ccording to WB experts, the
greatest problems with the
Vietnamese economy in the
past decade were: (1) Widening gap
between rich and poor; (2) slow re-
form in the public sector and banking
system; and (3) poor public finance
management. In the public finance,

noticeable shortcomings are waste of

public fund and embezzlement; and
wrong investments. Waste of money
in public works has become the
greatest loss for the public fund and
the greatest challenge to the finan-
cial authorities in the process of inte-
grating into the world community.
The measure taken by the gov-
ernment in the coming years is to
identify personal responsibility re-
lating to all persons and/or organiza-
tions engaging in public works. The
Government has also planned to is-
sue two decrees on public invest-

ment. The Ministry of Finance sug-
gested four groups of solutions and 26
measures to increase the budget in-
come and cut expenditure. In our
opinion, these efforts are only shot-
gun solutions while we need more
overall and radical ones.

According to IMF surveys, the
key problem of economic recession in
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many countries in the 1980s was fail-
ure to control the national budget.

The situation was improved re-
markably in the 1990s when these
countries started the fiscal consolida-
tion and made regular and consistent
adjustments to their fiscal policy in
long periods. The main solutions to
this problem are stricter control over

INISTRATIVE REFORM

national debt and cuts in the budget
expenditure instead of heavier taxa-
tion. These solutions can help in-
crease the gross investment. Accord-
ing to the IMF, cuts in personal
savings could lead to economic
growth on the condition that they are
associated with more savings in the
budget expenditure. This is also the
common trend in many countries.

Vietnam had better follow this
trend, that is, to reform the national
budget by cutting the public expendi-
tures. Both theories and practices
show that the Government should
work out carefully a program to cut
expenditures and increase income in
order to avoid undesirable effects.
Most economists agree that a tight
fiscal policy aiming at cuts in expen-
diture and increases in income al-
ways leads to long-term economic
achievements although it may pro-
duce negative and short-term effects
(such as higher unemployment rates
and lower GDP as Keynesian econo-
mists pointed out.)

In present conditions in Vietnam,
problems with the public finance re-
quire the government to stop inter-
vening directly in state-owned com-
panies and the economy as a whole.
The shortest way to achieve this is to
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reform the public sector and banking
system by restructuring measures:
privatizing, selling, or leasing the
state-owned companies. In addition,
the Government should pay more at-
tention to the task of controlling the
national debt. At present, the exter-
nal debt of some US$12 billion exerts
great pressure on the budget expen-
diture. Of course, the best solution to
this problem is to enhance the effi-
ciency of investment.

We can’t discuss the budget re-
form without mentioning the reform
in the management mechanism. For-
eign experience shows that the re-
form in management mechanism has
helped many countries since 1999 re-
duce the budget deficit.

The mechanism reform aims at
obtaining and maintaining the sta-
bility of the fiscal policy while ensur-
ing a flexible mechanism that allows
the fiscal policy to absorb economic
shocks through an auto-stabilizing
mechanism as expected by policy
makers. Recent reforms in the fiscal
mechanism in many countries in-
clude the three following fields:

a. Official deficit and debt rules:

At present, most countries con-
sider the model in the euro- area bloc
as a standard. The Maastritch
Treaty allows a budget deficit of 3%
of GDP for EU members and keeps
the public debt under 40% of the
GDP. Vietnam could accept these
rules.

The Vietnamese budget income is
about VNID100,000 billion while the
expenditure is some 20% or 30%
higher. In the fiscal year of 2002, the
deficit was kept below 5% of the GDP
and external debt under 40% as re-
quired by the National Assembly. In
the fiscal year of 2003, the budget in-
come is estimated at VND123,000
billion and the expenditure at
VND144,000 billion. This means
that the deficit is acceptable. How-
ever, what makes us worry is the
over-expenditure on certain items. In
the fiscal year of 2001 for example,
the over-expenditure on capital in-
vestment was 18% (VND36,000 bil-
lion over the planned budget of
VND30,000 billion); and on grant-in-
aid for communal authorities was
32%. The most alarming over-
expenditure was on financing state-
owned companies: it was some 800%
in 2001 (VND1,585 billion over the
planned 200 billion). This means

_that the budget reform must be asso-

ciated with the reform in the public
sector. In 1997, the British govern-
ment adopted a golden rule that the
national debt is used only for financ-
ing the capital spending. So we think

that the Vietnamese National As-
sembly had better introduce this
golden rule to the budget reform be-
ing carried out in the coming year.
This golden rule prevents the forma-
tion of funds for bonus and social wel-
fare in state-owned companies.
These funds are usually turned le-
gally into self-earned capital of the
companies and sometimes they are
used for wrong purposes or allocated
illegally to managers when the com-
pany is privatized.

b. Limits on expenditures:

The first rule is that all budget
expenditures require a proper proce-
dure. An over-expenditure on one
item must be compensated for by a
cut in another or an increase in taxa-
tion. In the coming years, the na-
tional budget must cover greal ex-
penditures on education, public
health care, poverty alleviation and
sustainable development, so the Gov-
ernment should control the budget
strictly by cutting subsidies to state-
owned companies and public serv-
ices. One of the greatest challenges
in 2003 is a pay rise for eivil servants
which requires from VND7,000 to
8,000 billion (compared with a de-
mand for VND16,000 billion.) If the
Government cuts other expenditures
to meet this demand, the budget for
education and human resource devel-
opment will be aflected first. The
suitable solutions to this problem are
to reform basically the public sector,
socialize the education service and
reduce unnecessary expenditures.

Reduction in expenditure also in-
cludes ways of controlling local budg-
ets by allocating funds according to
their plans instead of simply cutting
budget expenditures. Allocation of
fund according to the plan is differ-
ent from the practice of allocating
fund according to local budget in-
come. This practice makes it difficult
for the central budgetary authorities
to control and supervise expendi-
tures by local authorities. The alloca-
tion of fund according to the plan
means more regular inspections for
results of investment and expendi-
tures from the public fund, that is,
the same procedures applied when
estimating the investment plans for
state-owned companies.

The reduction in expenditure also
means distinction between local and
central budget incomes. Incomes
from special consumption tax or
high-earner income tax could be
transferred to the local budget in or-
der to encourage local authorities to
collect tax and develop sources of in-
come. This is a way to reduce indi-
rectly expenditure from the central

budget and avoid the trouble of trans-
ferring the tax take to the central
authorities who will allocate it to lo-
cal governments later.

In recent years, the expenditure
on administrative services has al-
ways exceeded the planned budget.
To deal with this problem, the best
way is to set limits on the adminis-
trative expenditures as, what has
been applied to HCMC recently.

c. Transparency:

Transparency of the budget
means an effort to make budget ex-
penditures and income publicly
known, thereby forcing the govern-
ment to be more careful about expen-
ditures and preventing causes of in-
flation, one of important factors
leading to macroeconomic instability
in developing countries.

In Vietnam, we support the idea
of transferring the state auditing
body to the National Assembly. In
the past, auditing reports submitted
by the Government to the National
Assembly were only for the eyes of
certain persons (chairpersons of the
NA Economic and Budgetary Com-
mittee for example) and most NA
members and the public knew noth-
ing about them. The transparency
must be made a standard and a prin-
ciple when the budget reform is car-
ried out. The NA must control the
state auditing committee or have its
own one to review reports from min-
istries.

To ensure the transparency, the
budget reform must establish who
have rights to budget expenditures
and incomes. At present, many
chairpersons of people’s committees
at district level are ready o guaran-
tee economic contracts while they ar-
en’t holders of accounts. When the
contracts aren’t realized properly or
ended in failure, they tend to take
money from the public fund to pay
debts. These defects come directly
from the lack of transparency.

In short, waste of public fund and
wrong use of public investment that
have become common in recent years
are due to loopholes in the budget
act. The coming budget reform must
be based on international practices,
which must be considered as a must.
The NA must adjust the Budget Act,
work out rules of estimating invest-
ment projects finance by the public
fund, make the budget reports more
transparent, and identify personal
responsibility lor waste and wrong
use of budget income. This is an el-
fort to make our country-democratic
as required by the socialist revolu-
tion.m
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