministries
	Prime Minister

	Sectoral Master Development Plan
	Line ministries
	Prime Minister

	Sectoral Five-Year Development Plan
	Line ministries
	Submit to MPI in order to consolidate in the national SEDP

	Sectoral Annual Development Plan
	Line ministries
	Submit to MPI in order to consolidate in the national SEDP


Until now, the procedure for development planning has not been legalized in any law. Currently, the formulation of a development plan is undertaken according to guidelines issued by MPI and it is led by the planning agencies/divisions which are attached to either line ministries or local People’s Committees. In this process, the planning agencies are required to involve consultation and coordination with other related horizontal state agencies and organizations in the ministry and locality through an administrative manner. Before the plan period, MPI issues a circular guiding and instructing steps and specific requirements for plan formulation which is then sent to line ministries and provinces. Only then, the actual plan formulation will be started. The overall process of development plan formulation can be summarised in the following steps:  

Step 1: The ministry/province direct their sectoral departments (led by planning one) co-ordinately prepare the development plan.

Step 2:  Planning agency sends a request to related departments/ organizations to contribute in the development plan contents based on their proposed outlines.

Step 3: The departments send their contribution to planning agencies for its review and inclusion in the overall plan;

Step 4: Planning agency drafts the development plan based on the contribution of the above organizations and its owned approach of analysis;

Step 5: Planning agency submit draft of development plan to minister/People’s Committee Chairmen for his comments;

Step 6:  The final draft of development plan is submitted by ministry or PC to the approving body (as stated in earlier table) for its final decision. 

Over the last ten years, plan formulation process has been dramatically changed to make them more close to a market oriented economy. For example, instead of providing a comprehensive material indicators directly related to business activities, development plans now include much less number of directive socio-economic indicators. More importantly, development plans focus more on development goals, policy directions and macroeconomic stability measures. Since 2006, Vietnam’s development indicators in socio-economic development plans become more compatible to MDGs, which include economic, social and environmental aspects. In addition, the approved development plans at all administrative levels currently become more transparent to the public than ever before. However, it seems that current reform in planning process is relatively behind the economic and business reforms. Many areas in planning process should be adjusted in order to make it more relevant to current market institutional context.  

Historically, development planning process has been seen mainly the function of state authority and SOEs rather than the role of all stakeholders in the economy. Private sector, civil society and public do not take a visible and direct role in development plan formulation, design, implementation, oversight, monitoring and evaluation. In recent years, some ODA projects tried to involve grassroots households and communities in investment planning using a participatory approach as an experimental stage, but this practice will take some time to be widely disseminated nationally. 

Planning process is strongly regulated by the top-down administrative measures. As mentioned earlier, planning process was proceeded according to the direction and guideline given by the higher administrative levels. Local planning agencies, especially, those at districts and communes often felt to have limited room for their initiatives. Recently, the government promoted process of decentralization in the areas of budgeting and public investment planning, but the poor provinces still have to rely on the funding resource provided from central budget.       

Policy-oriented analysis, cross-sectoral debate and consultation of stakeholders are still limited in planning process at all levels. The planners have mainly based on administrative reports sent to them from the bottom - up. They did not have enough information and opportunity for proper policy impact analysis and consultation. The plan formulation time constraints and limitation of staff capacity are the key reasons for this situation. In addition, the lack of data and evidence based analysis in planning process is very obvious at the planning agencies in all levels. Practice of planning in local authorities shows that data provided by local statistical offices are often inadequate for proper policy analysis and planning.

Weak links between socio-economic development and national target programs, between development and budget planning are also the shortcomings of planning system in Vietnam. 

Weak coordination in planning of different ministries, regions and localities. Each ministry and local state organization has several plans with lists of expected policies but these do not accompany with detailed action plans, the prioritized policy areas. This creates difficulties for the most effective economic policies are identified, and budgetary resources be aligned accordingly in the plan. 

The plan monitoring and evaluation works are very week. In fact some oversights are carried out by planning agencies at all levels, but this work is done on an administrative reporting basis than an evidence-based approach and data analysis.   

Policy making documents and process 

In Vietnam, the policies are formulated by the government authorities and become legally active only after they are officially adopted by the state authorities in a form of the legal document. Private sector and civil society are mainly involved in policy consultation and discussion process rather than directly participate in policy formulation. The formal framework for policy making is set by the Law on Formulation of Legal Documents (issued in 1996 and amended in 2002 and 2008) that regulates the initiation of the new laws and amendments, the process of law adoption and its promulgation. According to this law, the system of legal documents in Vietnam consists of the following groups
:

· Legal documents approved by National Assembly in the forms of Constitution, Laws, NA’s resolutions;

· Legal documents issued by Standing Committee of the NA, in forms of Ordinance, and NA Standing Committee’s resolutions;

· President’s Decision and  

· Government Decrees;

· Prime Minister’s Decision;

· Circulars issued by line ministries, the general director of Supreme Prosecutor;

· Legal documents issued by People’s Council and Committee

Like other countries, policy formulation and enforcement in Vietnam includes main four steps: policy development (formulation), policy adoption, policy implementation and policy monitoring and evaluation (M&E). While the Law on formulation of legal documents provides detailed instruction about policy formulation process and adoption, there exist no formal rules or guidelines in regards to the process of policy implementation and M&E. In each legal document, there is a section authorizing state bodies to further detail the law provisions into under-law documents and to undertake M&E works. However, it is unclear in any laws or legal documents about the time frame for issuing under-law documents guiding implementation process and how M&E works should be taken place.  
        
Policy formulation (development) process: 

The policy formulation (development) process is stipulated in the Law on Formulation of Legal Documents which consists of the 5 steps: i) Planning for legal documents formulation; ii) Establishing a drafting committee; iii) Drafting legal document; iv) Consulting and commenting the drafted document; v) Appraising the drafted document before submitting to the authorized body for its adoption. Depending on the type of legal document to be developed, the state organization which is responsible for each step would be different as demonstrated in table 9.   

Table 9:   Summary of policy formulation proccess
	
	Laws, Ordinance
	Decrees, PM’s Decision
	Ministries’ Circulars

	Step 1: Planning for policy formulation
	A list is prepared by NA Standing Committee based on the government’s and other NA’s organizations or members proposals. The list is then approved by NA.
	A plan of document formulation is set by the government based on line ministries’ proposals and agencies. The government also assigns an executing ministry for drafting each document.   
	A plan of document formulation is set by the ministry based on the proposed list by its related sectoral departments. 

	Step 2: Establishment of Drafting Committee
	The committee includes at least 9 members from the executing organization, other state agencies, specialists and scholars
	Executing ministry set a drafting committee which includes members from the executing ministry, other related state agencies, specialists and scholars
	The minister assigns an executing department under its supervision to prepare the draft. At the same time a request letter signed by minister to be sent to other ministries for the coordination in regulation drafting process 

	Step 3: Drafting legal  document
	The drafting committee (mainly by the executing ministry)
Including the policy impact assessment
	The drafting committee (mainly by the executing ministry)
Including the policy impact assessment
	The executing department draft the regulation, discussed with related ministries, specialists and researchers.

	Step 4: Consultation and comment
	Organized by the drafting committee and executing ministry through 
	Organized by the drafting committee and executing ministry. The consultation is made by sending draft to state agencies for comments, seminars and publish the draft in web site for public comments.
	

	Step 5: Appraisal
	Draft laws /ordinances should be appraised by related ministries/state organizations before being submitted to the authorised state bodies for adoption 
	The draft legal document should be appraised by related ministries/state organizations before being submitted to the authorised state bodies for adoption 
	The draft legal document should be appraised by related ministries/state organizations before being submitted to the authorised state bodies for adoption 


It is clear that the public participation in policy formulation process can be seen only in step 4: consultation and comments. This can be done through various channels like workshops, publication of the draft document in website of related ministry, sending draft documents to related professional associations for comments etc. The question on how the public actually influences in the final draft very much depends on the policy maker’s seriousness in taking account their comments. In several cases, consultation and getting comments by the drafting agencies with the stakeholders are undertaken as a form of formality. Although the legal document drafting committee include specialists and scholars, but most of them often come from state organizations rather private sector or civil society. In addition, the requirement of application of regulation impact assessment in policy formulation process can not be met since there exist no formal guidelines or regulation about how the impact assessment should be taken.             
 Policy adoption process:  

After the final draft of policy document has been appraised by related authorities, the policy draft should be sent to higher authorized level for adoption. In the case of Law, NA will adopt the law after the final draft has been appraised by the standing committee with comments and revision. For government decrees or Prime Minister’s decision, PM signs the document after the policy final draft was appraised by related ministries, state organization, especially by the ministry of justice (MOJ). The circulars is adopted and signed by the minister after the final draft was commented by the related stakeholders as well as other ministries and appraised by the so called Department of legislation of the ministry.     
 Policy implementation (enforcement) process: 

After the law has been promulgated, it often takes quite a long time for the law become completely enforced. The reason is the government and then related ministries should prepare and adopt further regulations (in the forms of government Decrees and Ministries’ Circulars) to guide the law implementations. It is estimated that each law can only fully be enforced in practice only after one or two years.    
While the legal framework in Vietnam has developed considerably during the last years, it remains complex and inconsistent. The intense legislative reform of the last few years has resulted in the promulgation of around 200 implementation decrees, which in turn has led to the issuance of a large number of guiding circulars, decisions and other regulations by line ministries and local governments. The coherence between all of them therefore is far from being assured. It happens sometimes that the newly adopted legal documents and the existing ones are not consistent, even sometimes overlapped, that makes the enforcement of the legal system more difficult. In addition, the allocation of budget resources to courts, the terms of judges, the functions and operation of the procuracy undermine the independence of the judiciary. Lack of access to court proceedings and insufficient publication of court decisions limit transparency, and undermine the public confidence in the courts. Administrative courts are particularly weak and not able to make judicial review and correction of administrative action. The phenomenon of “criminalizing civil transactions” has led to investors’ hesitation when undertaking business in a large scale.  
Limited consideration of how legal provisions will be implemented is another issue which results in unrealistic laws and over-burdened service delivery. In this respect, there is a need for improved dissemination of laws to lower levels of government, along with clear guidelines on their interpretation, application and enforcement
. 
Policy M&E process: 

In Vietnam mandates for oversight, monitoring and evaluation of policy implementation, planning and budgeting are usually assigned to state agencies. For example, the NA is responsible for overseeing national targeted policy/programs, SEDPs and budget performance; the government is responsible for monitoring and evaluating the performance of sectoral and regional plans, the allocation and use of budget expenditures; local People’s Councils and People’s Committees are responsible for overseeing the local plans’ performance, budget allocation and utilization etc. 

In general, Monitoring and Evaluation (M&E) activities regarding policies and programs conducted by state agencies are not yet guided by any legal document. M&E is often assigned to different State agencies that formulated the policies, and it is not yet clears how they should undertake monitoring and evaluation properly. Consequently, reports prepared by them usually do not contain information needed for M&E but are rather like administrative reports with qualitative and descriptive evaluation, not supported by strong evidence and lacking appropriate policy impact assessments. 
To support M&E exercises, a good data and information system is essential. For the last few years, Vietnam has gradually developed a comprehensive socio-economic data system at national and local levels. The Law on Statistics was adopted in 2005 and thereafter implementation guidelines which created a legal foundation for central and local governments to collect information according to development indicators. The Law also requires that data should be accessible to interested parties and user-friendly. However, while the available data on economic aspects are quite comprehensive, data on social and environmental aspects are still rather limited. In addition, data inconsistency is often seen when for one single indicator, different government agencies may report various figures.        
3.2. Data generation, collection and dissemination

General Statistical Office - The key data-collecting institution 

According to the Law on Statistics, the state statistics system consists of concentrated statistics institutions, statistics agencies belonging to ministries, ministerial level agencies, government agency, people’s Supreme Court, People’s Supreme procuracy  

The concentrated statistics system is organized as line agencies consisting central statistics agencies (called as General Statistical Office - GSO) and local statistical agencies at local level 

The Government takes uniform state management over statistical performance. GSO is the institution that assists the Government to carry out the tasks and has power relating to statistical state management according to the regulation of the Government. 

Ministries, ministerial level agencies, within their own functions and power shall be responsible to organize statistical work and implement the state management over the statistical performance under their assigned areas. People’s committee of provinces and cities belonging to central level, within their own function and power shall be responsible for state management over the statistical work on their own locality. 

Recently, with the aim of improving effectiveness of state management over statistical work, the Government has issued the functions, tasks, power and organizational structure of GSO. GSO is an institution under Ministry of Investment and Planning (MPI), GSO has its own legal status, has national seal and being responsible for “assist the minister of MPI to exercise the function of state management over the statistical work, carry out statistical mission and disseminate the socio – economic statistics for organizations, individuals in accordance to the legislation”
. GSO has administrative departments to consult and assist the General director of GSO, including: department of national accounts, department on statistical methodology and mechanism and information technology; department of general statistics; department of industrial and construction statistics; department of agriculture, forestry and fishery statistics; department of commercial, services and price statistics; department of population and labour statistics; department of social and environment statistics. 

Among the functions and tasks assigned by the Government, GSO has to fulfill following tasks:

1. Submit to Minister of MPI for submission to the Prime Minister for approval of regulation on authority for issuance of statistical categorization tables (except the statistical categories belonging the sector of Court and people’s procuracy)
2. Submit to Minister of MPI for submission to the Prime Minister for approval of regulation on national statistical indicators system; base line statistical and reporting mechanism; general statistical report regime; long term and annual national program on statistics; census and general survey according to the law.  
3. Organization to implement the promulgated legal documents, strategies, planning and projections on statistical, national statistical indicator system after approval; carry out propaganda, education on legal. 
4. Providing professional skills for ministries, ministerial level agencies, institutions under the government, Supreme people’s court, Supreme people’s procuracy, people committee of provinces, cities belonging to central level in statistical reporting, statistical survey and statistical classification; 
5. Compile and process the statistical reports, statistical survey results from ministries, ministerial level agencies, institutions under the government, Supreme people’s court, Supreme people’s procuracy, people committee of provinces, cities belonging to central level 
6. Organize the statistical data collection on socio economic issues; developing and managing national database on socio economic statistics 
7. Preparing the monthly, quarterly and annual socio-economic general statistical report, review report on implementation of national target programs; performance and achievement  of national indicators, preparing analytical report and statistical projection of annual socio-economic development status 
8. Assists the Minister of MPI in management of socio – economic information and data dissemination in accordance to the law 
9. Disseminating statistical information under the national statistical system,  disseminating the socio – economic statistics for organizations, individuals in accordance to the legislation; being responsible for the accuracy of disseminated data

10. Compilation and publishing statistical yearbook, statistical publications of the Socialism Republic of Vietnam and statistical data made by foreign entities; carry out international statistical comparative studies 
Thus, GSO is the main institution that hold the responsibility to collect, compile and process of statistical report, survey results carried out by GSO as well as ministries, ministerial level agencies, institutions under the government, Supreme people’s court, Supreme people’s procuracy, people committee of provinces, cities belonging to central level 
Statistical surveys and national statistical indicators system
The existing socio – economic statistic data are the important information and data source for state management over the socio-economic development. The data is the results from survey collection, processing, and compilation of statistical data and survey based on the approved national statistical indicators system. 

National statistical indicators system
 is the set of statistic data reflecting the fundamental socio economic status of the country. The system consists of 274 indicators which are categorized into 24 different areas. These are the key information serving for state management in assessment, projection, strategy development, policy making, and preparing socio – economic development plan for each period, and at the same time, supply statistical data for organizations and individuals 

GSO is the leading institution, in cooperation with ministries to develop the national statistical indicator system which is served as basis for coordination in collecting information, compilation, analysis and dissemination of statistical data; developing national statistical survey, general statistic report regime and baseline statistical report regime. GSO takes the main responsibility in performing these tasks. Thus, each indicator/ or group of indicators is linked to functions and working areas of each ministry, so ministries have functions in collecting data, compilation of data and supply data to GSO. 

Socio economic statistic data bases that are currently used are the results from data collection, processing, compiling from national statistic survey and statistic reports produced by ministries, ministerial level agencies. Specifically, according to Decision 144/2008/QD-Ttg dated 29/10/2008 of the Prime Minister regulating the national statistic survey, GSO is the leading institutions for most of national statistic survey, supplying important data for researches, policies making and management purposes, these surveys include: macroeconomic, poverty and socioeconomic, enterprise, agricultural/industrial/services, … responding the requirements for national information system. A number of typical surveys are mentioned as follows: 

· Censuses: Census on population and housing (every 10 years); Rural, agriculture and fishery census (every 5 years); Census on administrative and public establishments (every 5 years) 

· Statistical survey (sampling) including 8 sub-groups: 

· Survey on land, population, labour and employment, including:  mid term population survey (every 10 years); annual survey on population changes and family planning; annual survey on labour and employment

· Survey on investment, national accounts, financial and monetary, including:  survey on financial investment (every 5 years); survey to collect information for formulation of joint- reference balance and calculation of intermediary cost efficient (every 5 years) 

· Survey on agriculture, forestry and fishery, including:  survey on land areas used for agriculture crops; survey on productivity and yield of paddy, annual and perennial crops (after harvest seasons very year) 

· Survey on industries and construction:  annual survey on enterprises, monthly survey on industries 

· Survey on commercials, tourism, transportation, telecommunication, information technology:  annual survey on private manufactory establishments 

· Survey on price: monthly survey on consumption prices; quarterly survey on prices of fuel and inputs for manufacturing industries; quarterly survey on prices of imported-exported commodities; quarterly survey on prices of a number of services; monthly survey on price for productions, quarterly survey on prices of agriculture, forest, fishery, industrial, construction and transportation 

· Survey on science and technology, environment protection: survey for research and development (R&D) every 2 years 

· Survey on health, education, culture, social order and safety; population living standard:  annual survey on nutrition; survey on private owned education units (every two years); Vietnamese household living standard survey (VHLSS) (every 2 years). Example on this survey is VHLSS 2004 with a sample size of 45900 households (of which 36720 households were selected for income survey, 9180 households were selected for both income and expenditure survey in 3063 communes/wards that is representative for whole country, 8 regions, rural, urban and provinces/cities). 
In addition to the official survey as indicated in the regulation, there are extraordinary surveys carried out upon the proposal of state or the users. A targeted survey on monitoring indicators on children and women in August 2006 is an example, its size of sample was 8355 households that were selected in 250 clusters based on the sample frame of population census 1999. Survey findings are served only for purposes of specific studies not included in the statistical yearbook. 

The socio economic data bases are produced, collected and compiled from statistical reports or the above-mentioned surveys as the official and fundamental data sources to response the demands and needs of data users in analysis and assessment of status. However, according to the review made by  Josie B. Perez
 as well as many other users, the quality of data from statistics reports or surveys produced by a number ministries and sectors is not good, information is poor and survey skill and data processing techniques is weak. The reasons behind include: panel statistics data is not included into administrative reports, the statistics reporting system is not consistently organized in a number of ministries and sectors; statistical staff is weak in capacity and the improvement of professional capacity for those staff has not been paid with sufficient attention. Especially, the work of data storing, rehabilitation and data classification does not exist in these ministries and agencies, so they have no panel data for projection. Therefore, the findings of analysis, projection is not in high quality, projection and forecast data is not reliable and not practical. 
Another reason behind is the qualification weakness of staff who involved carrying out the survey, especially for censuses that partly affects to quality of information. Other reason is technical infrastructure and physical conditions for statistics system are outdated, not consistently designed that hinder the advancement of statistic system
.  

Data dissemination 

After process of data collection, processing and synthesized, the data will be disseminated in many forms such as press launching, publication of CD of computerized data bases or raw data. In addition, GSO has its own web page to disseminate statistic data, information, economic analysis report as well as publications. 

The most popular publication that has been used most so far is the statistic yearbook. This is the publication that reflects most information and data from national statistic system and the compiled information from the national survey and statistic reports of ministries, central agencies and provinces. The statistic indicators are classified into following clusters:  Administrative units, land and climate; Population and employment; National accounts and state budget; Investment; Enterprise and individual/business establishment; Agriculture, forestry and fishing; Industry; trade, price and tourism; Transport and postal services, telecommunication; Education; Health, culture, sport and living standard; International statistics; 

In addition, for national large scale survey (annual or every several years) such as population census, survey on population changes and family planning, survey on labour and employment, survey on household living standard, enterprises… are disseminated in the launching workshop, findings are published in hard copy publication or CD-rom. Raw data shall be delivered upon the request of state agencies or research institutions 

However, with regarding to time for process of data collecting, processing and analysis to dissemination of data, there is a quite long duration (often takes 9-12 months for availability of results). The reason is that there is lack of consistent renovations at the different stages of process such as collection, compiling, computerization, the absence of good coordination between the central and local statistic institutions and agencies. There is no effective mechanism for information sharing, monitoring and supervision of statistic data production and usage that leads to waste of resource, statistic data is not consistent, overlapping or missing. Some indicators are not consistent such as growth of GDP of locality, economic growth of nation, poor household rate and others
   

Methodologies and techniques of using data in the planning and policy-making processes  

For policymakers, data and information on the concerning issues and interests are very necessary, which serve as important and indispensable inputs for planning and policy making processes. Without data and information, management in general or the planning, policy making in particular can not be fulfilled. However, it is critical thing for data and information usage is the quality and accuracy of data, the way in which data is processed in scientific, systematic and logical way. In addition, the dissemination of information and data timely, stably and sufficiently is one among the key requirements in establishment of national management information system. 
In the process of planning and policy making (shortly called as decision making
) a number of following methodologies and techniques
 can be applied:
Survey, studies:  This is the field-survey to get information and understanding the current status, collect data for processing, computerizing and analysis for finding out the tendency of changes, identifying the priorities that need to be addressed. In case, the input data and information is not available, survey need to be carried out to collect data. The regular sampling methods including: simple random sampling, systematic random sampling, cluster sampling, multi stratum sampling. The selection of methodology depends on the purpose of study and the fund available for study  

Projection: This is the scientific analysis based on the data or survey and fact studies in combination with logic inference to produce the projection for changes in future. Projection is very important for decision making; it needs to combine the predictions of both quantitative and qualitative factors. For example, in order to make a social protection strategy for period 2010-2020 ILSSA conducted a number of tasks, one of which is to project targeted groups
 that will get government assistance or beneficiaries from budget. Following steps are applied in projection
Step 1:  Identify the objective of projection, including both the time and information for projection.
Step 2:  Collecting information and analysing statistical data from concerning sectors, agencies for the issues of mutual concerns 

Step 3: Develop projection model. For quantitative socio - economic projection model (like population projection by rural-urban and by age or projection of poor household), numerical models and projection method based on tendency are required as tendency of movement of population, urbanization and economy have similar nature that have occurred in the past in the same region or other regions to project the tendency of the development, changes of socio - economic issues that we are concerned on. 

Beside, causal projection methods also can be applied for projection of employees participating in social insurance as method based on statistics numerical models, originating from the causal relations in development of objects and events that need to be projected. Basing on the characteristics, relationship coefficients between variables can be defined by applying regression equations.

Step 4:  Carrying out analysis, assessment of projection 

Step 5: Modifying the results of projection, selection of best information as the basis for decision making 

Visual projection method:  It is the combination of comments, discussion of experienced and senior specialists in analysis and inference based on the rules of development in case where necessary data and information is not available.  

Advisor consultation method: Grouping researchers, senior specialists and professional analysis’s who can use the results from previous researches and their practical working experiences for decision making. This method has been applied for long time in public administration in Vietnam as well as other countries over the world. Many important decisions made by these methods are very successful.  

Advisor consultation method, in principle, is applied with following procedure: (i) establishment of advisors; (ii) get advisor's consultation; (iii) analysis, assessment of comments, discussion and selection of optimal option. The research tools for application of this method include: interview, workshop, brainstorming, conciliation, Delphi... 
Econometric analysis method (quantitative method): using econometric relations, explanation of relations between the variables with objectives of decision in form of simulation and computerization to find the best option. The methods are linear projection, game theory, decision making by Markov chain, calculating probability, statistics... these are the indispensable methods for decision making process and improving the effectiveness of economic governance
Feasibility study method: this is the method to find rationale for decision making in the relation between the needs and capacity; between opportunities, possibility for successes and risks, advantages and disadvantages to ensure the economic effectiveness and social effectiveness for the decision. Feasibility study can apply many methods, but most popular is project analysis method; this is the most effective way to analysis, seeking for feasible choices from different perspective and comparison of choices for leaders to make decision. 

Simulation and trial method: applied when the issues that need decision are too complicated and can not find an answer by econometric method. So when making decision to apply on large scale or selection of optimal choice, it is the need to make a trial or simulation to test the reliability of the selected option. The options for trial or simulation are implemented on small scale for analysis, assessment of results and performance to test the effectiveness and reliability of choice before making final decision.
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