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I. INTRODUCTION

The FFU 2009 papers already to some extent describe the formal procedures for making decision on fiscal allocation between the to main layers (central and local) of Vietnamese government structure and their roles
. This paper attempts to explore in more details the main ways of allocation of the fiscal resources from central government to sub national (provincial) authorities in Vietnam, relative magnitudes of these budget flows, and to what extent real allocations follow the official criteria, or whether they are else affected by other factors (e.g. political – economic forces, geography, or ethnicity). The paper also looks at how local governments allocate resources across deferent purposes (e.g. health, education, rural roads, cultural needs).
A part from introduction, this paper is organized as follows: Section 2 discusses the main sources of budget revenue and how these revenues are shared between the two tiers of the government, reviews the government budget expenditure assignments, describes why and how financial transfers from central state are made to local states. Section 3 presents a summary of the paper and suggests some recommendations.

1. Shortly about Vietnamese government structure (central vs. local governments) 

Vietnam’s territorial administrative structure is organized into four levels: national, provincial, district and communes (Figure 1). The national level is often named in the central state, while the others are seen as the local state. Nowadays, the country comprises of 58 provinces and 5 largest cities (Hanoi, Ho Chi Minh city, Hai Phong, Da Nang and Can Tho), ranging in population between approximately 5.5 million and 0.5 millions. The five largest cities are granted provincial status (often named as centrally-run cities). The provinces/cities are subdivided into 697 districts which in turn are divided further into approximately 10,600 communes/wards
.
Two parallel structures of power coexist and are replicated at each level of government. Legislative power is concentrated in the National Assembly, with sub-national People’s Councils at the provincial, district and commune level. The central government’s executive structure has its counterpart at the local level in the People’s Committees. 
Figure 1: Vietnam’s administration structure
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National Assembly, the highest legislative power, approves the state budget that includes not only the central government budget but also local (provincial-district-commune) consolidated budget. Provincial People Councils are formally assigned by the State Budget Law with a power of making decision of allocation of local budgets, including the budgets of district and commune levels.

2. The state budget system in Vietnam

During the last decade, Vietnam has embarked on an extensive decentralization program. A fundamental cornerstone of the decentralization process was approval of the State Budget Law by the National Assembly in December, 16th 2002. The newly enacted State Budget Law in some ways not only allows for significant continuity in decentralization system imbedded in 1996 Law such as granting provincial governments high flexibility to arrange the finances of lower (district and commune) levels, but has also made important steps towards granting revenue-making governmental units and purely administrative units at local levels significant discretion to manage their funds and make decision concerning staffing levels and remuneration above the minimum levels mandated by the central government. This fundamental redefinition of intergovernmental fiscal framework is made due to the need to increase the overall efficiency of public finance. The  process has continued uninterrupted to date. 

Budget of the provinces and centrally-run cities (referred collectively to as the provincial budget) are consisting of the provincial-level budget and budgets of districts, provincial capitals and cities. Budgets of  districts, provincial capitals and cities (referred collectively to as the district budget) are consisting of the district-level budget and budgets of communes, wards and district townships (Diagram 1) .

Diagram 1. State budget system in Vietnam
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Source: Adapted from the State Budget Law.

Noticeable, this structure is highly hierarchical and can be represented in a form of Russian doll “Matrioska” , which explicitly implies that each level of the government has it own budget, but the budget for each level of government has to be approved not only by the respective local authority, but also by the authority of an upper-level government. Thus budgets of communes are approved by the districts, those of districts  by provinces, and the provincial budgets are approved by National assembly. 

The Matrioska model of the budget structure often makes its functions overlapped, generates highly hierarchical relations among the deferent levels of government and detracts from budgetary autonomy (Martinez-Vazquez, 2005). Although there is and increased interest in the Ministry of Finance in exploring ways to dismantle this structural model, not much of success has been so far observed.

II. Allocation of budget resources between central and local GoVN

In Vietnam, allocation of fiscal resources can be seen through 3 main channels: revenue division, expenditure assignments and central – local budget transfers.

1. Revenue division

1.1.  Sources of budget revenue

The State budget  Law (Articles 30 and 31) has clarified three types of the State budget revenues, including:

(i) taxes assigned 100% to central level 

(ii) taxes assigned 100% to local levels and 

(iii) shared taxes in percentage (%) between the central budget and local budgets. 

Table 1 below provides detailed list of each of the three types of revenues, where the 100% centrally collected revenue include VAT in import goods; export tax and import  tax; special consumption (excise) tax on import goods; corporate income tax on units which carry out  uniform accounting for  the whole; Taxes and other  revenues from the   petroleum industry in  accordance with  governments regulation; central budget’s capital    recovered at economic establishments, central budgets recovered state loans principal and interest, revenues from the central financial reserve fund, profit from capital contributed by state; Non-refundable aids granted by foreign governments, international organizations, other organizations and foreign individuals to Vietnamese Government; fees and charges contributed to the central budget; revenues from the  closing balance of  the central budget; other revenues in  accordance with  provisions of laws. The sources of provincial budget revenues consist of, besides the decentralized revenues, also transfers from the central budget, investment mobilizations under Article 8, Clause 3 of the State Budget Law.

 Table 1:  Revenue Assignments as stipulated in the State Budget Law (2002)

	I. Revenue assignments, central level

(Article 30)
	III. Revenues Assignments, provincial level

(Article 32)

	1.  The revenues to be 100% collected:

a. VAT in import goods;

b. Export tax and Import  Tax

c. Special Consumption  tax on import goods

d. Corporate Income tax on units which carry out  

e. uniform accounting for the whole

f. Taxes and other revenues from the petroleum industry in accordance with governments regulation

g. Central Budget’s capital  recovered at economic    

h. establishments, central budgets recovered state 

i. loans (principal and interest), revenues from  

j. the central financial  reserve fund, profit from 

k. capital contributed by state;

l. g.  Non refundable aids  granted by foreign governments, international organizations, other organizations and    foreign individuals to the   Vietnamese     Government. 

m. h.  Fees and Charges  contributed to the   central budget 

n. Revenues from the  closing balance of the central budget;

o. Other revenues in accordance with  provisions of laws;


	 1. The revenues to be 100% collected 

a. Land and housing   taxes;

b. Natural resources tax, excluding  natural resources tax on   petroleum activities;

c. License tax;

d. Tax on transfer of land use rights;

e. Tax on use of  agricultural land;

f. Fee on land use;

g. Land rent;

h. Revenues from the leasing and sale of  dwelling houses owned by the State;

i. Registration fees;

j. Revenues from State- run lotteries;

k. Recovered capital of  the local budgets in economic        organizations, revenue from the local financial reserve        fund, income earned  on capital contributed  from the local budgets;

l. Non-refundable aids   donated directly  by international organizations, other  foreign organizations   and foreign   individuals to the  locality; 

m. Fees, charges and  other revenues   earned from non- productive activities and other revenue to  be contributed to  the local budgets in   accordance with the provisions of laws;

n. Revenue from public    land and income   earned on other public   properties;

o. Money mobilized   from organizations   and individuals in  accordance with    provisions of laws; 

p. Voluntary  contributions from  domestic and foreign  organizations and individuals; 

q. Revenues from the  closing balance of the local budgets as  stipulated in Article 63 of this Law;  and

r. Other revenues as   provided for by law.



	
	2. Supplementary revenue   from the central budget;  and         

	
	3. Money mobilized for  construction of   infrastructure in accordance with Clause 3, Article S of this Law.      

	2.  The revenues shared in    percentage (%) between  the central budget and   the local budgets:

a. value added tax, excluding VAT on   import goods as stipulated in point a,  Clause 1 of this Article;

b. Corporate income tax,  excluding corporate   income tax of the units  under the whole-unit  accounting system as Stipulated in point d,  Clause I of this  Article;

c. Income tax on high- income earners;

d. Tax on profits remitted abroad, excluding tax on  overseas remittance of profits earned in the  petroleum industry as stipulated in point e, Clause 1 of this Article;

e. Special consumption tax  on domestic goods and   services; and

f. Gasoline and oil fees.


In the State Budget Law 2002 the revenue assignments has stated only for central and provincial levels. While providing some general principles and minimum standards for designing revenue assignments (Article 34), there are no explicit revenue tasks stipulated for districts and communes. This is intended to give the provincial authorities flexibility (discretion) to set the revenue tasks for these local lower levels of authorities. 

The sources of provincial budget consist of six flows, including decentralized revenues, transfers from the central budget, investment mobilizations under Article 8. Clause 3 – The State Budget Law, budget remainder revenues, brought forward revenues, and others (Diagram 2). However, only two largest sources of the budget including decentralized revenues and transfers from the central budget are of significant importance. 

Diagram 2. Sources of local budget revenues


Source: The authors’ collection from final accounts of local budgets.  

1.2. Criteria for making decision on shared revenues
Estimation of shared revenue is determined by specifically set by the Government’s “formula”
. The formula estimates the gap between expenditure requirements (estimated on the basics of norms) and revenues capacity (estimated on the basic of the revenue collected in the previous years). In particular, the formula determines that: 

+ If A-B<C, the ratio of shared revenues between local and central budget (D) is calculated by the following formula:

	D
	=
	A – B


C
	(
	100%


+ If A-B=C, D is equal to 100% and a gap will be supplemented by the central budget.

Where:

A = Total local expenditure – Expenditure (Balancing transfer for lower budget + Target transfer from the central budget + Investment mobilization under Article 8. Clause 3 (The State Budget Law) + Voluntary contributions + Grants + The government’s borrowing from foreign sources + Brought forward).

B = Revenues with 100% entitlement – Revenues (transfer from the central budget + Budget remainder + Investment mobilizations under Article 8. Clause 3 in the State Budget Law + Voluntary contributions + Grants + Brought forward).

C = Total revenues are divided between the central budget and local budgets

It is interesting to notice that revenue sharing rate is the same for all shared taxes, but the rate are deferent across the provinces. The deferent sharing rates between provinces are intensely used to achieve the set by the GoVN “balancing” objectives. By leaving 100% of revenues of all shared taxes in the poorer provinces, the GoVN aims at creating an incentive to sub-national authorities to mobilize local revenues. This system of revenue sharing is said to be unique for Vietnam only and even “contrasting with the system used in many other countries” ( Martinez – Vazquez, 2004). 

As seen in the Table 2, the actual ratio of shared revenues between local and central budget in 2004 and 2007 is calculated for 2004-2006 and 2007-2010 periods respectively. There are 16 provinces in 2004 and 11 provinces in 2007 that have remittances for the central budget. Hanoi and Ho Chi Minh city are two locals that have largest remittances to the central budget. The ratio of remittances in two largest cities accounts for 69 per cent and 74 per cent in 2007 respectively.

Table 2: Ratio of shared revenues between local and central budget, 2004 and 2007.
	No
	Provinces
	2004
	2007

	
	
	Local
	Central
	Local
	Central

	1
	Quang Ninh
	98
	2
	76
	24

	2
	Ha Noi
	32
	68
	31
	69

	3
	Hai Phong
	95
	5
	90
	10

	4
	Vinh Phuc
	86
	14
	67
	33

	5
	Da Nang
	95
	5
	90
	10

	6
	Khanh Hoa
	52
	48
	53
	47

	7
	Ho Chi Minh city
	29
	71
	26
	74

	8
	Dong Nai
	49
	51
	45
	55

	9
	Binh Duong
	44
	56
	40
	60

	10
	Ba Ria – Vung Tau
	42
	58
	46
	54

	11
	Can Tho
	95
	5
	96
	4

	12
	Tay Ninh
	99
	1
	100
	0

	13
	Long An
	99
	1
	100
	0

	14
	Hau Giang
	95
	5
	100
	0

	15
	Tien Giang
	99
	1
	100
	0

	16
	Vinh Long
	99
	1
	100
	0

	17
	Others 
	100
	0
	100
	0


Source: Ministry of Finance

2.4.  Actual revenue allocation between central and local governments, 2004 -2008

The actual collections from the different revenue sources of sub national governments for 2008, the most recent year available, are shown in Appendix 1. The data are presented by provinces/cities, total revenues and per capita revenues. The figures show considerable differences across provinces in their abilities to raise taxes. Ho Chi Minh city is the best for both total and per capita revenues (VND 121,640 thousands mill. and 17,512 mill., respectively), followed by Hanoi and Vinh Phuc provinces, and the worst of 647 thousand VND mill from Dien Bien province.

By revenue composition, the total state budget revenues come from the two largest segments including domestic and oil revenues, accounting for 68 per cent and 60 per cent in 2004 and in 2008 respectively. The two tends to decrease during this period. The third major category comes from customs duty revenue, accounting constantly for about 16 per cent (Table 3).
Table 3: State budget balance revenues from 2004 to 2008

Unit: VND billion
	Items
	2004
	2005
	2006
	2008

	Total 
	224,776
	283,847
	350,843
	548,529

	1.Domestic revenue (excluding oil revenue)
	104,577
	119,826
	145,404
	240,076

	2. Oil revenue
	48,562
	66,558
	83,346
	89,603

	3. Customs duty revenue
	34,913
	38,114
	42,825
	91,457

	4. Grants
	2,877
	3,789
	7,897
	9,413

	5. Revenues from the financial reserve fund
	396
	145
	126
	317

	6. Investment mobilizations under the article 8, clause 3 of the State budget law
	7,289
	10,254
	9,572
	3,895

	7. Brought forward revenues to spend on salary reform and staffs streamline
	3,600
	11,143
	19,682
	17,909

	8. Paid-out-funds in obvious year which have not been accounted, moved forward to be accounted for in current year budget; and brought-forward revenues to spend under the current regulations
	12,790
	23,298
	31,057
	70,912

	9. Balance of local budget 
	9,772
	 
	 
	 

	10. Remainder revenue of local budget
	 
	10,720
	10,934
	24,947


Source: Ministry of Finance

At the provincial level, magnitude of the sources of budget revenue can be very different across the provinces, too. The most important source of budget revenue in Ho Chi Minh city and Khanh Hoa- the two budget surplus provinces - is the decentralized revenue that accounts for 58 and 49 per cent respectively. In contrast, in Lai Chau province – one of the budget deficit provinces, the main  sources of revenue (about 70 percent of the total provincial revenue) is the supplemented from the central state (Table 4). 

Table 4. Local budget revenues in the Lai Chau province in comparison with Khanh Hoa province and Ho Chi Minh city, 2008.

Unit: %

	No.
	Revenues
	Ho Chi Minh city
	Khanh Hoa
	Lai Chau

	1
	Decentralized revenues
	58
	49
	7

	2
	Transfers from the central budget
	4
	13
	70

	3
	Investment mobilizations under Article 8. Clause 3 – The State budget law
	
	10
	2

	4
	Budget remainder revenues
	17
	6
	7

	5
	Brought forward revenues
	8
	13
	13

	6
	Others (grants, unbalance revenues, ...)
	12
	7
	1

	
	Total
	100
	100
	100


Source: Ministry of Finance
It is interesting to notice that although tax collection is centralized, the 2002 Budget Law introduces a revenue collection incentive at the local level by allowing provinces to retain a share of revenues from taxes collected over and above annual targets. The shares vary substantially across provinces: in 2007, the premium rates are 100 percent for Hanoi, around 80 percent for HCMC and 30 percent for all other provinces. The rates aim to reflect the positive spillovers associated to public investment in the two largest urban centers of the country. 

2. Expenditure  Assignments
2.1. Central vs. local governments spending assignments

Viet Nam central - provincial expenditure assignments are generally consistent with the subsidiary principle (i.e. decentralize functions to the lowest level of government that can most efficiently perform them). An important share of local government expenditures come from de-concentrated sectoral and national targeted programs (designed at the central government for all purposes). Central government influence over all other delegated sectoral programs is significant, but in practice, provinces have substantial room for flexibility in the management of funds.
Division of budget expenditure assignments between the two tiers of GoVN is specified in the Article 31 (for central level) and Article 33 (for local level) of the State Budget Law as follows:

Table 5:  Expenditure Assignments as stipulated in the 2002 State Budget Law

	Expenditure assignments, Central Level

(Article 31)
	Expenditure Assignment,  Provincial Level

(Article 33)

	I.  Spending on development investment
a. Investment in construction of socio-economic infrastructure projects managed by the central level without   possibility of capital recovery;

b. Investment and capital support for State enterprises; State economic organizations, and State financial  organizations; contribution of shared capital and equity capital to joint ventures with enterprises in areas  that require the  participation of the State;

c. Addition to the State reserve fund; and 

d. other expenditures in  accordance with provisions of laws.         
	I.   Spending on development  investment
a. Investment in the construction of  locally managed  socio-economic infrastructure projects;

b. Investment and capital support for State  enterprises, State  economic organizations and  state financial organizations in accordance with provisions of law;

c. Other spending in accordance with provisions of laws;



	 2.   Regular spending on

a. Non-productive  activities in the fields of education, training, health-care, social affairs, culture,  information, arts and literature, physical training and sports, science, technology  and environment and  other operations  managed by the central  agencies;

b. Non-business and  economic operations managed by the central agencies;

c. National defense, security and social order and safety,  excluding the portion allocated to the locality;

d. Operations of the central agencies of the State and the  Communist Party of Vietnam and socio- political  organizations;

e. Price subsidies in accordance with the State policies;

f. National programs  implemented by the central Government;

g. Support for the social insurance fund as  stipulated by the Government;

h. Subsidies to people  eligible for the social policies managed by the central Government;

i. Support for political- social-professional organizations, social   organizations and socio-professional organizations at the central level in  accordance with provisions of law; and

j. Other expenditures in accordance with provisions of laws.


	2.   Regular spending on
a. Locally-managed non- productive activities  in the fields of  economy, education and training, health- care,  culture,  information, arts and  literature, physical training and sports, science, technology and environment  and other locally managed non-productive activities;

b. Tasks of national  defense, security and social order and safety, as assigned to the province;

c. Activities of the  agencies of the State, the Communist Party of Vietnam, and socio-political organizations in the locality;

d. Support for local  political-social- professional organizations, social organizations and socio-professional organizations in  accordance with  provisions of law;

e. Implementation of social policies  managed by the  province;

f. Locally managed  national programs as assigned by the government;

g. Price subsidies in  accordance with State policies; and

h. Other spending in accordance with  provisions of laws.

         

	3. Payment of principals of and interests on   

    Government’s borrowings;
	3.   Payment of principals  and interests on  

     funds mobilized for   investment as    

     stipulated in Clause 3,  Article 8 of this   

     Law;

	4. Aids;
	4.  Spending on supplementing the financial reserve fund;  and         

	5.  Other expenditures as  stipulated by laws;
	5.  Spending on supplementing lower- level   budgets. 

	6.  Additions to the central  financial reserve fund; and
	

	7.  Supplementary revenue to the local  budgets.
	


Source: The state budget law, 2002.

It noticeable that the 2002 State Budget Law has endowed provincial governments with the huge power to define sub-provincial expenditure assignments. The law provisions are broad enough to allow for important geographical variation in sub-provincial assignments of expenditure responsibilities. The 2002 law only partially addresses the definition of capital expenditure assignments of sub-national governments, allocating expenditure responsibility to town and city governments in the areas of public schools, water and sewerage, lighting, urban traffic and other infrastructure areas in a case-by-case basis.

Capital expenditure allocations are determined by formula since 2007 and hardly cover local infrastructure needs. Sectoral assignments by tiers of government are further clarified by Ministerial decisions. Vague expenditure assignments risk stripping local governments of a minimum level of autonomy in budget management, even if clear revenue bases are defined.

In addition, the 2002 Budget Law prohibited unfunded expenditure mandates from higher to lower levels governments. This is aimed to protect the fiscal stability of lower tiers of government. 
2.2. Budgetary expenditure norms
Budgetary expenditure norms play a key role in Vietnam’s intergovernmental fiscal relations. Expenditure norms are used to determine expenditure needs of local governments, and therefore whether local governments get an balancing transfer and, if not, how certain taxes will be shared with the central government. The basic principles set by the Ministry of Finance for budgetary norms are that the norms need to be affordable and that they must provide a reasonable level of equity among local governments in order to ensure a minimum level of public services to citizens regardless of where they live in the country. The norms allow for different costs of service provision in budget formulation by using coefficients that adjust the basic norm up or down according to four groupings of regions. 
Central (national level) government norms are defined on a per capita basis which classify communes and districts into four different geographical categories (urban, rural, low mountain, and high mountain regions) as a proxy for development levels and local financial capacities. On this basis, monetary allocations are defined per person and year, increasing in amount as one progresses through the four geographical classifications in order to account for the higher unit costs of basic social service provision for mountainous and rural areas. 
Provinces also have their own budget norms that is applied for the intra-provincial allocation of funds. Traditionally, these provincial norms have retained physical criteria, which introduce perverse incentives for local governments. For instance, while the central norm for health is based on per capita allocation, several provinces distribute funds internally on a per-bed basis. This discriminates in favor of richer locations with larger in-built capacity and creates an incentive to increase the number of beds even when there is increased capacity. 
In this section a focus is made only on the norms of the first two types of expenditures that account for the major ratio in total local expenditures.
2.2.1. Norms for development investment expenditures
Until 2006, the National Assembly, in the consolidated budget documents, decided the capital expenditure needs as a percentage of total expenditure. In 2004, for instance, the percentage was 28%. Thus the Ministry of Finance first applied the budgetary norms for the calculation of recurrent expenditure, and then divided the total amount by 0.72, effectively grossing up the total allocation by the percentage defined for capital expenditures.
In 2006 however, new capital expenditure norms have been implemented for the allocation of funds. Total national capital expenditure is still defined by the National Assembly, but Decision No.210/2006/QD-TTg establishes the criteria that will be used to the allocation of capital expenditure funds for provinces for the period 2007-2010 (Table 6). 

The norms require the calculation of provincial scores, based on population (with enhanced importance of ethnic minority population); development levels (rates of poor households, domestic revenues (excluding revenue from land) and regulatory rates to the central budget); natural acreage of provinces/municipalities; and administrative unit criteria (district-level administrative units; numbers of mountainous, highland, island and frontier districts of each province/municipality. Additional, and very significant, provisions are also included for selected cities such as Hanoi, HCMC, Hue and others. The scores ultimately represent the share of total capital expenditure allocated to a particular province.

Table 6. Norms of development investment expenditures

	No.
	Criteria
	Unit
	Score

	1
	Population
	
	

	
	100,000
	People
	1

	
	<500,000
	People
	5

	2
	Ethnic minorities
	
	

	
	100,000
	People
	1

	3
	Poverty rate
	%
	

	
	10%
	
	1

	4
	Domestic revenues
	VND billion
	

	
	< 200 
	
	0.2

	
	from 200 to below 500: each 100 VND billion increased 
	
	0.2

	
	500 - <1000: each 100 VND billion increased 
	
	0.4

	
	1000 - < 4000: each 100 VND billion increased 
	
	0.7

	
	4000 - <8000: each 100 VND billion increased 
	
	1

	
	8000 - <15000: each 100 VND billion increased 
	
	1.3

	
	15000 - <25000: each 100 VND billion increased 
	
	1.6

	
	>=25000
	
	2

	5
	The remittance percentage to the central budget
	
	

	
	<5%: each 1% contribute to the central budget
	%
	1

	
	5-<60%: each 1% contribute to the central budget
	
	1.5

	
	60-<70%: each 1% contribute to the central budget
	
	2

	
	>70%: each 1% contribute to the central budget
	
	5.5

	6
	Natural area
	Ha
	

	
	<200
	
	3

	
	200-<500
	
	0.3

	
	500-<1000
	
	0.2

	
	>1000
	
	0.1

	7
	Administrative units
	District
	

	
	One district
	
	0.2

	8
	Additional criteria
	
	

	
	Special status cities: Hanoi and Ho Chi Minh city
	
	40

	
	Centrally-run cities
	
	30

	
	Class 1 city: provincial capital city (Hue)
	
	6

	
	Key cities/provinces of economic zones
	
	6

	
	Regional and sub-regional development centers (Son La, Thai Nguyen, Nam Dinh, Nghe An, Khanh Hoa, Dak Lak)
	
	6


Source: The Prime Minister, 2006, Decision No. 210/2006/QD-TTg.

However, the big number of criteria makes the norms become rather complicated and not always corresponding to the budget demands of the provincial level. In addition, some criteria are said to be correlated together or even overlapped. for example, poverty rate and ethnic population. It does not doubt that the high poverty rate can be found in the locality where there are large amount of ethnic people. Thus, very often only three important criteria are taken for consideration, including population, geographical location, and socio-economic development level.

For example, in Khanh Hoa province, criteria and norms depend on population data and are weighted by two geographic categories. Population in mountainous districts (Khanh Vinh and Khanh Son) are multiplied with 3 in shared allocation. Nha Trang accounts for a largest percentage of total capital investment (29.23%), in contrast Khanh Son reaches a lowest level (7.46%) because of its smallest population (see Table 7).

Table 7. Percentage of capital investment during 2007-2010 in Khanh Hoa province

	No.
	
	Average population in 2005 (people)
	Coefficient
	Percentage of capital investment  (%)

	
	Total
	1,125,977
	
	100

	1
	Nha Trang
	358,175
	1
	29.23

	2
	Cam Ranh
	217,671
	1
	17.76

	3
	Van Ninh
	128,295
	1
	10.47

	4
	Ninh Hoa
	230,843
	1
	18.84

	5
	Dien Khanh
	141,442
	1
	11.54

	6
	Khanh Vinh
	30,487
	3
	7.46

	7
	Khanh Son
	19,064
	3
	4.70


Source: Khanh Hoa provincial people council, 2006, Resolution No. 36/2006/NQ-HDND on the norms and criteria for allocation of capital expenditures in the period from 2007 to 2010.

2.2.2 Norms of regular (recurrent) expenditures

Before the Budget Law 2002, sub national governments’ budgets were formulated on the basis of a set of norms for seven types of expenditures covering seven types of public services: education, health, culture and information, sports, radio broadcasting and general administration. The recent budget reforms have expanded the set of norms from 7 to 11 (the Prime Minister’ Decision 151/2006/QĐ-TTg). The four new norms cover expenditures in social safety net, defense and security, and economic services. Additional sectoral norms issued from line ministries add to the complexity of the recurrent expenditure allocation process.  

The norms promulgated by the Decision No. 151/2006/QD-TTg are used for the whole “budget stability period” of 2007 -2010.
(1) Expenditure allocation norms in education

According to the Decision 151/2006/QD-TTg, the expenditure allocation norm in education to provinces and cities is based on population size. Funding is per capita for population age from 1 to 18 years old, and is weighted depending on four main geographic categories (see Table 8.). Additional criteria is population in very difficult communes from 1 to 18 years old.

Table 8. Expenditure allocation norms in education

	Criteria
	Education (VND/people/year)

	1.1. By school age children from 1 to 18 years
	

	Urban
	565,400

	River Delta
	664,000

	Mountainous areas, ethnic region in deltas, remote regions
	817,200

	Highland  and island
	1,144,000

	1.2. Other (population in very difficult communes from 1 to 18 years old)
	70,000


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg.
As revealed from Khanh Hoa province’s instance, the actually made provincial expenditure norms are far different in comparison with the norms specified by Decision No.151/2006/QD-TTg. In fact, the province’s expenditure is divided in two major categories including a national system and the provincial system. The national system consists of urban areas and mountainous areas. In urban areas, there are three main categories, such as grade education; continuing education; general technical education and primary vocational training. Such norms are hardly connected to criteria which assures education quality teacher, infrastructure conditions, etc.

(2) Norms for training and vocational training
The norms for budget allocation for training and vocational training include vocational training, formal training, in-service training, re-training, other types of vocational training, levels of training and vocation, political centrals of provinces and districts. Funding is per capita for the entire population and is weighted depending on four main geographic categories (Table 9.)

Table 9. Expenditure allocation norms in training and vocation

	Criteria
	Norms (VND/people/year)

	Urban
	21,330

	Delta
	23,710

	Mountainous areas, ethnic region in deltas, remote regions
	31,000

	Highland – island
	42,700


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg. 

(3) Norms for health care

Allocation norms for health care include free medical care for children under 6 years old and the beneficiaries of priority policies in the health sector. These also depend on population data and four main geographic categories. Moreover, criteria for the poor is added for the health sector (see Table 10 below).
Table 10. Expenditure allocation norms in health care

	Criteria
	Norms (VND/people/year)

	1.1. By population
	

	Urban
	58,680

	Delta
	79,280

	Mountainous areas, ethnic region in deltas, remote regions
	101,100

	Highland – island
	140,700

	1.2. Other (for the poor)
	60,000


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg 

(4) Norms for administrative management

The allocation norms for administration management base on population, and geographical location of districts, and communes in different areas. The priority areas include mountainous, ethnic region in deltas, remote/highland/island regions.

Table 11. Expenditure allocation norms in administrative management

	Criteria
	Unit
	Norms 

	1.1. By population
	VND/people/year
	

	Urban
	
	80,400

	Delta
	
	73,570

	Mountainous areas, ethnic region in deltas, remote regions
	
	106,300

	Highland – island
	
	128,300

	1.2. Others
	
	

	Districts
	VND/district/year
	

	- Mountainous and remote districts
	
	750,000

	- Remaining districts
	
	680,000

	Communes
	VND/commune/year
	

	- Highland – island
	
	370,000

	- Mountainous communes, ethnic communes in deltas, remote communes
	
	290,000

	- Remaining communes
	
	210,000


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TT.

(5) Culture and information

Funding for culture and information depends on population and is weighted by four main geographic groups. This funding includes all the priority policy for ethnic minorities. Provinces/cities that have professional art troupes, mobile information teams are allocated with an additional funding of 200 million VND/ professional art troupe and 100 million per mobile information team.

Table 12. Expenditure allocation norms in culture and information

	Criteria
	Norms (VND/people/year)

	Urban
	9,650

	Delta
	10,560

	Mountainous areas, ethnic region in deltas, remote regions
	14,520

	Highland – island
	20,260


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg

(6) Broadcasting and sports

The norms for broadcasting and sports base on population in four regions. Allocation norms for broadcasting include funding for increased broadcasting time in ethnic minority languages.

Table 13: Expenditure allocation norms in broadcasting and sports

	Criteria
	Broadcasting (VND/people/year)
	Sports (VND/people/year)

	Urban
	5,720
	7,180

	Delta
	6,350
	5,050

	Mountainous areas, ethnic region in deltas, remote regions
	8,600
	5,800

	Highland – island
	11,450
	7,880


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg

(7) Pension and social relief

Expenditure allocation norms in pension and social relief depend on population and are weighted by four regions. Moreover, each family in preferential treatment policy is allocated 120,000 VND per year (Table 15.).

Table 14: Expenditure allocation norms in pension and social relief

	Criteria
	Unit
	Allocation norms 

	1.1. By population
	VND/people/year
	

	Urban
	
	11,210

	Delta
	
	12,170

	Mountainous areas, ethnic region in deltas, remote regions
	
	16,200

	Highland – island
	
	19,000

	1.2. Other (family in preferential treatment policy)
	VND/family/year
	120,000


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg

(8) Defense

Similarly, expenditure allocation norms in defense base on population in four different regions. In addition, island communes in land border provinces are allocated 200 million VND per year; and island districts without administrative units of communes are allocated 1,000 million VND per year (Table 15).

Table 15. Expenditure allocation norms in defense

	Criteria
	Unit
	Allocation norms 

	1.1. By population
	VND/people/year
	

	Urban
	
	10,500

	Delta
	
	10,500

	Mountainous areas, ethnic region in deltas, remote regions
	
	11,000

	Highland – island
	
	14,050

	1.2. Other special criteria 
	
	

	- Island commune  (for land border provinces)
	Mil. VND/commune/year
	200

	- Island district  (without administrative units of communes)
	Mil. VND/district/year
	1,000


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg

(9) Security

Expenditure allocation norms in security also depend on population and are weighted by four areas. Further more, other special criteria, such as island communes and districts are given 150 million VND and 400 million VND in extra allocation.

Table 16. Expenditure allocation norms in security

	Criteria
	Unit
	Allocation norms 

	1.1. By population
	VND/people/year
	

	Urban
	
	6,000

	Delta
	
	4,560

	Mountainous areas, ethnic region in deltas, remote regions
	
	5,100

	Highland – island
	
	6,000

	1.2. Other special criteria 
	
	

	- Island commune  (for land border provinces)
	Mil. VND/commune/year
	150

	- Island district  (without administrative units of communes)
	Mil. VND/district/year
	400


Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg.

(10) Science and technology

The Ministry of Finance, in coordination with the Ministry of Science and Technology and based on scientific tasks identified for the 2006 - 2010 time period, has made allocation plans and cost estimation for sciences and technology in 2007. The norms decided by the National Assembly are applicable for the whole budget stability period (2007-2010). In Khanh Hoa case, it accounts for about 1.23 per cent in total recurrent expenditures in 2007.Nghe
Đọc ngữ âm
 

Từ điển - Xem từ điển chi tiết
1. động từ 

1. excuse

2. condone

3. exempt

4. exculpate

5. exonerate

2. tính từ 

1. transitive

(11) Economic services

Expenditure estimations for economic services of provinces/cities count for around 10% of total recurrent expenditures. In addition, provincially-run cities class I, II, and III are allocated 30 million VND, 10 million VND, and 5 million VND per year respectively for the purpose.

(12) Price and freight subsidies

Expenditure allocation norms for price and freight subsidy are determined by criteria of population and weighted by four different areas. 

Table 17. Expenditure allocation norms for price and freight subsidies

	Items
	Norms (VND/people/year)

	Urban
	2,000

	Delta
	1,000

	Mountainous areas, ethnic region in deltas, remote regions
	10,000

	Highland – island
	12,000


 Source: The Prime Minister, 2006, Decision No.151/2006/QD-TTg
2.2.4. The contingency fund

According to the Article 7 No.60/2003/ND-CP, the estimates of the central budget and the budgets of the local administration at different levels include a reserve of between 2% and 5% of the total expenditure of each budget level for preventing, fighting, and overcoming the consequences of, natural disasters, fires, for important defense and security tasks as well as other urgent tasks arising beyond the estimates in the budget year.

Use of budget reserves by the local administration of all levels is subject to submission by the local finance bodies to the People's Committees for final decision. The People's Committees shall quarterly report to the Standing Boards of the People's Councils on the use of local budget reserves and report to the People's Councils at their nearest sessions. For the commune level, the People's Committees shall quarterly report to the chairman and vice-chairman of the People's Councils on the use of commune budget reserves and report to the People's Councils at their nearest sessions. In Khanh Hoa province, contingency fund estimates at provincial level is 4 per cent; at district, and commune levels are the same at 2 per cent (Khanh Hoa provincial People’s Committee, 2007).

In general, the application of the norms for allocation of state budget is said to be well implemented, bringing positive results, contributing to publicity and transparency in managing and operating the state budget. However, the norms for allocation of state budget do not mention the inflation rate, mechanism and policy changes ... These norms are lower than the actual requirements. The gap is growing between the high economically potential localities and the disadvantaged communities in mountainous areas.

2.3. Actually made budget expenditures 
The share of sub national government expenditures in total (state budget) expenditures was in an average 38 percent in the period 1996-2000, rose to over 43 percent in 2001-02 and increased to around 50 percent during the period 2005 to 2007 (Hong and Lan, 2009) This share in total expenditures, to judge along this single dimension, positions Vietnam among highly decentralized countries. 

By its composition, during 5 years of from 2004 to 2008, major budget expenditures are made through the two major spending channels including capital development investment expenditures and recurrent expenditures. They account for 70 per cent and 63 per cent in the total state budget expenditures in 2004 and 2008,  respectively. The percentage of the former tends to decrease during this period, from 27 per cent to 20 per cent, while the ratio of the latter remains at 43 per cent.

Table 18. State budget balance expenditure

Unit: VND billion

	Years
	2004
	2005
	2006
	2008

	Total 
	248,614
	313,478
	385,667
	590,714

	1. Development investment expenditure
	66,115
	79,199
	88,341
	119,462

	2. Payment for borrowings and aids
	34,243
	40,402
	48,192
	58,390

	3. Recurrent expenditures
	107,979
	132,327
	161,852
	252,375

	4. Transfer to financial reserve fund
	78
	69
	135
	159

	5. Subsidies for petrol trading enterprises
	5,560
	10,700
	9,539
	22,380

	6. Staffs streamline expenditure
	200
	
	
	

	7. Brought forward expenditures to spend on salary reform and staffs streamline
	11,143
	19,682
	26,987
	12,331

	8. Paid-out-funds in obvious year which have not been accounted, moved forward to be accounted for in current year budget; and brought-forward revenues to spend under the current regulations
	23,296
	31,099
	50,621
	125,617


Source: Ministry of Finance

In the context of local expenditures, there are also two largest categories of public spending including development investment expenditures and recurrent expenditures. They account for from 64% to 70% in Khanh Hoa province (see Table 19). The percentage of development investment expenditure tends to decrease (from 42% to 24% during 5 years), in contrast the ratio of recurrent expenditures increases from 27% to over 39%.

Table 19: Khanh Hoa budget expenditures

	Years
	Total (Mil. VND)
	Development investment expenditures (%)
	Recurrent expenditures (%)

	2004
	2,513,940
	42.12
	27.27

	2005
	2,383,799
	27.21
	38.39

	2006
	2,401,635
	27.16
	43.08

	2007
	3,094,145
	29.32
	39.65

	2008
	4,226,600
	24.09
	39.45


 Source: The authors’ calculation from the website of the Ministry of Finance

3. Budget transfers from central to local levels

Like many other countries, Vietnam suffers from fiscal imbalance. The imbalances is not only caused by differences in economic activity, natural endowments, but also by  disparity in expenditures needs arising from deferent prices/ costs of services provision to geographical conditions or demographic characteristics of specific groups of population.

3.1. Forms of the central – local budget transfer

Often, the fiscal imbalance is made up by the Government with system of various forms of transfers. However, transfers are also used by central government in the pursuit of other development objectives such as national priorities in particularly targeted sectors or areas. Focus is made here to the two major forms, as follows:

(i) Balance transfers

The division percentages of the to be divided revenues and the budget balance supplement amounts are determined on the basis of calculating the revenue sources and spending tasks of each budget level according to the criteria on population, natural conditions and socio-economic conditions of each region, paying attention to the  remoteness of rural areas, revolutionary merit (previously being war bases), ethnicity (areas inhabited by ethnic minority people) and other difficulty-hit regions.

The revenue division percentage between the central budget and the local budgets is determined with a view to ensuring that the local budget revenue sources are proportionate to the expenditure demands according to the assigned tasks. For provinces and centrally-run cities where 100% of the revenues divided between the central budget and the local budgets are left to the localities but their tasked expenditures still remain larger than the budget revenues enjoyed by the localities, the central budget shall provide balance supplements (balancing transfer) to the local budgets corresponding to the differences between their revenue sources and expenditure tasks. The “balancing transfers” are unconditional grants, determined using the formula. Amount of transfers remain fixed in nominal terms for the budget stability period of three years. Use of the “formula” to arrive at the amount of the transfers is said to be helping in cutting down the role of bargaining and makes outcomes more objective (helps in removing the “gap filling” ad hoc negotiated transfers used in the past). 

A similar system of balancing transfers  is used in  provinces for “equalization” purpose, too. However, at the sub-provincial levels there are no explicitly written rules or methodology for determination of transferred amount.
By the Budget Law 2002, provincial governments are provided with flexibility to address the local finances of their districts and communes. To arrive at the equalization transfers for districts and communes, provincial governments also compare local government forecast revenues from 100% assigned taxes and tax sharing with estimated expenditure needs. National norms, modified by the provincial governments, are used to estimate expenditure needs. As mentioned above, however, some  provincial governments are still using physical norms that were long ago abandoned by the central government. Provincial governments also implement “stability periods” of three years with their local governments
 . Although there is information on the level of equalization achieved at the central-provincial level, there is no information on how much equalization takes place within the provinces. 
(ii) Conditional target transfers

The targeted supplements aims to support the sub national budgets in the performance of the following tasks:

· Support for the implementation of new policies and/or regimes promulgated by the superiors and not yet arranged in the budget estimates of the first year of the budget stability period, the specific support levels shall be determined on the basis of the balancing capability of the relevant budget levels;

· Support for the implementation of national programs, projects, which are assigned to local agencies for implementation; the specific support levels shall comply with the expenditure estimates assigned by the competent authorities;

· Support for the realization of objectives, programs/ projects of great significance for the socio-economic development requirements of the localities, which are included in the planning and already approved by competent authorities strictly according to law provisions on investment and construction management, for which the low-level budgets have already arranged expenditures but the sources therefore not adequate or the resources are needed to be concentrated for quick implementation thereof within a given period of time; and the support levels under planning approved by the competent authorities;

· Partial support for handling of unexpected difficulties: overcoming natural disasters, fires, accidents on a large scale with serious extent, and the demand cannot be satisfied after the low-level budgets have used the reserves and part of the local financial reserve funds;

· Support for the performance of a number of other necessary and urgent tasks; the supplementary levels shall be decided by competent authorities.

So far, there two most popular types of conditional grants are implemented in Vietnam. In the first group there are transfers for the implementation of “national programs,” such as those programs on poverty reduction, employment, education, reforestation, or the national health program. During the period of the 5-year socio-economic development Plan (SEDP) 2006-2010, there 10 such national target programs have been implemented in the country. They are very deferent in targeting and resource allocation. Box 1 below illustrates one of the National Programs.

	Box 1: The National Target Program on Poverty Reduction

The National Target Program for Poverty Reduction (NTP-PR) for 2006-2010 was approved by the Government of Vietnam to mobilize resources to meet national targets for hunger eradication and poverty reduction. NTP-PR for the period 2006-2010 presented three top line objectives including: (i)  reduction of the rate of poor households from 22% in 2005 down to 10-11% by 2010; (ii) increasing the income of poor households by 145% between 2005 and 2010; and (iii) addressing the economic problems of 50% of communes in coast line and island areas facing extreme difficulties. The program have twelve sub-components covering a variety of policy areas such as (i) facilitating production development and increased income for poor people, (ii) Group of policies supporting increased access by poor people to social services and (iii) Projects on capacity building and increasing public awareness. These projects are implemented by different ministries and public organizations

The NTP-PR is funded from central Government funds and represents a significant share of overall public spending. For the period 2006-2010, the total budget  allocation for the NTP-PR is about 43,488 billion VND, of which 3,456 billion VND is directly allocated budget. 2,140 billion VND is direct Government support, 560 billion VND local budget support, 460 billion VND community contributions and 296 billion VND from international assistance. 

Government budget allocation in this program is very complicated process. Generally, it can be assumed to going through two sets of different channels. The first relates to a cluster of seven policies, projects and activities that are regulated directly under the NTP-PR, through inter-ministerial circular No. 102/TTLT/BTC-LDTBXH dated 20/08/2007, between MoF and MoLISA.
 This covers the policy on agricultural/ fishery/ forestry extension; infrastructure in coastal and island areas; vocational training; replication of good practices for poverty reduction; enhancement of poverty reduction capacity; policy on legal support; and monitoring and evaluation. For these policies, projects and activities the circular establishes clear regulations and guidelines and, in theory at least, enables localities to implement the program in a unified manner through a clear legal corridor. It also establishes estimated budget allocations and criteria by which Government budget is set for each locality and project according to central targets, which facilitates financial tracking of fund disbursement. The remaining policies under the program are exempted from applying the NTP-PR financial mechanism, and have instead separate modalities. The policy on preferential credit for poor households is implemented through the Social Policy Bank and the management mechanism for the policy is regulated by Decree No. 78/2002/ND-CP dated 04/10/2002 (along with a series of supplementary documents regulating such things as the interest rate). The policy on health care support for poor people was established through Decision No. 139/2002/QD-TTg of 15/10/2002 and is regulated by Inter-ministerial circular No. 14/2002/TTLT-BYT-BTC between the Ministry of Health and MoF (as well as other supplementary circulars). The policy on education for poor people is regulated through six separate decisions and decrees issued between 1997 and 2007. Financial tracking of these three separate policies is less straightforward. 


There are also conditional transfers in this group that are specifically designed for a particular province. For example, Hue holds a festival every four years and for this motive it receives a targeted transfer for the beautification of its historical sites. Another example is the targeted transfer to Hanoi to provide housing for retired national leaders. In contrast to national targeted programs, the special targeted program is typically solicited by proposal of the beneficiary province and, after consultations with the Ministry of Finance and Ministry of Planning and Investment, it needs to be approved by the National Assembly as part of the annual budget. The amounts for all these types of transfers appear explicitly in the annual budget. The provinces need to qualify for the program according to some explicit rules but, in general, there no formulas for the distribution of funds. The transferred amounts are not constant within the stability period. Provincial governments have the obligation to use the funds for the stated functions in the targeted transfer program. Often, the transfers are “passed through” the provincial budgets to their final recipients, either lower levels of governments or implementation units, such as hospitals and clinics.

The second type of conditional grants is essentially some form of emergency grants from the central government to the provinces to cover unplanned or unexpected expenditure needs. A recent example was the funds provided to some provinces to palliate the economic effects of the aviary flu, or impact of flooding in the provinces of Central Vietnam. By the nature of these transfers, obviously they cannot appear itemized in the annual budgets. The funds come from the central government’s Contingency Fund. 
3.2. Central - Local Budget transfers in the period 2005-2007

From 2004 to 2008, the percentage of budget transfers from central to local governments remains constantly, accounting for about 15 per cent in the total budget expenditure. The amount of balance transfers is stable from 2004 to 2006 at over VND 22,300 billion. This increases about 1.9 times in 2008. The volume of target transfers tends to increase regularly, it peaks a triple amount in 2008 in comparison with in 2004.

Table 20. Budget transfer from the central to local governments

Unit: VND billion

	 Years
	2004
	2005
	2006
	2008

	Total budget transfers
	39,548
	48,989
	57,659
	94,679

	1. Balance transfers
	22,358
	22,367
	22,362
	42,026

	2. Target transfers
	17,190
	26,622
	35,297
	52,653


Source: Ministry of Finance

IV. Conclusion and recommendation

1. Main findings

1.1. General findings 
There are three main policy objectives of the fiscal reform (promulgated since promulgation of the 2002 Viet Nam’s State Budget Law) Viet Nam aims to achieve: increased efficiency in expenditure allocation, improved equity in the assignment of resources, and ensuring adequate revenue collection potential at the local level
The 2002 Viet Nam’s State Budget Law endowed provincial governments with the huge power to define sub-provincial fiscal frameworks. The main declared objective is to improve the matching of expenditure allocation to local needs. Some years later, important variation in sub-provincial revenue and expenditure assignments is observed across the country. Sectoral assignments by tiers of government are further informed by Ministerial decisions, completing a somewhat complex picture of inter-governmental fiscal relations. 
1.2. On Revenue division
· In Vietnam, the authority to introduce taxes, change the structure of existing taxes as well as to fix their rates has been retained fully by the central authorities. The practice comes from the fact that Vietnam’s Constitution still mandates that the National Assembly must approve the entire State Budget, which includes the budgets of the provinces, as well as districts and communes. Local governments do not have the authority to modify the definition of tax bases or the rates applied within their provinces. It is therefore appropriate to use the expression 100 percent “allocated taxes” to the local level (revenue assignment), as opposed to “local taxes” (tax assignment) to highlight the fact that localities receive all revenues collected from those sources, but do not have the capacity to modify the tax. 
· Vietnam has an unusual revenue sharing system. The revenue sharing rate is the same for all shared taxes but it differs by province. This goes in contrasts with the revenue sharing system used in many other countries. Typically, in the international practice, sharing systems have sharing rates that are standard and uniform across all provinces, while equalization is achieved through a system of equalization grants. In Vietnam, the different sharing rates across provinces are used for equalization purposes.

· The revenue sharing rate is determined by formula. The formula estimates the gap between expenditure needs (estimated on the basis of norms) and revenue capacity (estimated on the basis of past revenues).

· At the same time, sub national government are given an incentive to retain a share of revenues from taxes collected over and above annual targets. The shares vary substantially across provinces, however, the strength of this incentive is subject to discussion. The rates surely aim to reflect the positive spillovers associated to public investment in the largest urban centers of Viet Nam like Ha Noi and Ho Chi Minh city. As indicated by some authors, however, resorting to negotiated exemptions in the inter-governmental fiscal system in order to adequately provide for the main cities’ fiscal needs may be a questionable practice. In light of the political character of those exceptions, other provinces are actively negotiating to obtain comparable fiscal advantages (e.g. Da Nang, the largest central city). The potential end result of this process is a patchwork of fiscal provisions that will have a negative impact on the credibility of the system. In respect of equity, allowing these cities and provinces to keep more of their budgets for themselves, naturally evokes the question where would future resources for governmental poverty alleviation policies come from; and whether the greater financial autonomy of the “surplus” provinces  may imply  the availability of fewer resources for poor provinces (MPI, 2009).
· District and commune levels basically have no explicit revenue assignments and this makes the system of intergovernmental fiscal relations more unpredictable. Also, the lack of concrete assignments at the sub-provincial level can create negative incentives for the sub-national governments for revenue mobilization and for increased tax collections. 

· So far, Vietnam has kept the traditional Soviet system of dual subordination of local finance officials to the local government and to the Ministry of Finance. However,  for local budgetary authority to be effective, local budget or finance officials need to respond exclusively to local authorities, e.g. if there is to be budgetary autonomy, finance and other officials at the local level need to be exclusively subordinated to the local authorities for whom they work.  
1.3. On expenditure assignments

· Expenditure norms are used to determine expenditure needs of local governments, and to indicate whether local governments can get an equalization transfer and, if not, how certain taxes will be shared with the central government. The norms allow for different costs of service provision in budget formulation by using coefficients that adjust the basic norm up or down according to four groupings of regions. The existing norms for the most part are efficiently defined in per capita or per client basis. It is generally recognized that the norms are affordable and well used as a base for budget formulation and quantification of expenditure needs.

· Sufficient discretion in expenditure decisions: sub national authorities in Vietnam are subject to some minimum expenditure requirements in the areas of education and science, but these requirements are not exceedingly constraining and therefore do not impinge significantly on local expenditure decisions. 

· There still some problems are existing, such as, for example, the use of population, as opposed to number of students, as the basis for education needs. In addition, the education norm adds salary as an additional criterion for determining expenditure needs in education.
 This complicates the norms unnecessarily since any differences in salaries across regions are already incorporated in the regional cost multipliers that are used to modify the basic norm. The current budgetary norms for administration expenditures based on the number of staff is also problematic. This sets negative incentives to add to the payroll, or more importantly not to downsize it, where it could be more efficient. The budgetary norms for economic expenditures (sanitation, road repair, irrigation and so on) should also be re-examined.  For example, using the norm “length of roads” as the basis for the transport budget tends to favour richer more developed provinces.   

· In parallel with the budgetary norms, there are many physical and staffing norms that are regularly issued by the line ministries (e.g. in education and health). Likewise, the provincial budget norms still include some physical standards, such as the allocations for training activities, which are based on number of centres, or the number of hospital beds as an indicator of health expenditure needs. These “budget allocation” norms can be quite different from those used by the Ministry of Finance. The use of different identification criteria can sometimes have important consequences. For example in the case of health, the “budget norms” for transfer and revenue sharing is on a per capita basis, while the “budget allocation” norm in most provinces seems to be on a per-hospital-bed basis. The number of beds is an inferior choice because it is unfair (it pays more to those localities with built-in capacity) and because it creates perverse incentives (by paying localities to increase the number of beds or keep them even when there is clearly excess capacity.) This approach discourages the closing down and consolidation of inferior and inefficient institutions. However, it is found sometimes that  the differences between the two sets of norms do not always have negative consequences. For example, for education, the budget transfer norms use the criterion of population, the “budget allocation” norms may use the criterion of number of students, which is more appropriate (MPI, 2009).

· Aanother problem with expenditure assignments in Vietnam is lack of clarity. The statement of expenditure assignments in the 2002 Law on State Budget is too broad and vague. A reading of Articles 31 and 33 of the State Budget Law reveals the use of the same unclear general language used to describe the expenditure responsibilities of the central and provincial governments. For example, Article 31 describes as responsibility of the central government “..regular spending on non-productive activities in the fields of education, training, health-care…..and other operations managed by the central agencies.” Furthermore, Article 33 describes as responsibility of provincial governments “..regular spending on locally managed non-productive activities in the fields of ...education and training, health care ….and other locally managed non-productive activities.”. Most other assignments in those two articles are equally unclear. 

· The lack of concrete explicit expenditure assignments for the districts and commune government levels is also an adding to the issues. As indicated above, the 2002 State Budget Law leaves it, with very minor exceptions, to provincial authorities to arrange all expenditure assignments with districts and communes within their territories. The objective pursued by this measure has been to provide provincial governments with flexibility to adapt expenditure assignments to the diverse conditions prevalent in their territories. Although the diversity argument has some merit, it is not fully convincing. If Vietnam’s provinces are so diverse, this would call for different assignments of responsibilities to the provinces themselves. However, the assignments to the provinces in the State Budget Law are uniform. In addition, It is practically already approved that even in a country as diverse as Vietnam working with defined assignments for all levels of government is manageable. Overally, these recent changes have moved inter-governmental fiscal relations in Vietnam in the wrong direction. What the system of expenditure assignments in Vietnam needs is more structure, more details, and more clarity at all levels of government. 

· The expected result of enhanced provincial fiscal authority was to increase allocative efficiency. That is, to ensure that the flexibility granted to the provinces translated into a better matching of current expenditures with local development priorities. An assessment from the provincial visits conducted to Vinh Phuc and Bac Kan shows that expenditure assignments still include excessive co-sharing of responsibilities across different levels of government and that, despite some progress in 2007, they remain fairly vague (MPI, 2009).

· More seriously, there is still no monitoring or arbitration mechanisms are available to reform or contest the norms by districts or communes that feel mistreated. All is left to political negotiation.
1.3.  On the budget transfers
· The central – local budget transfer system in Vietnam directly aims at filling the fiscal gap between local expenditure needs (determined by expenditure assignments and budget norms) and local revenue collection as forecasted by the tax office, mostly based on the past year revenue. In practice, the transfers are recognized by Vietnamese Government to perform satisfactory and  significantly contributing to reduction of the level of vertical fiscal disparities between different tiers of government,  to reduction of the level in horizontal fiscal disparities among authorities of the same level, to enhancing local governments’ capacity and willingness to achieve policy objectives at a national level, and to counterbalancing the effects of idiosyncratic shocks in certain localities. Thus, the intergovernmental transfer system is considered as being necessary instrument to foster economic development and social stability within the country as a whole, and to pursue fiscal equity among sub-national governments in particular.
· However, in  determination of expenditure needs, there is still a good deal with ad-hoc adjustment and “negotiation”, especially at lower levels (districts and communes). Negative incentive to revenue remains as the greater local government make revenue, the lower rate of equalization transfer they will receive. There also low  transparency is observed in determination of overall level of funding for equalization purpose.
· Vietnam’s fiscal transfer formula treats all tax revenues equally, regardless of the source. This may introduce distortions in the provincial revenue frameworks. Large revenue increases from the sale and rental of land have been instrumental for several provinces in recording accounting surpluses (for example Da Nang city), but it is unlikely that these revenue levels are sustainable in the long run. For the calculation of fiscal transfer levels (or revenue sharing rates), however, the effect would be equal to that of a province achieving a fiscal accounting surplus based on higher corporate or income tax returns. 

2. Some primary recommendations 

2.1. On improvement of revenue side

· Provide explicit revenue assignment to districts  and communes
· Increase revenue autonomy at provincial level to enhance efficiency and accountability of the local budget. Good international practices state that in a decentralized system, efficiency requires that local governments are able to plan and approve their own budgets separately from those of the central government or any other upper-level government. 

2.2. on improvement of expenditure side

· To increase clarity of expenditure responsibility in the state budget: where feasible, Vietnam should strive for exclusive assignment to different levels of the government.

· Consider the re-introduction of an explicit assignment of expenditure responsibilities for districts and communes in the State Budget Law. In order to address the diversity in each of the provinces, the new expenditure assignment could allow for asymmetric assignments below the province level to adjust for different levels of administrative capacity among districts and communes. 

· The GoVN should review again the criteria used at the central-provincial level and seek to introduce a per-student norm in education and other per-client based norms.

· A future review of expenditure assignments will need to include a reconsideration of the role of government in certain sectors in which higher efficiency can be expected from private companies. 

· Ideally the assignments should made reference to the conflict resolution mechanism in place for potential inter-governmental discrepancies.

2.3.  On the resource allocation through budget transfers

· To consider reform of system of budget transfers by upgrading the current “balancing transfer” methodology to a full formula driven system of equalization grants. The formula should allow to balance fiscal disparities across local authorities based on expenditure demands and revenue raising capacity. The reform can be implemented by strengthening the conditional transfer system for chasing the national development priorities and objectives via well designed policy in such socially sensitive as education, health, and rural development.
· Regarding the National target programs, majority of which are focusing on poverty reduction, it is worthy to stress that poverty is clearly a multi-dimensional condition that requires integrated approaches and solutions to tackle. Whilst the NTPs addresses different dimensions of poverty, it doesn’t necessarily do so in an integrated way and this ultimately impacts upon the sustainability of separate interventions. Practices show that it is very difficult to follow the allocation of state budget resources to the many of the implemented by the government NTPs, and therefore difficult to see how the funds were applied. There were also large variations in the allocation of resources across provinces resulting in poor households in different areas receiving very different levels of support. Therefore, it is recommended that: 
· Providing programme funds as block grants to provinces to increase local level autonomy;
· Establishing a transparent and easy to administer system of allocating budgetary resources to provinces; 

· Building incentives by linking resource allocation to performance.
In short, although the current fiscal resource allocation system represents a significant improvement over past practices and provides some advantages, it still has some important flows. A new improved fiscal allocation system in Vietnam, besides allowing for central government policy efficiency and macroeconomic stability, should at the same time perform better in term of incentives, transparency and objectivity. Thus, regular review and adjustment of the national fiscal framework should considered as a norm, not an exception. 
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� The research team is from the Central Institute for Economic Management (CIEM) and the Institute of Labor and Social Science Affaires (ILSSA). All the errors and omissions remain a responsibility of the authors and should not be attributed to the institutes.


� See “ Economic Governance and policy making Process in Vietnam”, FFU project 2009, by  Vu Xuan Nguyet Hong (CIEM) and Nguyen Thi Lan (ILSSA)


� The word “approximately” means some new districts and communes have been created or unified due to recent administrative structure adjustment.


� For more details see the Circular No. 59/2003/TT-BTC of June 23, 2003 guiding the implementation of the Government’s Decree No. 60/2003/ND-CP of June 6, 2003 which details and guides the implementation of the State Budget Law.





� This means that the equalization transfers are set the first year and remain at the same level for the other two years. 





� As well as two previous decisions: Decision No. 42/2002/QD-TTg dated 18/03/2002 and inter-ministerial circular No. 01/2003/TTLT-BKH-BTC dated 06/01/2003 by MPI and MoF


� Salary has a minimum weight of 0.2 and population a maximum weight of 0.8.
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