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I. Basic country characteristics
1. History overview
 Vietnam is located in a region considered a cradle of mankind, one of the earliest agricultural centres practicing wet rice farming, where the stone and metallurgical revolutions took place. On the basis of socio-economic development in the time of the Đông Sơn culture and given the struggle with nature and against aggression, Văn Lang State, the first State in Vietnam was established in the 7th century B.C. Thanks to their hard work and creativeness, Văn Lang (and then Âu Lạc) residents created a civilization that influenced the entire Southeast Asian region. Together with the formation of the first State in Vietnam’s history was the evolution of a diverse economy and advanced culture known as the Red River civilization (or Dong Son civilization) symbolized by Đông Sơn bronze drum, a heritage reflecting the quintessence of the lifestyle, traditions and culture of the ancient Vietnamese.

 In the cause of national building, the Vietnamese also had to cope with the foreign aggression. During 12 centuries from the resistance against the Qin dynasty in the 3rd century B.C until late 20th century, the Vietnamese had to endure hundreds of wars and uprisings against foreign aggression. The tactic, as stated in the Proclamation of Victory over the Wu “Bình Ngô Đại Cáo,”...Relying on surprises, we placed our weak forces before much stronger ones; In skillful ambushes, our few troops destroyed large units,” has become the rule of thumb for the wars to safeguard the Fatherland of the Vietnamese.

Since the 2nd century B.C, Vietnam had been dominated by different Chinese dynasties for more than a thousand years. During this period, the existence of the nation had been challenged which helped give rise to the spirit of indomitability and staunchness of the Vietnamese in the struggle to maintain the nation’s vitality, preserve and build on the quintessence of its culture and the determination to gain national independence.

Despite many vicissitudes, from Văn Lang, Âu Lạc to Vạn Xuân, Đại Cồ Việt and Đại Việt, the Vietnamese nation continued to develop in all fields, reflecting its strong vitality and unceasing evolution.

A typical feature of Vietnamese culture is the village culture. It is Vietnamese villages that have nurtured and fostered the quintessence of the traditional culture, the spirit of unity among the Vietnamese in the struggle against the domination of the North and the policy of assimilation of Northern dynasties to gain national independence, maintaining the nation’s traditions and cultures.

The Bạch Đằng victory in 938 opened up a new era in Vietnam’s history – the era of development of an independent feudal state, national construction and defense. As a result, the centralized-administration state was established under the Ngô (938-965), Dinh (969-979) and earlier Le (980 - 1009) dynasties. 

Then, Vietnam entered the period of renaissance and development under the Lý (1009-1226), Trần (1226-1400), Ho (1400-1407) and Le So (1428-1527) dynasties. Dai Viet, the name of the country under the Ly-Tran-Le So dynasties, was known as a prosperous country in Asia. This period marked the golden age of Vietnam’s history. Economically, this period saw the development of agriculture, irrigation (with the construction of the Red River dike) and the formation of traditional handicrafts. In terms of religion, Buddhism, Taoism and Confucianism were considered the three co-existing official religions exerting great influence on people’s life.

One important achievement in the Ly-Tran dynasties was the introduction of Nom scripts, Vietnam’s own writing system based on the reform of Chinese Han scripts. In addition, this period also marked the splendid development of education, science, culture, art, history and law etc (such as the establishment of Van Mieu Quoc Tu Giam– the first university of Vietnam, the introduction of Hong Duc Code and Complete History of Dai Viet etc). This period was called the Civilized Age of Dai Viet. Thang Long (the old name of Ha Noi capital) was officially recognized as the imperial city of Dai Viet according to the Proclamation on the transfer of the capital to Hanoi in 1010 by Ly Thai To.

From the 16th century, the backwardness and weakness of the feudal regime under Confucius ideology were revealed, feudalism fell into a decline. While many nation states in Europe were moving to capitalism, Dai Viet was bogged down in internal wars and divisions, which heavily impeded the country’s evolution despite certain developments in the economy and culture, the establishment of towns and ports and the growth of trade and exchanges between the 16th and 18th century. 

In the 19th century, Western capitalist countries entered the period of imperialism and colonialism. Through missionaries and trade, the French gradually dominated Vietnam. For the first time in history, the Vietnamese nation had to cope with the invasion of a Western country. In that context, some Vietnamese intellectuals were aware of the need to carry out reforms in an effort to bring the country out of stagnation and save national independence. Many plans of reform were proposed, yet rejected by the Nguyen dynasty. Subsequently, the country was driven into backwardness and deadlock. Vietnam became a semi-feudal colony for nearly 100 years from 1858 to 1945.

After setting up the colonist rule in Vietnam, the French colonialists quickly began large-scale exploitation in the country. Capitalist production relations infiltrated in Vietnam, stimulating the formation and evolution of internal capitalist factors, and as a result, narrowing and breaking up the existing feudal production relations. Vietnam’s economy thus moved from a backward and self-sufficient economy to a colonized one totally controlled by the French capitalists. A new social structure evolved along the line of capitalism, and subsequently the division between landlords and farmers was deepened while new forces, such as the working class, the bourgeoisies and petit bourgeoisies gradually came into being. Eventually, the struggle against the French colonialists was initiated by two forces i.e. the bourgeoisies (represented by Vietnam Quoc Dan Dang and Yen Bai revolt in early 1930) and the proletarians led by the Communist Party of Vietnam.

The formation of the Communist Party of Vietnam marked the prevailing strength of the working class and revolutionary movements led by the proletarians. In August 1945, under the leadership of the Communist Party headed by Nguyen Ai Quoc (later known as President Ho Chi Minh), the Vietnamese people and the Armed Propaganda Unit for National Liberation (now the People’s Army) successfully launched a general uprising to seize power. With the Proclamation of Independence on 2nd September 1945, the Democratic Republic of Vietnam came into being."

The globe-shaking victory of Dien Bien Phu (May 1954) and the Geneva Accord (July 1954) put an end to the war of resistance against the French colonialists, opening up a new era of independence and freedom for the Vietnamese nation in which North Vietnam embarked upon the transitional period towards socialism. According to the Geneva Agreement, South Vietnam was under the temporary control of the French and the Americans in the run-up to the general elections. Nevertheless, the general elections could never be held due to the interference of the United States. The Republic of South Vietnam headed by Ngo Dinh Diem was established by the United States. Vietnam continued to be divided for more than 20 years.

Between 1954 and 1975, Vietnam had to fight another war for national liberation and unification. With untold hardships, the war came to a successful end following the victory of the historic Ho Chi Minh Operation in 1975. Since then, the unified Vietnam has ushered into a new era of peace, unification and national construction.

However, in the first ten years of this period, many socio-economic targets were not achieved due to both internal and external reasons. Vietnam’s economy fell into crisis and stagnation and people’s lives were difficult.

At the 6th Congress of the Communist Party in 1986, the Doi Moi (reform) policy was launched with the focus on economic reform. This marked an important milestone in the new stage of development of the Vietnamese nation. The Doi Moi policy was consistently reaffirmed throughout the later Party Congresses. With the implementation of four five-year socio-economic development plans, Vietnam, from a food importing country, has become the second largest rice exporter in the world. Vietnam also exports a lot of other commodities with well-known brands. The economy attained high growth rate in the late 20th century and the early years of the 21st century, people’s lives have been significantly improved; social policy received greater attention, the legal system has become increasingly complete and social management based on the rule of law put into place.

Looking back on the formation and development of the Vietnamese nation, we can see that patriotism, self-reliance, tradition of unity and the willpower to fight for the righteous cause of the nation are the most important features and the moral standards of the Vietnamese. The tradition of industriousness, creativeness and patience originated from the life full of hardship of the Vietnamese people. The need to stand united to cope with difficulties and challenges has created close bonds between the people and the nature and among the people in the family and in the community in the family-village-nation relations. Throughout history, the Vietnamese people have been characterized by the traditions of mutual assistance, ethic-based lifestyle, benevolence, one-mindedness and sharing of hardships in needy times, flexible ways of behaviour, the tradition of eagerness to learn, respect for righteousness and tolerance. These are the powerful and endless endogenous strengths for the Vietnamese nation to embark on the cause of national construction towards the goals of strong country, prosperous people, just, democratic and advanced society.

 

2. Geography and natural resources

Location: Vietnam is located in Southeast Asia, bordered by the Gulf of Tonkin and the South China Sea to the east, China to the north, Laos and Cambodia to the west, and the Gulf of Thailand to the south. Vietnam shares land boundaries with Cambodia (1,228 kilometers), China (1,281 kilometers), and Laos (2,130 kilometers).

Size: Vietnam is long and thin, with an area of 330,363 square kilometers. Vietnam is a strip of land shaped like the letter “S”.
Mountains and hills cover two thirds of the mainland. Areas above 500m in altitude account for 70 percent of the mainland. The most grandiose and highest mountain ranges lie in the west and northwest of the country.

Việt Nam’s territorial waters make around 1,000,000 km2, with over 3,000 km long coastline lines. Việt Nam lies along the Indochinese Peninsula and circles the old southeastern part of the Asian continent with its back turned to the Eastern Sea (Pacific Ocean). These mountain and sea areas boast a diversity and richness in natural resources as well as minerals.

In the South West area of Central Vietnam, there is a huge “mountain-highland” at over 1,000m high, covered by basalt soil ideal for growing tropical and temperate industrial crops (rubber, tea, coffee and cacao).

Along the coastline, from the North to the South, Vietnam has lots of beautiful beaches, especially Hạ Long Bay with more than 3,000 islands, is listed by UNESCO as a World Natural Heritage site.

Jungles along the country are home to rare, precious animals and plants. In addition, there are some sub-climate regions in Viet Nam including regions with temperate climate and unique sight-seeing, such as Sa Pa (Lao Cai Province), Da Lat (Lam Dong province) and plenty of lakes, streams, falls and extraordinary caves.

Natural Resources: The mineral coal such as mines, bauxite and precious metal are mainly in the North and the Central; on the offshore and coastline we have lots of oil field and natural gas. In the rivers, lakes and territorial waters we have variety of fishes, shrimps and aqua products.

Ethnic Groups: Vietnamese are the predominant ethnic group, constituting 85 to 90 percent of the population. Chinese account for 3 percent of the population. Other ethnic groups are the Hmong, Thai, Khmer, Cham, and Montagnards, an indigenous group living in the Central Highlands. 

Languages: Vietnamese is the official language of Vietnam. 

Religion: With 7.6 million followers, Buddhism is the most popular religion. The second most popular religion is Roman Catholicism, with 6 million adherents. Other faiths, with the number of followers indicated, are Cao Dai (2 million), Hoa Hao (1 million), Protestantism (500,000), and Islam (50,000).

Administrative Divisions: Administratively, Vietnam consists of 58 provinces and 5 municipalities. The provinces are An Giang, Bac Giang, Bac Kan, Bac Lieu, Bac Ninh, Ba Ria-Vung Tau, Ben Tre, Binh Dinh, Binh Duong, Binh Phuoc, Binh Thuan, Ca Mau, Cao Bang, Dac Lak, Dac Nong, Dien Bien, Dong Nai, Dong Thap, Gia Lai, Ha Giang, Hai Duong, Ha Nam, Ha Tinh, Hau Giang, Hoa Binh, Hung Yen, Khanh Hoa, Kien Giang, Kon Tum, Lai Chau, Lam Dong, Lang Son, Lao Cai, Long An, Nam Dinh, Nghe An, Ninh Binh, Ninh Thuan, Phu Tho, Phu Yen, Quang Binh, Quang Nam, Quang Ngai, Quang Ninh, Quang Tri, Soc Trang, Son La, Tay Ninh, Thai Binh, Thai Nguyen, Thanh Hoa, Thua Thien-Hue, Tien Giang, Tra Vinh, Tuyen Quang, Vinh Long, Vinh Phuc, and Yen Bai. The municipalities are Can Tho, Da Nang, Haiphong, Hanoi, and Ho Chi Minh.

Provincial and Local Government: Provinces and municipalities are subdivided into towns, districts, and villages. The provinces and municipalities are centrally controlled by the national government. The towns, districts, and villages are locally accountable to some degree through elected people’s councils. 

3. Demography

According to 2009 Population Census, Vietnam's population is 85.789 million, an increase of 33.051 million as compared to 1979 Population Census.  On average, it grows by 1.1 million people annually, equivalent to the population of a province. Given such population size, Vietnam is still listed in the group of largest population countries in the world, the third populated country in Southeast Asia and the 14th worldwide. 
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Figure I.1: Vietnam population, 1960-2009.

In 2009, Vietnam's population density is 259 people/square kilometer, ranking 41 among 208 countries and territories in the world, 8 among 11 Southeast Asian countries and 16 in 50 Asian countries and territories.

Natural population growth of Vietnam is 1.2 percent, the 8th highest population growth in Southeast Asia and 11th in the world.  This has been a positive achievement gained of long-lasting population planning program in Vietnam.

The average life expectancy is 72 years, 70 for men and 73 for women, ranking 4th in Southeast Asia, 20th in Asia and 83th in the world.

In 2008, Vietnam's HDI was only 0.733, standing 105 out of 177 countries.  This index was relatively low in comparison with other countries in the region and in the world.

The population, which traditionally has been primarily rural, has become increasingly urbanized since 1986, when the Doi Moi economic renewal program began to boost income and employment opportunities in the cities. In 2009 about 29.6 percent of Vietnam’s population was urban and 70.4 percent rural, down from 85 percent in the early 1980s. Vietnam’s net migration rate was estimated at –0.45 migrant(s) per 1,000 population in 2004. Consistent with the trend toward urbanization, urban areas, such as Ho Chi Minh City, Hanoi, Da Nang, and the Central Highlands, have attracted the most migrants. In addition, a steady stream of migrants continues to move from the North to the South. 

Population distribution by geographical region

The distribution of Vietnam's population is uneven and largely differentiated by economic and geographical region. Plain regions, consisting of Red River Delta and Mekong River Delta account for only 17 percent of the country's total natural area but they are occupied by 43 per cent of the country's population.
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Figure I.2: Percentage of population distribution by region, 2009

Source: Population census  1/4/2009, General Statistic Office.
On the contrary, less than one tenth of total population (8.8 percent) live in Northwest and Central Highland regions which make up 27 percent of the country's total area.

Table I.1: Distribution of Land areas and population by region, 2009.

	Region
	Land area (%)
	Population (%)

	Red River Delta
	4.5
	22.8

	Northern mountainous and midland 
	29.8
	12.9

	North and South Central Coast
	25.6
	22.0

	Central Highland
	16.5
	6.0

	South East
	10.5
	16.3

	Cuu Long River Delta
	12.1
	20.0

	Total
	100.0
	100.0


Source: Population census  1/4/2009, General Statistic Office.
Significantly declining birth rate and increasing life expectancy are the two elements that cause the phenomenon of population aging in Vietnam with decreasing proportion of young population and increasing portion of the old group.  This fact is reflected in Vietnam's population pyramid.

The bottom of the pyramid is narrowing down, especially for the groups of 0-4 and 5-9, showing that Vietnam's birth rate tends to go down.  The proportion of population less than 15 decreased from 39 percent in 1989 to 33 percent in 1999 and further went down to 24.7 percent in 2009.  The top of the pyramid is widening, reflecting the increase in the number of old people.  Population aged 65 and over accounted for less than 5 percent in 1989 and by 2009, it reaches 5.8 percent.
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Figure I.3: Vietnam population pyramid by percentage of age group, 2009

Source: Population census  1/4/2009, General Statistic Office.
Above pyramid shows that population structure by age of Viet Nam currently is considered the one of “golden population” with the proportion of population aged over 15 was 75.2 per cent in 2009, of which the rate of male was (50.73 per cent in 2008), just a little bit higher than the female’s. And an alarming trend in this period is the gender imbalance with the proportion of males to females increasing from 105/100 in 1999 up to 110/100 in 2008. Therefore, if there no timely intervention and adjustment, there would occur instability not only naturally, but also in terms of socio-economic problems in the long-run.

Labour force of Viet Nam in 2008 was 47.7 million, of which 73.5 per cent were based in rural areas. The labour force grows by 1.2 million each year creating a significant challenge of employment generation. 58 per cent of the labour force is based in rural areas where the labour force has reduced due to the impacts of urbanization and rural-to-urban migration.

The rate of people participating in labour force reduced from 72.13 per cent in 2000 to 69.7 per cent in 2008. The proportion of female labour force tends to decrease faster than men’s, from 68.8 per cent in 2000 to 65.4 per cent in 2007
. The proportion of people aged 15-24 participating in labour force reduced from 56.2 per cent in 2000 to 54.8 per cent in 2007
. Such trends show the fact that the youth put off participating in labour force to join activities of education and training, and female workers take part in non-production activities.

Qualification of labour force has improved. Economic growth and increasing living standards have been increasingly improved along with educational development policy of the Government. These are important contributions to improve qualification of Vietnamese people in general and population participating in economic activities in particular. In 2007, the rate of high school graduates increased from 19.6 per cent in 2004 up to 23.6 per cent in 2007. However, secondary level in education of the labour force is still low, and there still remains 45.2 per cent of labour force at level lower than high school grade. This means that those workers are unable to have opportunity to participate in techinical/secondary school higher because their qualification is lower than entrance level of training schools. 

Technical and professional skills of the labour force are being improved. The proportion of trained workers has increased and reached 37 per cent in 2008. The share of workers, who are vocationally trained, increased quickly (1.2 million people annually), reaching 25 per cent in 2008. This reflects Government attention to vocational training for workers through the issuance of the Law on Vocational Training, Master Plan on Renovation and Development of Vocational Training, and training for farmers, youth and other typical groups of workers. Increasingly, training is becoming more market driven and reflects more investment both in capital and materials for vocational training programmes.

4. Political system, key institutions and governance

Over the past 79 years, the Communist Party of Vietnam (CPV) has been in the vanguard of the struggle for national independence, liberating the country from almost a century of domination by western colonialists and leading the people to total victory in the 30-year resistance war against powerful aggressors. Since the country's reunification, the CPV has led the Vietnamese people in carrying out the country's renovation, modernization and industrialization.

The CPV has established a nationwide political system with the Party serving as the core that assists the Party leadership and mobilizes the people to realize the goals of national independence, democracy, and social progress. At present, the CPV has worked out a program for national construction which may be described as: Rich people--strong nation--equitable, democratic and civilized society. To achieve these goals, the CPV, in accordance with the principle of "the people as the country’s roots", has set up a wide and diversified political system.

The current political system of Vietnam is composed of the following: the CPV, political organizations, socio-political organizations, socio-professional organizations, and mass associations.

· The Communist Party of Vietnam:
The CPV was established on February 3, 1930. Over 79 years of its existence, the Party has been renamed several times: the Vietnam Communist Party (February 1930), the Communist Party of Indochina (October 1930), the Vietnam Workers’ Party (February 1951), and the Communist Party of Vietnam (December 1976).

As stated in the Party's statute adopted in its 9th National Congress on April 22, 2001, the CPV, "established and trained by Comrade Hồ Chí Minh, has led the Vietnamese people to carry out successfully the August Revolution, establishing the Democratic Republic of Vietnam, now the Socialist Republic of Vietnam, to defeat foreign invaders, to abolish the colonial and feudalist regime, to liberate and reunify the country, and then carry out the cause of renovation and socialist construction and firmly defend national independence."

The CPV, vanguard of the working people and the whole nation, represents the interests of the working class and the nation.

The aim of the CPV is to make Vietnam a strong, independent, prosperous and democratic country with an equitable and civilized society, to realize socialism and ultimately, communism.

The CPV adopts Marxism-Leninism and Hồ Chí Minh Thoughts as the firm ideological foundations, serving as guidance for its activities, promoting the nation's traditions, and absorbing other nations' essential ideas. By thoroughly grasping objective laws, epochal trends and the country’s realities, the Party has worked out sound political programs and revolutionary policies to meet the aspirations of the people.

The Party is firmly organized and unanimous in ideological views and actions. It takes democratic centralism as its fundamental organizational basis, practicing criticism, self-criticism, and strict discipline, pursuing collective leadership and individual responsibility, and promoting comradeship and solidarity in line with the Party's political programs and statutes. The Party makes great efforts to maintain its close relationship with the people. The Party operates in accordance with the Constitution and other laws.

The CPV is the Party in power in Vietnam. It respects and promotes the mastery of the people over the country, and is under the people's supervision. The Party relies on the people to strengthen its organization, unites and lead the people in the revolutionary cause. The Party leads the political system and is a member of that system. The Party leads, respects and promotes the role of the State, the Vietnam Fatherland Front (VFF) and other socio-political organizations.

The Party combines genuine patriotism with the pure internationalism of the working class, proactively contributing to the struggle for peace, national independence, democracy and social progress of the world's people.

The Party, with its strong political base, firm ideology and stable organization, often carries out self-renewal and self-readjustment. It unceasingly strives to improve the qualifications of the cadres and Party members, affirming the Party’s fighting power and revolutionary leadership.

 Organization and Structure of the CPV
The Party organizational system is established in line with the State administrative apparatus from Central level to provincial, city, district, and communal levels as well as in administrative bodies, schools, enterprises, political/social/professional organizations, army units and police forces. The Party cells are the Party's grassroots foundations.

Article 4, Chapter I of the current Constitution, adopted by the National Assembly on April 15, 1992, defined the role of the CPV: "as the leading force of the State and the society."

"The Party’s activities are governed by the Constitution and laws."

Being the party in power whose mission is to lead the country in all fields, the Party directs State and socio-political organizations through:

- Deciding on political programs, strategies, and guidelines for national construction and defense; carrying out the leadership through ideological work, personnel management, and supervision over the implementation of its political programs, guidelines, and strategies;

- Consistently directing the personnel work and managing the contingent of cadres, at the same time promoting the responsibilities of organizations in the political system and their leaders in charge of personnel work;

- Introducing competent cadres for posts in State agencies and in socio-political organizations;

- All Party cells and members working in the State agencies as well as socio-political organizations must strictly observe the Party’s resolutions and directions; the Party cells direct the concretization of these documents into the State’s laws and organizations’ regulations as well as their implementation.

To consolidate its full leadership, the Party does not directly cover all activities but works through its affiliates, in line with the Constitution and laws:

- In the State leading agencies (National Assembly, People’s Councils) and socio-political organizations at the central level and in provinces/centrally-administered cities which are formed through elections, Party committees set up Party bodies at the same level, composed of some Party members who work for the related organizations and some members appointed by the same-level Party committees. The role of the Party bodies is to lead and make other members of the organizations implement the guidelines and policies of the Party, increase the influence of the Party, improve the close relationship between the Party and the people, realize the Party's resolutions on organization and personnel management and decide matters of organization and personnel management in line with the duties assigned by the Politburo.

- In judicial and executive bodies (the government, ministries, courts, the inspection agency, etc.) at the central level and in provinces/centrally-administered cities, Party committees set up the Party boards at the same level, which are composed of some Party members who work for the related bodies and some appointed by the same-level Party committees, including the secretaries. The role of the Party boards is to make other members of the bodies understand and implement the Party's guidelines and policies; give advice to the Party committees on operation, duties, organization, and personnel management; make decision within their competence; and to observe the implementation of the Party's guidelines and policies.

- As for the security and armed forces, there are the central military committees and the security Party committees.

With those bodies, the Communist Party of Vietnam has a nationwide organizational system, from the Central to grassroots levels, and in political- social organizations and economic entities.

· State system:
(i). The National Assembly
The National Assembly is the highest representative organ of the people; the highest organ of state power of the Socialist Republic of Vietnam, the sole organ that has the constitutional and legislative rights.

·  Functions:
The National Assembly decides the fundamental domestic and foreign policies, the socio-economic tasks, national defense and security issues, the major principles governing the State machinery, the social relations and activities of citizens. The National Assembly exercises the right to supreme supervision of all activities of the State.

 The National Assembly has the highest authority to make Constitution and Laws. Legal documents promulgated by the National Assembly are the Constitution, codes, laws and resolutions.

The National Assembly has three main functions: legislative, deciding the important issues of the country and carrying out the supreme supervision power of all activities of the State.

· The Legislative Function
The National Assembly is the sole body empowered to adopt the Constitution and the laws. The National Assembly not only adopts and amends the Constitution and the law, but also decides on the legislative program.

According to the 1992 Constitution, the President of the Republic, the Standing Committee of the National Assembly, the Ethnic Council, the Committees of the National Assembly, the Government, the Supreme People's Court, the Supreme People's Procuracy, the Vietnam Fatherland Front and its members, as well as the individual Deputies to the National Assembly have right to present bills to the National Assembly.

Before being presented to the National Assembly, bills are first examined and commented on by the Ethnic Council or the relevant Committee of the National Assembly. The bills are then sent to all Deputies to the National Assembly not later than 20 days before the opening date of the National Assembly session.

The bills which require public discussion are published and aired by the mass-media, so that the people and the state organs at all levels are able to have comment before presentation of those bills to the National Assembly.

All bills are discussed at the National Assembly session, first by groups of members, and then by all the members at a plenary session.

A bill becomes duly-adopted law when a single majority of the Deputies to the National Assembly vote in favor of its adoption.

After being adopted by the National Assembly, the bill must be signed by the President of the National Assembly. The President of the Republic promulgates the law, which becomes effective no later than 15 days from the date of its adoption.

· The function of deciding the important issues of the Nation
As the highest state authority, the National Assembly make decision on the socio-economic development plans of the country; on the national financial and monetary policies and on the estimates of the national revenue and expenditure plans. It also decides the State budget, approves the national revenue and expenditure balance of account, and levies, amends and abolishes taxes.

The National Assembly elects the President of the Republic, the Chairman of the National Assembly and the Prime Minister. It approves all appointments of Ministers upon the recommendation of the Government.

The National Assembly has the authority to establish and dissolve ministries and ministerial level agencies of the Government, as well as to establish, merge, divide and adjust the boundaries of the provinces and cities directly under the central authority. It can also establish or dissolve special administrative economic establishments.

The National Assembly decides issues of war and peace. It also has the power to declare an emergency situation and may take other special measures to ensure national defense and security.

The National Assembly decides on amnesties and referenda.

With respect to foreign affairs, the National Assembly decides on fundamental external policies. At the request of the President of the Republic, it ratifies or revokes those international treaties that Vietnam has signed or adhered to.

· The supervision function
The National Assembly exercises the supreme power of supervision over all activities of the State. This function is carried out through the activities of the National Assembly, the Standing Committee of the National Assembly, the Ethnic Council, the Committees of the National Assembly and individual deputies to the National Assembly.

The National Assembly examines all working reports of the President of the Republic, the Standing Committee of the National Assembly, the Government, the Supreme People's Court and of the Supreme People's Procuracy.

The National Assembly considers Activity Reports of the President of the Republic, the Standing Committee of the National Assembly, the Government, the Supreme People's Court and the Supreme People's Procuracy. It is entitled to abolish any legal documents issued by the President of the Republic, the Standing Committee of the National Assembly, the Government, the Prime Minister, the Supreme People's Court and the Supreme People's Procuracy, that is not conformed to the Constitution, the Laws and Resolutions of the National Assembly.

The Standing Committee of the National Assembly supervises the implementation of the Constitution, the Laws, and the Resolutions of the National Assembly, as well as the Ordinances, and Resolutions of the Standing Committee of the National Assembly. It also supervises the activities of the Government, the Supreme People's Court, the Supreme People's Procuracy. It may suspend the effect of any legal document of the Government, the Supreme People's Court, and the Supreme People's Procuracy, which is not in conformity with the Constitution, the Laws or the Resolutions of the National Assembly, and may request the National Assembly to consider abolishing any such documents, and to abolish any such documents of the Government, the Prime Minister of the Government, the Supreme People's Court, and the Supreme People's Procuracy, which are not conformity with the Ordinances and the Resolutions National Assembly of the Standing Committee of the National Assembly.

The Ethnic Council and the Committees of the National Assembly supervise the implementation of the Constitution, the Laws and the Resolutions of the National Assembly within their respective fields of responsibility. They may require the agencies, organizations and individuals under their supervision to provide documents and reports on the subjects under consideration. .

If any violation of the law is discovered, the Ethnic Council and the Committees of the National Assembly are entitled to require the violating organization or individual to cease such violation. They may also recommend measures against the authorities or/and and may also report the matter to the Standing Committee.

The results of the supervision, together with the recommendations of the Ethnic Council or the Committees, are reported to the Standing Committee of the National Assembly and the relevant agencies are notified.

The Deputies to the National Assembly may question the President of the Republic, the President of the National Assembly, the Prime Minister, Ministers and other members of the Government, the President of the Supreme People's Court and the Procurator General. The person who is questioned must answer in person to the National Assembly at its session. In case investigation is required, the National Assembly may decide to convey the question either to Standing Committee or to the next session, or by written response. The deputies to the National Assembly may also require the state agencies, social organizations, economic organizations, and the armed force units to answer any questions put to them. The Head of such agencies, organizations and units are obliged to answer within the period of time as provided by the law.

· The terms of the National Assembly: The term of each National Assembly is five years.

· Deputies to the National Assembly:
Any Deputy to the National Assembly must be a person, who is at the youngest of 21 and faithful to the Fatherland and the Constitution of the Socialist Republic of Vietnam, striving to implement the renovation for the course of wealthy people and strong country; having a sufficient level of qualification, and being capable of performing the duties of a Deputy to the National Assembly, deciding important issues of the Nation, having good conduct, moral and ethics, and who is otherwise exemplary in respecting the law and worthy of the people's trust.

Deputies to the National Assembly are elected directly by the people and act on behalf of the people in the National Assembly.

A Deputy to the National Assembly takes part in deciding issues within the competence of the National Assembly such as adopting the Constitution and all laws, deciding domestic and external policies, including those affecting economic and social affairs. Other issues within the competence of the National Assembly that a Deputy takes part in deciding include national defense and security, fundamental principles of organization and activities of the State apparatus, social relationships and activities of citizens, and the supervision of activities of state agencies.

· The Chairman and Vice Chairmen of the National Assembly: They are elected by the National Assembly among NA deputies in the first session of every NA tenure. Vice Chairmen are the assistants to the Chairman as assigned by the latter.

· The Standing Committee of the National Assembly:
The Standing Committee of the National Assembly is the permanent body of the National Assembly between the two sessions.

The Standing Committee supervises the implementation of the Constitution, laws and resolutions approved by the National Assembly, ordinances and resolutions issued by the NA Standing Committee; and the performance of the Government, Supreme People’s Court, Supreme People’s Procuracy.

The NA Standing Committee shall issue ordinances to clarify the Constitution, laws and ordinance.

The members of the Standing Committee of the National Assembly may not simultaneously be members of the Government. The majority of the members work on full-time basis. The terms of office correspond with the term of office of the National Assembly. When the term of the National Assembly, the Standing Committee of the National Assembly continues to work until the new National Assembly elects a new Standing Committee.

The 1992 Constitution stipulates that the Standing Committee of the National Assembly has twelve tasks and powers. Among them are the powers to announce, convene and chair the National Assembly sessions, to interpret the constitution, laws and ordinances, and to issue ordinances on those matters assigned by the National Assembly. The Standing Committee of the National Assembly also supervises and guides the activities of the People's Councils and directs, regulates and coordinates the activities of the Council of Ethnic Affairs and all Committees of the National Assembly.

· Councils administered by the National Assembly: The National Defense and Security Council consists of the State President as the Chairman, the Prime Minister as the Vice Chairman and four members.

The Council of Ethnic Affairs consists of one Chairman and 38 members.

· Functional committees of the National Assembly: Committee on Laws, Committee on External Relations, Committee on Economy and Budget, Committee on National Defense and Security, Committee on Social Issues, Committee on Education, Culture, Youth and Children, and Committee on Science, Technology and Environment

(ii) The State President:
The State President, as the Head of State, is elected by the National Assembly from among its deputies to represent the Socialist Republic of Vietnam internally and externally.

According to Article 103 of the 1992 Constitution, the President has major executive and legislative power as follows:

- Promulgates legal documents adopted by the National Assembly, such as the Constitution, laws and ordinances;

- Has overall command of the armed forces and holds the office of Chairman of the National Defense and Security Council;

- Appoints or proposes the appointment of, releases from duty, dismisses the Vice-Presidents, Prime Minister, Chief Judge of the Supreme People's Court, Head of the Supreme People's Procuracy;

The President is assisted by the Vice President, the President’s Office, and the National Defense and Security Council.

    + Vice President is proposed by the President and elected by the National Assembly from among NA deputies; The Vice President assists the President and may be authorized by the President to do some tasks or functions as the acting President.

    + The National Defense and Security Council can mobilize the country’s forces and potentialities to protect the fatherland. It is chaired by the President; its members are introduced by the President and voted by the National Assembly.

(iii). The Government:
The Government is the executive organ of the National Assembly, and the supreme state administrative agency of the Socialist Republic of Vietnam.

The Government is in charge of tasks assigned by the State in the fields of politics, socio-economy, national defense, security and external relations; maintains effective operation of the State apparatus from the central to grassroots levels; ensures the respect for, and implementation of the Constitution and laws; promotes the people’s sense of mastery in national defense and construction; ensures stability and improves the people’s material and spiritual life.

The Government is accountable to the National Assembly, the National Assembly’s Standing Committee and the President of State.

Components of the Government are: Prime Minister, Deputy Prime Ministers, and Ministers and Heads of ministerial-level agencies.

The Prime Minister is elected, released from office or dismissed by the National Assembly at the State President’s request.

The Deputy Prime Ministers are approved by the National Assembly at the Prime Minister’s request. They function as the assistants to the Prime Minister and may be authorized by the Prime Minister in the case of the latter’s absence.

Ministers and heads of the ministerial-level agencies are approved by the National Assembly at the Prime Minister’s proposal. They are in charge of State management over their assigned branches or affairs.

(iv). Supreme People’s Court:
The Supreme People’s Court is the highest judicial organ of the Socialist Republic of Vietnam.

The Supreme People’s Court consists of the Chief Judge, Deputy Chief Judge, jurors and court secretaries.

The structure: Council of Judges, Commission of Judges, Central Military Court, Criminal Court, Civil Court, Appeal Court, and assisting staff.

The National Assembly elects and dismisses the Chief Judge of the Supreme People’s Court. The State President nominates/dismisses Deputy Chief Judge and judges at the Chief Judge’s request. The People’s Jurors are introduced by the Central Committee of the Vietnam Fatherland Front and appointed by the National Assembly Standing Committee.

Main operating principles of courts: during the hearings, the judges and jurors are independent and only obey the laws. Justice and democracy are ensured by the open hearing process, in which jurors play an essential role, defendants have the right to defend themselves, or to hire lawyers. They also have the right to use their native languages in courts.

(v). Supreme People’s Procuracy:
The Supreme People’s Procuracy observes the implementation of and respect for the Constitution and laws by Ministries, ministerial-level agencies, Governmental organs, local authorities, social and economic organizations, armed forces, security forces and all citizens; and to practice public prosecution as stipulated by laws, ensuring due law enforcement.

The Supreme People’s Procuracy consists of the Head who can be elected, dismissed, or removed from office by the National Assembly on the State President’s proposal, the Deputy Heads, prosecutors and inspector appointed or dismissed by the State President at the Head’s request.

(vi). Local authorities:
 People’s Councils:
    - People’s Councils of the centrally-administered cities and provinces

    - People’s Councils of districts

    - People’s Councils of the provincial-level cities/towns

    - People’s Councils of communes, wards and towns.

 People’s Committee:
    - Provincial level: consisting of services, subcommittees, other organs administered by the People’s Committees and the People’s Committee offices

    - District level: consisting of departments, sections, other organs administered by the People’s Committees and the People’s Committee offices

    - Communal level: sections and the offices.

 Local people’s committees:
    - Provincial-level people’s courts

    - District-level people’s courts.

Local people’s procuracy: Provincial and district levels.

· The Vietnam Fatherland Front
The Vietnam Fatherland Front (VFF) is a voluntary political coalition of political organizations, socio-political organizations, social organizations and individuals from all classes, social strata, ethnic groups, and religions, including overseas Vietnamese.

The VFF’s objectives are to gather and build up a whole-people unity bloc, strengthen the people’s political and spiritual consensus, encourage the people to promote their mastership, to implement the CPV’s guidelines and policies, and to abide by the Constitution and laws.
The VFF is governed by the principles of democratic consensus, coordinated and united action.
The VFF has its own statute.
The system of the VFF’s organs is in accordance with that of the State’s administrative structure from the central to grass-root levels.

· Vietnam General Confederation Labour
The Vietnam General Confederation Labor is the socio-political organization of the working class and is a member of the VFF.

Article 2 of the Law on Labor Union stipulates that: “the labor unions “represent and protect laborers’ legitimate interests and rights, cooperate with the State in developing production, generating more jobs and improving laborers’ spiritual and material life.”

According to Article 5 Section II of the Law, the labor unions “cooperate with State organs in building laws and policies on labour, salary, labour safety and other social policies concerning the rights, duties and interests of workers.”

The Vietnam Labor Confederation is well-organised, has various levels and operates all over the country. The organisation is governed by the principle of democratic centralism. All its directing organs are formed through elections. The highest directing organ of each level is the Union Congress of that level. In the period between the two Congress sessions, the directing organ is the Standing Committee which is set up by the Congress.
The Vietnam Labor Confederation is structured in accordance with occupations and geographical areas.
· Other social and political organizations
Apart from the Vietnam Fatherland Front and the Vietnam Labour Confederation, in Vietnam, there are other political and social organizations, such as the Vietnam Women’s Association, the Ho Chi Minh Communist Youth’s Union, the Vietnam Veterans’ Association, and professional associations. These organizations played an important role in the struggle for national salvation. In the cause of renovation, industrialization and modernization, they have continued to contribute to the implementation of the Party’s guidelines and the Government’s policies.

5. Economic policy and reform. 

After the reunification in 1975, Vietnam shifted its focus on reconstruction and socio-economic development. The economic development and policy changes in Vietnam cam be charaterized by three periods:

(i). Prior to the 1980s: Vietnam’s economy was essentially a centrally planned economy. Large agriculture sector was collectivized into manufacturing and distribution cooperatives.  Factory price and agro-product trading were evaluated by administrative methods. Food stamps, which were an integral part of public servants and workers' salaries, were only used in State department stores.  Trade among provinces was restricted.  Moreover, regarding the input subsidies and output consumption. Price system was closely managed; more than 70 percent of prices, mostly related to prices of food and basic goods, were controlled by the Government in this period. SOEs had to operate in accordance with instructions from central level.  These enterprises had to contribute a pre-defined amount of money to State budget regardless of their financial performance and they had to borrow money from banks to afford their regular operations.   However, unlike countries of Eastern European Block, in fact, central planning was not thouroughly implemented in Vietnam because of the lack of well-organized apparatus.  Therefore, central planning was applied at a moderate level.  Collectivization and centralization were not grasped thouroughly.  There still existed seeds of a strong market economy, especially in the South of Vietnam, facilitating market-based reforms afterwards. So that, some exclusive summaries major characteristics of the economy included:

- State or collective ownership of production means;

- Government administered supply of physical input and output;

- Lack of business autonomy, absence of factor markets, highly regulated goods and services markets; and

- A bias toward heavy industry in investments, which were overwhelmingly dependent on externall sources. Vietnam was relatively autarkic, trading mostly with former socialist countries. As a result, the economy was heavily distorted in source allocation with poor incentives and restricted information flows. 

By the end of the 1970s, the failure of the central planned system had become apparent and presures for economic management changes increased substantially.

(ii). During 1980-1988: The economy can be regarded as a modified-planned economy where some micro-reform were undertaken without any significant changes in macroeconomic management. Some micro reforms were introduced in 1981 to recognize and legalize spontanous measures, such as “ilicit contracing” in agriculture and “fence breaking” in manufaturing sector. These micro reforms enhanced voluntary and decentralized interractions between individual agents and created new incentives for producers in raising outputs during the periods 1982-1985. The economy became more dynamic and as results, Vietnam enjoyed a high rate of economic growth in the first half of the 1980s. However, growth was not sustainable and tended to decline as a result of macroeconomic imbalances such as excessive demand for consumption goods and huge fiscal deficit. The finacial reform implemented in 1985 in an attempt to reserve the situation also failed as it was introduced without addressing the fundermantal problems of resource misallocation and macroeconomic imbalances in the economy. In the mid-1980s, the inflation rate accelerated to several hundred percent. 

On the contrary to sluggish State enterprise sector operating under centralized instructions, lessons learned from the presence of informal sector and co-existing markets made Vietnam early realize the deficiency of central planning mechanism. This realization was further supported by the achievements gained from other countries in East Asia which follow high-growth market economy.  This was the reason for quick application of more comprehensive reform measures, which were suitable for macro-economic setting of Vietnam, while macro-economic managment still lacked common instruments of a market economy.

The 6th Party Congress in December 1986 recognized the existence and the essential role of multi-ownership in Vietnam’s economy. However, significant changes in this direction occurred only sometimes after the approval of the DOI MOI (renovation) programme by the Congress. In 1986 Vietnam launched a political and economic innovation campaign (Doi Moi) that introduced reforms intended to facilitate the transition from a centralized economy to a “socialist-oriented market economy.” Doi Moi combined government planning with free-market incentives. The program abolished agricultural collectives, removed price controls on agricultural goods, and enabled farmers to sell their goods in the marketplace. It encouraged the establishment of private businesses and foreign investment, including foreign-owned enterprises
(iii). Since 1989: The economy has been an economy in transition, striving for industrialization and international integration, shifted to market oriented reform.Vietnam adopted a radical and comprehensive reform packages aimed at stabilizing and opening the economy, and enhancing freedom of choice for economic units and competition so as to change fundamentally its economic mannagement system. The reforms included:

· Almost complete price liveration;

· Large devaluation and unification of the exchange rate;

· Increases in interest rates to positive levals in real terms;

· Substantial reduction in subsidies to the SOE sector;

· Agriculture reform through replacement of cooperatives by household as the basic decisionn – making unit in production and security of tenure for farm families;

· Encouragement of the private sectrs, including FDI;

· Removeal of domestic trade barriers and creation of a more open economy.
At initial stage, Vietnam started the reform process by price and trade liberalization in both domestic market and international trading.  As a result, decisions on production, consumptions and investment of economic actors had increasingly based on market signals. 

Macroeconomic sabilization was sucessful in conjunction with  price liberalization, the changess in interest rate and exchange rate policies of legal framework and at the same time, the relief of the fiscal burden. Monetary policy has also improved and the use of changing moenytary instruments has become more effective in cutting down inflation.

In the next stage, systematic reforms to transform into a market-based economic management mechanism  were conducted.  These reforms decollectivized the agriculture sector, which had not been mechanized like countries in Eastern Europe, and highly appreciated household as a production unit providing SOEs with more autonomy and encouraging them to integrate more into the world's economy.

Several measures to increases the private sector participation in production and distribution have been taken, including creation of legal framework for the private business. Agriculture reforms toghether with the recognition of farming household as a basic economic unit and long – term land use right provided by a Land law in 1987 and amended law in 1993 created strong incentives for farming households to make long-term investment and expand agriculture production. The agriculture production has become much more diversified under market and foreign trade development. The reforms of agricultural sector was essential to poverty reduction as it provides income to some three-quarters of the population.

Reform efforts since 1989 have brought about remarkable advancements.  Up to date, essential elements of a market economy have been established, including (i) a free price system; (ii) more dynamic private sector; (iii) open trade; and (iv) legislation-based incorporation of informal economic activities into formal market channels.  Especially, the removal of trade barriers and price liberalization measures resulted in monetary incentives, which were nearly absent in central planning economies, contributing to the enhancement of resource utilization, particularly in agriculture sector.

In this period, the openess of Vietnam reshaped the foreign trade flows from Eastern European countries to a common currency region.  Increasing foreign trade flows also brought about the surge of foreign direct investment during 1992 - 1996 and international aids.  Consequently, Vietnam's foreign currency accumulation has been kept at a reasonable level as compared to nearly zero before the reform. 

Rapid growth in services and construction during the 1990s mainly came from a quick response of the private entrepreneurs. Nearly 2 million newly established household business in urban areas helped to enhance the performance of the economy and improve considerably the retail sales and service network. During 1990s, about 45,000 private enterprises were registered under the Law on private enterprises and company law approved in 1991. The private sector became a major source for employment in the economy.

In an attempt to make the operation of the SOEs viable, the Gorvernment has sustantially reduced subsides, diminished “cheap” creadit to these enterprises and given them greater autonomy. Further more, inefficient and money – losing enterprises have been liquidated. From the early of 1990s to 1998, the number of SOEs fell from 12300 to 5700, and 1.76 million SOE workers retired or were converted to part – time workers or become redundancy workers. These reforms led to some positive improvements in the growth performance of the SOE sector.

Vietnam has sustaintially liberalized its trade and investment policies since the late 1980s. In an attempt to intergrate its economy with the rest of the world, Vietnam haas entered into trade agreements with about 60 countries and in 2000, signing of the Bilateral Trade Agreement (BTA) between the U.S. and Vietnam was a significant milestone for Vietnam's economy. The BTA provided for Normal Trade Relations (NTR) status of Vietnamese goods in the U.S. market. Access to the U.S. market will allow Vietnam to hasten its transformation into a manufacturing-based, export-oriented economy. It would also concomitantly attract foreign investment to Vietnam, not only from the U.S, but also from Europe, Asia and other regions. Now Vietnam has trade relations with some 170 countries. It has implemented preferential trade agreement with the European Union since 1992. In addition, Vietnam has been a member of the Association of South East Asian Nations (ASEAN) since June 1995 and the Asia Pacific Economic Co-operation (APEC) since 1998.

On January 11, 2007, Vietnam became WTO's 150th member, after 11 years of preparation, including 8 years of negotiation. Vietnam's access to WTO should provide an important boost to Vietnam's economy and should help to ensure the continuation of liberalizing reforms and create options for trade expansion. However, WTO accession also brings serious challenges, requiring Vietnam's economic sectors to open the door to increased foreign competition.

Liberalization of investment climate has resulted in rapid growth in foreign investment between 1993 to 1997. The country has received foreign investment from some 60 countries. The Law on FDI promulgated in 1987 and subsequent amendments enabled Vietnam to attact a lagre volume of capital to renew technology and expand the markets. FDI has indeed become an intergrated part of Vietnamese economy and an important factor in Vietnam’ economic growth during the 1990s.

To facilitate the development of trade and investment, the government has also introduced reforms in the banking sector. The mono-banking system was replaced by a two-tier system, which could function in 1990, when the laws on banking authorized the State Bank of Vietnam to assume traditional central bank functions such as the conduct of moneytary policy and the supervision of the financial system. Also, sectoral restrictions on the specialized banking activities and the entry barries were abolished. In addition to the five state-owned commercial bank, a number of join-stock banks, credit co-operatives, joint-venture banks are in operation in the country.

The demand stimulus policy included several measures such as public investment in infrustructure projects, financial supports for SOEs to deal with their increasingly anounting iventories, budget injection to poverty reduction programs, raising wages and salaries, encouraging people to consume, and partially supporting enterprisess to expand exports. This package of demand stimulus policies has had a positive impact on the economy, minimized the deflation  situation and economic stagnation, but it has been partially contrary to the process of structural reforms and administration reform.

A surge in development of private sector can be observed thanks to the implementation of the New Enterprised Law since 2000. The huge number of private enterprises registered under the new Law. However, the remain obstacles to the development of the domestic private sector are an un-levell playing field, difficult acess to resources such as land, credit, and state enterprise monopoly in some key sectors. There have also been ssome improvement in the envirnment for FDI attraction (Amendment of Foreign Investment Law in 2000).

Renovation in 1986 and especially the market-oriented reform of 1989 marked a turning point in the history of Vietnam’s economic development. Vietnam escaped from crisis in the mid-1980s and the face of Vietnam’s economy and society has changed significantly. In 1989 inflation was under control and since then it has gradually stood at a low rate. 

Vietnam had an average growth in GDP of 6,96% per year from 1995-2000 period and 7.51% per year from 2001 to 2005. The GDP growth were 8.36% per year from 2006-2007, the second largest growth in Asia, trailing only China's. In 2008, the adverse effects of global recession and internal economic inefficiency seriously affected the country’s production, investment and people’s lives. Inflation in the same period also had an impact on the progress of the economy. However, with a series of effective measures by the Government to curb inflation and stabilize the socio-economic environment, such difficulties gradually eased and Viet Nam’s GDP growth rate for 2008 was 6.18 %.

Table I.2: Average growth speed (%)

	
	GDP 
	Agricuture 
	Industry and construction
	Service 

	1995-2000 
	6,96 
	4,42 
	10,63 
	5,72 

	2001-2005 
	7,51 
	3,83 
	10,25 
	6,97 

	2006-2007 
	8,36 
	3,55 
	10,49 
	8,49 

	2008 
	6,18 
	4,07 
	6,11 
	7,18 


Source: General Statistic Office.
Successful economic development has resulted in overall improvement of people’s welfare and significant poverty reduction irrespective of measurement methods and notable result in human development.
II. Economic structure and transformation
1. Overal Economic Growth 
Over the last 20 years of Doi Moi
, Vietnam has witnessed a high and sustained economic growth. Per capita GDP has increased in 10 times from USD 100 per person in 1990 to more than USD 1000 per person in 2008.  On completion of the five-year plan for 2001-2005, Viet Nam experienced an average annual GDP growth rate of 7.5% with notable developments in other economic sectors as well. The high GDP growth rate remained for 2006 and 2007 at 8.2% and 8.46% respectively. In early 2008, the adverse effects of global recession and internal economic inefficiency seriously affected the country’s production, investment and people’s lives. Inflation in the same period also had an impact on the progress of the economy. However, with a series of effective measures by the Government to curb inflation and stabilize the socio-economic environment, such difficulties gradually eased and Viet Nam’s GDP growth rate for 2008 was 6.2 %. Vietnam has managed to escape from the list of the poorest and less developed countries to become a member of lower mid income group.
2. Industrial Sector growth and structural transformation

Generally, the structural transformation is approved to reach the objectives of industrialization and economic modernization policy that implies the increased share of industry-construction sector and decreased proportion of agriculture-forestry-fishery in GDP. Industrial sector structural ship has been affected directly by sectoral growth.

Indeed, Industry and construction becomes the largest contributor to the country’s GDP growth, accounting for around 50 percent of the overall. But the sector has recently tended to decline in its significance in the growth from over 53 percent in 2001 to around 41 percent in 2008. The change, however, appears an encouraging signal as it is caused mainly by the upward trend in the contribution of service sector to the GDP growth. In 2008, services played a role of an increasingly important sector in the economy with 47 percent of the GDP growth compared with that of around 36 percent in 2001. Agriculture-forestry-fishery have made the smallest contribution to GDP growth rate – around 10 percent. The role of this sector has not changed much during the last 10 years as GDP growth rate by this sector seems to reach a steady growth of around 4 percent (Table II.1).  Moreover, the growth of the sector halted recently, mostly due to a decline in agricultural growth to 2.3 percent in 2007 and 2.4 percent in the first halt of 2008. High growth in fisheries (10.4 percent in 2007) offset the decline in agricultural growth somehow, but the sub-sector is still small. 

Table II.1: GDP growth rate and share in growth rate of GDP by sectors in 2001 – 2008 

	 
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	GDP growth rate (1994 price)
	6.89
	7.08
	7.34
	7.69
	8.44
	8.23
	8.46
	6.18

	Agriculture-Forestry-Fisheries
	2.98
	4.17
	3.62
	3.50
	4.02
	3.69
	3.76
	4.07

	Industry-Construction
	10.39
	9.48
	10.48
	10.2
	10.69
	10.38
	10.22
	6.11

	Services
	6.10
	6.54
	6.45
	7.47
	8.48
	8.29
	8.85
	7.18

	Share in GDP growth rate (percentage points)
	6.89
	7.08
	7.34
	7.69
	8.44
	8.23
	8.46
	6.18

	Agriculture-Forestry-Fisheries
	0.69
	0.93
	0.79
	0.74
	0.82
	0.72
	0.70
	0.73

	Industry-Construction
	3.68
	3.47
	3.92
	3.93
	4.21
	4.17
	4.19
	2.54

	Services
	2.52
	2.68
	2.63
	3.02
	3.42
	3.34
	3.57
	2.90

	Share in GDP growth rate (percentage)
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00

	Agriculture-Forestry-Fisheries
	10.08
	13.2
	10.76
	9.60
	9.71
	8.76
	8.32
	11.81

	Industry-Construction
	53.38
	48.96
	53.37
	51.07
	49.83
	50.68
	49.50
	41.16

	Services
	36.54
	37.84
	35.86
	39.33
	40.46
	40.55
	42.17
	47.03


Source: CIEM, 2005 and CIEM, 2009
Even then, the sector has made an important contribution to the country’s socio-economic stabilisation, to ensuring food security, providing primary materials for export manufacturing and creating stable jobs for labor.
As seen from Table II. 2, the growth rate of industry and construction tends to be steady during the last 10 years, counting for around 9 percent and 12 percent respectively.  However, there is a significant change in the sub-sector of industry. While there is a downward trend observed in the growth rate of mining and electricity, manufacturing sectors is remarkably increased. This sub-sector, as a result, has managed to make a greater contribution to the growth of industry. 
Table II.2: Growth rate of industry and construction by sub-sector in 2001-2008

	
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	Growth rate of Industry and Construction (the 1994 price) 
	10.39
	9.48
	10.48
	10.20
	10.69
	10.38
	10.22
	6.11

	     Industry
	9.75
	9.17
	10.45
	10.53
	10.64
	10.20
	9.68
	7.97

	 Mining 
	4.10
	1.10
	6.26
	11.34
	1.86
	-2.00
	-2.20
	-3.83

	Manufacturing
	11.35
	11.60
	11.53
	10.12
	12.92
	13.36
	12.37
	9.94

	Electricity. Gas and water
	13.20
	11.41
	11.91
	11.97
	12.30
	9.91
	9.09
	10.49

	   Construction
	12.78
	10.57
	10.59
	9.03
	10.87
	11.04
	12.15
	-0.38

	Share in the value-added growth rate of industry and construction (percentage points) 
	10.39
	9.48
	10.48
	10.20
	10.69
	10.38
	10.22
	6.11

	     Industry 
	7.67
	7.18
	8.15
	8.21
	8.32
	7.97
	7.55
	6.19

	   Mining 
	0.78
	0.20
	1.04
	1.81
	0.29
	-0.29
	-0.28
	-0.44

	   Manufacturing 
	6.03
	6.21
	6.30
	5.58
	7.17
	7.56
	7.19
	5.89

	   Electricity. Gas and water 
	0.86
	0.77
	0.81
	0.83
	0.86
	0.71
	0.64
	0.74

	  Construction 
	2.72
	2.30
	2.33
	1.99
	2.37
	2.41
	2.67
	-0.08

	Share in the value-added growth rate of industry and construction (percentage) 
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00

	     Industry 
	73.80
	75.72
	77.79
	80.52
	77.86
	76.80
	73.92
	101.39

	 Mining 
	7.50
	2.08
	9.90
	17.70
	2.74
	-2.79
	-2.77
	-7.15

	 Manufacturing 
	58.00
	65.57
	60.13
	54.70
	67.05
	72.79
	70.38
	96.48

	 Electricity. gas and water 
	8.30
	8.07
	7.76
	8.11
	8.08
	6.80
	6.31
	12.06

	  Construction 
	26.20
	24.28
	22.21
	19.48
	22.14
	23.20
	26.08
	-1.39


Source: CIEM (2005) and CIEM (2009)

Within the service sector, all three sub-sectors namely market-related business  supporting services, social and professional services and public administration services show an upward trend in the growth rate during the last 10 years. Among them, business supporting services that includes transport, storage, communication, finance and banking have recently reached the highest growth rate  (e.g. 9 percent in 2007). Overall in the last decade, this sub-sector have remained being the greatest contributor to the growth rate of service sector – around 80 percent of total.

Table II.3: Growth in value added of service sector in 2001-2008 
	
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	Growth rate of Services (the 1994 price) 
	6.10
	6.54
	6.45
	7.47
	8.48
	8.29
	8.85
	7.18

	Market-related business  supporting  services
	6.22
	6.58
	6.30
	7.58
	8.67
	8.38
	9.00
	7.13

	Social and professional services
	5.85
	7.62
	7.82
	7.66
	8.08
	8.09
	8.41
	7.76

	Public administration  services
	5.21
	3.90
	5.25
	5.91
	7.21
	7.57
	8.13
	6.47

	Share of service sub-sectors in the total value-added growth rate of the service sector (by percentage point)
	6.10
	6.54
	6.45
	7.47
	8.48
	8.29
	8.85
	7.18

	 Market-related business supporting  services 
	4.88
	5.15
	4.94
	5.93
	6.79
	6.57
	7.06
	5.60

	 Social and professional services
	0.86
	1.12
	1.16
	1.15
	1.22
	1.21
	1.26
	1.16

	 Public administration  services  
	0.36
	0.27
	0.36
	0.40
	0.48
	0.50
	0.53
	0.42

	Share of service sub-sectors in the value-added growth rate of the service sector (by percentage)
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00

	Market-related business supporting services 
	79.84
	78.73
	76.49
	79.28
	79.98
	79.32
	79.75
	78.02

	Social and professional services
	14.10
	17.07
	17.93
	15.36
	14.33
	14.63
	14.21
	16.09

	Public administration  services 
	6.06
	4.20
	5.58
	5.36
	5.69
	6.05
	6.04
	5.88


Source: CIEM (2005) and CIEM (2009)
It is noticeable, however, that in Vietnam services are still largely dominated by petty, low-skilled and low-value-added activities. On one hand, the prevalence of low skill and cheap services is critical to meet the population’s increased consumer needs, to generate employment for unskilled labourers. On the other hand, this implies directly underdevelopment level and even severe shortage of some types of high value-added business supporting services such as information technology, communication, finance and banking, insurance, consultancy, research and development (R&D), which are highly critical for enhancing the country’s competitiveness. In fact, R&D was responsible for only 0.6 percent, and finance and banking just counted for very modest of 1.8 percent of GDP in 2007. Consequently, costs of intermediate inputs such as transportation and business services remain high. 

3. Growth and Structural Shift by Ownership 

Since Doi moi, Vietnam has gradually shifted from the State dominated economy to a more diversified economic ownership structure. The realisation of the potential of all sectors both serves as a strategic objective as well as a solution to the need for mobilization of all kinds of resources in the society to accomplish the goal of becoming basically a modern industrialised nation by year of 2020. 

Indeed, FDI sector has grown with fastest speed, about 1.5 times of the overall investment growth rate. The state sector experienced the slowest and decelerated growth rate (FigureII.1), while the rate of the non-state domestic sector has accelerated.

Corresponding to the growth rates of ownership sectors in the economy, the structure of the economy has moved toward gradual reduction of the share of the State sector from 38.4 percent in 2005 to about 36.4 percent in 2007, and steady increase of the non-state sector including FDI (Figure II.2). This trends directly reflect  the country’s high political commitments toward the continued market reforms and “rearrangement” of the State owned enterprises. Overall, structural shift by ownership has moved in the right direction. In the 2008, the FDI sector have made a surprising performance, owing to the country’s deeper integration into regional and international economy. 

Figure II.1: Annual Average Growth by Ownership (%) 
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Source: MPI, 2009.

Recent decline in the output growth rate of state-owned enterprises (SOEs) can be seen as one of explanations on the declining growth rate of the state sector output compared to the other two non-state sectors. Moreover, SOEs are relatively capital intensive in comparison to the other two sectors. The average value of fixed assets to create one job in 2006 was 418 million VND, 4.7 times higher than a private enterprise and 1.8 times higher than a foreign invested enterprise. This implies that the non-state sector with just about 40 percent of capital compared to the state sector is able to nearly double the number of jobs compared to the state sector. The state sector is capital-intensive and its job creation capacity is very limited. 

Figure II. 2: GDP Structure by Ownership (%)
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Over last years, the domestic non-state sector including collectives, private, households and individuals has continued to develop, with highly diversified forms. The share of this sector has increased gradually from 45.6 percent of GDP in 2005 to 45.9 percent of GDP in 2007. The Government policy discourse on promotion of the private sector and the effective implementation of the Law on Enterprise has created large incentives for stepping up the development of the private enterprises. The transformation from old-style cooperatives to newly established cooperatives that are based on provisions of the Cooperative Law has improved efficiency of production and business of the sector as a whole. 

The foreign invested sector as an important part of the national economy has continued to grow dramatically, providing great contribution to extended production of goods and commodities, both  for exports and for domestic consumption, opening new international markets. With the sustained high growth rate, the share of the foreign investment sector in GDP has increased from zero in early 1990 to 17.7 percent in 2007. 

It is noticeable, however, the growth in Vietnam tends to be capital-based (table II.4). Capital investment becomes the greatest contributor to the GDP growth. In fact, an upward trend is clearly seen in the share of capital to GDP growth, arising from 55 percent in 1997 to 59.5 percent in 2007. Total factor productivity (TFP), however, tends to decrease. Its contribution to GDP growth has declined from 29 percent in 1997 to over 26 percent in 2007. Labour has made smallest contribution to GDP growth – under 15 percent in 2007. 
Table II.4: Decomposition of GDP by capital, labour and TFP
	Year
	GDP

Growth rate (%)
	Contribution to GDP growth by percentage (%)

	
	
	Capital
	Labor
	TFP

	1997
	8.2
	54.9
	16
	29.1

	1998
	5.8
	64.1
	18.6
	17.3

	1999
	4.8
	62.2
	17.4
	20.4

	2000
	6.8
	47.4
	13.8
	38.8

	2001
	6.9
	59.9
	20.6
	19.4

	2002
	7.1
	44.2
	27.7
	28.2

	2003
	7.3
	72.1
	43.7
	-15.8

	2004
	7.8
	61.5
	21
	16.6

	2005
	8.4
	59.8
	16.4
	23.8

	2006
	8.2
	57.1
	14.3
	28.6

	2007
	8.5
	59.5
	14.8
	25.7


Source: Nguyen Dinh Cung (2009).
4.  International Trade

-  Trade liberalization Vietnam

Before Doi moi, Vietnam's foreign trade relied heavily on partnership with the countries of the former Soviet block. Major imports to Vietnam at the time were of the basic commodities such as petroleum products and fertilizers, while exports were subject to the quotas granted by the Council for Mutual Economic Assistance  (CMEA) and were dominated by primary commodities. In this period, Vietnam was apparently isolated from the world market. The overall level of foreign trade was very low: merely around 10% of domestic production was exported and annual growth of exports was only 3.5% during the period between 1977 and 1988.

A substantial change in the Vietnam policy framework on foreign trade has been witnessed during the last decades. A number of restrictions on the establishment of foreign trade organizations had been removed, the state’s monopoly over foreign trade has been relaxed. The government has undertaken a wide number of policy measures to facilitate the trade expansion, ranking from the liberalisation of the entry into international trading activities, removal of most export taxes and non-tariff barriers to negotiation of various trade agreements with deferent countries. As a result, a larger number of exporters and importers have been given an opportunity to enter the foreign markets, leading to the sharp increase in the number of firms and foreign trade organizations. Not only SOEs, but also the private firms have been allowed to have direct access to the international and regional markets.

Recently, Vietnamese government has put in its agenda to target export growth as a key engine for overall economic development. Towards this, it has decided to move forwards to a full integration into the world trading system. This can be clearly seen through the fact that the country has engaged into numerous trade agreements. For instance, agreement with EU in 1992, signature of the ASEAN free trade agreement (AFTA) in 1995, with APEC in 1998, bilateral trade agreement (BTA) with US in 2000, and full membership of WTO in 2007.

A big change has been observed in trading partners of the country. Before, the major trading partners of Vietnam were mainly the countries of Eastern Europe (e.g. USSR, Eastern Germany), then from mid 1990ss, a significant shift has been made towards EU and Asian countries, especially the countries in the East and Southeast Asia. More recently, right after BTA, the United States has become Vietnam’s major trade partner.
- Vietnam’s Exports

Total export from Vietnam has increased sharply for the last years, from 15 billion USD in 2001 to 62.7 billion USD in 2008. The annual increase has reached 25.4 percent for three years of 2006 – 2008, far exceeding the set target of only 16 percent in the five-year socio-economic development plan (SEDP) of 2006 – 2010 period. Exports, as reported, have become an important driving force for the country’s economic growth. 
High export growth is mainly supported by sharp increase in outflows of crude oil and manufacturing products. Oil export has increased by 350 percent for the last 10 years from over 3 billion USD to 10.3 billion in 2008. Textile and garment, footwear and aquatic products also triple during this period to reach over 4 billion in 2008. Other major exports such as rice, coffee and electronic products also reach the dramatic growth rate.
Table II. 5: Top ten export items in 2001 and 2008

	 Years
	2001
	2008

	
	Items
	Value     (million USD) 
	Share in total export (%)
	Items
	Value     (million USD) 
	Share in total export (%)

	1
	Crude oil
	3,126
	20.80
	Crude oil
	10,356
	16.52

	2
	Textile and Garment
	1,975
	13.14
	Textile and Garment
	9,120
	14.55

	3
	Aquatic products
	1,778
	11.83
	Footwear
	4,767
	7.61

	4
	Footwear
	1,559
	10.37
	Aquatic products
	4,510
	7.19

	5
	Rice
	625
	4.16
	Rice
	2,894
	4.62

	6
	Computers, electronic products and spare parts
	595
	3.96
	Wood and wooden goods
	2,829
	4.51

	7
	Coffee
	391
	2.60
	Computers, electronic products and spare parts
	2,638
	4.21

	8
	Vegetable products
	330
	2.20
	Coffee
	2,111
	3.37

	9
	Handicraft products
	235
	1.56
	Rubber
	1,603
	2.56

	10
	Rubber
	166
	1.10
	Coal
	1,388
	2.21


Source: CIEM (2003) and ( 2009).
There a significant change is seen in Vietnam’s export destination markets. The United States has become the largest export destination of Vietnam since the implementation of BTA in 2002. The share of Vietnam’s exports to the United States in total export increases rapidly from 9.7 percent in 2001 to 18.8 percent in 2008. Most of Vietnam’s exports to the United States are manufacturing products such as textile and garment, footwear, aquatic and wooden products. At the same time, the European Union plays an increasingly important role in Vietnam’s exports, rising from 16 percent in 2005 to 19 percent in 2007. Japan, member states of the Association of South East Asian Nations (ASEAN), newly industrialised countries (Korea, Taiwan and Hong Kong), and China remain major export markets of Vietnam. The Asian market amounts to 44.5 percent of Vietnam’s exports in 2008.
- Vietnam’s Imports

Total import has also sharply increased for the last 10 years, from 16.2 billion USD total in 2001 to 80.7 billions USD in 2008. Like for that of exports, the growth rate of imports has also exceeded the Socio- Economic Development Planning (SEDP) estimations. During the period of  three years of 2006 – 2008, actual growth of imports has increased by 31.2 percent on average compared with that of only 14.7 percent as planned. 

The major import items for the last 10 years have mainly been production materials, fuels, steel and machinery. At the same time, the share of imported consumer products in total import tends to increase from 7.5 percent in the period 1996-2006 to 11.4 percent in 2007. Moreover, given the difficulties of making proper records on smuggling of goods as well as possible misclassification of imports between production and consumption goods, actual imports of consumer goods is expected to be far larger than this figure.  

Due to their geographical proximity and advantages of transportation, prices and compatibility, China, Korea, Taiwan, Singapore and Thailand have currently remained the major countries of origin of majority of materials and machinery imported, with a share in total import increasing from 30 percent in 2005 to 48 percent in 2007. The share of China increased from 5.2 percent on average for the period 1996-2000 to 13.4 percent for the period 2001-2005 and to 20.2 percent in 2007 annually. Imports from the U.S., Japan and EU are mainly source technology, machinery and equipment and some auxiliary materials. However, the volume is really modest and its share in total import tends to be decreased. 
Table II. 6: Top ten import items in 2001 and 2008

	 Year
	2001
	2008

	
	Items
	Value     (million USD) 
	Share in total export (%)
	Items
	Value     (million USD) 
	Share in total export (%)

	1
	Petroleum 
	1,834
	11.31
	Machinery, instrument and accessory
	13,712
	17.05

	2
	Auxiliary materials for sewing
	1,036
	6.39
	Petroleum 
	10,888
	13.54

	3
	Steel
	965.3
	5.95
	Steel 
	6,566
	8.17

	4
	Textile fabrics
	882
	5.44
	Textile fabrics
	4,434
	5.51

	5
	Automobile
	796
	4.91
	Computers, electronic products and spare parts
	3,722
	4.63

	6
	Auxiliary materials for footwear
	553.4
	3.41
	Plastic 
	2,924
	3.64

	7
	Plastic
	551
	3.40
	Automobile
	2,442
	3.04

	8
	Chemicals fertilizers
	418
	2.58
	T&G and footwear auxiliary materials
	2,376
	2.95

	9
	Fibers
	347
	2.14
	Chemicals
	1,768
	2.20

	10
	Medicament
	328
	2.02
	Animal foods and auxiliary materials
	1,738
	2.16


Source: CIEM ( 2009), GSO (2006).

5.  Investment 
There a clearly upward trend has been observed in total development investment in the economy during the last decades. Total investment has increased from 180 thousand billion VND (in current price) in 2001 to 521 thousand billion VND in 2008. As a result, the share of investment in GDP increases sharply from 33.7 percent in 2001 to 45.6 percent in 2007 (MPI, 2009)
Table  II.7: Investment structure by ownership in 2001 – 2008 

	Category
	2001
	2002
	2003
	 2004
	2005
	2006
	2007
	 2008

	                    Total
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00

	State investment
	58.10
	55.00
	56.00
	48.1
	47.1
	45.7
	37.2
	28.5

	Non-state investment
	23.50
	27.00
	26.50
	37.7
	38.0
	38.1
	38.5
	40.0

	FDI
	18.40
	18.00
	17.50
	14.2
	14.9
	16.2
	24.3
	31.5


Source: CIEM (2002)  and CIEM( 2009)

Although the State investment still plays a role of an important source in the economy, its share in the total investment has been falling gradually since 2002. Nowadays, the state investment mainly focuses on physical and social infrastructure in which transportation, storage and communication accounts for over 20 percent of total investment. It is acknowledged that infrastructure is the economic area, through which the State investment plays a facilitating role for other economic sectors. Therefore, maintaining its large share in the total investment is commonly agreed to be vital. Power, gas and water supply amount to 16 percent and education and training account for over 5 percent. The share of investment by SOEs in the total State investment records an upward trend from 23.3 percent in 2005 to 29.3 percent in 2007. 
Table II. 8: State investment by sectors (%)

	Sectors
	2005
	2006
	Est. 2007

	1. Agriculture and forestry
	6.9
	6.4
	6.3

	2. Fishing
	0.4
	0.4
	0.4

	3. Mining and quarrying
	8.7
	8.1
	7.6

	4. Manufacturing
	9.8
	10.3
	9.6

	5. Electricity, gas and water supply
	17.8
	16.1
	15.7

	6. Construction
	4.6
	4.8
	4.6

	7. Wholesale and retail trade; repair of motor vehicles, motor cycles and personal and household goods
	1.7
	1.7
	1.6

	8. Hotels and restaurants
	0.4
	0.4
	0.4

	9. Transport, storage and communications
	23.7
	22.9
	20.8

	10. Financial intermediation
	0.5
	0.5
	0.5

	11. Scientific activities and technology
	0.0
	1.4
	1.5

	12. Real estate, renting and business activities
	1.3
	1.5
	1.8

	13. Public administration and defence, compulsory social security
	6.1
	6.4
	6.4

	14. Education and training
	5.4
	5.4
	5.2

	15. Health and social work
	3.4
	3.2
	3.0

	16. Recreational, cultural and sporting activities
	2.5
	2.5
	2.4

	17. Activities of party and associations
	0.4
	0.4
	0.4

	18. Community, social and personal service activities
	6.4
	7.8
	12.0

	Total 
	100.0
	100.0
	100.0


Source: MPI (2009).

Foreign direct investment (FDI) also records a sharp increase. The share of FDI in total investment has risen from 23.5 percent in 2001 to 31.5 percent in 2008. In particular, FDI inflows have surged to extraordinarily high levels since 2006. In 2007, registered FDI reached 21.3 billion USD, and for the first nine months of 2008 alone, this figure went up to 57.1 billion USD, being 2.7 times of the 2007’s figure. Similarly, actual FDI was 129.3 trillion VND in 2007 and 143 trillion VND in 2008. The major sectors of FDI focus are manufacturing, mining and real estates.

Table II.9: FDI licensed projects by sectors (%)

	Sectors
	2005
	2006
	2007
	Half 2008

	1. Agriculture and forestry
	0.6
	1.2
	0.2
	0.6

	2. Fishing
	0.2
	0.2
	0.0
	0.0

	3. Mining and quarrying
	0.8
	1.2
	1.2
	21.5

	4. Manufacturing
	70.4
	68.9
	51.0
	33.8

	5. Electricity, gas and water supply
	0.3
	0.0
	0.0
	0.0

	6. Construction
	2.5
	5.3
	4.7
	0.7

	7. Wholesale and retail trade; repair of motor vehicles, motor cycles and personal and household goods
	1.5
	1.2
	0.6
	0.9

	8. Hotels and restaurants
	0.9
	4.2
	9.2
	12.4

	9. Transport, storage and communications
	10.0
	0.4
	1.7
	0.1

	10. Financial intermediation
	2.1
	0.3
	0.2
	0.2

	11. Real estate, renting and business activities
	6.7
	15.2
	28.6
	29.8

	12. Education and training
	0.4
	0.2
	0.1
	0.0

	13. Health and social work
	3.0
	0.1
	0.5
	0.0

	14. Recreational, cultural and sporting activities
	0.3
	1.6
	1.9
	0.0

	15. Community, social and personal service activities
	0.3
	0.1
	0.0
	0.0

	Total
	100.0
	100.0
	100.0
	100.0


Source: MPI (2009).

The FDI boom over some of the last years has reflected stronger confidence of foreign investor in a more transparent and supportive policy environment after Vietnam’ accession to WTO and the higher expected development potentials of the country.
The non-state (domestic private) investment has increased quickly from 43 thousand billion VND (in current price) in 2001 to 244 thousand billion VND in 2008. As a result, the share of this sector’s investment in total investment has risen  from 23.5 percent in 2001 to 40 percent in 2008 to be the largest source of investment. Promulgation of the Business Law (amended) has created more favourable conditions for the private firms and thus added  to acceleration of the  mobilized public resources.

By industrial structure, the share of investment in physical infrastructure tends to increase recently. In fact the share of investment in transportation, storage and communication has been rising steadily from 14.1 percent in 2005 to 15.2 percent in 2007. Investment in power, gas and water supply also increase from 12.0 percent in 2005 to 36.1 percent in 2007. These arising trends facilitate high and sustainable growth and therefore should be encouraged. However, investment for important for Vietnam services such as finance and credit, science and technology remains very modest counting for just 0.8 percent and 0.6 percent total investment respectively. Other basic services such as education and health tends to decline their shares in total investment from 2.9 and 1.7 percent in 2005 to 2.8 and 1.3 percent in 2007, respectively. 

6.  Poverty Reductions

Over the last decades, Vietnam has remarkably improved income and poverty alleviation for its people. Poverty reduction, on a sustainable and comprehensive basis, is seen as a top priority in the country. In practice, the poverty alleviation process has been closely linked with concrete programs and policies. Among others, the implementation of National Targeted Programs in poverty reduction and socio-economic development programs in the most disadvantaged provinces (Program 135) are considered to be key poverty reduction policy tools. In the meantime, the Government has launched many other schemes and policies to provide social assistance to the poor and disadvantaged. Health care insurance and free medical examinations are provided for the poor, orphans, the disabled, the elderly, people living with HIV, single mothers from poor families, people aged over 85 and to victims of natural disasters. At the same time the Government financed tuition fees, exemptions and preferential credit programs for poor students, while maintaining other supports such as housing, arable land and water supply.

As a result, significant declines in poverty and hunger incidence  are reached. More than 90% of poor households were nominated by the locality to benefit from the National Targeted Program for Poverty Reduction and Program No-135, according to the 2006 VHLSS. In 2006 and 2007 more than 2.8 million poor households received preferential credit of VND19,000 billion. At the same time, 1.33 million poor people received guidance and instruction on small business, 347 infrastructure facilities were constructed for 157 disadvantaged coastal, border and island communes (an average of 2.2 construction projects per commune). In addition, many poverty alleviation modalities for special ecological regions as well as cooperation among the state, enterprises and poor households were introduced; 62,000 officials were trained; more than 90% of poor people were provided with health insurance cards; over 4.7 million poor students were exempted from tuition fees; and 20,000 poor people received free vocational training. 

The continued implementation of Program 135 (Phase I and Phase II) proved to be effective in accelerating production and developing agriculture. The programs also supported the creation of better links between production centers and the market, thus improving the living conditions of poor people in disadvantaged locations. The programs has contributed to the eradication of extreme poverty as well as to narrowing the gap across regions. It is expected that by 2010, those disadvantaged areas will have eliminated hunger and reduced the poverty rate to below 30.
Table II.10. General poverty rate (%)
	
	1993
	1998
	2002
	2004
	2006

	General poverty rate
	58.1
	37.4
	28.9
	19.5
	15.97

	Poverty rate based on standard of US$1PPP per day
	39.9
	16.4
	13.6
	10.6
	4.9

	Poverty gap (calculated by international standards) (1)
	18.5
	9.5
	6.9
	4.7
	3.8

	By urban/rural area
	
	
	
	
	

	Urban
	25.1
	9.2
	6.6
	3.6
	3.9

	Rural
	66.4
	45.5
	35.6
	25.0
	20.4

	By ethnic group
	
	
	
	
	

	Kinh and Chinese
	53.9
	31.1
	23.1
	13.5
	10.3

	Other
	86.4
	75.2
	69.5
	60.7
	52.3

	By region
	
	
	
	
	

	Northern Mountains
	81.5
	64.2
	43.9
	35.4
	30.2

	Red River Delta
	62.7
	29.3
	22.4
	12.1
	8.8

	North Central
	74.5
	48.1
	43.9
	31.9
	29.1

	South Central Coastal
	47.2
	34.5
	25.2
	19.0
	12.6

	Central Highlands
	70.0
	52.4
	51.8
	33.1
	28.6

	South-east
	37.0
	12.2
	10.6
	5.4
	5.8

	Mekong Delta
	47.1
	36.9
	23.4
	19.5
	10.3


Source: MPI,2008.
In comparison with the standard poverty measurement of US$1 per day, Viet Nam has well exceeded the MDG of halving the proportion of people whose income is less than one dollar a day between 1990 and 2015. This proportion was cut by eight times from 39.9% as of 1993 to 4.9% in 2006. 

Poverty incidence, measured by standard food poverty of Viet Nam, also declined sharply from 24.9% in 1993 to 15% in 1998. The rate further declined to 10.9%, 7.4% and 6.7% in 2002, 2004 and 2006 respectively. 

Measured by its national poverty standard, Viet Nam was successful in lifting 375,000 households per year from poverty, an annual reduction of 2.5%.

With a view to approaching the standards of other developing countries in the region in the future, the Prime Minister issued Decision No 170/QĐ-TTg dated April 8, 2005, promulgating the updated national standards for the new development period. According to the new poverty line, by 2005 approximately 3.9 million households were still living in poverty, accounting for 20.2% of the total. High poverty rates are seen in the North-west (42.23%), North-east (31.53%), North Central (31.55%) and Central Highlands (28.54%); meanwhile the South-east region had the lowest poverty rate of 9.2%. In 2006 and 2007, a further 300,000 households were lifted out of poverty, thus contributing to a reduction of the poverty rate from 15.5% in 2006 to 14.8% in 2007. The most successful provinces in eradicating poverty in comparison with the national standards were Da Nang, Binh Duong and Ho Chi Minh City, who set their own standards of 1.5 to two times higher than the national poverty line.

The GDP per capita, as measured based on purchasing power parity (PPP), has increased from US$402 in 2001, to US$492 in 2003, to US$553 in 2004, to US$639 in 2005, to US$723 in 2006 and US$834 in 2007. Accordingly, the living conditions of all levels of society have been improved, especially for the poorest populations. In the meantime, the poverty gap indicator has been successfully reduced

According to UNDP’s annual report, significant progress was made in terms of the Human Poverty Index (HPI). Viet Nam's rank moved from 51st of 92 developing countries, to 47/85 in 2000, 45/90 in 2001, 39/94 in 2003 and 47/103 in 2005, 33/99 in 2006, 36/102 in 2007." (Human Development 2005, Human Development 2006, Human Development 2007-2008, UNDP). The Viet Nam Development Report of the World Bank (2004) also highlighted that “the achievement of Viet Nam in the area of poverty reduction is the most impressive of developing economies” 

By all measurement standards and methods of calculation, Viet Nam has achieved poverty alleviation, over and above the related MDG. On that basis, the aim is to fulfill Viet Nam's new development goal, which is to “Halve, by 2010, the proportion of people living below the new standard poverty line of 2005, resulting in a reduction from 22% in 2005 to c. 10-11% in 2010” as stated in Socio – Economic Development Plan 2006-2010. 

III. Future development challenges
1. Key priorities (Targets and Objectives) 
Despite of the spectacular records on economic growth in the last decade, Vietnam is facing with a bulk of challenges looming on its development horizon.

In order to effectively cope with these challenges, the Vietnamese Government has set a goal for some key development targets and priorities. These development targets have been stated in a number of formal governmental documents. At the highest level is the National Socio-Economic National Development Strategy which is set for long time period of 10 to 20 years and remains a responsibility of central government. So far there two “Development Strategies” have been promulgated for the periods from 1991- 2000 and from 2001 to 2010.The first one was titled as “National Strategy for stabilization and socio-economic development to year of 2000”; the second document was named in “Strategy for strengthening of industrialization and  economic modernization towards socialism, and building foundations for Vietnam to basically  become an industrialized country to the year 2020”.  

At the next levels in the process are Socio- economic Development Plans (SEDP) that includes 5-years SEDP and annual plans, for which are the responsibility of both central and local governments. SEDPs are considered to be amongst the most important documents, in which development goals, targets and priorities are defined for efforts of the whole nation and for each locality as well. 

Particularly, very high general development objectives and goals have been set in the SEDP for the year of 2006 – 2010, as follows: “To boost the economic growth rate, achieving important changes in the orientation of fast and sustainable development, quickly bringing our country out of the low development state. Significantly improve people’s material, cultural and spiritual life. Create foundation to boost the industrialization and modernization process and gradually develop the knowledge-based economy. Stabilize political order and social security. Firmly protect out independence, sovereignty, territory and national security. Improve Vietnam’s status in the region and the world”. 

Among the eight main tasks set out in the SEDP, “quickly getting our country out of the low income group” was put as the first component. As recently reported by MPI, this task has been successfully reached. At the same time, a number of the main targets have been identified in the SEDP for economic, social development and environment protection. While many of them are already gained, the likelihood of reaching the rest is rather weak still. For example, the poverty reduction target of 11 per cent  (in 2010) was realized in 2008, the target of “attaining an average economic growth rate of above 8%” is hardly be reached due to the impact of global economic downturn.

Given the context, many policy measures have been implemented by the country , first of all, to mobilize every resource for development investment. In doing this, the country has make great efforts in accelerating the institutional, legal and administrative reforms to create the most favorable conditions for people, businesses at home and abroad to inject capital into development investment;  use resources efficiently. 

High priority is given to infrastructure improvement. According to MPI, in 2009 and the following years, the weakness  in infrastructure should be addressed in order to facilitate long-term development. Towards this, strong efforts should be made on large-scale urban areas, industrial and export-processing zones. In fact, many huge projects have been currently put under implementation such as the North-South Highway section from Ho Chi Minh to Long Thanh-Dau Giay, the highway from Hanoi to Haiphong, the highway from Hanoi to Lao Cai province, etc. 
Another area of priority is human resource development. In the era of global economy and economic integration, when competition among countries has become more severe, the comparative advantage becomes more important.  In the world where goods, investment capital and technology are easily circulated among countries, the country's comparative advantage will base on human resources (both quality and quantity) and management skill, which depend on institutions.  Therefore, human resources and institutions are unignorable factors in development and integration because they are associated to individual nation, locality and culture.  Practice of two years of joining WTO shows that Vietnam is not ready to integrate in terms of human resources.  

The human resources with relevant professional levels are still in severe shortage, not only for high skill labor such as managerial labor, information technology, finance and banking but also for medium-level labor working in Vietnam's comparative advantage industries like garment, leather, footwear and electronic assembly.  There have been signals of technical labor shortage in these industries. Meanwhile, there is a paradox that many workers, including skilled and unskilled workers, especially those in rural areas, are underemployed or unemployed.  As a result, the social gap between skilled and unskilled labor will be widened, inequality will increase.

For labor in export-oriented industries, working is just stand at assembling machineries which require medium technical level for a low income.  Income is not enough for their whole family and for a small savings. There have been many strikes in enterprises for higher wages recently.  Value added of the products is not high because most of inputs and materials are imported.  If this situation is still maintained, Vietnam will fall into the low cost and income traps.  Therefore, some short-term objectives were set as follows:

· Training a human resources satisfying market requirements is the goal and preerquisite condition for Vietnam to take advantage of development opportunity. Training occupations should be reasonable for workers to move from agriculture with low labor productivity and low income to industry and services sectors with high and stable income.  That means Vietnam's education and training system needs to be reformed to meet the labor demand of the market. These changes will help workers with stable job and secured income after completing the training.  This is also a motivation for them to learn more;

· Moreover, taking advantages of geographical location, natural resources, investment environment, stable institutions and politics to attract foreign investment to learn new technology and upgrade skills for workers;

· Further completing legal institutions and priorities set forth in the socio-economic development strategy heading towards a basically industrialized and modernized country by 2020.

2. Constraints and bottlenecks to growth and socioeconomic development

The dream and expectation of Vietnam to be a civilized society and an industrialized country have  always been in the focus of its development strategy. In the past, however, Vietnam failed to bring its dream into reality mainly because it pursued a centrally planning system – an institution lacking incentives and efficient resource allocation. With the Renovation (Doi Moi) and market-oriented reforms, Vietnam has not only entered a new stage of development, but also had a good opportunity to be successful in industrializing and modernizing its economy.

The development objectives of Viet Nam over the first two decades of the New Millennium are quite ambitious. Vietnam expects to sustain high economic growth with poverty elimination and to substantially improve the HDI during the period 2001-2010.

The overall goal of Viet Nam is to accelerate industrialization and modernization process in order to bring the country out of underdevelopment and create a foundation so that by 2020 Viet Nam will basically become “a modern-oriented industrialized country”.

However, Viet Nam is currently facing great challenges. Viet Nam is still a low-income economy in transition striving for industrialization in order to catch up with more advanced economies in the region. While Viet Nam has recorded remarkable achievements in socio-economic development, imbalances in growth have emerged. The economy has recently exposed weaknesses and vulnerabilities in several areas such as in the SOE sector, the financial system, public investment, and the education and training system. The problem of poverty and income inequality also adds the risk of socio-economic instability, which may stall economic development, Viet Nam can benefit substantially from its trade liberation and economic international integration. But the existing problems and weaknesses may be exaggerated as the economy integrates deeply into the regional and world economy. The adjustment costs during integration process could also be significant.

- A highly acknowledged need for further economic structure adjustment
While the industry-construction sector counts for the largest share to GDP growth, the share of manufacturing sub-sector increases very modestly from 18.5 percent in 2000 to 21.3 percent in 2007. Moreover, the value added over output ratio of this sector tends to decrease from 40 percent in 1999 to around 30 percent in 2007. It is explicitly indicated that low production efficiency and competitiveness are  inherent features apparently observed in a number of manufacturing industries. Industries producing domestic machines, equipment and consumption goods have been reported to reach the highest growth rate in 2007 (air conditioner production with a growth rate of 51.9 percent, transport vehicles - 52.8 percent, motorbikes - 23.9 percent). However, this performance has mainly resulted from the import-substitutes that take advantages of a “protectionism” by the government policy. Those industries, whose products underwent tariff phase-out in 2007 and hence were exposed to stronger competition with imported goods, have recorded a obviously lower growth rate. At the same time, industries that well known as highly competitive such as textile, garments, furniture and footwear have a very low profit rate. For example, these figures in 2006 were 0.11 percent, 0.61 percent, 1.99 percent and even minus 0.05 percent respectively. Moreover, most industries in Vietnam so far are working on piece-work contracts, utilising cheap labour to produce low value-added products for larger foreign-owned firms and are highly dependent on imported intermediate inputs. Manufactured products are not diversified, and product quality is poor. Application of new technology does not keep pace with an increasing competition pressure. This suggests that the high growth of industry-construction may not be sustainable in the years to come.
The share of service sectors with high value added remains insignificant and amounts to a very modest level in GDP. For example, the share of financial sector in GDP decreases from 1.9 percent in 2000 to 1.8 percent in 2007 while R&D is  responsible for 0.6 percent in 2007. Although these high value-added business supporting services are critical for Vietnamese businesses in enhancing their competitiveness, they are in fact still not capable of meeting the needs of the economy. This partially explains why costs of intermediate inputs such as transportation and business services keep being high in Vietnam. 

Agriculture-forestry-fishery sector, likewise, is facing with a number of problems. Due to the lack of skilled labour and small land holdings in the sector, the productivity of the agriculture remains low. Many farmers still rely heavily on extensive cultivation of low value-added staple crops that generate little more than subsistent income. Diversification away from the staple crops to high value-added crops, livestock or aquaculture to meet new domestic and export demands has been seen, but very slow. Large fluctuations in world prices of agricultural commodities and more frequent disease outbreaks have also contributed to the halted growth. Continuing growth in agricultural output will require a substantial commitment to R&D or changes in farming scale
 Due to the process of extended industrialisation and urbanization, large fertile arable areas in a number of regions have been converted into industrialized zones, real estates or golf courts, leaving landless unskilled farmers with no way to switch to off-farm jobs. At the same time remote and disadvantaged areas have remained far under-developed due to the lack of investment for  favourable farming conditions and inadequate infrastructure, (MPI, 2009).

- Poor quality of economic growth 

The quality of growth is highly questionable. This can be seen clearly through measurement of investment efficiency. In general, TFP tends to decrease (Table 4 above). In particular, MPI (2009) shows that although the state investment account for nearly half of total investment, there are number of factors lead to poor investment outcomes, including resource leakages, squandering of state resources, delays in construction progress or delays in project implementation. In addition, SOEs play monopoly roles in 14 major sectors such as petroleum products, electricity, coal and basic chemicals with 100 percent, 92 percent, 98 percent and 99 percent respectively in 2003. However, the efficiency of SOEs tends to decrease. The ratio of turnover over capital for SOEs decreases from 0.66 in 2000 to 0.55 in 2007 while this figure for all enterprise in 2007 is 0.83 (Table II.11) .  

Table III.1: The efficiency of enterprises (turnover over capital) in 2001 – 2007 
	
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	Total
	0.811
	0.757
	0.884
	0.916
	0.875
	0.888
	0.884
	0.832

	SOEs
	0.663
	0.588
	0.712
	0.714
	0.628
	0.629
	0.610
	0.557

	Private enterprises
	2.066
	1.832
	1.792
	1.665
	1.507
	1.401
	1.318
	1.134

	FDI enterprises
	0.705
	0.676
	0.759
	0.836
	0.902
	0.957
	0.987
	0.969

	The efficient comparison of  private firms to SOEs and FDI firms (times)

	Private firms over SOEs
	3.1
	3.1
	2.5
	2.3
	2.4
	2.2
	2.2
	2.0

	Private firms over FDI firms
	2.9
	2.7
	2.4
	2.0
	1.7
	1.5
	1.3
	1.2


Source: Nguyen Dinh Cung (2009)
In practice, major amount of FDI is put into real estate and hotel industries, around 40 percent in 2008. Vietnam’s real estate prices has been currently raised to be excessively high compared to other businesses. Many transactions in the real estate market are speculative, not producing real wealth and jobs for the economy. There is a popular practice where  foreign investors try to attract domestic capital instead of bringing it in from outside sources. CIEM (2009) has given an example in 2008, where within the 33 FDI projects on apartment and offices for lease with total registered capital of nearly 10 billion USD, foreign investors have contributed only around 20 percent of capital pursuant to the regulations and then mobilized the rest from the domestic sources. This in undesirable phenomenon as Vietnam as a host country cannot gain any benefit or spill-over effects on technology transfer, job creation and export-induced foreign currency revenue.

Generally, FDI has played a dual  role in the economy. On the one hand, it helps to narrow down the gap between domestic savings and investment while the share of final consumption seemed to increase. On the other hand, the economy would  become more fragile in term of FDI volatility. This is a very likely scenario amid the context of financial crisis in the U.S. with resultant negative global impacts; meanwhile, the efficiency of investment in general and state investment in particular was still modest. Less dependence on FDI, therefore, raises big questions about the sustainability of economic growth (Nguyen Dinh Cung, 2009). 

In addition, although non-state investment turns to be the largest source of investment, the efficiency tends to decrease. Table 13 also shows that the efficiency of private firms in comparison with SOEs and FDI firms declines from 3.1 and 2.9 times to 2.0 and 1.2 times respectively. 

- Unsustainable export growth

Although reaching a relatively high growth rate, Vietnam's exports are still vulnerable to external shocks such as world price volatility or the emergence of new trade barriers like anti-dumping lawsuits against leather-capped shoes and shrimp, quota imposition, or surveillance programs against goods imports from Vietnam. Consequently, the list of export products shows a lower level of diversification than would be desirable and excessive focus on a few commodities. The share of export value of the top ten export commodities in total export value even increases from 47.55 percent in 2001 to 62.89 percent in 2008.

Exports of high value added commodities are still low. Exports continued to rely heavily on primary commodities such as minerals (oil, coal), agricultural products, while manufacturing products (T&G, footwear, electronics and computer components and spare parts) are by and large made through assembly and processing using imported materials, equipment and spare parts and thus generating low value added.  

Taking the role as a third party in assembly and processing contracts, Vietnam positions itself in a segment with the lowest value added in the production value chain. Vietnam faces obstacles in its efforts to increase exports of higher value added commodities due to inherent internal limitations ranging from low professional qualifications of labour, technology, and poor capability of designing, organisation and distribution. The level of industrialisation of Vietnam currently is just equivalent to the average level of developing countries by the end of 1990s and is much lower than many other ASEAN countries. Compared to East Asian countries, Vietnam is pursuing a similar roadmap of regional economic integration that includes: (i) movement of exports from labour-intensive commodities to technology and/or capital-intensive commodities; (ii) promotion of trade of production materials with countries in the region; (iii) development of major export markets; and (iv) increased role of trade with China. However, this is now solely at initial stage and at a lower level. This partly explains the weak position of Vietnam in the regional and global value chains.

Export quantity and value of some key export commodities of Vietnam such as fishery products, wood products, electric wire and cable show no significant changes compared to the previous period. Factors restricting exports may no longer lie in protection barriers in trading partner countries, but are more due to structural constraints of the economy itself such as limited land area, low productivity and low competitiveness in association with export procedures that are still cumbersome. Costs relating to logistic services (transportation, post and telecommunication, warehouse, port) remain high,  financial and banking services which are still inadequate and too expensive. Limitations in specific industries relating to product quality (including food hygiene safety), design, and marketing are also factors restricting export growth. 

Capability to actively grasp opportunities to penetrate and exploit export markets is still very limited. Enterprises have not yet secured the full benefits of Vietnam’s WTO membership as well as of bilateral and regional trade agreements signed between Vietnam and its partners to make full use of huge markets such as the U.S., EU, and China. Moreover, trade promotion activities remain incoherent, and of low effectiveness.

Regarding the trade balance: Vietnam has recently achieved substantial bilateral trade surpluses with the U.S. and the EU. Meanwhile, there big trade deficits with China, ASEAN, India and Japan have been seen. The trade deficit with China increased sharply, from a trade surplus of 135 million USD in 2000 turning to a deficit of nearly 200 million USD in 2001 and growing to more than 9.1 billion USD in 2007 (i.e., increasing by 48 times). Further analysis of trade activities with China shows that Vietnam is in a noticeable lower value added position: it exports to China primary commodities such as minerals (crude oil, coal) and unprocessed agricultural products (rubber, rice, fishery products) while it imports processed goods items (oil and petroleum, steel, fabric and garment ancillaries, fertilizer, etc.). The implications of this should be considered seriously as China, especially southern China, has a lot of similarities with Vietnam in terms of natural conditions and resources. 

- Remained large shortcomings and high challenges in struggle with poverty

Figure II.2 shows a higher trend of poverty alleviation in rural areas where most of the poor live. The narrowing extreme poverty gap between rural and urban areas and poverty incidence of rural areas (20.4% in 2006) was significantly higher than in the cities (3.9%).
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Figure III.1: Poverty rate by urban/rural areas

Source: MPI, 2008.
 A widened  poverty gap

Despite impressive achievements in poverty alleviation across the country, there remains a large gap between urban and rural areas, including high poverty incidences in mountainous areas and among ethnic minority groups. In 2006, the highest national poverty incidence was in the Northern mountainous areas (30.2%), followed by North Central (29.1%), Central Highlands (28.6%), South Central Coastal (12.6%), Mekong Delta (10.3%), Red River Delta (8.8%), and the South-east region (5.8%). The pace of poverty reduction also varied in different parts of each region. By the end of 2006, there were 58 districts with more than 50% households living below the poverty line (according to the national poverty line from 2006-2010), of which 27 districts had poverty incidence of over 60%, 10 districts of over 70% and one district of over 80%. There are now more than 3,000 districts where the percentage of poor is above 25%, of which 1,378 are beneficiaries of Program 135, one of the National Targeted Programs. 
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Figure III.2:  General poverty rate by ethnic group

Source:  MPI, 2008.
A tendency has emerged of a widening poverty gap between Kinh-Chinese and minority groups as reflected in chart 1.2, (i) the pace of poverty reduction among minority groups is slower than that of the Kinh and Chinese people (ii). In 2006 poverty incidence among ethnic minority people was 52.3%, much higher than the rate of Kinh and Chinese groups (10.3%). Even though they amount to one eighth of the total population, ethnic minority people make up over 50% of the poor, especially in terms of food poverty. 

Table III.2. Food poverty rate (%)

	
	1993
	1998
	2002
	2004
	2006

	Whole country
	24.9
	15.0
	10.9
	7.4
	6.7

	By urban/rural

	Urban
	7.9
	2.5
	1.9
	0.8
	1.2

	Rural
	29.1
	18.6
	13.6
	9.7
	8.7

	By ethnic groups (%)

	Kinh and Chinese
	20.8
	10.6
	6.5
	3.5
	3.2

	Ethnic Minority
	52.0
	41.8
	41.5
	34.2
	29.2


Source: MPI, 2008.
Income disparity is measured using the Gini index of consumption expenditure. Between 1993 and 2006, this index slightly increased from 0.34 in 1993 to 0.37 in 2004 but declined to 0.36 in 2006, reflecting worsening income inequality. In 1995 the Gini index was 0.357 and has since increased to 0.42 in 2006. 

The proportion of expenditure for the poorest 20% dropped from 8.5% in 1993 to 7.2% in 2006. 

Table III.3: Gini index by expenditure and proportion of expenditure of different groups 

	
	1993
	1998
	2002
	2004
	2006

	Gini index (by expenditure)
	0.34
	0.35
	0.37
	0.37
	0.36

	Proportion of expenditure of 20% population 

	Group 1
	8.4
	8.2
	7.8
	7.1
	7.2

	Group 2
	12.3
	11.9
	11.2
	11.2
	11.5

	Group 3
	16.0
	15.5
	14.6
	15.2
	15.8

	Group 4
	21.5
	21.2
	20.6
	21.8
	22.3

	Group 5
	41.8
	5.3
	5.9
	6.3
	6.0


Source: MPI, 2008.
In the meantime, the difference between income of the highest and lowest groups has widened. In 1999 income of the 20% of the richest groups was 7.6 times higher than the poorest, which increased to 8.1 in 2002, 8.34 in 2004 and 8.37 in 2006.

According to data from the Viet Nam Household Living Standard Survey (VHLSS), there is progress in terms of narrowing the gaps between the 40% highest income groups and the rest, which was 21.1% in 1995, 17.98% in 1999, 17.4% in 2002, 17.4% in 2004 and 17.4% in 2006. However, it can be concluded that relative equality with regards to income has not improved significantly
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Figure III.3. Income disparity: Income difference between 20% highest and 20% lowest group

Source: MPI, 2008
 Unsustainable Poverty reduction achievement

The income of the majority of people living in rural areas, especially ethnic minority groups in mountainous areas, has not improved significantly. Disadvantaged regions regularly suffer from epidemics, natural disasters etc., which cause huge damage in terms of production, assets, housing and living conditions. In the absence of effective and immediate response systems, it is very difficult for poor households to rectify their problems, whatever the cause.

As a result of soaring inflation, the issue of increased costs of production and commodities since the end of 2007 has emerged. The increased Consumer Price Index (CPI), especially with regard to food prices, has adversely impacted the living conditions of the poor, and is considered to be a major challenge in the implementation of poverty alleviation programs in the future.
As analyzed above, large population and abundant labor force are the advantages for development; however, low quality labor is the constraint to socio-economic development.  There are many socio-economic indicators related to population.  Given the feature of high population density in agriculture and rural areas, among these indicators, the indicator of average agricultural land area per capita is of importance.  In Vietnam, this indicator is low and sharply decreasing to less than 0.11 hector per capita.  For rice farming area alone, this indicator is much lower with only 0.048 hector per capita.  It provides two warnings, first is the need for reclamation of unused land and second is the protection of Vietnam's agricultural land reserve, especially for rice farming to ensure food security.

Moreover, large population in addition to high growth rate lead to an abundant labor force which puts pressure on annual employment creation.  As a result, labor productivity is low in the context of less-developed economy.  On average, each worker yields about 1,959 US dollars annually, in which the labor productivity of agriculture, forestry and aquaculture sector only reaches 821 US dollars and that of agriculture is much lower.

At present, Vietnam's agricultural and rural economy is still less developed.
 Annual agricultural production growth is about 3.8 percent.  Value-added proportion of agriculture in the economy is about 17 percent while this sector absorbs nearly 53 percent of the country's labor force.  A large part of Vietnam's population (more than 71 percent) still live in rural areas, of which more than 80 percent of the labor force work in agriculture.  This leads to a wide range of pressing issues, such as labor redundancy, underemployment, severe poverty, outdated livelihood in some remote areas, mass migration from rural to urban areas, the problems social equality and equity, rich-poor gap, the relations of industry-agriculture and rural-urban, etc.

Labor productivity in agriculture is an indicator for the level of labor utilization in this sector.  Labor productivity growth allows economic and labor restructuring in agriculture and rural areas.  However, labor productivity in rural areas, especially the one of agriculture, is still low.  In 2007, agricultural labor productivity was VND 8.4 million/worker while labor productivity of the society as a whole was VND 26 million/worker.  Low labor productivity in agriculture is caused by large proportion of unskilled labor in this sector.  Working the soil, the hardest phase of an agricultural production process, was mechanized slowly from 21 percent of mechanization in 1990 to 26 percent and 40 percent in 1995 and 2007, respectively.  In the other phases like transportation and irrigation, though improved but mechanization was still modest.

Human resource quality of rural areas is low, reflected by the rate of illiteracy of 4.4 percent, lower secondary completion rate of 33.2 percent and upper secondary completion rate of 16.8 percent.  Evaluation of education level by gender shows that the average schooling years in rural areas is lower than that in urban areas; and the average schooling years of women is lower than men.  It is said that labor productivity will increase if farmers achieve a certain level of education; in particular, labor productivity will increase by 11 percent if farmers complete primary school.  In addition, attaining a certain education level will allow workers to acquire knowledge and experience in production and business.  Given such quality of Vietnam's rural human resources, production and business of rural laborers will be restricted, especially in terms of self-employment.  Professional level of rural labor changed insignificantly.  Low income and underemployment in rural areas while income in urban areas is higher lead to the situation of large labor movement, especially technical labor, from rural to urban areas.  More than 73 percent of rural labor is unskilled.

At the same time, the reform process in Viet Nam now becomes more complicated and difficult because of the followings:

· First, they need to develop a market-based institution dealing with production factor (capital, labor, land) markets, SOE sector, and financial system, many aspects of which are related to the concept of “socialism orientation”.

· Second, the reforms should be consistent with the process of international integration. It is not an exaggeration to say that the reform process in Viet Nam is now an international commitment-based reform process.

· Third, the way of thinking, policy-making and resource allocation rooted in the legacy of a centrally planed economy should be changed. The gradual approach to reform had certain advantages, but also several disadvantages because the reform could be characterized by stop-and-go steps, inconsistency with business cycles, unpredictability of investment and business environment, and possible conflict between central and local authorities. To a significant extent, this approach may be not appropriate in the new context of globalization, international integration, and technology revolution.

Vietnam’s further reform and development programs seem to include the following key component:

· Institutional reforms (the reform of legal framework and public administration, and the strengthening of enforcement and people’s participation);

· Improvement of macroeconomic policies in conjunction with trade liberalization and gradual opening of capital account;

· Structural reforms, especially reform of SOE sector and financial system;

· Private sector development and attraction of efficient FDI;

· Agricultural and rural development;

· Radical reform of the education and training system.

Overall, the reform of economic institutions and human resource development should be priorities of policy implementation. The first and foremost factor for overcoming the obstacles on the road to prosperity for Vietnam is to change the still state-led economic institutions and constraints in institutions also mean that there is a big room for Vietnam to change in order to create an incentive environment for advancing and even leapfrogging in the industrialization and modernization of its country. The institutional changes together with skill formation will be a very effective insurance measure. This is because it enlarges both a set of choices by people and their capability to exploit benefits from the newer choices. As a result, the people become less vulnerable to the changes in the economy and society.

3. Development Strategy and Policy
-  Public Expenditure Policies

There is a number of policies have been implemented to improve economic efficiency of public investment and expenditures.

In order to increase the efficiency of state investment, state projects have been classified in several groups based on (i) those priorities set in accordance with the broad socio-economic development objectives; and (ii) their implementation performance. In particular, priority of public investment is given to important projects such as provision of basic public services (e.g. health care and education), projects that help removal of factors impeding capital absorption capacity of the economy (e.g. infrastructure, human resource development).
Today, public investment is intensely reduced for purely commercial purposes, instead, it is prioritised to be channelled to public goods and services, poverty reduction and support of ethnic minority groups and areas, especially those in rural and remote sub-regions. Higher attention is paid to improving services of commune health centres, strengthening qualification of teachers, upgrading infrastructure for secondary education schools in mountainous and remote areas. 

A number of policy tools have been applied to strengthen supervision, monitoring and evaluation of public projects to improve investment efficiency; to apply penalties of sufficient deterrence to cases of embezzlement, waste and violation of laws and regulation. A big efforts have been made to clarify the role of the State as an “owner” of the public investment projects and of other State assets. The effort is aimed at strengthening the government accountability for the investments and State’s assets management. For example, it is decided that companies/ agencies implementing public projects should send their progress report containing sufficient information for comprehensive evaluation of public investment on a regular basis to MPI. An independent agency  is suggested to be established to supervise and monitor activities on SOEs.

- Policies for Mobilising Resources from Other ( Non- Government) Sources 

Strong “socialisation” policy have recently been initiated to attract investments from  all non-government sectors, households and FDI for education and training, vocational training, establishing private heath facilities, libraries, museums, cultural and sport works, etc. Other main purpose is to mobilise the sources for conducting local public works. The policy is implemented  through various forms including joint-venture capital contribution, BOT, BT, and other private – public partnership (PPP) forms .

Further improvements have been made in improvement of management, increased transparency and efficiency of allocation and utilization of public funds contributed by the society, community, enterprises and individuals for social protection programs, emergency relief for people affected by natural disasters, floods, protection and care for children, people with disability, and national devotees. 

Regarding FDI, there is an clear effort to promptly implement some more fundamental measures such as change of thoughts and perception, and proposal of new viewpoints on attraction and utilisation of foreign direct investment. A national strategy for further mobilization, monitoring and evaluation of the use of FDI is under development. Appropriate policies are considered to be adopted to eliminate undesirable projects as well as to encourage sound projects. Higher attention is paid to quality of investment (a good choice of industrial sectors, investment partners, technological competency, usage intensity of natural resources and scarce resources, forward and backward linkages with domestic enterprises, spill-over effects, environment friendly performance of invested projects, etc.). Higher awareness of investors of corporate social responsibility has been raised. All of these together serve as “baselines” for developing appropriate criteria for projects appraisal, regardless they are of FDI or of projects financed by other sources. The approval of all investment projects must be based on these criteria. 

In order to have the best options with minimum costs, appropriate policies have been adopted to direct FDI into areas that help removal of factors hindering development and capital absorption capacity of the economy  (e.g. references are given to some PPP, BOT projects). In this connection, infrastructure development is one of typical areas that allow taking advantage of a large investment sources. By removal of the bottleneck of lack if sufficient infrastructure, Vietnam will become more attractive to foreign investors. Similarly, some preferential policies have been promulgated to encourage FDI inflows to the low value added areas (e.g. agriculture and rural development). 

- Policies  on Enhancing Sectoral Adjustment  and Trade 
A number of policy measures for improvement of competitiveness by all sectors of the economy, particularly those with weak competitiveness have recently strengthened by the Government. Regarding key export-oriented industries, a policy to gradually move from subcontract implementation to direct exportation is in place. In particular, measures to raise product value added in all sectors have been taken through improving human resources, upgrading technology level, improved access to source technology, long-term collaboration with leading partners in relevant fields, diversification and renovation of products.
Many other measures have been introduced to boost development of sectors that Vietnam has higher potentials or comparative advantage. A bulk of strong advocacy and financial incentives are  made available to domestic enterprises to serve domestic market, to make a better use of emerging opportunities by economic integration, to open and penetrate into new overseas markets. Linkages with foreign-owned enterprises are utilised better, deeper participation in the regional production network is strongly promoted.

Visible efforts have been made to support industries to avoid excessive dependency on imported inputs, as well as to mitigate impacts of commodity price shocks in the world market, at the same time to obtain substantial savings of foreign currencies. Business supporting services such as finance, credit, science and technology are paid with more attention and resources; a number of preferential policy measures to attract investment into these sectors are adopted. 

It is, however, worthy to emphasis that while such measures as accelerating exports, reducing public investments, improving investment efficiency, practicing thrift, and addressing speculation and smuggling, are implemented by Vietnamese Government as fundamental tools to addressing the root causes of the large trade deficit and/or poor investment efficiency, the import control and import tariff increase are used only as temporary measures and should not be applied in the long term. It is fully aware that such measures as being contradictional to WTO regulations, could expose Vietnam to retaliatory measures by other WTO members. In order to address the issue of trade deficit in the longer term, Vietnam must have drastic changes in its economic structure, production capacity, technological level and human resources so as to improve its competitiveness and be capable of producing goods with higher processed and value-added levels. 

- Poverty reduction and other social policy
There great efforts have been made to create every opportunity for households to move out of poverty by stepping-up the pace of Poverty Reduction Programs. Income disparities across regions and between different groups are also taken under control through these programs. Moreover, in the five-year plan of 2006-2010, Viet Nam has targeted “To reduce the proportion of poor households to 10 - 11% by 2010; increase the average income of poor groups by 1.45 times compared with 2005; ensure that 50% of the most disadvantaged communes located near coastal and border areas are lifted out of poverty with no hunger incidence and a reduction in the proportion of the poor households to below 30% among the most disadvantaged ethnic minorities and mountainous areas” (MPI, 2005).

Provision of opportunities for the poor to overcome hunger and poverty is largely  made through supporting policies regarding infrastructure, land, preferential credit, vocational education, employment generation, consumption etc. Access by the poor to basic social services for the poor such as health care; education, water supply, housing, land and other facilities is  largely provided. 

Participation of people in the decision-making process of relevant projects and programs on poverty reduction is enhance

A number of other policy measures have been initiated to ensure stable macro economic conditions, social security and mobilizing resources for poverty alleviation. This can be seen through the efforts of acceleration of economic reform and active integration into the global economy with sound control and reasonable distribution of income; maintaining the macro economy while promoting production and encouraging all economic sectors to create legal welfare with priorities granted to the poor. In addition, many of effective measures have been implemented by the Government to curb inflation and to prevent the downturn of the annual economic growth rate, while ensuring social security, export promotion and maintenance of growth.
Enhancing investment for poor areas and people, especially in basic infrastructure is another policy solution to close the poverty gap. In fact, construction and upgrading of basic infrastructure in the poorest and most disadvantaged communes, ethnic minority regions and communes located in border and coastal areas and enhance the transparency in investment management has been strongly accelerated.
Necessary emergency facilities to prevent and relieve the damage caused by natural disasters in an effective and timely manner have been organized. 
Quality of the social security network is enhanced. Potential enterprises and investors are encouraged to invest in poor areas.

More specifically, a strong focus has been made on rapid development of human resources, especially long-term vocational training and highly-skilled human resources. This is in order to meet development needs and to strongly attract investment projects that use a high level of technological competency and generate products with high value added. Special policies on promotion of rural vocational training are also applied in order to accelerate sectoral labor shift and improve income.

Implementation of NTPs, other approved programs and projects has been continued to promote productive activities; to stabilise living standards of poor people, poor regions, ethnic minority groups and natural disaster-prone regions. Measures for sustainable poverty reduction strictly pursued, ensuring that the poor share the gains of growth. 
Efforts and resources have been recently directed to 61 poor districts around the country to accelerated the already remarkable progress in poverty reduction in these areas. Training of local officers (both at commune and district levels) have been taken before implementing, incorporating programs and projects at the locality. 
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� ILO-MOLISA, Viet Nam Employment Trends Report, page 8


� ILO-MOLISA, Viet Nam Employment Trends Report, page 41


�  Doi Moi in Vietnamese stands for “Broad-based socio-economic reforms”


(1)Poverty gap measures the average difference in average expenditure of the poor compared to  poverty line  expenditure


� GSO, 2007.


� Statistics from GSO's Statistical Yearbook and MOLISA's Labor and Employment survey in 2007
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