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Foreword

The United Nations' 20/20 Initiative wasborne out of the 1995 World Summit for Social Devel opment.
Theinitiative set 20 per cent asthe target for the proportion of state and ODA spending that should be used for
basic social services. Viet Nam isasignatory to theinitiative and at the 1995 summit, the Government made it
clear that its position on economic growth was closely linked with social progress and justice. Thiscommitment
was reconfirmed by the government at the international conference on 20/20 initiative organised in October
1998 inHaNoi.

In fact, emphasising basic social services as animportant means of promoting national development is
not new in Viet Nam's social devel opment policies. From the founding of the Democratic Republic of Viet Nam
(now the Socialist Republic of Viet Nam) in 1945, through out the years of wars and reconstruction of the
country afterwards, the Government of Viet Nam has placed a high priority on socia development and has
heavily emphasised the development of basic education and basic health care.

By investing in basic socia services early on, Viet Nam created a strong foundation for continued and
sustainabl e development clearly evidenced today in the impressive reduction in poverty and in the progressin
health and education. The poverty rate was nearly halved from 1993 to 1998, literacy ratesare higher, infant and
maternal mortality rates are lower, and life expectancy islonger than in many better-off countries. This success
is all the more admirable in view of the long post-war period of international embargo until late 1993 during
which Viet Nam had limited access to official development assistance (ODA).

However, Viet Namisstill apoor country with 12.5 million people (15.7 per cent) living in poverty and
1.5 million people facing regular hunger (1998-MOLISA) or 28 million people (37.4 per cent) lacking the
minimum income necessary to lead a decent life (GSO-VLSS 97/98). According to the global 1999 UNDP
Human Development Report, Viet Nam now ranks 51st out of 92 developing countries on the Human Poverty
index and 110th out of 174 countries on the Human Development Index. Today, around 70 per cent of therural
population still lacks accessto clean water, only one household in five has accessto hygienic sanitation facilities
and up to 40 per cent of children under five-years-old are still malnourished. The economic downturn, with GDP
growth rate slowing to 5.8 per cent in 1998 and about 5 per cent in 1999, together with the serious impacts of
floodsin seven central provincesin early November 1999, may interrupt progress towards achieving targetsin
poverty alleviation and in the provision of basic social services. The question ishow to protect government and
donor spending on basic socia servicesasthe pre-requisite for sustainable economic development and poverty
elimination.

This Basic Social Services Study was conducted in partnership with the Government of Viet Nam,
United Nations Development Programme (UNDP), United Nations Children’s Fund (UNICEF) and United
Nations Population Fund (UNFPA). By using both international and national definitions of basic social services.
The study identifies the current pattern of state and ODA spending for basic socia services as well as recent
trends. It also suggests directions and recommendations for policy dialogue between Government and donor
agencies. Especially, it addresses the issues of how to continue the trend of increasing spending of state and
ODA for basic social services; how to ensure the efficiency of spending and how to widen the access of needy
people to better quality basic social services that meet their changing needs.

We sincerely hope that this report will contribute to the ongoing discussion on basic social servicesin
Viet Nam and facilitate the dialogue and collaboration between the Government, local communities and the
donor community in making appropriate investment into human capital through providing better quality basic
social servicesfor al in Viet Nam.

Nguyen Thi Hang Edourd A. Wattez
Minister UNDP Resident Representative
Ministry of Labour, Invaid and Socid Affars UN Resident Co-ordinator
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BASIC SOCIAL SERVICESIN VIET NAM — An Analysisof Stateand ODA Expenditures

Executive Summary

Basic social services asameans of promoting national development isnot new inViet Nam. From the
founding of the Democratic Republic of Viet Nam (now the Socialist Republic of Viet Nam) in 1945, the
government of Viet Nam has placed ahigh priority on social development. President Ho Chi Minh considered
hunger and illiteracy enemies that threatened the nation’s survival and development. Throughout the years of
war, the state heavily emphasised access to basic education and basic health care in socia and devel opment
policies.

After victory inthewar of national resistancein 1954, masseducation and illiteracy eradication campaigns
were undertaken on a national scale. Viet Nam has also been a leader in the field of population and family
planning, promoting the benefits of family planning and providing services since 1961. By investing in basic
services early on, Viet Nam created a strong foundation for continued development clearly evidenced today in
health and education indicators. Literacy ratesare higher, infant and maternal mortality ratesarelower and life
expectancy longer than in many better-off countries. This successisall the more admirablein view of thelong
post-war period of international embargo until late 1993 during which Viet Nam had limited access to officia
development assistance (ODA).

The United Nations' 20/20 Initiative was born out of the 1995 World Summit for Social Devel opment.
Theinitiative set 20 per cent asthetarget for the proportion of state spending and ODA spending that should be
used for basic social services. Viet Namisasignatory to theinitiative and at the 1995 summit, the government
made it clear that its position on economic growth was closely linked with social progressand justice. Priority
focus of state spending on basic socia services is one mechanism for achieving this goal. This Basic Social
Services (BSS) Study identifies both the current pattern of state expenditures for basic socia services and
recent trends. 1t also examines spending by multilateral and bilateral organi sations providing ODA to Viet Nam.

The 20/20 Initiative has al so focused debate on defining which social servicesare“basic.” Dialogue at
the country level has shown clearly that each country faces a unique environment and has unique needs. These
differences need to be taken into account when conducting astudy of thisnature. For the purposes of this study,
atwo-tiered approach is taken. The first tier of social services defined as basic, conforms to the definition
accepted at Copenhagen in 1995 (the“UN definition”). Analysisof expenditures on these servicesis designed
to allow comparison of Viet Nam's performance with that of other countries in the region and with other
countries at a similar stage of development. The second tier is a group of services that policymakersin Viet
Nam believe to be basic within the context of national history and current development needs. The first and
second tierstogether definethe “ national definition.”

Themainfinding from analysis of state and ODA expenditure information isthat neither reachesthe 20
Per cent mark set by the 20/20 Initiative. Using the UN definition, the percentage of state resources spent on
basic social servicesincreased from 6.1 per cent in 1990 to 8.5 per cent in 1997. Using the national definition,
the proportion rose from 12.7 to 17.1 per cent during this period. Projected figuresfor 1998 are the same. The
proportion of ODA resources used for basic socia services (evaluated by the UN definition standard only) was
more variable. Between 1990 and 1993, it rose from 5.2 to 18.6 per cent. Thereafter, the proportion declined,
reaching 10.0 per cent in 1997. Itisprojected to remain essentially the samein 1998 (see footnote 53, page 45).

M acr oeconomic Context

Viet Nam's economy averaged 8 per cent growth per year between 1990 and 1997. During this period
real GDP expanded by 75 per cent. per capita GDP also rose from less than Viet Nam Dong (VND) 1 million
in 1990 to more than VND 4.1 million in 1997; in rea terms, a 57 per cent increase. State spending also
increased significantly through the 1990's (except from 1990 to 1991 when Viet Nam was recovering from



BASIC SOCIAL SERVICESINVIET NAM — An Analysisof Stateand ODA Expenditures

economic difficultiesthat prevailed during thelate 1980's). Although real state spending declined by almost 20
per centin 1991, it grew by nearly 50 per cent from 1991 to 1992 and by morethan one-third from 1992 to 1993.
In the past three years, state spending increased by an average of aimost 5 per cent per year. From 1990 to
1997, real state spending per capitaincreased by 68 per cent (VND 888,000in 1997 at 1997 prices). 1n 1998, the
GDP growth rate slowed to 5.8 per cent and about 5% in 1999. Theimpact of lower economic growth ratesare
an important consideration in assessing prospectsfor continued progressin Viet Nam towards 20/20 Initiative gods.

Education

Viet Nam'’s leaders have long recognised the importance of education to national development and it
continues to be a high priority in state spending. Population literacy stands at nearly 90 per cent and gender
differencesare small compared to many countries. Primary school enrolment isnearly universal, drop-out rates
have declined to less than 10 per 100 students at all levels, and the percentage of students repeating gradesis
below 5 per cent at al levels. However, magjor regiona differences in educational indicators do exist. For
example, literacy rates in mountain provinces are as low as 50 per cent; and athough national primary school
enrolment rates are nearly 100 per cent, they are significantly lower in mountain, central, and Mekong Delta
regions. In these areas, gender disparities in enrolment rates and literacy are also greater.

Largerea growth ratesduring the 1990’ sare evidence of Viet Nam'’s commitment to education. Education
spending in 1997 was 29 per cent higher than in 1996. In 1997, education accounted for 15 per cent of state
spending. Compared to other sectors, actual expenditures come closer to budgeted expenditures. The effect
has been an earlier than anticipated achievement of the government’starget of 15 per cent of total state spending
going to education. An increased proportion of education sector resources was allocated to basic education
services during the 1990's reaching 35 per cent in 1997.

Primary school spending is the most equitable among the education levels in the state system. In fact
primary school spendingisdightly pro-poor inViet Nam. At successively higher education levels state spending
increasingly favoursthe better-off population segments. Inthe case of tertiary education the richest 20 per cent
of the population captures more than one-half of state spending for that level. State spending per primary school
student per year increased by 137 per cent in real terms between 1991 and 1997.

Health

Asin education, Viet Nam’'s commitment to providing access to basic health servicesislong-standing.
A mgjor initiativewas|aunched inthe early 1950’ sto construct anetwork of community health stationsintended
to provide basic primary and preventive health servicesto Viet Nam'slargerural population. By 1997, nearly 99
per cent (9,806 out of 9,929) of all communesin the country had acommunity health station. In addition, there
are 926 inter-communal polyclinicsinrural communities, the secondtier in Viet Nam'sfive-tiered public health
system. District health centres and hospitals are the third tier and in this BSS study, services provided at these
facilitiesare considered asbasic. Thetop two tiers consist of provincial hospitals and specialised hospitals.

Between 1990 and 1997, state spending increased from VND 490 billionto VND 3.8trillion, morethan
atwo-fold real increase. Health sector spending as aproportion of total state spending has remained relatively
constant. 1n 1990, 5.9 per cent of state spending was for health and in 1997, it was 5.6 per cent. The lower
proportion of state spending going to the health sector reflectsthe greater role private expenditure playsin health
care, especially sinceimplementation of doi moi policiesin 1986. It isestimated that morethan three-fourths of
all spending for health careis private, and much of that isfor services purchased in the private market.

As in education, resources for basic health services are the most equitably distributed. However,
spending for hospital in-patient services heavily favoursthe better off. Thisistrueat thedistrict hospital aswell
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asthe province and speciality-hospital levels. Therichest 20 per cent of the population captures 56 per cent of
state spending at the tertiary hospital level, compared to only 2 per cent for the poorest 20 per cent of the
population.

Family Planning

Formal recognition of family planning as an important element of national development beganin 1961
when the Birth Control Board was established. 1n 1989, the National Committee for Population and Family
Planning (NCPFP) became aministerial-level governmental organisation and thereafter, resources allocated to
population and family planning activities and servicesincreased significantly. Total state spending for population
and family planningincreased from VND 16 billionin 1990 to VND 339 billionin 1997. Inreal terms, thisismore
than afive-foldincrease. Asapercentage of total state spending, population and family planning increased from
0.2 per cent in 1990to 0.5 per cent in 1997. All spending in this sector is considered basic according to the UN
definition of basic social services.

Rural Water and Sanitation

Thewater supply and sanitation sector in Viet Namisorganisationally complex. Three ministries share
major responsi bility for thewater and sanitation sector: Agricultureand Rura Development (MARD), Construction
(MOC), and Health (MOH). The MARD is responsible for rural water supply. The MOC is responsible for
urban water supply, including towns with populations from 4,000 to 30,000. The Department of Preventive
Medicine in the Ministry of Health (MOH) is chiefly responsible for sanitation services. A Nationa Steering
Committee for Water Supply and Sanitation, currently chaired by MOSTE, is responsible for co-ordinating
activities of these ministries. Similar steering committees are established in about one-half of Viet Nam's
provinces. The Rural Water Supply and Sanitation Programme (RWSSP) became a national programme in
1997, reflecting the government’s commitment to this programme and recognition of the programme’s compl exity.

The large increase in state spending for rural water and sanitation since 1990 mirrors the increasing
policy priority placed on this sector. Nominal spending has increased from nearly VND 40 million in 1990 to
morethan VND 26 billionin 1997. Inreal terms, thisisa160-fold increase. By 2000, the state plansto increase
spending for rural water and sanitation to VND 48 billion. Even at this higher spending level, rural water and
sanitation will account for only 0.5 per cent of total state spending, far below estimates of resources needed to
achieve the state’'s ambitious targets for this sector.

Social Protection

Social services, other than education and health, are mostly the responsibility of the Ministry of Labour,
Invalids, and Social Affairs (MOLISA). This sector is characterised by a heavy emphasis on services and
income transfersto the poor and other groupswhosewelfareis of high national priority. Thedifference between
the national and UN definitions of basic social services is largely a difference in interpretation of services
provided in thissector. Inthe UN definition, only servicesto victimsof natural disasters, other emergency food
relief, and food subsidies to the poor are considered to be basic. In addition to these services, the national
definition includes services to war-contributors, services to the poor and other disadvantaged groups. A two-
tiered approach to this BSS analysis was used for this sector to reflect these definitional differences.

Expenditures for social safety net services and programmesin Viet Nam have increased from VND 1
trillion in 1990 to more than VND 9.3 trillion in 1997. Inreal terms, thisis more than atwo-fold increase. A
further increase is reflected in the 1998 budget of VND 10.3 trillion. In contrast to education and health, in
which 25 per cent of sector expenditures are for capital purposes, less than 2 per cent of social security and
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safety-net sector expenditures are for capital purposes. This reflects the fact that most services in this sector
provide cash and in-kind benefits to disadvantaged persons, rather than services at fixed facilities. Overall,
spending for social security and safety net servicesincreased from 12 per cent of total state spendingin 1990 to
almost 14 per cent in 1997, nearly equal to the 15 per cent share of state spending for education. Littleinformation
was available to assess equity and efficiency of spending in this sector. However, it was noted that in most
programmes, low proportions of target popul ationswere receiving state benefits or services. For example, only
24 per cent of orphans and 15 per cent the disabled are receiving benefits or services.

Province Case Studies

In addition to national trends, this study examined spending from local budgetsin two provinces, Thai
Binh in the north and Long An in the south. In both provinces, the proportion of state expenditures met using
local budget resources declined from 1991 to 1992, but have increased since then, taking a sharp turn upwards
in 1997. Differencesinfinancial support from the central government budget were noted. In Thai Binh, 70 per
cent of spending was from central budget support. In Long An, that proportion was 55 per cent. Differences
were also found in the proportion of the local budget spent for social services. In Thai Binh (which receivesa
higher central government budget subsidy) nearly one half of itslocal budget isused for socia services, compared
to 36 per cent in Long An and 37 per cent at the aggregate national level. However, each province uses nearly
the same proportion of their local resources for social services (18 and 19 per cent, respectively). Tha Binh
achievesthisby spending ahigher proportion of itsresources on health and education in general, whereas L ong
An achieves this by compensating for lower overall health and education expenditures by allocating a higher
proportion of its social sector funds to basic health and basic education.

Both provinces spend a higher proportion of their local budget resources for education and health,
compared to the national average. At the national level, health and education combined account for 21 per cent
of state expenditures. In Thai Binh and Long An, thesetwo sectorsaccount for 46 and 33 per cent of expenditures
using local resources. However, both provinces spent less than 2 per cent of their local resources on social
protection services, compared to 14 per cent at the national level. InLong An, there arefew individualseligible
for benefitsunder national programmesfor war-affected preferential groups. In Thai Binh, thousandsof families
are reported to be benefiting from these programmes.  Provinces spend little of their resources providing
benefits to other categories of persons needing socia protection services.

Asin socia protection, the rural water and sanitation sector did not receive a substantial allocation of
resources at the province level. Furthermore, local programme administrators reported that in 1997 and 1998
few if any central resourceswerereceived for thissector. They reported that UNICEF and individual contributions
financed most spending on rural water and sanitation programmes and services.

Recommendations

Viet Nam is either very close to the 20/20 Initiative target of spending 20 per cent of state budget
resources on hasic social services, or they are ailmost halfway to the mark, depending on which standard of
evaluationisused. According tothe UN definition of basic social services, thelower assessment applies. ODA
spending is also at about the halfway point to the 20 per cent target. Progressin state spending appearsto have
been interrupted from 1997 to 1998, with no growth towardsthetarget. Policymakersin Viet Nam attributethis
to the slower economic growth rates that are currently prevailing. Policymakers express concern that should
growth ratesfall further, allocationsto basic socia services could actually face disproportionate cutsin the short-
term, resulting in aslide backwardsfrom current BSS performance. Clearly, social sector policymakersperceive
that in a difficult public sector budget environment, protecting state spending in other sectors will be more
important to national leaders.
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Policy dialogue on this and other issues emerged from this BSS study as a key need in ongoing efforts
to promote the 20/20 Initiative goals. Many of these issues were raised and discussed during key informant
interviews conducted as part of the BSS Study. Key national issues are summarised below.

¢ Under-funded central programmemandates— Financing plansfor centrally devised national programmes
often call for local budget contributionsthat local |eaders sometimes consider unrealistic.

¢ Investmentsin infrastructurevs. social services— Some policymakersin Viet Nam express the opinion
that increased allocations to basic social services should not occur, particularly in remote regions, until
infrastructure development is sufficient to support efficient use of social servicesinvestments.

¢ Policies about central budget subsidies to local budgets — A gap between official policy and
implementation is noted by policymakers (as evidenced in the BSS study’s Province Case Studies) in
determining central budget subsidies for local budgets. Three general levels of support are intended (for
poor, average, and well-off provinces), though subsidy levelsin fact vary within categories.

¢ Achieving consensus on key definitions — It was noted that differences in definitions of poverty and of
“basic” socia servicesimpede planning.

Programmatic issuesfor policy dialogue were also identified. Key issuesinclude: (1) identification of
strategies to more effectively reach remote and mountainous communities with basic socia services; (2)
identification of strategiesto encourage vulnerable persons and househol dsto take advantage of state programmes
and servicesintended for their benefit; and (3) re-examination of strategiesto reach safe water supply programme
targets within the constraints of state budget allocations.

While policy dialogue is needed on these and other key issues related to policies affecting basic social
services spending and implementation, there are a number of concrete tasks that can be initiated immediately.
Theseinclude:

¢ Development of a monitoring system for BSS — Key issued to be addressed here are, what indicators
should be used, what agency or agencies should be responsible for maintaining the monitoring system, how
can co-operation across sectors be ensured and how often should reporting occur?

¢ Improving information sharing — Feedback from the Ministry of Finance to line ministries about
expenditureswould improvethe ability of lineministriesto plan effectively. Likewise, improved information
to line ministries about actual spending by local authorities would greater improve the ability of central
ministriesto plan. Mechanismsto improve communication among these entities should be devel oped.

¢+ Development of co-ordination mechanisms— Policiesin one sector often impact on other sectors, yet at
present there are few forums for inter-sectoral co-ordination. A similar situation exists at the programme
level.

¢ Local capacity building — It was noted that programme efficiency is much affected by local programme
management skills. Loca capacity should be considered alongside proposals for increased spending for
social servicesin general and basic socia servicesin particular. Meanwhile consideration should begivento
development of initiativesto up-grade local capacity to manage and implement social services.
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Background

Right after the founding of the Democratic Republic of Vietnam (now the Socialist Republic of Vietham)
in 1945, the Communist Party and Government of Vietham (GOV) put socia devel opment asakey priority inthe
policy agenda. President Ho Chi Minh considered hunger and illiteracy as enemiesthat threatened the nation’'s
survival and development. Therefore, the concept of emphasising basic socia servicesasan important means of
promoting national development isnot new in Viet Nam’s devel opment strategy. Even through the long years of
wars, access to basic education and basic health care was strongly emphasised in social and development
policies of the state. After victory in the war of nationa resistance in 1954, mass education and illiteracy
eradication campaigns were undertaken on alarge scale. In Viet Nam, population and family planning services
wereprovided early, since 1961. The mid-1970'smarked both the reunification of the country and reinvigoration
of the government’s commitment to devel opment. By investing in basic servicesearly on, Viet Nam hasastrong
foundation for continued devel opment, clearly evidenced today in health and education indicators. Literacy rates
are higher, infant and maternal mortality rates significantly lower, and life expectancy longer than in many better-
off countries. Thissuccessisall themoreadmirablein view of thelong post-war period of international embargo
until late 1993 during which Viet Nam had limited access to official development assistance (ODA).

At the World Summit for Social Development in Copenhagen, 1995, the Government of Viet Nam stated
that “economic growth must be closely connected with socia progress and social justice from the outset, and
throughout the implementation of development plans. We cannot afford to wait until a high level of economic
development has been reached to begin bringing about social progress and social justice...”. Priority focus of
state spending on basic social servicesis one mechanism for achieving thisgoal.* Therefore, for Vietnam, the
contribution of the World Summit for Social Development was not in introducing the concept of basic social
servicesasacritica element of development policy. Rather, the contribution wasin specifying benchmarksfor
assessing the adequacy of public sector financial alocations to these services and the current trends in public
expenditures. Two central purposes of thisanalysisareto identify both the current patterns of state expenditures
for basic social services and recent trendsin state spending. As partnershipsin development increase between
the GOV and donor organisations, examination of trends and patternsin donor performance against the 20 per
cent benchmark is equally important. This study also assesses ODA spending patterns.

The 20/20 Initiativeisstill subject to debate on defining which social servicesare“basic.” Clearly, each
country faces a unique environment and has unique needs. These differences need to be taken into account
when conducting a study of this nature. For the purposes of this study, atwo-tiered approach istaken. The first
tier of social services defined as basic conforms to the definition accepted at Copenhagen in 1995 (hereafter
referred to as the “ United Nations [UN] definition”). Analysis of expenditures on these servicesis designed to
allow comparison of Viet Nam’s performance with that of other countriesin the region and with other countries
at asimilar stage of development. The second tier of basic socia servicesisthose that Viet Nam believesto be
basic within the context of its national history and devel opment needs. The “ national definition” of basic socia
servicesrefersto the services contained in the UN definition and the additional services specific to Viet Nam’s
context. Table 1-1 shows the services included in each of these definitional tiers. Analysis of expenditures on
these servicesis intended to promote informed national policy dialogue about state expenditure priorities and
optionsfor budget restructuring.

To accurately assess a country’s performance with respect to the 20 per cent target, a tally of state
spending at the central administrative level should be augmented with information about state spending at sub-
national administrativelevels. In Viet Nam, thisis particularly important. Substantial revenueraising authority is
vested in provincial, district, and local administrative units, and some of that revenue is retained for local use

1 In Viet Nam, the concept of “public” expenditures is understood to include both spending by the state and spending
by members of the public, including individuals and non-state organisations. For the purposes of clarity, in thisreport,
the terms “state expenditure” will be used to refer to spending by government institutions (both central and local
government), and “non-state expenditure” will be used to refer to spending by private individuals and organisations.
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TABLE 1-1: Definitions of Basic Social Servicesin Viet Nam

Tier 1-United NationsDefinition

Education
Pre-primary school
Primary school
Adult Literacy
Health
All services at
»  Commune health centres
» Poalydlinics
» District health centres and hospitals
Primary health care (up to the district level)
Preventive health care
»  Childhoodimmunisations
* Post-natal care
* Healtheducation
Public health programmes
Maternal and child health
Maaria
Tuberculosis
Leprosy
Essential drugs and materials
e Sanitation
National Programmefor Nutrition
Population and Family Planning
Social Services
* Disaster relief
Water and Sanitation
*  Rural water and sanitation projects (including small
towns up to popul ation 30,000)
e Peri-urban water and sanitation projects

Tier 2-National Definition
It includes all items described in the UN definition and in
addition the following points under the Social Services:
»  Welfare for the poor
e Cash transfers to war contributors (war retirees,
invalids, and veterans, families of martyrs, hero-
mothers)
Services for orphans and street children
Services for the disabled (cash support and residential)
Employment training centres
Rehabilitation of drug addictsand prostitutes

according to amix of centrally and locally defined priorities. Information about the use of these resources for
recurrent budget itemsis sufficient for analysis required to assess progress toward 20/20 Initiative objectives.
Information about the use of capital resources at sub-national administrative levelsisless precise in terms of
spending for basic and other (non-basic) social service programmes.
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The Ministry of Finance (MOF) reports that its annual expenditure information captures 95 to 98 per
cent of total state spending, including both spending by central- and local-level state organisations.? The remaining
2to 5 per cent of state spending use resources generated locally from specific taxes and fees. Information about
that 2 to 5 per cent of state spending would necessarily have to be obtained directly from local government
organisations. Collecting such information from all of Viet Nam's provinces was not within the scope of this
study. However, information was collected from two provinces, Long Aninthe south and Thai Binhinthe north.
Information from these case studies (see Chapter X1) sheds light on local government spending priorities and
patterns.

It isimportant to note that the Government of Viet Nam advocatesthe policy of sociaisationin provision
of social servicesin order to mobilise all resourcesfor social development. Therefore, in Viet Nam, asin many
countries, non-state (private) spending for social services is substantial. In practice, when the State spends
VNDL for social services, the people contribute on average VND2-3. Peopl€e’s contribution is an important
component of the state’ sfinancing strategy for better social servicesfor peoplewhilethe country isstill poor and
the state budget is limited. Understanding the extent and use of private spending is an important dimension for
socia policy formulation. However, this study focuses on state expenditures and ODA only. Other sources of
information about private spending are available and should be considered during policy dialogue about state
spending prioritiesand policies.

Themain finding from analysis of state and donor organi sation expenditure information is that neither
reaches the 20 per cent mark set by the 20/20 Initiative. Using the UN definition, the percentage of state
resources spent on basic socia servicesincreased from 6.1 per cent in 1990 to 8.5 per cent in 1997. Using the
national definition the proportion rose from 12.7 to 17.2 per cent during this period. The proportion of donor
resources used for basic socia services (evaluated by the UN definition standard only) was more variable;
between 1990 and 1993, it rose from 5.2 to 18.6 per cent. Thereafter, the proportion declined, reaching 10 per
centin 1997. These findings will be analysed in greater depth in the remainder of this report.

The present report consists of 12 chapters. After chapter 1 describing the background, chapter |1
describes macroeconomic trends and conditions, including an overview of total central government expenditure
trends. Chapter 111 provides an overview of state budget planning, allocation, and spending authority (at central
and sub-national levels). These sections provide the context for understanding the sector-specific analyses that
follow. Chapters|V through V111 providein-depth analysis of expendituresfor education, health, popul ation and
family planning, rural water and sanitation, and social services, respectively. Each chapter includes a section on
efficiency and equity in that spending. Chapter I X isadetailed analysis of donor expenditures, and Chapter X
presents major findings from the province case studies conducted as part of this study.® Chapter X reviewsthe
main findings from this analysis of state spending, explores opportunities to further increase the proportion of
state spending on basic social services, and draws some preliminary conclusions. Insights from key informant
interviewswith senior policymakersin central government agencies are drawn upon for the concluding Chapter
X1, and asummary of principal recommendationsisincluded.*

2 Statement by MOF officialsat the BSS Study Advisory Committee Meeting, September 23, 1998, HaNoi.

8 For full report on the BSS study of province case studies, see“Basic Socia Services—Results of the Case Study in Thai
Binh and Long An Provinces’ (HaNoi: The Central Institute for Economic Management, 1999)

4 Forfull report onthe BSS Study key informant interviews, see: “Basic Socia Services—Interviewson Central Government
Officials’ (HaNoi: The Central Institute for Economic Management, 1999)..
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. M acr oeconomic Context

Viet Nam's economy experienced high rates of growth in the 1990's, averaging 8 per cent per year
between 1990 and 1997 (Figure 2-1). During this period, real gross domestic product (GDP) expanded by 75 per
cent and will have more than doubled by the year 2000.5 Per capita GDP also rose considerably from less than
Viet Nam Dong (VND) 1 millionin 1990 to morethan VND 4.1 millionin 1997. Inreal terms, thisisa57 per cent
increase.

Figure2-1: Trendin GDP Growth
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State spending also increased significantly through the 1990's (Figure 2-2), except from 1990 to 1991
when Viet Nam was recovering from economic difficulties that prevailed during the late 1980’s. In 1991, real
state spending declined by almost 20 per cent from 1990 spending. However, state spending grew by nearly 50
per cent from 1991 to 1992 and by more than one-third from 1992 to 1993. In the past three years, state spending
increased by an average of ailmost 5 per cent per year. From 1990 to 1997, real state spending per capita
increased by 68 per cent (VND 888,000 in 1997 at 1997 prices).

Figure2-2: Trendin Total State Expenditures
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State spending as a percentage of GDP was nearly 21 per cent in 1990 (Figure 2-3). In 1991, real state
spending declined by 20 per cent, constituting only 16 per cent of GDP. State spending rose again to 22 and 27
per cent of GDPin 1992 and 1993, respectively, and has declined since then to 23 per cent in 1997. In 1996, the
GOV projected that state spending would to between 24 and 25 per cent of GDP from 1996 to 2000.6 During
thisperiod, recurrent spending would comprise 58 per cent of total spending, 28 per cent of capital spending, and
almost 15 per cent of debt repayment. However, it is unclear how these projections will be affected by the

5 Thefinding that real GDP will have more than doubled by 2000 is based on the assumption that real GDP growth is
sustained at 6 per cent per year between 1998 and 2000. Government analystsin Vietnam are assessing thisassumption’s
validity inlight of thelow and negative growth rates being experienced by Viet Nam’sregional neighboursand itsown
declining growth rates (5.8 per cent in 1998 and about 5.0 per cent in 1999)

& Document on 8" National Conference of the Vietnamese Communist Party (National Political Publishing House, 1996).
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downward direction of projected GDP growth through the year 2000. If planned state spending levels remain
unchanged, the share of GDP consumed by state spending would rise as GDP growth slows.

Figure2-3: State Spending and Revenue Collection asa Per centage of GDP
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State revenue collection as a percentage of GDP increased from less than 15 per cent in 1990 to almost
25 per centin 1994.7 Since then, the proportion of GDP collected as state revenue has declined; in 1997, it stood
at 21 per cent. The Communist Party’s 8" National Conference (1996) set a target of collecting 20 to 21 per
cent of GDP for state revenue. Government budget deficits have been decreasing (Table 2-1). In 1990, the
deficit was nearly 30 per cent of state expenditures; by 1997 it wasonly 3 per cent. Asapercentage of GDP, the
deficit consumed 6 per cent in 1990 and less than one per cent in 1997.

Table2-1: StateBudget Deficits (VND, current prices)

Deficit
As a % of State| As a % of
Year Expenditures |Revenues| Amount Expenditures GDP
1990 8,718 6,153 (2,565) 29.4 6.1
1991 12,082 10,353 (2,729) 14.3 2.3
1992 23,710 21,023 (2,687) 11.3 2.4
1993 37,010 30,500 (6,510) 17.6 4.8
1994 44,655 42,125 (2,530) 5.7 1.5
1995 54,589 53,370 (1,219) 2.2 0.5
1996 62,889 62,387 (502) 0.8 0.2
1997 68,110 66,310 (1,800) 2.6 0.6

State-owned enterprises (SOE's) are the largest source of state revenuein Viet Nam (Figure 2-4). The
proportion of revenue from SOE's, however, has declined from 60 per cent in 1990 to 41 per cent in 1997 as
more SOE’s are equitized and as the economy diversifies. Agricultural taxes have also decreased from 7 per
cent of total revenuetoo lessthan 3 per cent. Revenue from exports and imports has more than doubled from 10
per cent to 22 per cent, and revenue from joint ventures hasincreased from 0 to 6 per cent. Grant assistance has
remained stable during the period at about 2.5 per cent of total revenue.

The national workforce has grown 18 per cent from 1990 to 1996, from 30 to 36 million people (Figure
2-5).%2 The structure of this workforce however, has not changed significantly. The private agricultural sector,

7 Revenue reported here does not include ODA grants. Expenditure information reported earlier also excludes ODA
resources.
8  Atthetimeof thisreport’s preparation, no information was available on workforce composition for 1997.
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Figure 2-4: Sourcesof Tax Revenue
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although declining dlightly from 71 per cent of theworkforcein 1990 to 68 per cent in 1996, remainsthe primary
source of employment in Viet Nam. In 1996, this sector employed 24.4 million workers. The size of the state
sector workforce, including government civil servantsand SOE employees, declined only dlightly from 3.4 million
workersin 1990to 3.2 millionin 1996. Mot of the declinewasin the SOE sector. Thetotal number of government
employees hasremained virtually constant, fluctuating between 1.2 and 1.3 million workers. During the period,
the number of SOE employees declined from 2.2 to 1.9 million workers, although the number declined to 1.7
million in 1995. As a percentage of the total workforce, the government workforce has decreased from 4.1 to
3.6 per cent, and SOE employees have declined from 7.2 to 5.4 per cent of the workforce.

Figure2-5: WorkforceDistribution by Employment Sector
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[I1.  Overview of State Budget®

The public administrative structure in Viet Nam is decentralised and consists of central, provincial,
district, and commune levels. Central-level ministries set policy and issue guidelinesfor provincia authorities.
Generaly, provincial administrative structures parallel the structure of central ministries. In social services,
separate departments in each province oversee education, health, population and family planning, and rural
water and sanitation activities. The Provincial People’s Committee oversees these administrative departments.
Within the policiesand guidelines set centrally, provincial authorities have adegree of autonomy in administering
services. Provincial authorities oversee activities at the district level and, in turn, district authorities oversee
activitiesat the communelevel. Tax departmentsin each province act under the direction of the central General
Department of Taxation. Services provided in the provinces arefinanced through acomplex process of determining
provincial expenditure needs and reconciling these with tax revenues generated within the provinces. Provinces
that do not generate sufficient tax revenue to meet approved spending plans receive atransfer from the central
government.

The Budget Process

The MOF issues a budget circular annually in June which provides guidelines of norms and formulas
that provinces and line ministriesmust follow in preparing their expenditure estimatesfor the next year. Provinces
consolidate budget estimates from communes and districts and submit them to the MOF for consideration. In
two parallel processes, the tax department forecasts revenues and the Ministry of Planning and Investment
(MPI) plans investment (capital) resources to be provided to each province. The MOF reconciles province and
line ministry expenditure forecasts with revenue projections, making afinal determination of the amount to be
alocated to the provinces and ministries. The National Assembly has final approval authority for the state
budget. Given their allocation from the centre, provinces set allocationsfor districtswithin guidelines provided by
the centre. Districtsin turn determine all ocations to communes within these guidelines.

There are three classifications of government revenues in Viet Nam: central, assigned, and shared
(Table 3-1). Central revenuesinclude aspecial consumption tax, revenue from SOE’s, and revenue from major
mineralssuch asoil. Theserevenues, collected by central tax department authorities, are deposited inthe central
treasury. Tax departments in each province collect assigned and shared revenues. Provinces retain assigned
revenues entirely to finance approved expenditure plans (budgets). Major types of assigned revenues include
the agricultural tax, land and housing taxes, license and registration fees and taxes, and personal income taxes.
Shared-revenue sources include export and import taxes, profit taxes, and turnover taxes. Shared revenue is
shared between provincia governments where the revenue was raised, and the central government. The MOF
determines the amount retained by each province. That amount is expressed as a percentage of the total amount
expected to be raised, which is determined by the amount needed by each province to meet requirements of its
approved expenditure plan after accounting for expected assigned revenue. This proportion is recomputed for
each province each year.

If the actual total amount of shared revenue raised exceeds the projected amount, each province till
transfers the agreed upon percentage of this larger amount to the central treasury. The province retains its
agreed upon percentage of this larger amount, which in effect is a surplus above the amount required to meet
approved expenditures. Provinces have some discretion in deciding how to use this excess revenue. In some
provinces, projected total shared revenueis not sufficient to close the gap between assigned-revenue projections
and the approved province expenditure plan. Inthose provinces, the percentage of shared revenues retained by

¢ Sources. Intergovernmental Fiscal Relations (Working Paper No. 4), Viet Nam Public Expenditures Review: Volumell
(UNDPVIE/94/025, 1996); and Economic and Financial Situation (Revised), National Rural Water Supply and Sanitation
Strategy Study, Mid Term Report, Volume5 (Carl Bro International a/sin association with Crone & Koch, VKI, 1998),
Annex 3 (Budget Process).
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Table 3-1: Revenue Sourcesin Viet Nam?©

Central Revenues

Assigned Revenues

Shared Revenues

Special consumption tax
Profits and depreciation from
central SOE's

Revenue from major
mineras

Agricultural tax

Land and housing tax
Slaughter tax

License fees and taxes
Registration fees

Export and import taxes (in
provinces bordering other
countries)

Profits taxes

Turnover taxes

o Depreciation, tax on capita
use and profits from
commercia enterprises

o Personal income tax

o Taxesonlotteries

» Transportation fees

« Revenuefrom forestry

the provinceis set at 100 per cent and the central government transfers additional fundsto close the gap. The
central government also transfers additional funds to provinces that do not meet expected revenue targets.

In summary, revenue and expenditure projections are determined jointly by central and provincial
authorities. The state budget representsall central-level spending and through province budgets, aconsolidation
of approved spending by provinces, districts, and communes. A significant proportion of national tax revenueis
collected at the province level and most of these funds remain at the province level to finance services as
approved by the National Assembly in the state budget. The MOF prepares an expenditure report at the end of
each year to account for actual expenditure approvals given from the budgeted amount. These are the financial
figuresreported in this document. Some provincesraise additional resourcesthrough excess assigned and shared
revenue collections and through centrally approved, province-specific taxes and fees. These additional revenues
(and expenditures), are not included in central expenditure reports and aretherefore not included inthisanalysis;
as discussed earlier, the MOF estimates that additional revenues account for only between 2 and 5 per cent of
total expenditures by central and local state authorities. Province case studies to be completed as part of Viet
Nam’s BSS Study are designed to shed light on the extent and use of these additional resources.

Expenditure Reporting

Duringafisca year, line ministriesand provincesmust obtain permission fromthe MOF for all expenditures.
Approved requests from line ministries and province expenditures are recorded in the MOF record keeping
system, and these approvals are reported as expenditures. At the end of the fiscal year, provinces are required
to report to the MOF on all revenues and expenditures, including expenditures from the budget approved by the
MOF and from retained excess revenue and province-specific taxes and fees.

Determination of budgets for recurrent expenditures is very precise. In producing budget requests,
provincesand line ministries must follow detailed guidelines (from the budget circular) that describe population
and cost norms and allocations across spending categories, such as salaries and supplies. The MOF reviewsin
detail these budget requests, and approved budgets stipul ate both atotal approved amount and approved amounts
by type of expenditure. Allocation of capital resourcesis primarily theresponsibility of the M Pl and theallocation
processisdifferent. Financing for major capital projectsthat cross provincial lines (such asinter-provincial road

10 Intergovernmental Fiscal Relations(Working Paper No. 4), Public Expenditures Review: Volumell (UNDPVIE/94/025,
1996) adapted from Table4.2.
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construction and major irrigation projects) arethe responsibility of central ministries. Resourcesfor other capital
projects are provided to provinces. The MPI, in consultation with the MOF, sets aggregate capital expenditure
budgets for each province by sector. Within these parameters, provinces determine how these resources are
used according to locally determined priorities and needs. At the end of the year, provinces must also report
expendituresfor capital projects. However, the M OF expenditure report provides abreakdown of thisinformation
only tothe aggregate level by sector. Provinces may spend excess-shared revenue generated on capital projects.
Information on this additional capital spending is not included in the MOF expenditure report and was not
available to the BSS Study team.

In summary, information in thisreport pertainsto current expenditures by line ministries and provinces
from the centrally approved budgets. Detailed breakdowns of recurrent expendituresfor the social sectorswere
obtained from line ministries. Information about the small amount of additional resources that may have been
rai sed and used beyond the centrally approved budget are not included in thisreport. Aggregate capital expenditures
by sector were provided to the BSS Study team. Detailed capital expenditures for basic and non-basic socia
serviceswere based on information from line ministries.

Spending from the State Budget, 1997

Total state spendingin 1997 wasVND 68,110 billion. Sixty-two per cent of thistotal was spent from the
central budget and 38 per cent from local budgets. Inthe social sectorslocal spending emphasi sed education and
health more so than central spending (32 and 8 per cent of total local spending respectively vs. 15 and 6 per cent
of central spending respectively). Central spending emphasised socia protection more so than local spending (20
per cent of central spending vs. 3 per cent of local spending, Figure 3-1).

Figure3-1: StateExpendituresfrom Central and L ocal Budgetsby Sector, 1997

O Other

El Interest payments
Administration

[M Transportation & Industry

- O Forestry & Agriculture

ﬁ{{{{{{{{{{{{{ﬁ N Social protection

> B Health
O Education & training

Expenditures (VND hillions)

Central Local




BASIC SOCIAL SERVICESIN VIET NAM — An Analysisof Stateand ODA Expenditures

V. Education Sector

Background and Description of the Sector

Historically, education has been highly valued among Viethamese people, and the country’s leaders
have long recogni sed itsimportanceto national development. However, until the post-colonial period, few public
schools existed and few Vietnamese had access to them. Even before achieving independence, Ho Chi Minh
launched a literacy campaign in 1945. After independence, the government undertook a major initiative to
expand the public education system. As conflict again intensified and the country was partitioned in 1954, two
educational systems evolved, onein the north and one in the south. Effortsto unify these two systemsbeganin
earnest after national reunification in 1975 and convergence of the two was completed in the late 1980s.1
Education continues to be a high priority for government policymakers. n fact, during a period of economic
difficulty and state budget retrenchment in the early 1990s, education was one of few sectors protected.

Despite its history, Viet Nam's public education system has out-performed systems of many other
countries, even those at higher stages of development. Population literacy stands at nearly 90 per cent and
gender differences are comparatively small. Primary school enrolment isamost universal, drop-out rates have
declined to less than 10 per 100 students at al levels, and the percentage of students repeating gradesis below
5 per cent at al levels. However, major regional differences in educational indicators do exist. For example,
literacy ratesin mountain provinces are aslow as 50 per cent; and although national primary school enrolment
rates are nearly 100 per cent, they are significantly lower in mountain, central, and Mekong Deltaregions. In
these areas, gender disparities in enrolment rates and literacy are greater.

Institutionally, the education sector is becoming more diverse. Government policy encourages the
establishment of private sector educational institutions. Within the public educational system, therearesix levels:

»  Pre-school education consists of nursery schools and kindergarten. Attendanceisoptional at thislevel.
«  Primary school iscompulsory and consists of five years of education.
»  Four years of lower secondary school follows primary school.

» Threeyears of upper secondary school follows lower secondary school. There are three genera levels of
vocational and technical education.

» Vocational training programmes, generally short, are open to students who complete primary or lower
secondary education and who are not likely to proceed further in the formal education system. Secondary
vocationa education programmes last three to four years and are also open to students who leave primary
and lower secondary school. Professional secondary education laststwo to four yearsand students completing
upper secondary school may attend these programmes.

« Tertiary educational institutionsin Viet Nam include colleges and universities.

The Ministry of Education and Training (MOET) isthe primary government institution responsible for
education.> The World Bank reports that more than 24 other ministries and government agencies also operate
educational institutionsand programmes.* Theseinstitutions and programmes are generally related to the mandate
of the administering agency and are generally vocational or technical in nature.

B For greater detail on the history and structure of Viet Nam'’s educational sector, refer to “ Viet Nam Education Financing
Sector Study” (TheWorld Bank, 1996).

12 A recent structural change was made and responsibility for vocational training has been shifted from MOET to the
Ministry of Labour, Invalids, and Social Affairs.

18 For greater detail onthe history and structure of Viet Nam’s educational sector, refer to “Viet Nam Education Financing
Sector Study” (TheWorld Bank, 1996).
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Education Expenditures

Total education sector expendituresfrom the state budget reported here encompass central level spending
by MOET and other government ministries and agencies, aswell aslocal spending by Government authorities
using centrally approved resources. For example, district education authorities pay pre-primary and primary
school teachers' salaries by using allocations from provincial resources. These provincial resources are derived
from retained revenue collected on behalf of the state. Eighty-one per cent of state education spending came
from local budgets; 19 per cent was from the central budget.

Figure 4-1 showsthe growth in state education spending between 1991 and 1997, budgeted spending for
1998, and planned spending for 1999 and 2000. Planned spending is based on the assumption that real spending
will continue to increase at 6 per cent per year, in concert with GDP growth rate projections currently used in
government circles. Total education sector spending increased from VND 1,055 billionin 1990to VND 10,081
billionin 1997. Inreal terms, thisis an increase of almost 140 per cent.

Figure4-1: Nominal and Real Education Sector Expenditures
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State spending on education hasincreased in real terms each year, except from 1990 to 1991 (Figure 4-2).
Spending in 1991 was 31 per cent lower than in 1990. Annual growth ratesin education spending were high for
the next three years, reaching 50 per cent in 1993. Education spending in 1997 was 29 per cent higher than in
1996. These large real growth rates are evidence of Viet Nam’'s commitment to education. Further evidence of
this commitment can be seen by looking at education as a percentage of total state spending (Figure 4-3).

Figure 4-2: Growth in Real Spending for Education
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In 1990, state spending on education constituted 12 per cent of total state spending. By 1997, education
accounted for 15 per cent of state spending. Figure 4-3 aso shows that in almost every year, actual state
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spending on education has been higher, as a proportion of total state spending, than planned.’* The reason for
this gap has not yet been explored, but may be explained by spending in the education sector at closer to
budgeted amounts as compared to other sectors. Regardless of the reason, the effect has been an earlier than
anticipated achievement of the government’s target of 15 per cent of total State spending going to education.
During the same period, state education spending as a percentage of GDP more than doubled from 1.6 per cent
in 1990 to 3.4 per cent in 1997.

Figure4-3: State Education Spending asa Per centage of Total State Spending
and as a Per centage of GDP
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Figure 4-4 shows how education sector spending is allocated across education levels and programmes.
Spending for adult literacy services accounted for 5 per cent of sector spending in 1991, which increased to
nearly 13 per cent by 1994. However, reported expenditures on adult literacy from 1991 to 1994 appear to have
included spending for “other” programmes and services, evident from the fact that reported spending on adult
literacy dropped to 1.3 per cent in 1995, remaining nearly constant at that level. Financial allocation to adult
literacy mirrors high-policy attention to achieving universal literacy by theyear 2000.

Figure4-4: Distribution of Education Sector Expenditures, by L evel and Programme
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The proportion of education sector resources spent at the pre-primary level (including nursery schools
and kindergartens) hasremained relatively stable, changing only dightly from 4.8 per centin 1991 to 5.4 per cent
in 1997. Spending for thislevel declined in 1992 (to 3.3%), recovering thereafter. In proportional terms, spending
on primary school education has declined during the period examined. In 1990, 35 per cent of education sector
resourceswere spent on thislevel. Thishigh proportion was maintained in 1992, when emphasison adult literacy

14 Overview on Budget and Grant for Socia Objectivesby 20/20 Compact on Education and Training. MOET, September 1998.
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and pre-primary school levels was reduced. Since 1992 the proportion of state education spending devoted to
primary school levels has declined; in 1997, it was 29 per cent. Information from MOET indicates a planned
increasein emphasison primary school education; it is projected that thislevel will consume almost 33 per cent
of state education spending in both 1999 and 2000. The proportion of education sector resources spent on basic
education declined from a high of 45 per cent in 1990 to alow of 33 per cent in 1995. Sincethen, this proportion
hasbeenincreasing, standing at 35 per centin 1997. Asthe policy priority increasingly favours primary education,
this proportion can be expected to increase further.

Among the non-basic education level s, lower secondary education has accounted for an increasing proportion of
sector expenditures, from 15 per cent in 1990 to nearly 20 per cent in 1997. Upper-secondary education spending
has increased from almost 5 per cent of the total to nearly 10 per cent, while higher education spending has
declined from 17 per cent of total education spending to 13 per cent. The proportion of resources devoted to
vocational education has not changed significantly—16 per cent of total sector spending in 1997.

Equity in Education Expenditures

The measure of equity used here is the proportion of state spending on education captured by each quintile of
householdsin Viet Nam, thefirst quintile being the poorest 20 per cent of househol ds and the fifth quintile being
the wealthiest 20 per cent. Three component pieces of information are required to complete this analysis:

* Enrolment ratesfor each level of education and for each household expenditure quintile.
*  Number of childrenin each quintile of household.
» Per capitastate spending for each level of education and for each population quintile.

The first two components are used to compute the number of children from each quintile enrolled in
each level of schooling. Thesefiguresarethen multiplied by the estimated per capita spending for the respective
level of education and population quintile. Nationally, representative survey dataarerequired to estimate thefirst
two components, and at the time of this report’s preparation, the latest available data were from the 1993 Viet
Nam Living Standards Survey (VLSS-1).® Figure 4-5 shows gross enrolment rates for four levels of education
and for each household quintile. At the primary school level, enrolment is universal or nearly universal in all
quintiles. Only inthe poorest quintileis enrolment lessthan 100 per cent (93%). Beyond the primary school level,
enrolment drops considerably for all household quintiles. For al levelsbeyond primary school, disparitiesacross
quintiles are also sharper.

Figure4-5: GrossEnrolment Ratesby Household ExpenditureQuintileand L evel of Education
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% DataVLSSHI, fieldedin 1998, werenot available during thetimeof thisstudy. Given thefast paceof social and economic
development between 1993 and 1998, this analysis should be replicated using the new data to assess the degree to
which equity patterns have changed in the education sector.
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The age distribution of children in poorer householdsislower than in richer households, resulting in a
dightly higher concentration of primary-school-agechildreninthepoorer quintilesand adightly higher concentration
of higher education age children in the richer quintiles. These relatively small differences are overwhelmed
however, by the differencesin enrolment rates across quintiles. Information on state spending per student is not
available by income quintile; for thisanalysis, it was assumed that spending at each level of education wasthe
same for each quintile. Figure 4-6 shows the distribution of state spending for each education level across the
five quintiles, from poorest to richest.

Figure 4-6: Distribution of State Education Spending across Household Expenditure Quintiles
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Thediagonal line of Figure 4-6 representsthe hypothetical situation whereby thereiscomplete equity in
spending for education, that is, a20-per cent popul ation segment (quintile) captures 20 per cent of state spending.
Below the diagonal, the proportion of state spending captured by higher income quintilesisgreater andisaless
equitable situation. Primary school spending isthe most equitable among the education levels shown and in fact
primary school spending is slightly pro-poor in Viet Nam, asillustrated by the curve that is slightly above the
diagonal. At successively higher education levels, state spending increasingly favoursthe better-off population
segments. In the case of tertiary education the richest 20 per cent of the population (fifth quintile) capture more
than one-half of state spending for that level.

Efficiency in Education Spending

There are numerous possible indicators of efficiency in education expenditures. Indicators discussed
here include cost per student per year of education, cost per graduate, student: teacher ratios, and composition
of recurrent spending. Indicators for both basic and non-basic education levels are presented here because
efficiency gainsin any sector represent savings that can be allocated to basic education services.

Figure 4-7 shows trends in state spending per student per year between 1991 and 1997 (shown in real
1990 VND). Two points are relevant to discussing internal allocation efficiency. First, spending per primary
school student has increased by 137 per cent in real terms. Spending per lower secondary school student has
alsoincreased by almost threefold. Second, spending per upper-secondary and higher education student increased
during the first several years of the period before declining. These trends suggests that state education policy
hasincreasing priority to primary school education, corroborating information provided earlier in thischapter that
increasing proportions of education sector resources have been allocated to basic education services during the
1990's.
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Figure4-7: State Spending per Student per Year by Education L evel, 1991-1997
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State cost per graduate is another useful measure of internal efficiency in education sector spending.
These costs are affected by the proportion of students who drop out of school each year and the proportion of
students who repeat a grade. The higher each of these proportions are, the greater the costs of producing a
graduate. Figure 4-8 shows trends in dropout rates.

Figure4-8: Trendsin Dropout Ratesper 100 Studentsby L evel of Education
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Improvementsin dropout rates are evident at al education levels. Among primary school students the
rate declined by almost one-third falling from nearly 12 in 1990 to about 8 in 1997. Improvements among
secondary school students were even sharper, starting at above the rate for primary school students and falling
to nearly the samelevel as primary school students by 1997. These changes should reduce the cost of producing
graduatesat all levelsin Viet Nam's education system. Similar improvementsare evident in the rates of students
who repeat a grade level each year (Figure 4-9).

Improvementsin repetition rates have been largest among primary school students. In 1990 more than
10 per cent of all students enrolled in primary school were repeating their grade. By 1997 thisrate dropped to 4
per cent or less than one-half the 1990 level. Repetition rates among secondary school students were lower at
the beginning of the period compared to primary school, and while these have also improved, changes have not
been aslarge. Dropout and grade repetition rates are components of another efficiency measure in education—
student-years per graduate. As dropout and repetition rates improve, the number of student-years required to
produce a graduate should decline, resulting in lower costs of producing those graduates.
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Figure4-9: Trendsin Repetition Ratesper 100 Studentsby L evel of Education
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The World Bank’s Viet Nam Education Sector Review calculated that, on average, 6.8 student-years
were required to produce one primary school graduate in 1994.%¢ Thisis 1.8 years longer than the 5-year
curriculum. Equivaent estimates for lower secondary school is 5.1 student-years (for a4-year curriculum) and
3.5 years for upper secondary school (for a 3-year curriculum). The downward trends in dropout and grade
repetition rates shown in Figures 4-8 and 4-9 suggest that this efficiency indicator, the number of student-years
per graduate, probably improved since 1990. However, improvements in dropout and repetition rates stalled
around 1995. Sincethese are mgjor factorsin determining the efficiency indicator, it seemslikely that improvement
in student-years required to produce a graduate has also stalled. Education sector policymakers recognise the
importance of regaining the momentum towards reducing dropouts and grade repetition. They cite curriculum
overhauls as one initiative designed to improve student ability to stay in school and complete each school year
successfully.r”

In 1990 student : teacher ratios varied dramatically between different educational levelsin Viet Nam.
Ratios were highest for pre-primary and primary school levels and remained largely the same through 1997.
Ratiosfor secondary school rosefrom under 20in 1990 to ailmost 30 by 1997. Theunusually low ratio observed
in higher education was probably related in part to the higher number of small, specialised schools run by
individual government sectors, designed to produce graduates for that sector.’® Changes were greatest in higher
education rising from 7 in 1990 to 30 in 1997, perhaps commensurate with consolidation of a number of these
specialised institutionsinto multi-disciplinary institutions. By 1997, the differences among education levelshad
narrowed, perhaps contributing to the narrowed gap in unit costs among the sectors (Figure 4-10).

The amount of money availablefor non-salary items, such asinstructional materialsand school facility
maintenance have an important bearing on the quality of education. Data for this indicator were collected for
199510 1997 (Figure 4-11).

The highest proportion of recurrent spending allocated to teachers' salariesis observed at the primary
school level. 1n 1997 it stood at 84 per cent, anincreasefrom 75 per cent in 1995. According to The World Bank,
“thisis alower percentage than in many countries,” and should provide adequately resources for non-salary
inputs. Generally, there appears to be an increasing trend in the proportion of recurrent spending allocated to
salaries at al other levels as well, with increases being steepest at the upper secondary level. Such increases

16 TheWorld Bank, “Viet Nam Education Sector Study: A Sector Report” (Report No.15925-N, October 1996), Table 4.5.

17 Commentsof education sector participantsat the BSS Study National Workshop heldin Hanoi, Vietnam, August 23-24,
19%9.

18 |bid., p. 82.
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Figure4-10: Student : Teacher ratios
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Figure4-11: Proportion of State Recurrent Education Sector Expenditures,
Which Arefor Teachers Salaries
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may be a positive development, asteachers' salariesin Viet Nam are considered to be low relativeto salariesin
other countries (as a percentage of average income in Viet Nam). On the other hand, these increases erode
ability toinvest appropriately in other important educational inputs.

Hard data on the composition of non-salary educational inputs were not available. National experts
however, report that nation-wide, 3 to 4 per cent of recurrent education spending is for textbooks and teaching
aids. In Hanoi and Ho Chi Minh City this proportion isreported to be 7 per cent. These figures compareto a10
per cent target set in the most recent government budget circular.®® Confirmation of this information would be
useful in policy dialogue about state education sector spending priorities.

% Comments by government participants at the BSS Study National Workshop, Hanoi, Vietnam, September 23-24, 1999.
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V. Health Sector?®

Background and Description of the Sector

Asin education, Viet Nam’'s commitment to providing access to basic health servicesislong-standing.
A mgjor initiativewas|aunched inthe early 1950’ sto construct anetwork of community health stationsintended
to provide basic primary and preventive health services to Viet Nam's large rural population. This movement
took strong hold in the north, but because of the partition of the country, the south lagged behind. Efforts to
extend this network to southern communitieswere undertaken immediately after reunificationin 1975. By 1997
nearly 99 per cent (9,806 out of 9,929) of all communes in the country had a community health station. An
additional 926 rural communities had inter-communal polyclinics, the secondtier in Viet Nam'sfive-tiered public
health system. The fivetiers of the health system consist of the following:

e Community Health Sations (CHSs). These facilities are the first point of access to health servicesin Viet
Nam. CHSs provide basic preventive and curative health services. Many preventive and public health
programmes organised at higher levelsin the system use CHSs asthefocal point for their operations. Much
of the financing needs for this level of service is met by user fees and other locally raised resources,
althoughin recent yearsthe central level has provided increasing assistance, especially to poor communities,
through special programmes.

* Intercommunal Polyclinics (ICPCs). These facilities, the first referral point for CHSs, were intended to
provide backup services to between three and six CHSs. However, their numbers have been declining in
recent years. Many now serve up to 10 CHSs. | CPCs effectiveness with respect to their original intended
purpose has been questioned, and policy options are being weighed to determine their fate. District health
authorities manage | CPCs.

e Digtrict Health Services. District health offices (DHOSs), district hospitals (DHs), and preventive medicine
brigades (PMBs) make up this level of service. DHOs serve public health surveillance and programme
management functions, being intermediary between province and central levels, and the communal level.
By the end of 1997 there were 564 DHs, one in each district in the country, providing both basic and
specialised health services. District health centres al so provide outpatient services, often on the same premises
as DHs. PMBs manage and implement public and preventive health programmes and services such as
childhood immuni sations (Expanded Programmefor Immunisations), childhood diarrhoeal disease programmes,
malariacontrol, and others. District health services are financed through all ocations from Provincial Health
Bureaus to the district MOF branch, using resources from the state budget.

» Provincial Health Services. Provincial Health Bureaus oversee health service operations at district and
community levels. Provincesalso operate preventive medicine stations, local production of medical supplies,
training schools for lower-level health workers (assistant physicians, nurses, midwives, and secondary
physicians), and provincia hospitals. By the end of 1997 there were 293 general and speciality provincial
hospitals, mostly serving residents of the towns and cities where they are located.

» Central Health Services. The MOH and its services and facilities make up the top level of Viet Nam's
health system. The MOH provides policy and technical direction to the entire system. It also operates
medica and pharmaci <t training school s, production facilitiesfor drugsand medical equipment, and specidised
hospitals and institutes that provide mostly tertiary health care services. Finally, the MOH operates the
Institute for Hygiene and Epidemiology and the Institute for Nutrition. Other state agencies also operate
health services for specific populations, such as the Ministry of Defence.

In addition to thesefunctional servicedelivery levels, the M OH operatesanumber of vertical preventive
and public health programmes. Preventive programmesinclude childhood immunisations, postnatal care, family

2 For amore detailed description of the health sector, refer to “ Situation Analysis of Women and Childrenin Viet Nam”
(HaNoi: UNICEF, 1994).
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planning? and HIV prevention. Public health programmesinclude malariacontrol, tuberculosis control, leprosy,
maternal and child health and provision of essential drugs and materials.

Health Expenditures

Thegeneral trend in state spending for health has been upward. Between 1990 and 1997, state spending
increased from VND 490 hillionto VND 3.8trillion. Inreal terms, thisismore than atwo-fold increase (Figure
5-1). Thisperiod increase reflects the high priority the government places on health.

Figure5-1: Nominal and Real Health Sector Expenditures
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Only in1991 wastherearea decreasein health sector spending. Inthat year real spending for health
declined by 21 per cent (Figure5-2), followed by increasesinreal state spending for health of 21 per cent and
58 per centin 1992 and 1993 respectively. Growthin health sector spending wasflat in 1994 and 1995, and
resumed upward in 1996 and 1997. Planned health sector spending for 1998isVND 4.3trillion, a6 per cent
real increaseover 1997.

In contrast to education sector spending, which first decreased from 12 to 9 per cent and then
increased to 15 per cent of State spending, health sector spending hasremained relatively constant (Figure 5-
3). In1990, 5.9 per cent of state spending wasfor health. In 1992 it wasat itslowest point of 4.7 per cent.
By 1997 it had returned to 5.6 per cent. Inall years, health spending asapercentage of total state spending
has been only one-half that of education spending. Thesameistrueof state health spending asaproportion
of GDP, fluctuating around its current position of 1.3 per cent of GDP. Thiscompareswith education, which
began at 1.6 per cent of GDP in 1990 and rose to 3.4 per cent in 1997. The lower proportion of state
spending going to the health sector reflectsthe greater degreeto which aprivate health services market
developedin Viet Nam, sinceimplementation of itsdoi moi policiesin 1986. Itisestimated that morethan
three-fourthsof al spending for health careisprivate,? and most of that isfor services purchased inthe
private market. Thesourceof state health spending isnearly evenly split between central and local budgets.

2L Family planning services are delivered primarily through the MOH network of service ddlivery facilities, although the
National Committee for Population and Family Planning isthe principal institution responsiblefor national population
and family planning policy and planning.

2 Anil Deoldikar, “Major Preliminary Findingsfrom the Viet Nam Health Sector Review,” presentation notes, p. 21.
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Figure5-2: Growthin Real Spendingfor Health
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Figure5-3: StateHealth Spending asa Per cent of Total State Spending and asa Per centage of GDP
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Figure 5-4 shows the distribution of state health sector spending across the five levels of care and
programmes. Some noteworthy changes occurred from 1991 to 1997.%2 Basic health services include those at
all facilitiesup to and including district hospitals, aswell asthe vertical preventive and public health programmes.
The proportion of health sector spending allocated to these basic services and programmes increased from 32
per cent in 1991 to nearly 40 per cent in 1997.

Between 1991 and 1994, the proportion of health sector resources spent for CHSs declined from 5.3 to
3.6 per cent. By 1997, the proportion had increased to 6.8 per cent. The decline in the early 1990's may be
accounted for by the effects of restructuring of state and community-financing systems, which left CHSs with
insufficient resources to adequately serve community-level health care needs. Recognition of thisin the mid-
1990’s |ed to greater national attention to the problems of CHSs and all ocation of additional resourcesto them,

% Information on aggregate health sector spending was available for 1990, but adetailed breakdown of thistotal wasnot
reliable. Therefore, this description of allocationswithin the health sector islimited to 1991 to 1997 and 98 projection.
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Figure5-4: Distribution of Health Sector Expendituresby L evel and Programme
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especially in poor communities. ICPCs have historically received a small proportion of health sector financial
resources. In 1990, only 1.4 per cent of state health sector spending occurred at thislevel and by 1997, it had declined
to 0.8 per cent. Further declinesin proportiona alocationsto | CPCs are expected in the next severd years.

Among basic health service components, the highest proportion of resources are allocated to district-
level health services. In each year from 1991 to 1997, between 20 and 23 per cent of state health sector
resources were spent on district health centres and hospitals, a proportion that has changed little over time.
Meanwhile, allocationsto vertical preventive and public health programmes have increased from 3.2 per cent in
1991 to 8.6 per cent in 1997. The 1998 state budget calls for thisto increase further to 10.7 per cent.

Although the proportion of state health sector spending allocated to higher levels (other than basic) in
the system declined between 1991 and 1997, 60 per cent is still spent on these non-basic services. Hospitals
abovethedistrict level (including provincia general and specialised hospitals, and tertiary hospital s operated by
the MOH) consumed nearly 44 per cent of state health sector resourcesin 1991. Commensurate with increased
financing all ocationsto basic health services and programmes, this percentage declined to 27.5 per cent by 1997.
A dightly further decline (Iessthan one per cent) is projected in the 1998 budget. It should be noted that alarge
portion of state spending in the health sector placed in the “other” category is not well defined. In 1991 this
portion was 23.5 per cent of health sector spending; in 1997 it had risen to 33 per cent.

Equity in Health Expenditures

Equity in state health spending, asin education, examines the benefit-incidence of captured state health
serviceresources by each of thefive household income (as measured by their expenditures) quintiles. Components
of thismeasure are (1) utilisation rates by each quintile for out-patient primary care, district hospital in-patient
care, and tertiary hospital care (including province and speciality hospitals) and (2) cost per encounter for each
servicelevel.

Recent information about the use of health services at state health facilities shows that there were
between 1.4 and 1.6 contacts per person in Viet Nam in 1998.% During the late 1980’s, use of state health
facilities declined, dropping from more than two contacts per person in 1987 to onein 1990. It remained at that
low level until 1993, when government statistics show that it began to increase again. These trends occurred

2 Anil Deoldikar, “Major Preliminary Findingsfrom the Viet Nam Health Sector Review,” p. 7; citing 1.4 contacts per capita
from Viet Nam Living Standards Survey (1998) data, and citing government sourcesfor the 1.6 figure.
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alongside an increasing trend in the use of private health services, which by 1998 were estimated at an average
of 1.8 contacts per person. It is not clear whether the increasing trend in the state health services sector is
attributabl e to investments in quality improvements or some other factors. Allocation of recurrent state health
resources will be examined later in this paper as an indicator of quality of services.

Differencesin utilisation rates among different sub-popul ations areimportant for analysing equity inthe
use of state health sector resources. Figure 5-5 shows how the use of state health servicesvaries among thefive
income quintiles.® As expected, the use of outpatient, primary health care services is higher than inpatient
services as measured by contacts per year. Thereisalmost atwo-fold differencein utilisation rates between the
highest and the lowest income groupsin Viet Nam. The magnitude of difference between thelowest and highest
income quintilesisalso large for inpatient services, especially at thetertiary level, which includes province and
speciality hospitals.

Figure5-5: Health CareUtilisation Rates, by L evel of Careand IncomeQuintile
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NUmber of Encounters

Information on costs per encounter for the different levels of care in Viet Nam's state health sector is
limited. Government sources however, report that aggregate spending for inpatient care (all levels combined)
among the poor isabout one-half asmuch as spending for therich.?® Figure 5-6 showsthe estimated distribution
of state health care resources acrossthefiveincome quintilesfor 1998. Thediagonal line showsthe hypothetical
outcome whereby each quintile captures a share of state health spending equal to its proportion of the total
population (20 %). Resourcesfor outpatient primary care arethe most equitably distributed, reflecting the lower
differentialsin both utilisation rates and costs per contact among the five income quintiles. Still, the poorest 20
per cent of the population capture only 15 per cent of state resources spent for outpatient primary care. Resources
for inpatient services are considerably less equitably distributed, with resources for tertiary hospital care being
less equitably distributed than district hospital care resources. The graph shows that the richest 20 per cent of
the population capture more than 50 per cent of tertiary care resources, and only dlightly lessthan 50 of district
hospital care resources. The poorest quintile captures only 2 per cent of tertiary care and 5 per cent of district
hospital care resources.

Efficiency in Health Spending
Thefollowing indicators will be examined here to assess efficiency in state health spending:

e Nurses-to-doctor ratios.

% Asintheequity analysisof state education expenditures, income quintiles are represented by household expenditures,
asmeasuredinthe VLSS-I.
% Dr. LeVan Chinh, MOH Planning Dept, 3/2/99; personal communication, citing unpublished study results.
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Figure5-6: Distribution of StateHealth Spending acr ossHousehold ExpenditureQuintiles
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* Interna allocation of recurrent expendituresfor salary and non-salary inputs.
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The number of nursesrelative to the number of doctorsemployed in the health care systemisameasure
of how well human resources are used. An under-supply of nurses relative to doctors often means that doctors
are called onto perform health care tasksthat could be appropriately performed by trained nurses. Since doctors
aremore costly to train and support, such animbalance represents adeparture from an optimally efficient use of
resources. Figure 5-7 showsthe trendsin thisratio for Viet Nam (solid line, |eft axis).

Figure5-7: Trendsin Nurse:Doctor Ratio and Number sof Doctor sand Nur ses
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In 1990, therewerejust 2.3 nursesfor every doctor in Viet Nam, alow ratio compared to other countries
intheregion. Thisratio has been declining since then, dropping to 1.3 by 1997.%” Theimmediate reason for this
trend isevident. While the number of doctorsin Viet Nam hasincreased steadily during this period from 26,800
to 33,500, the number of nurses has actually declined from 58,700 to 48,400. Some of this apparent over-
emphasison doctors may be definitional . The category of doctorsincludesboth thosetrained inthefull, six-year
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In comparison, the Nurse:Doctor ratiowas4.0in Thailand (1990), 3.2in Sri Lanka (1996), and 1.5in India (late 1980s).
(Source: UNICEF/UNDP)
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medical school curriculum, and assistant doctors who receive a more basic, three-year training course.
Policymakers also point out that nursing is perceived to be alow-status occupation in Viet Nam and retention
ratesfor trained nursesarelow.? More important, however, isto understand the policy context of these changes.
Thedeclining trend of thelate 1980'sand early 1990'sin utilisation ratesfor state health serviceswas attributed
in part to consumers concerns about the quality of care available at state health care facilities, perhaps
compounded by emerging growth in private health services and growing incomes. The state heal th sector issaid
to have responded by providing greater emphasis to staffing commune health stations with trained assistant
doctors.?® Policymakers now perceive a shortage of nurses and corrective policy changes are planned. Those
changes include reduced emphasis on training for assistant doctors and commensurate increased emphasis on
advanced nursestraining, and improved status for nurses to make the profession more attractive to prospective
NUrses.

A second indicator of efficiency in health expenditures is how recurrent state resources for health
servicesaredistributed acrossvarious uses, shown for 1995, 1996, and 1997 in Figure 5-8. In each year examined,
salaries consumed the largest share of resources. In 1997, salaries accounted for fully 60 per cent of recurrent
spending and almost all of thisis reported to be for salaries of medical personnel.

Figure5-8: Allocation of Recurrent Health Expenditur esacr ossuses
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Drugs accounted for the second largest proportion of recurrent resource use, accounting for 26 per cent
in 1995. However, the proportion spent on drugs declined each year thereafter and by 1997, drugs accounted for
only 14 per cent of recurrent spending. Government policy makers attribute the decline in the proportion of
recurrent state funds spent on drugs to a recent policy change that added coverage for drugs as a health
insurance benefit. Asinsurance funds assumed an increasing responsibility to pay for drugs, state fundsused for
this purpose declined.

Medical supplies accounted for another 16 per cent of spending in 1997. In summary, a substantial
proportion of recurrent health care resourcesis spent on non-salary inputsto health care delivery. Thisapparent
balance may however, mask differences among the levels of care in the health care system, but no data were
available at the disaggregated level. Key informant interviews among local health officials and providers at
DHOs and CHSs present a picture of scarcity in drugs and other clinical supplies. These findings indicate a
need to examine more closely the mix of inputs to health services delivery at individual levels of carein the
System.

% Commentsby government participants at BSS Study National Workshop, HaNoi, Viet Nam, August 23-24, 1999.
% PamelaWright; “Viet Nam Health Sector Review—Human Resources’ (unpublished, 1998).
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Many factors, only some of which are health services inputs, contribute to health status outcomes.
Among health servicesinputs, both state and private health services contribute to outcomes. Nevertheless, itis
instructive to compare outcomesin Viet Nam with those of itsregional neighboursto examine accomplishments
relative to basic state health services inputs. Figure 5-9 shows infant mortality rates in Viet Nam and other
countriesin theregion, relative to the percentage of GDP spent by the state for basic health services. The points
on the graph represent the actual infant mortality rate and the actual proportion of GDP spent by the state for
basic health services.® The diagonal line shows the relationship between state spending for basic health services
and infant mortality for theregion asawhole. The vertical distance between each country point and the diagonal
line showsthe departure from thisoverall regional relationship. Pointsbelow thelineindicatethat the country is
doing better than the regional average.

Figure5-9: Infant Mortality Ratesand State Spending for Basic Health Services
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As noted earlier, state expenditures for health in Viet Nam are 1.3 per cent of GDP and 38 per cent of
these expenditures are for basic health services (excluding family planning, which are analysed separately). In
1997 the infant mortality ratein Viet Nam was 39 per 1,000 live births, well below the rate of 52 per 1,000 that
would be expected if Viet Nam were performing at the regional average. The proportion of GDP spent by the
state on basic health servicesin Maaysiaand Thailand are about the same asin Viet Nam; however, their actual
infant mortality ratesare even lower than Viet Nam's, relativeto their predicted rates given theregional average.
Both countries have considerably higher GDP per capitathan Viet Nam, and their better performance no doubt
reflects the higher amount per capita of state spending on basic health services, as well as higher private
spending, among other factors. Nonethel ess, this comparison suggeststhat over time, thereisroom for continued
improvement of the efficiency of the state resources spending for basic health servicesin Viet Nam.

%0 Percentage of GDP spent by the state for basic health services was chosen as the input comparative in order to control
for differences among countriesin the proportion of GDP spent by the state.
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VI. Population and Family Planning

Formal recognition of family planning as an important el ement of national development beganin 1961
when the Birth Control Board was established. The board’s mandate was to formulate policy and implement
programme services through the MOH. In 1984, the National Committeefor Population and Birth Control (later
renamed the National Committeefor Population and Family Planning, NCPFP) was established. Until 1989, the
Executive Unit of the NCPFP operated from within the MOH. The NCPFP formulated population policy and
the MOH clinic network continued to provide family planning services. In 1989, the NCPFP became an
independent policymaking organisation. From that point on, all GOV fundsfor population and family planning
programmes and services were allocated to the NCPFP, and resources allocated to these activities increased
significantly.®

Nationally, both the NCPFP and the MOH are pivotal in population and family planning programmes
and services. The NCPFP provides overall guidance to the national programme as the principal policymaking,
planning, co-ordinating and monitoring body. The NCPFP a so shapesthe national programme within the budget
approved by the National Assembly. Administrative structures that parallel the NCPFP's structure exists in
each of Viet Nam's provinces, cities and districts. Each of these sub-national population and family planning
unitsis financed from the central NCPFP budget. Commune Committees for Population and Family Planning
(CCPFPs) operate at the grassroots level in all of the country’s communes. They perform IEC activities and
manage activities of thefamily planning motivators who also distribute contraceptive supplies. Commune-level
population and family planning activities are financed mostly from local resources, and these resources are not
captured in areview of central-level state expenditures.

The MOH, through its network of service delivery facilities, provides about 90 per cent of all family
planning services nation-wide.** Family planning service delivery is co-ordinated and monitored in the MOH
division for Maternal and Child Health and Family Planning (MCH/FP). At the facility level, services are
provided at al general medical outpatient facilities as well as at specialised MCH/FP clinic facilities. Early
recognition of theimportance of family planning, together with the combined commitment of NCPFP and MOH
resources, resulted in impressive achievements in this sector. More than two-thirds of all married women of
reproductive age currently use somefamily planning method. Thetotal fertility ratewas2.6in 1997 and continues
todecline.

NCPFP and MOH family planning expenditures were aggregated for thisanalysis. Since the NCPFP's mandate
is entirely related to population and family planning, its entire budget was included as basic social services
spending. A portion of MOH expenditures devoted to family planning services was added to this NCPFP
amount to obtain atotal spent for population and family planning. The portion of MOH spending used for family
planning was determined using the ratio of family planning servicesto total servicesprovided by the MOH, plus
a portion of MOH overhead expenses.®

State spending for population and family planning increased dramatically between 1990 and 1997 (Figure
6-1), which coincided with the establishment of the NCPFP asaministerial-level governmental organisationin
1989 and subsequent development of a national network of local affiliates, programmes, and services. Total

81 For amoredetailed account of the history of Viet Nam'’snational family planning programme, refer to “ Population and
Family Planning Programmein Viet Nam,” (NCPFP, 1996). Note that the start and end years for the four programme
phases may be described on the basis of either social landmarks or GOV policy decisions. The reference cited above
uses socia landmarks, whereas this report uses breakpoints based on policy decisions, as suggested by Professor Mai
Ky, Minister-Chairman, NCPFP (personal communication July 17, 1997).

%2 Major Findings of the 1994 Demographic and Health Survey (General Statistics Office, 1994).

% Estimated MOH expendituresfor family planning backed out of the analysis of health sector expendituresreportedin
Chapter V.
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Figure6-1: Nominal and Real Population and Family Planning Expenditures
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state spending for population and family planning increased from VVND 16 billionin 1990to VND 339 billionin
1997.%* In real terms, thisis more than afivefold increase.

Figure 6-2 shows annual growth ratesin population and family planning spending in percentages. The
highest period of growth occurred between 1991 and 1994; thereafter, spending growth remained nearly flat.
No large growth rates are expected in the near future for this social service sector. Asaper cent of total state
spending, population and family planning increased from 0.2 per cent in 1990 to 0.5 per cent in 1997. All
spending in this sector is considered basic according to the UN definition of basic social services.

Figure6-2: Growthin Real Spendingfor Population and Family Planning
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Figure 6-3 showstherel ationship between total fertility ratesand state spending for basic health services.
Thesolid lineindicatestheregional relationship between these two variables. Generally, the greater the proportion
of GDP spent by the state for basic health services, the lower the total fertility rate. The points represent the
actual total fertility ratein eight countriesintheregion. Pointsbelow theregiona averagelinerepresent countries
with total fertility rates lower than the regional average, given their state inputs into basic health care. As
observed for infant mortality (Chapter V), Viet Nam performs better than expected, but not aswell as Thailnd,
which spends the same proportion of GDP on state basic health services. As noted in Chapter V, GDP is
considerably higher in Thailand thanin Viet Nam, and although the state in both countries spends about the same

#  ThisincludesNCPFP spending and itslocal affiliate CCPFP organisations, and spending by the M OH for family planning
services.
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Figure6-3: Total Fertility Ratesand State Spending for Basic Health Services
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on basic health in terms of the percentage of GDP, the higher GDP in Thailand means that it spends morein
absolute terms. As Viet Nam's GDP grows, performance on this indicator should also improve as long as the
Government of Viet Nam continuesto devote the same proportional level of investment in basic health services.

The success of Viet Nam’s population and family planning programme may be afactor in what some
believeto be declining support among key decision budget makers.® Preliminary results from the 1999 national
population census counted about 2 million people less than had been projected from the previous census for
1999. Thereis concern that reduced investmentsin this basic social service could have an adverse effect on the

sector’ s ability to meet future national population goals.

% Commentsfrom government participants at the BSS Study National Workshop, HaNoi, Viet Nam, August 23-24, 1999.
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VIl. Rural Water and Sanitation

Thewater supply and sanitation sector in Viet Nam is organisationally complex. Three ministries share
major responsibility for this sector: Agriculture and Rural Development (MARD), Construction (MOC), and
MOH. The MARD is responsible for rural water supply. The MOC is responsible for urban water supply,
including townswith populationsfrom 4,000 to 30,000. The Department of Preventive MedicineintheMOH is
chiefly responsible for sanitation services, although the MARD and the Ministry of Science, Technology, and
Environment (MOSTE) aso haveroles. A National Steering Committeefor Water Supply and Sanitation, currently
chaired by MOSTE, is responsible for co-ordinating activities of these ministries. Similar steering committees
are established in about half of Viet Nam’s provinces. The Rural Water Supply and Sanitation Programme
(RWSSP) became a national programme in 1997 reflecting growing commitment to and recognition of the
programme’s complexity. As with other sectors, provincia operations are administered under the purview of
provincial authorities, whose budgets are determined in negotiations with the MOF. Water supply projects that
cut across provincial boundaries are administered directly by the relevant ministry. Few water systems projects
fall into this category.

National objectivescall for 80 per cent of rural householdsto have a safe water supply by the year 2000
and to achieve 100 per cent coverage by 2010. These objectives are considered by some to be too ambitious,
given the level of committed resources.®*® According to NRWSS survey results, about one-half of al rural
households' use dug wells as their water source, 25 per cent use surface water, and 10 per cent use rainwater.
While 30 per cent of rural households are estimated to have access to a safe water supply, only 9 per cent are
using that safe source. In terms of sanitation, only 20 per cent of rural households are using alatrine considered
to be hygienic. Some of the major challenges facing this sector are low past investment, low coverage levels,
poor knowledge and interest among rural househol ds, organisational complexity and heavy emphasis on capital-
intensivetechnol ogical approaches (in theface of poor consumer knowledge and acceptance). These challenges
are mitigated by the high priority that the government has recently placed on rural water supply.

The large increase in state spending for rural water and sanitation since 1990 mirrors the increasing
policy priority placed on this sector (Figure 7-1). Nominal spending hasincreased from nearly VND 40 millionin
1990 to morethan VND 26 billion in 1997. Inreal terms, thisisa 160-fold increase. By the year 2000, the state
plansto increase spending for rural water and sanitation to VND 48 billion. Even at this higher spending level,
rural water and sanitation will account for only 0.5 per cent of total state spending.

Figure7-1: Nominal and Real Rural Water and Sanitation Expenditures
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Growth rates in state spending for rural water and sanitation have been the highest among the social
service sectors, largely due to the low base from which spending started at the beginning of the decade. The
period of highest growth wasfrom 1990 to 1994 when spending doubled and tripled each year over the previous
year (Figure 7-2).3" Lower growth rates have prevailed since 1994, averaging around 20 percent, with the
exception of a one-year negative growth rate from 1995 to 1996. Growth rates through the year 2000 are

% National Rural Water Supply and Sanitation Strategy Study: Draft Strategy Report (Carl Bro International a/s, CERPAD,
in association with Crone & Koch, VKI, 1998)
37 Thegrowth ratefrom 1990 to 1991, not shownin Figure 7-2, was 1,006 percent..
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expected to remain in the 20-per cent range. Policymakers have noted that in the early 1990s, most state
spending for this sector was from local budgets. They report that as central state and donor spending increased,
local spending decreased.® Thismay have been an unintended consegquence of increased support by the central
government and donors.

Figure7-2: Growth in Real Spendingfor Rural Water and Sanitation
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The pattern of spending in therural water and sanitation sector isdifferent from the other social sectors.
In education, health, and social security, recurrent spending accounts for 80 per cent or more of total spending.
Inrural water and sanitation, capital spending predominates. From 1990 to 1997, between 75 and 90 per cent of
all spending inthissector financed capital costs. Most spending in this sector wasfor rural water supply systems
(Figure7-3).

Figure7-3: Distribution of Expendituresfor Rural Water and Rural Sanitation
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In 1993, the first year rural sanitation spending was recorded, 22 per cent of total sector spending was
for sanitation and 78 per cent was for water supplies. Since then, spending has increasingly favoured water
supplies, and by 1997, only 3 per cent of total spending wasfor sanitation. This patternisaresult of thefact that
state spending on rural sanitation islimited to the construction of demonstration sanitary latrines. It isgovernment
policy to encourage households to finance construction of their own sanitary latrines.®

It has been noted that spending in the rural water and sanitation sector is inherently pro-poor, since
poverty isconcentrated among Viet Nam’srural communities and their househol ds. No quantitativeinformation
was available to assess efficiency in this sector. However, programme experts cite the need to improve
maintenance of installed systems and facilities as one area where efficiency can be improved.

% Comments by government participantsat the BSS Study National Workshop, HaNoi, Viet Nam, August 23-24, 1999.
% Information provided by BSS Study Advisory Committee at September 23, 1998, meetingin HaNoi.
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VIIl. Social Protection Services
Background and Description of the Sector

Social services, other than education and health, are mostly the responsibility of the Ministry of Labour,
Invalids, and Social Affairs (MOLISA).* This sector is characterised by a heavy emphasis on services and
income transfers to the poor and other groups whose welfare is of high national priority. In 1997, programmes
for the poor served morethan 2.1 million people. Another 1.4 million benefited from programmesfor those who
contributed to the revolution in Viet Nam. This category includes war veterans, invalids and othersinjured in
battle, families of martyrs, hero mothers, those who supported war efforts through employment in war-related
industries, and familieswho sheltered revol utionaries. Almost 360,000 people benefited from other social protection
programmes, including services for the disabled, street children and orphans, elderly persons with no means of
support, drug addicts and prostitutes and repatriated returnees. About 90,000 personswereenrolledin MOLISA
employment training centres. Victimsof natural disasters, such asfloods and typhoons, are provided assistance
on an as-needed basis. MOLISA policymakers also define 6 million persons living in households with one of
these beneficiaries as “indirect beneficiaries.”

MOLISA also administers pensionsto 1.2 million retired civil servants. Administrative responsibility for
this pension programme is gradually shifting to the new Viet Nam Social Insurance Agency (VSIA). This new
fundisintended to eventually be salf-financing through contributionsfrom workers. Presently, pensionsfor civil
servants who retired before 1995 are paid from the central budget through MOLISA. Pensions for those who
retired after 1995 and for all future civil service retirees will be paid from the VSIA.

Asin other socid sectorsin Viet Nam, communities are encouraged to participatein providing ass stance
to those in need. According to a 1996 World Bank report, 44 per cent of all households receive some sort of
social protection or safety-net assistance from their community.*

The difference between the national and UN definitions of abasic socia serviceislargely afunction of
the differenceininterpretation of servicesprovided inthissector. Inthe UN definition, only servicesto victims
of natural disasters, other emergency food relief, and food subsidies to the poor are considered to be basic. The
national definition encompasses abroader range of services. Given itsunique modern history, Viet Nam includes
services to war-contributors, as well as services to the poor and other disadvantaged groups, to be basic.
Therefore, the analysis presented bel ow adopts atwo-tiered approach, showing results based on both definitions.

Social Protection Expenditures

Expenditures for social safety protection services and programmes in Viet Nam have increased from
VND 1 trillion in 1990 to more than VND 9.3 trillion in 1997 (Figure 8-1). In real terms, thisis more than a
twofold increase. A further increaseis reflected in the 1998 budget of VND 10.3trillion. More than 90 per cent
of state spending for this sector isfrom the central budget; only 9 per cent isfrom local budgets. Expendituresin
thissector arehigh, in part, because of the large outlaysto beneficiariesin war-contributor categories (nearly 40
per cent of sector spending; see below). Because of the high priority placed on providing benefits to war-
contributors, such high spending levels are likely to be maintained for the foreseeable future. In contrast to
education and health, in which 25 per cent of sector expenditures are for capital expenses, less than 2 per cent
of social protection sector expenditures arefor capital purposes, areflection that most servicesin this sector are
cash and in-kind benefits, rather than services at fixed facilities.

4 Information about social security and safety servicesadministered by MOLISA isprovided in “ Expenditurefor Social
Welfare,” prepared by MOLISA in September 1998, for thisBSS Study.

4 “Viet Nam: Fiscal Decentralisation and the Delivery of Rural Services’ (TheWorld Bank, 1996).
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Figure8-1: Nominal and Real Social Security and Safety-Net Expenditures
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Thegrowth patternin spending for socia security and safety net servicesissimilar to the observed patternin
the other socia sectors—a 20 per cent decrease from 1990 to 1991, followed by three years of large increases
(Figure8-2). A positivegrowth rateresumedin 1997 after flat growth from 1995 to 1996. The 1998 budgeted amount
for this sector isa 6 per cent increase over the previous year, or about the expected GDP growth rate.

Figure8-2: Growth in Real Spendingfor Social Security and Safety-Net Services
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Overall, spending for social security and safety net services increased from 12 per cent of total state
spending to almost 14 per cent in 1997 (Figure 8-3). Thisisnearly equal the 15 per cent share of state spending
for education and indicatesthe high priority placed on these services. State spending in this sector hasalso risen
as a percentage of GDP and in 1997, it was 3.2 percent.

Figure8-3: State Social Security and Safety-Net Spending asa Percentage of Total State
Spending and asa Per centage of GDP
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Theallocation of sector resources across programmes and servicesisshownin Figure 8-4. The percentage
of total sector spending allocated to disaster relief is shown at the bottom of each column, abarely perceptible
proportion that amountsto less than one-half of one percent. The low proportion spent for disaster relief reflects
thedifficulty in planning for these unpredi ctable needs and the strong official encouragement of local communities
to contributeto meeting their needsinthisarea. It alsoreflectsthat donor organisationsand other non governmental
organisations (NGO's) contribute much of the total amount spent for disaster relief in Viet Nam.

Figure8-4: Distribution of Social Security and Safety-Net Expenditures,
by Programmeand Service
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The second portion of each bar shows the proportion of sector resources allocated to services and
support to war-contributor classesin Viet Nam. Thisisan entitlement programme with no income meanstesting
to determine eigibility. Those entitled to benefits include families of martyrs, disabled veterans, veteranswho
contracted adisease during service, hero-mothers, and others considered to have made an important contribution
to therevolution. In 1990, these resources used for these programmes accounted for 55 per cent of all spending
in this sector. These programmeswere protected during the budget retrenchment in 1991, and as a consequence,
accounted for 79 per cent of al spending that year. There was a gradual decrease in the following three years,
until 1995, when a one-time pay out was made to war-contributor beneficiaries. In that year, these benefits
accounted for 66 per cent of all sector resources. The downward trend in the proportion of resources all ocated
for these programmes resumed in 1996; 41 per cent of total resources were used for these services. A gradual
increase of this proportion isexpected asthe pension programmefor retired civil servantsisgradually shifted to
another agency.

Organised services to the poor were initiated in 1993, quickly expanding as a percentage of all sector
resources. By 1997, these services accounted for 22 per cent of all sector resources spent, and this level is
expected to remain steady through the year 2000. The proportion of resources used to support programmes for
the disabled, orphans and street children, drug addicts and prostitutes and the elderly was about 1.5 per cent in
1990 and has since declined to about one per cent in 1997. Spending for other programmes and services, which
primarily includes pensionsfor retired civil servants, accounts for alarge proportion of sector spending (37 per
cent in 1990 and 40 per cent in 1997). This proportion is expected to gradually decrease as administration of the
social insurance programme gradually shiftsto the VSIA.

Using the UN definition of basic social services, less than one-half of one per cent of this sector’s
resources can be counted as spending for basic social services (Figure 8-5). Moreover, this percentage has been
declining since 1990, when it was 1.3 percent. Using the national definition, 60 per cent of all resources spentin
this sector would be considered spending for basic socia services. Of this 60 percent, nearly two-thirdsis spent
on services and programmes for war-contributors, and nearly all of the remaining basic spending supports cash
subsidies and other non-food support for the poor. 1 - 1.5 per cent spending is used to support programmes for
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the disabled, orphans and street children, the elderly, drug addicts and prostitutes, which are considered basic
social servicesaccording to the national definition. In 1991 and 1995, the proportion of sector resources used for
national defined basic services was higher than the general trend. The spike observed in 1991 reflects the
protection of entitlement programmes for war-contributorsin ayear of budget retrenchment. In Figure 8-5, the
spike observed in 1995 reflects the large, one-time payments to war-contributor beneficiaries.

Figure8-5: Per centage of Social Security and Safety-Net Expenditurefor Basic Services
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Equity and Efficiency in Social Protection Expenditures

Little empirical information is available to assess equity and efficiency in social protection services.
However, a study recently published by the World Bank addressed some of these issues based on results from
quditativeresearch.* The study notesthat apervasive view among policy makersin this sector isthat responsibility
for social protection isashared responsibility of government agencies, communities, and the poor themselves.
This opinion was also widely expressed to BSS Study interviewers during key informant interviews among
central government policymakers and with local officials during the province case studies.

Thisopinionisalso borne out ininformation that showslow proportions of some€ligible personsreceiving
benefits in some programmes in this sector. Government sources report that in 1998, 24 per cent of orphaned
children and 15 per cent of disabled persons were served by state services designed for those popul ations, and
46 per cent of the solitary elderly received state benefits.*® Moreover, policymakers estimate that 30 per cent of
beneficiaries to state services are poor, and between 50 and 70 per cent of war-contributor beneficiaries are
poor.* This suggests opportunities to improve targeting for state programmes and services. Policymakers also
suggested that efficiency could beimproved through better mechanismsto track servicesreceived by individual
beneficiaries. Presently, beneficiariesmay receive benefitsfrom multiple programmes and thereisno mechanism
toidentify such overlapping benefit outlays.

As in education and health, this sector relies heavily on individual’s contributions to finance social
protection services. In the case-study provinces, officials reported that more than 40 per cent of programme
expenses were financed from non-budget resources, which is consistent with projections reported to the World
Bank on sources of fundsfor needed sector resources between 1998 and 2000. Government officials report that
43 per cent of those resourcesis expected to be raised from mandatory and voluntary contributions from people
and their communities. When communities are expected to meet alarge proportion of their own resource needs

42 VandeWalle, Dominique. Protecting the Poor in Viet nam’s Emerging Market Economy. Policy Research Working Paper,
WPS 1969; The World Bank; September, 1998.

4 These 1998 figureswere obtained from MOLISA. They contrast with official figuresfor 1993, showing that 10 per cent
of orphaned children, 5 per cent of disabled persons, and 2 percent of the solitary elderly are served by state services
designed for those populations. Some MOLISA policymakers express scepticism about these large reported
improvementsin the proportion of eligible populations served, suggesting that they may indicate poor identification of
eligible populations, rather than true coverage improvements.

4 Comments by government participants at the BSS Study National Workshop, HaNoi, Viet Nam, August 23-24, 1999.
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for social protection services, adisproportionate share of the financing burden falls on those with ahigher level
of need. Alternately, when the source of financing is at higher government levels (for instance, province and
central government budgets), the burden falls more broadly acrossthe population, including both thosein greater
need and those in lesser need.

Social protection sector policymakers report that local officials have gradually reduced this sector’s
priority for local budget spending. This has occurred commensurate with increased central government priority
placed on socialisation. These trends have caused some policymakersto question whether the increased central
budget support and increased attention to socialisation has promoted the notion among local policymakers and
planners that these services are a local order of priority for local budget spending. Greater equity would be
achieved if provincesdevoted 10 per cent of local budget resourcesto social protection services (morethan five
times the current proportion), as central-level policymakersinterviewed for this BSS Study recommend.

Still, state budget constraints pose a definite challenge to achieving even this modest goal. Great hope
isexpressed that the recent consolidation of anti-poverty programmesinto the National Programme for Hunger
Eradication and Poverty Reduction (HEPR, to be administered by MOLISA) will improve efficiency and result
in more services reaching programme target populations. However, it is unclear how much new money, if any,
this programme will bring to the sector. The HEPR represents a consolidation of existing programmes and
services formerly in several government agencies. Resources to finance the HEPR will reportedly come from
central government budget aswell asbeing mobilised from local government and private sources, contributions
of local communities and ODA. The greatest potential for this programme to affect the proportion of state
resources alocated to basic social servicesisin the possible reconfiguration of the newly consolidated programmes
and services. Planning documents show that the UN definition of basic social serviceswill be emphasised.

Some HEPR prioritiesinclude 1/ targeting the poorest 1000 communitiesin 1998-2000; 2/ developing
infrastructure in these communes, including building primary schools, commune health centres and extending
safe water supplies; 3/ extending school fee exemptions for poor children and free health services for poor
people. If the HEPR resultsin a shift in resources from non-basic services in the former programme structure
tothese basic services, anincreasein overall state spending on basic social services may result. Future analyses
of this sector’s spending will need to examine HEPR spending in detail to disaggregate basic and non-basic
services.

In summary, through the HEPR, the GOV does appear to be responding to the need to better target

scarce poverty alleviation resources to the poorest households and communities and to finance those services
from broader based sources.
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IX. Official Development Assistance®

ODA has made an important and growing contribution to funding devel opment activitiesin Viet Nam

during the period covered by thisstudy.*® ODA comprises contributions from multilateral organizations, bilateral
organizations (together 98% of the total) and NGOs. Since 1990, the overal trend in disbursements has been
positive, although as discussed below, the growth between years has been uneven.#

ODA is recorded under 16 separate classifications. For clarity of analysis, total disbursements have

been grouped under the following five major categories.

Economic Management and Development Administration. This category includes assistance with
macroeconomic, fiscal, monetary, and employment policy and planning.

Energy, Industry, and Trade. The major component of this category is lending to major power projects.
Agriculture, Forestry, Fisheries, and Natural Resources. This category includes assistance with water
resources planning, food crops, and forestry management.

Transport and Communication, which includes road and rail projects.

Social, which includes ODA to various basic and nonbasic socia programmes to be discussed in more
detail.

Total ODA increased from US$448 million in 1990 to US$919 million in 1997, representing amore than

two-fold increase. In 1998, disbursements were planned to reach US$1,081 million (Figure 9-1).

Figure9-1: Total ODA Disbursements
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During the period, ODA generally increased to 1997 (and was expected to increase further in 1998).

However, the pattern of annua growth is volatile. In 1991, ODA dropped from US$448 million in 1990 to
US$339 million, largely dueto thedeclinein assistance from Countries of Mutual Economic Assistance, particularly
theformer Soviet Union®. In 1992, US$359 million of thetotal of US$552 million (that is, 65%) wasaloan from
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Information about ODA disbursementsis drawn from a database compiled and published annually by UNDP, HaNoi.
This database, Devel opment Co-operation Report, is prepared using data provided by bilateral, multilateral, and NGO
members of the development community in Viet Nam.

ODA representsflowsto devel oping countries and multilateral institutions provided by official agencies, each transaction
of which satisfies two tests: ODA is administered with the main objective of promoting economic development and
welfare, and ODA isconcessional in character with agrant element of at least 25 percent.

Disbursements represent the actual international transfer of financial resources. The discussion here focuses on
disbursementsrather than commitments, to parallel the analysesin earlier sections of thisreport, which focus on actual
expenditure rather than planned expenditure.

Development Co-operation Viet Nam 1991 Report (UNDP).
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the government of Japan for balance of payments support*. The loan was disbursed entirely in 1992, and
accounts for the spikein 1992 figures.

In October 1993, Viet Nam cleared its arrears with the International Monetary Fund (IMF) and the
Asian Development Bank, allowing relationswith International Financial Institutions (I Fls) to return to normal,
and thus opening the way in 1994 for an increase in quick-disbursing, general purpose lending for balance of
payments and budgetary support®. These loans were advanced from the World Bank’s Structural Adjustment
Credit and the IMF' s Enhanced Structural Adjustment Facility, and account for the high levels of disbursement
in 1994 and 1995 rel ative to preceding years. Thelower total of US$274 million in 1993 reflectsthat anumber of
donors were planning future ODA projects during 1993, while awaiting the conclusion of discussionswith the
IFIs®t. Theincreasein disbursementsto US$936 millionin 1996 and US$919 million in 1997 wasfuelled by a
growth in lending from IFls and disbursements to a number of energy projects®®. The pattern of ODA by each
of thefive major categoriesis shown in Figure 9-2.

Figure9-2: Distribution of ODA by Major Category
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ODA on Socia projects peaked in 1993 at 58 per cent, declining to 29 per cent of total ODA in 1996.
The peak in 1993 was due to an increase in Social ODA (from US$108 million in 1992 to US$156 million in
1993), combined with areductionin total ODA disbursements (see Figure 9-1). Social projectsincreased again
as a proportion of total ODA to 38 per cent in 1997. In 1998, social ODA was planned to remain at about the
same level in percentage terms.

Disbursements on Economic Management and Devel opment Administration spiked in 1992 because of
the government of Japan’sloan. Between 1994 and 1996, disbursementsin this category averaged 31 per cent
of thetotal ODA, reflecting the significance of the agreement with the IFls at the end of 1993.

There are two other noteworthy trends. First, there was significant ODA to the power sector in 1990
and 1991; and second, ODA to road and rail projects increased the relative importance of the Transport and
Communication category in recent years. To analyze basic social services ODA, the Socia category can be
broken down into its six constituent parts.

e Health ODA comprises mainly primary health care and preventive programmes.
» Saocial Development islargely assistance to water and sanitation projects.

4 Overseas Economic Co-operation Fund (Japan) (HaNoi).

% For further detail, refer to“ Overview of Official Development Assistancein Viet Nam” (HaNoi: UNDP, 1997).
51 Development Co-operation Viet Nam 1993 Report (UNDP).

52 UNDP Devel opment Co-operation Report database.
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» Education assistanceismainly for tertiary and vocational education.

e Humanitarian Aid and Relief includes food aid, disaster relief and assistance to returnees and refugees.

» AreaDevelopment mostly comprisesintegrated rural devel opment programmes and village and community
developments.

» Disaster preparednessisthe final constituent part of the Social category.

ODA tothe Social category asawholeincreased steadily from US$74 millionin 1990 to US$342 million
in 1997, representing nearly a fivefold increase (Figure 9-3). The increase from US$156 million in 1993 to
US$211 million in 1994 reflects the increased ODA flows from a number of bilateral agencies following the
agreements with |Fls at the end of 1993.

Figure9-3: Componentsof ODA Social Sector Disbursements
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Health has remained an important component of social spending, rising in absolute terms from US$16
million in 1990 (22 per cent of total social ODA) to a peak of US$73 million in 1995 (34 per cent of total) and
falling to US$56 millionin 1997. Social Development ODA increased in absol ute terms from US$32 millionin
1990 (42 per cent of total) to a peak of US$103 million in 1996 (39 per cent of total). The majority of this
component (on average 78 per cent) relates to water and sanitation assistance. Socia Development ODA
decreased considerably from this peak to US$63 million in 1997 (18 per cent of total social ODA, its lowest
proportion in the period), but is plannedto increase again in 1998 to US$94 million (24 per cent of total).

Education hasgenerally growninimportance until 1997 both in absolute and relativeterms. It grew from
US$12millionin 1990 (16 per cent of total) to US$105 million planned for 1997 (31 per cent of total). Humanitarian
Aid and Relief declined from a peak in 1993 of US$44 million, as assistance to returnees and refugees was
reduced. Area Development attracted significant sums from 1994 onwards, and in 1997, disbursements were
US$102 million, representing 30 per cent of Social ODA, anincreasereflecting growing donor interest inintegrated
rural devel opment programmesin particul ar.

These five components of social spending have been analyzed in terms of basic and nonbasic ODA
(Table 9-1).

As a percentage of total Social ODA, assistance to basic social services has ranged from alow of 24
per cent in 1996 to a peak of 54 per cent in 1991. The major category of basic ODA has been basic health care,
accounting for on average 68 percent of basic social services ODA. Primary and preventive health assistance
are the largest elements of basic health, accounting for, on average, 65 per cent of ODA to basic health care.
Thelargest programmein basic health carein 1995 was U S$44 million, spent on immunization and other disease
control, which dropped in 1996 to US$18 million, a reduction accounting for the reversal in the trend in basic
ODA, which from 1990 to 1995 had been generally increasing.
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Table9-1: ODA on Basic Social Services(US$ millions)

SECTOR/SUBSECTOR 1990 1991 1992 1993 11994 1995 1996 1997 (;13?2:13)
EDUCATION 15 .08 1.6 4.4 24.0 51 13. 43.7 315
HEALTH 15.8 30.3 40.7 354 42.1 65.6 411 43.7 315
SOCIAL DEVEL. 0.1 3.2 51 8.9 3.6 3.4 4.4 17 18
HUMAN. AID & RELIEF 6.0 9.0 6.9 1.2 0.6 0.1 3.3 2.1 5.6
AREA DEVELOPMENT 0 0 0.2 0.9 0.3 1.0 0.6 1.7 18
TOTAL BSS ODA 23.2 43.3 54.5 50.8 70.5 75.3 63.3 92.0 112.9
TOTAL SOCIAL ODA 74.2 80.1 107.8 156.5 211.3 218.2 265.2 342.5 386.9
TOTAL ODA 484.2 338.6 352.5 273.8 590.9 610.4 936.0 918.9 1081.4

Although Social Development represents an important component of Social ODA (Figure 9-4), the
largest share of thisis spent on urban water and sanitation projects. According to the UN definition, rural, and
not urban, water and sanitation expenditureis considered basic. Hence, the contribution from Social Devel opment
ODA to bhasic social services ODA expenditureis small (Table 9-1).

When therelatively steady increasesin ODA to basic social servicesisoverlaid onto theerratic pattern
of total ODA disbursementsin the period from 1990 to 1994, the ratio of basic social service ODA asapercent
of total ODA is consequently erratic (Figure 9-4).

Figure 9-4: Basic Social Service ODA as Percentage of Total ODA
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Theratio of basic social service ODA risesfrom 5.2 per cent in 1990 to apeak of 18.6 per centin 1993.
By 1996, the ratio declined to 6.8 per cent. In 1997 the ratio increased to 10 per cent, and it was projected to be
10.4 per cent in 1998%. The peak in 1993 is explained by the fact that disbursements on basic social service
ODA were virtualy unchanged from the amountsin 1992, while total ODA dropped by 22 per cent.

% Thesefiguresdiffer fromthefiguresgiveninthe preliminary report of thisstudy, and in the Government of Viet Nam’s
report presented at the I nternational Conferenceonthe 20:20 initiative, HaNoi, Oct. 1998. At that timethe propotion of
ODA spending on BSSwas reported as less than 5 per cent and the percentage of state resources spent on basic social
serviceswas 9.1 per cent using UN definition and 17.3 per cent using the national definition for 1997. New figuresare
theresult of morein-depth analysis of both state & ODA expendituresfor BSS. The major change of BSS ODA isdue
to the late and substantive changes in the data provided by the donor community to the UNDP's database on
Development Co-operation Report
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X. Province Case Studies®

Information presented in the preceding chaptersreflects national patterns. These national patterns mask
regional and provincia differences and thereis a prevailing sense among policymakersin Viet Nam that these
differences can be substantial. Although central directivesand review mechanismslargely drive the state budget
planning process (see Chapter 111), spending authority is largely decentralised. Local spending authorities are
required to request permission from higher level authorities for most expenditures, and it is this system of
requests and approvalsthat underlies central government expenditures reports. MOF officials estimate that this
system captures about 95 per cent of all state expenditures, including both central and local government resources.

There are two reasons, however, to investigate spending patterns at sub-national levels. Firgt, it has
been reported that some provinces collect higher amounts of tax revenue than projected during the budget
planning process.® Provinces are permitted to retain a portion of these excess revenues, and informants report
that, compared to central government expenditures, a higher proportion of these revenues are spent to support
socia services.® Second, the system of reporting the use of these funds is said to be less complete than the
system for reporting the use of resources from the approved state budget.

A review of public expenditures of all Viet Nam's 61 provinces and cities was beyond the scope of this
study. Therefore, to abtain a picture of provincial spending patterns, two provinces were selected for case
studies. The two provinces, Thai Binh in the north and Long An in the south, were selected according to the
following criteriaa) to reflect reputed northern and southern differencesin expenditure priorities, patterns, and
policies, b) each selected province should possess rural/urban and socio-economic diversity to address rural/
urban poor/non-poor spending patterns, and ¢) selected provinces must have an expressed commitment to
collaborate with the study team. This chapter summarises information about state expenditures in these two
provinces, focusing primarily on their use of local (as opposed to central) resources. It isimportant to recognise
that the two provinces selected for case study do not represent the diversity of provinces on the dimension of
central budget subsidies. Both Thai Binh and Long An are considered to be “average” provinces. Case studies
of “poor” provinces (those with very high subsidies from the central budget) and “rich” provinces (those that
collect revenuein excess of their expendituresand requirelittleif any central budget transfers) would compliment
the case studies reported here and facilitate broader generalisations.

Central resources are defined as those resources derived from taxes assigned to the central government
(such as the special consumption tax, profits, and depreciation from SOE’s, and revenue from major minerals;
see Chapter 111, Table 3). Central resources are used in part to meet central government budget needs as well
asto subsidise local budget needs. Local resources are defined as those resources derived from taxes assigned
directly to the province or local government (such as the agricultural tax, land and housing tax, slaughter tax,
etc.) to meet budgeted expenses. As described earlier in this report, private expenditures for public services
were not included in the analysis reported here, since this BSS Study was intended to examine spending from
state (and ODA) budgets only. Figure 10-1 shows the trend in the proportion of total state expendituresin each
case-study province derived from local resources.

In both provinces, the proportion of expenditures met using local resources declined from 1991 to 1992,
but has increased since then, taking a sharp turn upwards in 1997. In Long An, aimost one-half of al state
expenditures are now met using local resources. Although increasing, this proportion is considerably lower for
Thai Binh, at 30 per cent.

% For thefull report on the province case studies, see“Basic Socia Services—Results of the Case Study in Thai Binh and
Long AnProvinces’ (HaNoi: Central Institute for Economic Management, 1999).

% 1n1998, eight provinces and cities collected revenuesin excess of their approved expenditures. (Reported by Government
officialsat the BSS Study National Workshop, HaNoi, Viet Nam, August 23-24, 1999.)

% Source: Interviewswith Hai Phong People’s Committee members and Central Government official's, January 1998.
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Figure10-1: Percentage of State ExpendituresDerived from L ocal Resour ces
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Animportant objective of the province case studieswasto investigate the composition of local resource
use. Intotal, Thai Binh allocated amost one-half of itslocal resourcesto the social sectors, compared to 36 per
cent in Long An and 37 per cent at the aggregate national level.

The pattern of allocation of local resources across sectorsissimilar inthetwo provinces, with education,
and health receiving the largest shares (Figure 10-2). In 1997, the share of local resources all ocated to education
was higher in Thai Binh (33 per cent) thanin Long An (24 per cent). Thai Binh also allocated ahigher proportion
of itslocal resourcesto health, compared to Long An (13 and 9 per cent, respectively). Both provinces, however,
spent a greater proportion of their local resources on education and health, compared to the proportion of
national state expenditures spent on these sectors (15 and 6 per cent respectively).

Figure10-2: Composition of State Expendituresin Thai Binh and Long An Provinces

Thai Binh Long An
(@)
2  100% 100%
S O Other
C
S 80% 80% HHHHHHHH sectors
n B Water &
§ 60% - 60% HHHHHHH HH San_itation
S O Social
E 40% A 40% H H H HH HH Protection
- H =5 0O [l Health
€ 20% 20% -
3 W Education
ks 0% A 0% A
N D oo QA SS9 FIES5
qqqqqqqq@q@q@q 8388888

These patterns were opposite for social protection. Both provinces spent less than 2 per cent of their
local resources on social protection services, whereas social protection accounted for 14 per cent of state
expenditures nationally. Assistance to war-contributor preferential groups accounts for about 40 per cent of
national spending in thissector, with most of that spending administered directly by central government agencies.
In Long An, local government officials reported that there are few remaining individuals eligible for benefits
under the nationa programmesfor war-contributor preferential groups. However, they also reported largeincreases
inthe number of individualseligiblefor social protection assistance, such asthe disabled, homeless children and
indigent elderly. In Thai Binh, government officialsreport that there are still thousands of familieswith amember
digible for benefits through a war-contributor preferential group. They also report large numbers of disabled

4
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persons, homeless children, and indigent elderly; however, less than one per cent are reported to be receiving
social protection benefits. Nationally, socia protection services, including cash transfers, are provided to war-
contributor preferential groupsand civil service pensioners. It appearsthat provinces spend little of their resources
providing benefits to other categories of persons needing social protection services.

Therura water and sanitation sector did not receive asubstantial allocation of resources at the province
level, and local programme administratorsreported that in 1997 and 1998 no central resourceswerereceived for
this sector. They reported that UNICEF or individual contributions financed maost spending on rural water and
sanitation programmes and services rather than local government resources.

Figure 10-3 compares basi ¢ education expenditures as a percentage of total education expendituresfor
the two case-study provinces and for the nation (see Chapter 1V). The proportion of education resources spent
for basic education has been converging among these three entities. In Thai Binh, the proportion has more than
tripled, from 10 per cent in 1993 to 34 per cent in 1997. Since 1995, Thai Binh’s proportional allocation of local
resources for basic education has been nearly identical to the national average. The proportionin Long An, on
the other hand, has declined from 64 per cent in 1993 to 53 per cent in 1997, still considerably more than the
national average. Policymakersexplainthat higher proportiona spending on basi ¢ education iscommonin southern
provinces, which lagged behind northern provinces on such indicators as school enrolment and dropout rates.
This has required higher investment to develop infrastructure, such as primary schools and roads. The recent
trend towards convergence between Long An and Thai Binh may be an indication that this strategy is producing
the intended results.

Figure10-3: Basic Education Expendituresasa Percentage of Total Education Expenditures™’
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The analogous trends for health are shown in Figure 10-4. Both provinces studied spent a greater
proportion of their local health sector resources for basic health services, compared to the national average.
Compared to the education sector, there has been less change over time. In 1991, both provinces spent about 60
per cent of their local health resourcesfor basic health services. By 1997, these proportions declined to about 55
per cent. During the same period, nationa expenditures on basi ¢ health (including both loca and central government
resources) increased from 32 to 40 per cent of total health sector spending.

InThai Binh, 17 per cent of health expenditureswere used for disease prevention services, one component
of basic health services, and another 11 per cent to support commune health stations. In Long An, the proportion
of local health services used for disease prevention servicesfell from 11 per cent in 1991 to 6 per cent in 1997.
Health programme administratorsinterviewed in that province attribute this decline to acommensurate increase

5 Accurate figuresfor 1991 and 1992 local education expendituresin Thai Binh and Long An are not available.
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Figure 10-4: Basic Health Expendituresasa Per centage of Total Health Expenditures
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in centrally funded and administered national prevention programmes. Both provincesreported adeclineinloca
funding for population and family planning services (another component of basic health services), again
commensurate with increased central-level programme support.

Figure 10-5 shows the aggregate analysis of spending for basic social services in the two case-study
provinces and at the national level. The UN definition of basic social servicesisused for thisanalysis. In Thai
Binh, the proportion of total local resourcesallocated to basic social servicesincreased considerably, rising from
9 per cent in 1993 to 19 per cent in 1997. Most of this increase was due to the increased emphasis on basic
education in that province. In the aggregate, Long An has consistently allocated about 19 per cent of itslocal
resources to basic socia services, in comparison to atrend from 6 per cent to 8 per cent nationally.

Figure 10-5: Basic Social Services Expendituresasa Percentage
of Total Social ServicesExpenditures
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Four principal conclusions can be drawn from this analysis of state expendituresin the two provinces.
Firgt, thetwo provincesdiffer inthe amount of local resourcesrequired to meet financing needs of local programmes
and services. Compared to Long An, Thai Binh receives ahigher subsidy from the central government. Seventy
per cent of state expenditures in Thai Binh are central government resources, whereas only 55 per cent of
expendituresin Long An are provided by the central government. Thus, Long An meets a substantially higher
proportion of its expenditure needs using local resources. This study did not investigate the reasons for the
differencein central subsidy levels. Possible explanationsinclude differencesinlocal revenueraising outcomes
and desired service inputs.
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Second, in both provinces, expendituresareincreasingly being met using local resources. Central resources
as apercentage of total province expenditures have been declining in recent years. Still, the gap between these
two provinces has remained remarkably similar during the five-year period for which datawere available.

Third, there are clear differencesin how provinces choose to spend their local (non-central) resources.
Thai Binh, the province receiving the higher central government revenue subsidy, spends proportionately more
on socia services (about half), compared to Long An (36 per cent). However, each province uses nearly the
same proportion of their local resourcesfor social services (18 and 19 per cent, respectively). Thai Binh achieves
this by spending a higher proportion of its resources on health and education in general, whereas Long An
achievesthisby compensating for lower overall health and education expenditures by allocating ahigher proportion
of its social sector funds to basic health and basic education.

Finally, evidence from these two provinces confirms anecdotal notions that provinces spend a greater
proportion of their local resources for health and education servicesin general and for basic social servicesin
particular, compared to overall state spending. At the national level, health and education combined account for
21 per cent of state expenditures. In Thai Binh and Long An, these two sectors account for 46 and 33 per cent
of expenditures using local resources.® At the basic social service level, the two provinces use about 18 per
cent of their local resources for basic health and education. Thisis much closer to the 20/20 Initiative target of
20 per cent, compared to the 8 per cent level attained nationally.

% When spending for social protection servicesare added in, the percentage of local resourcesused for all social services
in Thai Binh is similar to the national percentage. Socia protection accounts for 14 percent of state expenditures
nationally, bringing the national total proportion devoted to social servicesto 35 percent. Neither of thetwo provinces
studied spent more than 2 per cent of their local resources on this sector.
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X1.  Progress Toward 20/20 I nitiative Targets and Prospects for Restructuring
the Budget

Progress Toward 20/20 Initiative Targets

Viet Nam's commitment to basic social servicesisboth clear and longstanding. This commitment was
as logical as it was necessary given the country’s unique recent history. At the end of the colonial period,
infrastructurefor delivering social serviceswas poor and the needs of alarge and impoverished rural population
great. In addition, these needs were exacerbated by the need to finance efforts to reunite the country. Resources
were not availabl e to devel op sophisticated socia services. Thelogical aternative wasto promotethe provision
of basic services at the grass-roots level, where needs are the greatest and where interventions would better
match available resources.

By 1975, when the country was unified, substantial progress had already been made, particularly inthe
north, in developing an infrastructure and the human resource base for delivery of basic socia services. At that
time, education and health indicators were already ahead of Viet Nam's level of development as measured in
economic terms. However, Viet Nam faced substantial challengesin its effortsto solidify the gainsmadeinthe
delivery of basic social services. First, it had to overcome the bifurcation of education and health systems that
evolved during the years of national division. Since 1975, substantial resources have been devoted to unify social
service systems in the south with the rest of the country. Second, the years of conflict created unique social
service needsin Viet Nam. Large numbers of people made heroic sacrificesto theindependence and reunification
movements. The state takes seriousdly its obligation to the families of those who gavetheir lives, to the disabled,
and to other groups whose sacrifices were great. Substantial state resources are devoted to providing social
relief to these groups, and in Viet Nam, these services are considered to be basic. The principal difference
between the UN definition of basic social services and the national definition is this class of social services
provided to these war-contributor populations. I n addition, the national definition encompasses social servicesto
the poor, disabled, street children and orphans, destitute elderly personsand recovering drug addictsand prostitutes.
These services are not included in the UN definition.

This understanding of the unigque context of social servicesin Viet Nam setsthe stage for assessing the
guantitative analysis of state expenditures. In the context of the national definition of basic social services, Viet
Namiscloseto the 20-per cent mark set asagoal inthe 20/20 Initiative (Figure 11-1). Perhaps moreimportantly,
thetrend in all ocations of state spending to basic social servicesisclearly upward. Between 1990 and 1997, the
proportion of total state spending for basic socia services increased from 12.7 to 17.2 per cent. Even in the
context of themorerestrictive UN definition, thetrendisclearly upward. Using the morerestrictive UN standard,
alocationsfor basic social servicesincreased from 6.2 per cent of total state spendingin 1990to 8.5 per centin
1997, which contrasts sharply with both the proportion and trend in donor allocations to basic social services.
Using the UN definition, the proportion of donor resources spent for basic social servicesfluctuated from 5.2 per
cent in 1990, rising to 18.6 per cent in 1994, but declining to lessthan 10 per cent by 1997.

Thetwotrend linesfor state spending parallel each other. The difference between thetwo lines, however,
isaccounted for by thefact that the national definitionismoreinclusivethanthe UN definition. In education and
in health, services defined as “basic” are the same for both definitions. The same is true for population and
family planning and rural water and sanitation sectors. In education, Viet Nam has already achieved its goal of
alocating 15 per cent of total state resourcesto the education sector. In 1997, budgeted resources for education
amounted to 10.5 per cent of the total state budget, while actual education spending accounted for 15 per cent.
Thisimplies that achieving the 15-per cent goal occurred because the education sector successfully utilised a
greater proportion of budgeted resources compared to other sectors. It further suggests that should other
sectors improve their capacity to spend budgeted resources, analysis of expenditures may show education
slipping below the 15-per cent mark. Whether thisimpliesthat budgeted education sector resources should be
increased to a mark closer to the 15-per cent target is an important policy question to be addressed.
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Figure11-1: Proportion of Stateand Donor Resour ces Spent for Basic Social Servicesin Viet Nam
(seealsofootnote 53)
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Currently, 5.6 per cent of total state spending isfor health, and this proportion has changed very little
since 1990. Within the health sector, 39 per cent of state spending is alocated to basic health services; that is,
primary health care, preventive and public health services. eneraly, this proportion increased during the early
part of the 1990’s. There has been adight decline since 1995 when it stood at 41 per cent. The context of health
services delivery in Viet Nam suggests opportunities to further strengthen the position of basic services within
the state health sector. Namely, the private health sector that has grown significantly isthe curative care market.
As household incomes continue to rise, as consumers increasingly demand higher quality services and as the
private sector isincreasingly able to meet those consumer demands, all indications are that the private sector
market share in health care will continue to increase. Most of this growth will occur in the market for curative
care and, at least initialy, in urban areas. These trends will allow the state to allocate more of its health sector
resources to preventive care, public health services, and primary care to rural populations. There are areas
where the private sector islesslikely to grow and where the state has a compelling interest. A clear indication
of thistrend toward orientation of state health spending to basic health services has been the rapid expansion of
resources all ocated to population and family planning and rural water and sanitation services.

If one considers the national definition of basic social services, nearly 60 per cent of state resourcesin
the social security and safety-net sector is devoted to basic services. Thisis higher than education and health.
Within this category, nearly two-thirdsis used to support relief and servicesto war-contributor groups. Among
servicesto the poor, most isdevoted to cash support and in-kind provision of goods and servicesto improvethe
beneficiaries ability to increase farm production in order to become self-sufficient. In the context of the UN
definition, neither class of spending qualifiesasbasic social service spending. In 1997, theremaining 40 per cent
of resourcesin this sector were spent for services not considered basic in either the UN or national definitions.
Most of these resources were used to finance pensions and other support services to retired civil servants.
Demographic and administrative trends suggest that changes may be coming to this sector too. First, as war-
contributor populations age, therewill be fewer people claiming these benefits. Second, an administrative shift of
the pension programme for civil servants away from MOLISA is currently underway. MOLISA will retain
responsibility for providing services to those who retired before 1995. Asthis group ages and asthe proportion
of post-1995 retired personsrises, MOLISA’sroleinthisareawill also decline, thus providing MOLISA with an
opportunity to concentrateits servicesmoreintensely on meeting the basic needs of other socially disadvantaged
persons.

The performance of donors with respect to the 20/20 Initiative target raises interesting and important
policy issues as well. The rise in 1993 to 18.6 per cent of total donor resources being spent on basic socia
services appearsto be an artefact of aone-timedrop intotal ODA resources. In 1993, total resources committed
to Viet Nam declined precipitously, but spending in the social sectorswas protected. Following 1993, total donor
spending in Viet Nam rose rapidly, but much of the growth was in non-social sectors. Immediately after 1993,
significantly more resources were committed for economic management and devel opment administration. More
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recently, spending on energy, trade, and industrial development expanded rapidly. In absoluteterms, total spending
in the social service sectors has remained relatively constant. The consegquence of these dual trends has been a
steady and large declinein the proportion of spending for basic socid services. Policy dia ogue between government
policymakersin Viet Nam and donor community |eaders should address the question of whether thesetrendsin
donor spending suggest the need to reorient some of these higher spending levels towards the social sectors.

Insummary, trendsin state spending for basic social services show steady progresstoward meeting thegoals
of the20/20 Initiative. Thisistrueregardless of whether the analysisispredicated onthe UN or national definitionsof
basic socia services. An analysis of trends in each socia sector further reveals continued propensity to dlocate
increasing proportionsof socia sector resourcestoward basic services. Thereareal so clear opportunitiesto accelerate
the momentum toward directing state resources to basic services. Analysis of donor resources on the other hand,
revealsamore complex picture. Commitment to the socia sectorsingeneral, andto basic socid servicesin particular,
hasnot declined; rather, totd commitmentshaveincreased dramaticaly asdonorsincreasingly finance other devel opment
sectors. Whether increasing all ocation to social sectorsisdesirablewithin thiscontext of higher commitment levelsis
animportant policy questionto bejointly addressed by government and donor leaders.

Prospects for Restructuring the Budget

Strategies for achieving 20/20 Initiative targets need to consider both the short-term wish to better
finance social services and the long-term interestsin establishing sustainable financing solutions. On the other
hand achieving the 20 per cent target is not in itself an absolute goal but a means to achieving wider access of
peopleto better quality, basic social services. Any futureincreasein funding for basic social services should be
based on concretely identified needsin Viet Nam. Furthermore, increased spending should be accompanied by
initiativesto strengthen the national capacity to spend the fundsin an efficient and equitable manner. With these
issues as a context, five strategies to increase state spending on basic social services are briefly described
below. Donor commitments should be considered in the GOV supporting to undertake these strategies.

Strategy 1: Increase BSS Spending through Increases in Public Sector Revenue

This strategy simply relies on overall macroeconomic growth to pay for increased basic social services
spending. If the economy grows, it will generate increased fiscal receiptsfor the state, and some of theincreased
revenue can be disproportionatel y channelled to basic social services. Indeed, Viet Nam’s state spending strategy
appears to have been doing exactly that during the high-growth 1990s. As noted above, the proportion of state
spending allocated to basic socia services showed a steady rise from 6.2 per cent (using the UN definition) in
199010 8.5 per centin 1998. Assuming that thelong-term outlook for Viet Nam’s economy isfor continued high
growth, policymakersin Viet Nam should be encouraged to continue this strategy. To exemplify how the 20 per
cent target could be achieved, consider the following scenario in which a6 per cent average annual GDP growth
rate is assumed.

Sx-per cent GDP Growth Scenario: Assumptions

e 6 per cent average annual GDP growth rates in next severa years.

e Government maintains spending at 22 per cent of GDP,

» 50 per cent of the resulting increase in state spending allocated to basic socia services.

Sx-per cent GDP Growth Scenario: Outcomes

» Statespendingincreasesby VND 4,804 hillionin 1999 (6 per cent of VND 80,069 hillion) over 1998 spending,
by VND 5,092 billion in the year 2000 etc., through each year.

» State spending on basic socia services increases by VND 2,402 billion (one-half the VND 4,804 billion
increased state spending) in 1999 and by VND 2,546 billion in 2000.
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» Using the national definition, spending on basic social servicesincreasesfrom 17.2 per centin 1997 (VND
11,801 billion) to 20.8 per cent of state spending in 2000.

» Using the UN definition, spending on basic social servicesincreasesfrom 8.5 per centin 1998 (VND 6,771
billion) to 20.7 per centin 2004.

In other words, the 20 per cent target isachievablein the short term if GDP growth rates are reasonably
strong. However, prospects for GDP growth rates in the near term are debated within government policy
circles. The government reported that the GDP growth rate for 1998 was 5.8 per cent, lower than the 9 per cent
projected at the beginning of that year. Some government officials openly question whether thisrateisattainable
in 1999, or even if positive growth rateswill prevail, given regional economic circumstances. If an average of 2
per cent GDP growth were to prevail instead of 6 per cent, Viet Nam would not achieve the 20-per cent target
until 2002 (instead of 2000), using the national BSS definition, or 2014 (instead of 2004), using the UN definition.
Assuming policymakersin Viet Nam maintain their commitment to disproportionately increasing allocationsto
basic social services, policies that assist Viet Nam in achieving high economic growth rates will quicken the
achievement of their 20-per cent BSS target. Yearsin which economic growth is poor (as may occur this year
and next), disproportionate allocation of increased government revenuesto basic socia servicesmay bedifficult
to sustain, and the trend observed in the 1990's may be interrupted. Efforts are warranted to encourage Viet
Nam to at least hold the line on basic social services spending during these times.

Short-term prospects for restructuring state spending are clearly threatened by the downturn in GDP
growth ratesin Viet Nam. While average GDP growth between 1990 and 1997 was 8 per cent, it declined to 5.8
per cent in 1998 and was reported to have been 4.5 per cent in the first two quarters in 1999. Government
officials attending the BSS Study National Workshop in Hanoi (August 23-24, 1999) stated that a return to the
higher growth rate pattern will be necessary as a prerequisite to continued progress towards the 20 per cent
target of the 20/20 Initiative. Aslong as growth rates remain in the 5 to 6 percentages, policymakers expect to
be able to protect basic social services spending at the current proportion of total state spending. Policymakers
expect that even the percentage of total state spending on BSSwill fal should growth rates drop below 5 per cent.

Thelatter is particularly important when policy dialogue strategies concerning basic socia servicesare
considered. Reducing emphasis on basic social servicesin budget alocation decisions dueto GDP growth rates
below 5 per cent would indicate that protecting increased spending in other sectors is more important than
protecting progress towards the 20/20 Initiative target. It will beimportant to determine which other sectorsare
considered more important to protect and then to draw policymakersinto dialogue about the relative merits of
continuing progress towards the 20 per cent target for basic social services.

Strategy 2: Increase BSS Spending through Intersector Reallocation

A second strategy is reallocating resources from non-basic sectors to the basic components of the
social sectors. Toidentify possibilities hererequiresfurther in-depth study and perhaps moreinformation thanis
presently available. Morethan one-third of total state spending isin an unidentified “other” category (Figure 11-
2). Inthe absence of more detailed information about this category, it isnot possible to makeinformed judgements
about potential reallocations to basic socia services. As public spending in Viet Nam becomes increasingly
transparent, there will be greater opportunities to explore proposals for reall ocations.*®

Within thethreemain socia sectors (education, health, and social services), thereis probably little scope
for reallocation from one sector’s non-basic components to the basic components of another social sector.
Together, these three sectors absorb nearly 35 per cent of state spending.

% |tisbelieved that thereis“hidden” BSS spending in the “ other” category due to the aggregated nature of the reported
expenditurefigures of some state programmes and that the “ other” category may also include some small expenditures
which could be classified to other sectors. However, MOF officials claim that no health and education spending is
included inthe“other” category. More detailed information about the “ other” category is necessary for more accurate
analysis of state spending on BSS.
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»  Current state spending, as apercentage of GDPis22 per cent, neither high nor low compared to other Asian
countries.

» Total education spendingisVVND 10,081 billion (14.8 per cent of total spending, 3.4 per cent of GDP); this
representsamid-level of spending compared with other Asian countriesor countriesat Viet Nam'slevel of
development.

e Total health spendingisVND 4,172 billion (6.1 per cent of total spending, about 1.3 per cent of GDP); this
issimilar to other Asian countries.

e Total rural water and sanitation spending isVND 26 hillion, asmall percentage of social sector spending, and
isreflected in Viet Nam's low standing among other Asian nations on measures of access to a safe water

supply.
» Total social protection services spending isVND 9,339 billion (13.7 per cent of spending).
»  Economic services amount to about 20 per cent of total spending.
»  Other spending is 36.3 per cent of total spending.
e Administrationis 8.5 per cent of total spending.

Figure11-2: Distribution of State Spending Across Sector s, 1997
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With the exception of rural water and sanitation, none of these allocations are obviously unreasonable, and
opportunitiesfor reallocation would need to be based on well-formul ated investigations of spending efficiency.
Such investigations are warranted in all sectors, and should include analysis of the capacity of each sector to
absorb and spend more money efficiently and more equitably, and their ability to improve the quality of these
services.

Strategy 3: Increase BSS Spending through Intrasector Reallocation

This strategy would reallocate resources within a given sector from non-basic to basic services. This
may be achieved through simple budget realignments or by more indirect means.Within each of the major
sectors, there appearsto belittle room for simple reallocations to basic services at the expense of other services
(efficiency improvement in the social sectorsis discussed in Strategy 4 below). Within each social sector, the
percentage spent on basic services has been fairly steady during the 1990s, and it is unlikely that these can be

49



BASIC SOCIAL SERVICESIN VIET NAM — An Analysisof Stateand ODA Expenditures

changed without significantly reorienting these programmes.

50

Basic education spendingwasVND 3,579 hillionin 1997 (35 per cent of total education spending). Because
of the high levels of enrolment at the primary level, asthese students passinto secondary and higher school
levelsand asfertility continuesto decline, the proportion of resources going to primary education may start
to decline. One way to maintain or increase BSS spending in education is to increase allocations to adult
literacy. If goalsinthe adult literacy programme are achieved, this areatoo may decline as a percentage of
total education spending. Another way to maintain or increase all ocationsto basic education isto focus more
on the quality of primary education, rather than on access and quantity. Opportunitiesinclude reducing the
prevalence of doubleand triple shifting at primary schools, increasing allocation to teaching materia's, increasing
subsidies for text books, exempting more students from primary school fees, and reducing the need for
primary schools to levy special fees for operation and maintenance of facilities. As noted earlier in this
report, the concept of what constitutes a “basic” social service differs among countries, and it also varies
across time in a country. As new needs arise, the UN definition may become less appropriate and the
national definition may need to be adjusted. This might be applicable to the Viet Nam’s education sector.
While primary school enrolment in 1999 remained nearly the same asin 1998, secondary school enrolment
rose by 17 per cent. Several forces contribute to these trends, including successin universal primary school
enrolment policies and successful population and family planning programmesthat are reducing growth the
size of new school-age cohorts. If education sector spending increases commensurately with enrolment,
secondary school spending would increase relative to primary school spending, shifting the balance in the
proportion of spending away from the basiclevel. Judged against the 20/20 Initiative target, thiswould bean
undesirable change. However, judged against a more localised assessment of national needs, the reduced
proportion spent on primary school may be considered appropriate.

Basic health spending was VND 1,982 hillion in 1997 (38 per cent of total health spending). There is
evidence that higher-income urban residents disproportionately use subsidised health services, even at
communal health centres, compared with the poor. The clearest evidencefor thisisin the disproportionately
high percentage (28 per cent) of total health sector state resources spent to support services at therelatively
small number of urban tertiary and speciality hospitals. Trends, however, have favoured basic services, and
health policymakers express confidencethat thistrend will continue. Looking beyond the expenditure numbers,
it is clear that Viet Nam has achieved much in terms of population health status. It ranks fourth out of 7
nationsin Southeast Asiaininfant and under-5 mortality, and second in maternal mortality and contraceptive
prevalence. Fertility isthethird lowest in the region. Among eight poor Asian nations, only Chinaand Sri
Lankarank higher in infant mortality and Viet Nam isnot far behind at that. These indicators suggest that,
in fact, resources alocated to maternal and childcare and population and family planning have been well
used. Increasing allocationsto those programmes and services may not be required to continuetheimproving
trendsin health status; however, Viet Nam rankslow onindices of child nutrition, both among its Southeast
Asian neighbours and other poor Asian nations. Viet Nam ranks lowest in Southeast Asia and among poor
Asian nationsin accessto a safe water supply, at only 30 per cent of the population. Clearly, thisisan area
worth considering for intrasector (health) reall ocation.

Using the national definition of basic social protection (non-education, non-health) spending, VND 5,634
billion was spent in 1997 (60 per cent of total social protection spending). However, two-thirds of this
amount was spent to support war-contributor preferential groups. Nearly all the remaining basic spending
supports poverty alleviation programmes and services. Neither spending for war-contributor groups or for
poverty alleviation servicesfitsthe UN definition of basic social services. Opportunitiesto reallocate spending
within thissector arelimited. Policymakersin Viet Nam are strongly committed to servicesto war-contributor
groups. At present, policy dialogue intended to reconsider this level of commitment is unlikely to foster
change. Opportunitiesto engage in productive dialogue may increase over time as war-contributor persons
age out of the population (aswas found in the province case study in Long An province), and the perceived
need for these programmes wanes. Poverty alleviation programmes, which at present consist largely of
support to increase income generation potential, may be an area where policy dialogue may be more
appropriatewithin the context of basic socia services. Giventhehigh levelsof childhood nutritional deficiencies
in Viet Nam, consideration may be given to directing more resources to aleviating this aspect of poverty.
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Thus, those expenditures would constitute basic socia service spending within the UN framework.

Strategy 4: Achieve Efficiency Gains and Use the Savings to Increase BSS Spending and to I mprove the
Capacity to spend for BSS Efficiently

In some cases, the way that money is being spent may be inefficient. If such inefficiencies occur in non-
basic social service areas, either in the social or in other sectors, and if these inefficiencies can be reduced,
the resulting cost savings could be channelled into basic social services. As with Strategy 5 below, the
potential for this strategy to pay for increased basic socia service spending depends on the sector. Also,
there may be as much technical and alocative inefficiency in basic social service spending asthereisin
other spending. Improvement in efficienciesin non-basic services and reall ocation of savingsto basic social
services may result in achieving the 20-per cent BSStarget, but will not necessarily result inimprovements
in social indicators. There are needsto improve efficiency in use of new and existing resources for basic
social services. This can be done through greater effortsin strengthening capacity especially at local levels
in managing and implementing basic social services.

Strategy 5: Increased Private Sector Participation and/or Cost Recovery in order to Free Up
Resources for Basic Social Services.

Thelast strategy relies on shifting the financing burden from the state to the individual for certain non-

basic socia services. Thereis already strong impetus for this approach in Viet Nam's “socialisation” efforts.
Attention should be addressed to ensuring that “socialisation” of the costs of socia services, particularly basic
social services, doesnot fall disproportionately on the poor and under-served. Aswith Strategy 4, the resulting
saved resources could then be used to increase BSS spending. The scope for this option may vary from sector
to sector, and Viet Nam's current level of income and devel opment suggests that this strategy may be limited.

In education, the World Bank has estimated that nearly 50 per cent of primary education costs are covered
through cost recovery and about 60 per cent for secondary education. However, since less than 20 per cent
of tertiary costs are paid for in thisway, there may be some scope for increased cost recovery here and then
intra-sectoral transfers of savingsto basic education. In other Asian countries and elsewherein the world,
studentsat higher levels pay proportionally more of their coststhan studentsat basic levels. Yetin Viet Nam,
the reverse is true.

In health, about 80 per cent of all health spending is private and about one-half of all servicesare supplied by
private providers. Examination of the pattern of spending could help to reorient state spending toward basic
health services. As mentioned, 28 per cent of current state health spending supports urban hospitals and
speciality facilities, whereas only 8 per cent supports community health stations and polyclinics. There has
been little change during the 1990s in the percentage allocated to these community-based primary heath
care centres. If some services provided at urban and speciality hospitals can be shifted either to private
sources (such as actuarially sound insurance), the saved resources can be used to decrease the costs to
usersof primary health carefacilities, particularly inrural communities. Formulating an explicit and appropriate
segmentation of public and private rolesin the health care sector is one areawith high potential to increase
the proportion of total spending allocated to basic social services.
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XIl. Concluding Comments

e Thisstudy clearly showsthat Viet Nam has made substantial progresstoward achieving the goal s of the 20/
20 Initiative. Whether measured according to the national or UN definition, government spending on basic
socia serviceincreased by morethan one-third between 1990 and 1997. By themorerestrictive UN definition,
Viet Nam has almost reached the halfway point to the 20 per cent mark. ODA, on the other hand, lags
behind, ending the period nearly where it began, at 10 per cent, or halfway to the target as well.

What Are the Prospects for Further Progress Toward 20/20 Initiative Targets?

The GOV increased the proportion of its state expenditures on basic social services by an average of
0.3 per cent per year between 1990 and 1997. Projectionsindicate that therewill belittle or noincreasefor 1998,
thefirst year of that Viet Nam is experiencing the macroeconomic downturn that faced much of the rest of East
and Southeast Asian region. Prospects for resuming progress toward the 20 per cent target, therefore, depend
inpart on Viet Nam'’s ability to re-establish strong macroeconomic growth. Strong growth may not return simply
asafunction of regional solutions. It has been suggested that part of Viet Nam’s downturn can also be attributed
totheneed for areinvigorated round of market reforms.® When strong macroeconomic growth returns, progress
will aso depend on the government’s commitment to use a disproportionate share of new revenue to finance
social services. Until that time, there appear to be efficiency-promoting changesin government programmes and
servicesthat could finance expanded or improved basic social services, even in these difficult macroeconomic
times.

Aside from the direct impact of public finances on social sector spending, several other socia and
economic trends will impact on the ability of Viet Nam to continue moving toward the 20 per cent target.

» Viet Nam'spopulation and family planning programme has been tremendously successful, nearly halving the
average number of children born per woman from nearly 5 to 2.6 in less than two decades. As a result of
this success, Viet Nam will soon begin to experience adrop in the number of infants born per year. These
changes should ease the government’stask of providing basic socia services, particularly in primary school
education and MCH services. Policymakers may decide to respond by reducing spending for services
commensurate with the smaller cohorts of infants and children, or they may decide to maintain current
spending levelsto increase quality of services.

e Successes in education have also been noteworthy. Having nearly achieved universal primary school
education, demand for secondary school education is already increasing. Thiswill exert pressure to spend
more at the secondary level, potentially squeezing resources at the basic education levels. Even were the
amounts spent on pre- and primary school levels maintained, higher spending at the secondary level would
result inlower proportional spending on basic education. Thiswould be exhibited on lower BSS proportions.
Policy analysis concerning the appropriateness of public spending on basic education services should take these
issuesinto account. Some countriesrespond to changing needs by adjusting their definition of basic education.

« Similarly, effortstoincrease equity at the higher education level may require increased spending by the state
to support students from the poorest quintile of the population, who according to household survey dataare
poorly represented in the nation’s higher education institutions. According to the definitions of basic socia
services, such new spending would not be considered basic and would erode the calculated proportion of
education spending that is basic. However, reducing subsidies provided to higher education students from
non-poor segments of the population may offset such new spending on poor studentsfor higher education.s!

& Karel Jansen, “Economic Reform and Welfarein Viet Nam,” (Institute of Social Studies, The Hague, and National
University, Ho Chi Minh City; May 1997).

& See"Viet Nam Education Financing Sector Study” (The World Bank, 1996), chapter 5, External Efficiency and Equity, for
recommendations on financing reform in higher education.
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Since the introduction of doi moi policiesin 1986, Viet Nam’'s economy has undergone substantial change.
Industrial output has increased at afast pace. To the extent that the industrial sector will continue to be an
important component to economic growth, demand for managersand technically skilled workerswill increase.
The education system will need to respond to these demands, adding another dimension to pressures to
increase investment beyond the primary school level.

On two major fronts, Viet Nam is moving toward actuarially sound insurance systems to finance social
services. The new Viet Nam Social Insurance Agency will eventually assume complete responsibility for
civil service pensions, aresponsihility that currently restswith MOLISA and consumes about 40 per cent of
that agency’s spending. Health insurance reforms are also under discussion as a financing mechanism,
especialy for hospital care and to finance services to the poor. To the extent that these new systems
succeed, they will result in substantial government savings. These resources represent a pool that may
become available to either increase investment in basic social services, or to finance other new, non-basic
social sector demand, such as those described above.

General Themes from Key Informant Interviews with Central Government Policymakers

As part of this BSS Study, senior policymakers (vice-ministers and department heads) at central

government agencies (mostly confined to social sectors) wereinterviewed to review key results from this study
of state expenditures and to obtain information about social sector policy directions.5? Several themes emerged
from these interviews, which provide a useful basis for wider policy dialogue about this study’s findings in
particular, and about financing for basic social servicesin general.

1

Policymakersinall social sectorsexpressed the opinion that targeting of state programmes and services can
and should beimproved in order that they have a greater impact on the poorest segments of the population.
Some target groups are clearly defined for certain state programmes and services, such as programmes for
war-contributor groups, ethnic minorities and people in remote, mountainous and poor areas. It has been
pointed out, however, that some of these target groupsinclude substantial numbers on non-poor individuals
and families. As policy dialogue about financing basic social services gearsup, it may betimely to include
discussion about the appropriateness of current targeting policies and opportunities to redefine them. One
group that warrants consideration in this dialogue is migrants from rural to urban areas.

Consolidation of poverty programmes into the National Targeted Programme for HEPR can serve as a
focal point for policy discussionsabout how to achieve better targeting. Another programmethat will improve
targeting of public servicesto the poor isthe 1715 Poorest Commune Programme or the National Programme
on Socio-Economic Development in Mountainous Deep-Lying and Remote Communes with Special
Difficultiesfocusing on devel opment of ethnic minorities and mountainousregions. Specific priority areas
stated by policymakersfor improved targeting include:

»  Essentia drug supplies, health and education services—policymakers stated that “ poor households” and
“special policy families’ (those containing amember eligiblefor benefitsfrom one of the war-contributor
social protection programmes) and those with “social diseases’ should be provided free essential drugs
and free health service. Children of these families will also be exempted from school fees and other
contributions as well as get subsidies for textbooks and learning materials. Further analysis should be
conducted to investigatethe likely effects on poverty alleviation of exempting such groups. Asmentioned
earlier, itisnot clear how much of an overlap there is between poverty and special policy family status.

e Community health stations, primary education classrooms, aswell asrural water supply inthe communes
included inthe 1715 Poorest Communes Programme will be targeted for increased support. Thisshould
result in a substantial increase in state health and education sectors subsidies reaching the poorest

62

For acompletereport on resultsfrom the key informant interviews, refer to“ Basic Socia Services- nterviewson Central
Government Officials” (HaNoi: Central Institute for Economic Management, 1999).
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households. However, it should be made clear what would be the funding source for these programmes.
If the source is state funds, it will tend to increase the incidence of state spending for basic social
services. If the sourceis donor funds, it will have no impact on the incidence of state spending.

» Policymakers referred to a “targeted national programme” for rural water and sanitation services,
however, few details were available about the nature of such targeted programme.

Implementation of programmes will provide a rich source of lessons in the continual process of refining
targeting mechanisms.

2. Inall sectors, policymakersreferred to the national poverty alleviation programmes, particularly the HEPR,
as key to success in achieving their sector’s goals to increase the resource base for basic services.
Policymakers in education, health, rural water and sanitation, and social protection services all stated that
money has been all ocated to the HEPR budget for their sector. Several issues, therefore, become relevant.
First, co-ordination between MOLISA, which will be administering the HEPR and other social sector line
ministries at the central level, between various departments at provincia and sub-provincial levels and
between central and local levels will be critical to avoiding duplication and ensuring that HEPR funds are
spent efficiently. Thisprovidesan opportunity to assess and addresstheissue of overlapping benefitspaid to
individualsand families. Second, expectations appear to be high about the contribution the HEPR will make
to state financing of basic socia servicesand to improving equity inthose services. Again, co-ordination and
communication can play an important role in ensuring that line ministries plan their own programmes and
serviceswith realistic expectations about the HEPR, ensuring that noimportant service or group falsbetween
thecracks. Finally, future analysis of BSS spending needsto take account of thisnew, consolidated programme.
One of the greatest challenges to this state-expenditure analysis was to obtain detailed, programme-level
information in order that the accurate assignment of spending to basic and non-basic services could be
accomplished. Obtaining detailed information about spending in the HEPR will clearly beimportant to any
future analysis of the 20/20 Initiativein Viet Nam.

3. Policymakers in amost every sector express reluctance to engage in policy dialogue about prospect for
reallocation of resources from the non-social sectors. Perhaps prospects for such an outcome are perceived
to below. Perhapsthe general lack of information about the use of 36 per cent of the state budget designated
as“other” leaves policymakers feeling ill-equipped to discuss inter-sectoral dialogue about state finances.
Perhaps there is simply little precedent for such open dialogue at the line ministry level. In any case, this
reluctance will limit the range of choices available to policymakers as they strive to identify strategies to
increase the financing priority for basic social services.

4. Capacity of social sector programmes especially at the local levels to absorb additional resources and to
ensuretheimprovement of spending efficiency and quality of the services, particularly in the short term, was
raised as an issue. For example, policymakers expressed the opinion that 20 per cent of health sector
resources should be spent at the commune health-station level (versus the current level of 7 per cent).
According to policymakers expressing thisopinion, thisincreaseis needed to improve quality and reducethe
need for health care providers to refer patients to higher levels of care due to insufficiency of medical
equipment and suppliesat commune health stations. However, achieving asector goal that would essentially
triplethe proportion of resources spent at this primary carelevel may bedifficult to achieveinthe short term
and would need special efforts to strengthen capacity of the system of commune health stations.

5. Policymakers also expressed the opinion that improved informational links between the central and local
governments would improve planning for sector strategies. In particular, policymakers at line ministries
stated that they havelittle information on spending patterns of local government entities. Some policymakers
described central government plansto establish computer linksbetween loca and central government agencies,
in part to improve routine spending reporting. Little information about the status of such an initiative was
provided to the key informant interviewers.
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Recommendations—Education Sector

Commitment to education is high among Viet Nam’s senior policymakers. The national target of 15 per
cent of state spending occurring in the education sector has been achieved. Infact, planned education spending
as a percentage of the total state budget is somewhat lower than 15 per cent. However, the education sector is
apparently more successful than othersin spending budgeted resources. It isthis successthat hasresulted in the
achievement of the 15-per cent target.Policymakers agree that this level of state funding is appropriate.
Recommendations expressed, therefore, were tailored more to the use of existing resources than to effortsto
secure additional sectoral resources. Some key recommendations emerging from this BSS study are listed below.

1. Improving primary school teachers salariesisapriority policy issue. The sources of funds to pay for this
initiative should come from outside the existing pool of resourcesfor basic education. Thiswill increasethe
proportion of state education spending used for basic education, leading to further progresstowards achieving
the 20/20 Initiativetarget for state spending. At the sametime, it will protect the amount spent on non-salary
inputs to education services and improve the chances that the new spending will have a positive impact on
education quality and effectiveness.

2. Most education policymakers interviewed agreed that too little is spent on teaching aids and textbooks.
They estimate that current allocations for these items meet only about 20 per cent of need. This means that
the remaining 80 per cent iscoming either out of people’sincome or, for the poorest, perhaps not being met
at all. Questions about how much of this small proportion met by the state (20 per cent) reaches the poorest
families are important. Evidence from the province case studies suggests that children from preferential
families are targeted and it is unclear how much of an overlap between these war-contributor groups and
poverty thereis. This needsto beinvestigated. However, respondents were quicker to propose meeting the
un-funded need by increasing parents’ contributions and “ socialisation,” rather than re-examining existing
targeting strategies. The former solution has the risk of reducing equity in education unless policies are
crafted to selectively increase contributions among non-poor groups. Thelatter solution can have apositive
impact if “socialisation” ispromoted to serve children from better-off families.®

Recommendations—Health Sector

As noted in the chapter on the health sector, Viet Nam's health status indicators are impressive for a
country at its level of economic development. The health facility network covers nearly all communes in the
country and considerable attention is paid at the policy level to extending basic preventive and public health
servicesto al. After aperiod of declining utilisation of state health servicesin the late 1980s and early 1990's,
the system has experienced increasing utilisation more recently. This may reflect efforts to improve access to
better quality services at the primary level.

1. Improving availability of equipment and suppliesat the basic level (CHSs) iswidely acknowledged to beone
of Viet Nam’smost important health sector challenges. Poor financing leaves primary carelevel ill-prepared
to provide appropriate services and encouraging referrals to better-financed, higher level services, which
drives utilisation and need for/use of funds higher, exacerbating the imbalance of funding. However, a
number of policymakers question the capacity of the CHS system to absorb more than amodest increasein
resources. Reasonsfor thisassumed limited absorptive capacity needsto beinvestigated so that appropriate
responses can be mounted.

2. Asin education, important questions need to be answered about the role private spending in financing state
health services.

& Asdescribed earlier in thisreport, socialisation refers to promotion of private and semiprivate schools, whereby all or
a substantial proportion of operating costs are met by fees paid by parents rather than by state budget resource.
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e Users fees are an important source of funds at the primary health care level. Since CHS's are the
primary source of care for rural, poor populations, the impact of these palicies on the poor needsto be
more closely examined. Some policymakers recommend shifting the burden of charging feesfor state
health services away from CHS's and to higher levels of care. Yet, there is a sense that consumers
already have difficulty paying chargesat hospitals. Theimpact on demand of higher hospital feesshould
be estimated before new policiesare adopted in order to prevent abackdliding on what iswidely viewed
as apositive development in utilisation of public sector health care services.

» Insurance may offer a better solution, though financing insurance for the rural population, which is
largely employed in subsistence agriculture may require high state subsidiesin the short run. Initiatives
in other countries, like China, that have successfully implemented insurance mechanisms for rural
agricultural workers, should be explored to determine adaptability of such schemesin Viet Nam. A clear
financing plan should be negotiated with local government so that theinsurance fund isnot under funded.
Theexisting rural health insurance programmeisanational programmethat callsfor co-financing from
central and local budgets. Thisfinancing plan isreportedly the source of ongoing discussions between
the central and local government levels. Rulesfor the flow of fundsfrom the government and subscribers,
to the insurance fund and to providers should also be re-examined. Health sector policymakers report
that the current flow of funds does not follow the flow of services well.

» A better insurance mechanism is also needed to cover catastrophic care for a wider proportion of the
population (instead of just those employed in the formal sector) and which is actuarially sound. This
should free up resourcesto increase subsidies at the primary carelevel, allowing for decreased reliance
on user fees, better equipped CHS's, and in turn increased confidence among consumers and decreased
need among providers to forward refer patients to higher levels of care.

» Targeted socialisation should al so be considered, allowing sometertiary carefacilitiesto bereconstituted
as private or semiprivate entities. Private facilities can be encouraged to attract the better-off that are
able to pay for care, reducing the burden on the state to finance and provide care. An aternative isto
move toward socialisation by leaving ownership and operation of some hospital services to private
enterprises, with the state maintaining afinancing role.

» Ancther aternative is to encourage the establishment of local control boards with increased authority
over the day-to-day operation of facilities and staff management.5* These would encourage greater
efficiency in servicedelivery. Modd s such asin neighbouring countries, such asMalaysiaand Thailand,
should be examined.

A sharpincreasein thevolume of services provided by the private sector has been noted. Aspeople’ sability
and willingnessto pay for private servicesincreases, thistrend can be expected to continue. Policymakers
are rightfully calling for a systematic examination of the state’s role in health services. At the same time,
consequences of loose regulation of the private health sector industry are increasingly noted in the press.
Commensurate with recommendations presented above, the state should examine the appropriateness of
theroleit playsinfinancing, delivering, and regulating health care services.

Rural water and sanitation is perhaps one of the most under funded basic social service in Viet Nam.
Central funding is very low and provinces appear to follow the central government’s example, allocating
very little of itsresourcesto theseimportant health services. Much of the financing burden thereforefalson
donors and individuals. Though policymakers foresee little change in financing policy for rural water and
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Presently, a committee consisting of local government authorities, usually members of the local People’s Committee
oversees health facility operations. Health sector policymakers consider the present system ineffective. The
recommendation being proposed hereisthat membership of oversight committees be expanded to allow other community
membersto serve.
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sanitation, they clearly recognise the digjoint between all ocation of resources and the ambitious goals set for
this sector. Addressing this digjoint should be placed highly on a policy dialogues agenda for basic social
servicesfinancing.

Recommendations—Social Protection Sector

Despite the fact that 14 per cent of al state spending occurs in this sector, social protection sector
policymakers consider these resources to be too low. This perspective may be related to the fact that spending
in this sector is dominated by programmes for war-contributors and their families (37%), and for civil service
retirees (40%). Less than one per cent of this sector’s resources are spend on services that meet the UN
definition of basic social services designed for vulnerable and disadvantaged groups. On the optimistic side,
perhaps the greatest prospects for intra-sectoral reallocation to basic social services exists in this sector. A
processisalready underway to shift pension financing for civil serviceretireesto a self-finance social insurance
fund (VSIA). Asthis process proceeds, fewer and fewer central government funds, currently allocated to
MOLISA will be required. Similarly, as the population of war-contributors ages, fewer and fewer eligible
beneficiarieswill remain, freeing resources for other uses. Some issues that should be placed on the basic
social services policy dialogue agenda are:

1. According to government sources, between 50 and 70 per cent of war-contributor programme beneficiaries
are poor. This means that between 18 and 26 per cent of this sector’s resources consist of transfersto non-
poor households. If this proportion can be reduced, substantial new resources will become available for
other programmes and services. The GOV is currently considering a major policy initiative that would
eventually achievethisobjective. Thisinitiativewould offer war-contributor beneficiariesaone-time, lump-
sum payment, after which they would beineligible for transfers from this programme. Short-term costs for
thisinitiative could be high (estimated at VVND 400 billion), depending on the number of beneficiariesaccepting
the offer. Policy analysis should be conducted to estimate the demand for different types of offers, and to
estimate the budget feasibility of the alternatives. Any long-run savings accruing from thisinitiative should
beretained in the social protection sector to increase funding for other basic social protection services, such
asdisaster relief, servicesto orphansand the disabled (servicesthat fit the UN or national definition of basic
social services) and to the HEPR.

2. Centra policymakers perceive that local governments are severely limited in their ability to finance social
protection services, a perception borne out in the province case studies. Less than 2 per cent of local
government resources are spent on social protection services. Inlight of thesefindings, central funding will
probably havetotakethelead in any effort to increase spending for basic socia protection services. However,
central policy thinking isactually heading in the opposite direction. Sector policymakers support increased
decentralisation of authority to decide about spending priorities in programmes for the poor. If further
decentralisation of authority occurs, there needsto be aconcurrent infusion of money for local governments.

Additional Recommendations

Some overarching recommendations also emerged from this BSS Study. First, the GOV should continue
to build on recent changes that have increased transparency in state sector financing information. The GOV
began publishing its state budget in 1999. As useful at this changeis, routine publication of state expenditures
would be more useful to planners and policymakers. Social sector policymakers who participated in this BSS
Study almost unanimously cited limited information about central and local expenditures as an impediment to
improving sectoral spending plans.

More detailed accounting of expenditures would also be useful. It was noted earlier in this report that

about one-third of state spending was not defined and may “hide” some small amounts of BSS spending. Lack
of information about this large part of state spending limits effortsto rationally consider possibilities for inter-
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sectoral allocation. Within sectors, details about the uses of funds could beimproved aswell. It was noted inthe
education sector, for instance, that few details were available about non-salary recurrent expenditures. In the
health sector, no information was availabl e about how expenditures break down within each level of care (CHS,
hospital's, and public health programmes, for instance).

Information sharing emerged as another areawhere changes could have abeneficial impact on planning
and efficiency of state spending. Year-end feedback from the MOF to line ministries about spending would
greatly facilitate planning. Line ministry planning would also beimproved by increased information about local
government spending. Finally, information sharing among central government line ministrieswould aid effortsto
improveinter-sectoral co-ordination, providing abasisfor policy dialogue about state spending priorities.

Policymakersin Viet Nam call for increased policy analysistools, such as cost-effectivenessanalysis, to
evaluate the utility of state programmes and services. Such analyses would help to identify strengths and
weaknesses in state spending, to modify weak programmes, and to reallocate resources from less effective to
more effective programmes.

Effortsare already underway to create aset of indicatorsto track progress on the 20/20 I nitiative. Some
measures used in this BSS Study may be useful inthisregard. Others should be carefully considered to determine
if alternative measuresare more appropriate. For example, policymakers' point out that the dimensions of equity,
other than the househol d expenditure quintile dimension, should be examined. Other dimensions of equity such as
geographic region, rural versus urban residence, ethnic minority and Kinh majority; and dimension of individual/
private spending and contribution versus state spending for basic socia services should also belooked at.

The lack of sex-dissagregated data and information also emerged from this BSS Study as a serious
obstacle in efficiency and equity analyses. Such datawould help to identify strengths and weaknessesin and to
improve targeting strategies of the programmes to ensure the equitable access to the basic socia services by
both men and women, boys and girls.

The increase funding for basic socia services alone is not enough to improve the social indicators.
Greater effortsin strengthening capacity, especialy at local levelsin management and implement basic social
services may improve the sector’s capacity to absorb more funding, spend the existing and new state funding
more efficiently, and to provide basic social serviceswith better quality to wider groups of needy people.

Recommendations—ODA

It would be useful if following issueswere addressed in dial ogue amongst the donor community to
promote the 20/20 Initiative goals:

1. Certain donors specialise in non-socia sectors and cannot be expected to meet the 20 per cent goal; for
example; for economic management. Should other donors be expected to compensate by spending more
than 20 per cent of their resources on basic social services?

2. Somedonorsarereluctant (for supportable reasons) to finance recurrent government expenditures; however,
basic social services expenditures are often heavily recurrent in nature. In countries where social services
physical infrastructure (financed by capital spending) isaready mostly in place, reluctanceto financerecurrent
expenditures reduces options for donor spending on basic socia services.

3. Development needsvary across countriesand, within countries, through time. Investmentsinindustrial and
transportation infrastructure are considered by some to be more efficient asameansto achieving economic
devel opment goals. Proponents of this position argue that in the long run, economic development isamore
sustainable means to generate resources for social services and development.

58



BASIC SOCIAL SERVICESIN VIET NAM — An Analysisof Stateand ODA Expenditures

4. Asthefunding for BSSistheinvestment in human development it isuseful if theincreased ODA spending
for BSS goes along with the donors' increased support to GOV N in strengthening capacity of the social
sectors to improve the efficiency, access and quality of the BSS.

Policy Dialogue | ssues

Policy dialogue on this and other issues emerged from this BSS study as a key need in ongoing efforts
to promote the 20/20 Initiative goals. Many of these issues were raised and discussed during key informant
interviews conducted as part of the BSS Study. Key national issues are summarised below.

¢ Under-funded central programme mandates — Financing plans for centraly devised national
programmes often call for local budget contributionsthat local |eaders sometimes consider unredlistic.

¢ Investments in infrastructure vs. social services — Some policymakers in Viet Nam express
the opinion that increased all ocationsto basic socia services should not occur, particularly in remote
regions, until infrastructure development is sufficient to support efficient use of social services
investments.

¢ Policies about central budget subsidies to local budgets — A gap between officia policy and
implementation is noted by policymakers (as evidenced in the BSS study’s Province Case Studies)
in determining central budget subsidiesfor local budgets. Threegenera levelsof support areintended
(for poor, average, and well-off provinces), though subsidy levelsin fact vary considerably within
categories.

¢ Achieving consensus on key definitions — It was noted that different definitions of poverty (at
the household, community, and arealevels) and of “basic” social servicesimpedes planning.

Programmatic issues for policy dialogue were also identified. Key issuesinclude: (1) identification of
strategies to more effectively reach remote and mountainous communities with basic socia services; (2)
identification of strategiesto encourage vul nerable persons (including women, children and ethnic minority people)
and households to take advantage of state programmes and services intended for their benefit; and (3) re-
examination of strategies to reach safe water supply programme targets within the constraints of state budget
allocations.

While policy dialogue is needed on these and other key issues related to policies affecting basic social
services spending and implementation, there are a number of concrete tasks that can be initiated immediately.
Theseinclude:

¢ Development of amonitoring system for BSS—Key issued to be addressed here are, what indicators
should be used, what agency or agencies should be responsible for maintaining the monitoring system,
how can co-operation across sectors be ensured, and how often should reporting occur? how sex-
dissagregated data will be collected and used?

¢ Improving information sharing — Feedback from the Ministry of Finance to line ministries about
expenditureswould improvelineministries’ ability to plan effectively. Likewise, improved information to
line ministries about actua spending by local authoritieswould greater improve central ministries’ ability
to plan. Mechanismsto improve communication among these entities should be devel oped.

¢ Development of co-ordination mechanisms — Policies in one sector often impact on other sectors,
yet at present there are few forums for inter-sectoral co-ordination. A similar situation exists at the
programmelevel.

¢ Local capacity building— It wasnoted that programme efficiency is much affected by local programme
management skills. Local capacity should be considered alongside proposalsfor increased spending for
social servicesin general and basic social services in particular. Meanwhile consideration should be
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given to development of initiativesto upgrade local capacity to manage and implement social services.
This capacity strengthening efforts should aim at the provision of wider access of heedy peopleto the
better quality of basic social services.

Asthe GOV continuesto track progresstowards 20/20 I nitiative targets, policymakers should consider
the 20 per cent target for state spending on basic social services more as a rallying point to advocate for
appropriate financing for basic social services as one of the best ways to invest in the sustainable human
devel opment of the country, not as an absolute target in itself.

The stageis set to begin more broad-based, serious policy dialogue on the priority position of basic socia
services in state and ODA spending. Basic information has been collected, analysed, and prepared for policy
communication. Participation in this process has been broad, but mostly confined to social sector leaders and
some donors. These players should now engage in a formal strategic planning process to guide the policy
dialogue among government agencies, among the donor community and between government and donors. The
strategic planning process begins with identifying important stakeholders (both from government and donors)
and decision-makerswho influence state social policy and finance decisions. Next, theseinfluential stakeholders
need to be assessed to determine likely sources of support and resistance for changes in state and ODA
financing for basic social services. At that point, aseriesof policy dialogue and planning sessions should begin.
Once started, the process should be ongoing. Changesin BSS financing policy will alter future financing needs,
aswill the general process of national devel opment, requiring ongoing eval uation and dialogue. The end of this
BSS Study istherefore most appropriately defined as the beginning of this process.
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